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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 195' CODE. 
Except as otherwise expressly provided, whenever in this Act an 

amendment or repeal is expressed in terms of an amendment to, or 
repeal of, a 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 Gt!'IERAT--Pnrt VI of subchapter B of chapter 1 (relating 
to itemized deductions for individuals and corporations) is amended 
by adding at the end thereof the following nt'W St'ction : 
"SEC. 189. AMORTIZATION OF REAL PROPERTY CONSTRUCTION 

PERIOD INTEREST AND TAXES. 
"(a) CAF :AL z ":IOJi OF CoNSTRUG'TlON PERion INTEREST AND 

TAXES.-Except ns otherwise provided in this section or in section 
266 (relating to carrying charge.a), in the case of an individual, an 
electin~ sn,all business corporation (within the meaning of section 
1371(b) ), or a J>ersonal holding company (within the meaning of sec
tion M2), no doouction shall be allowed for real property construction 
period interest and taxes. 

"(b) AxoRTizATION OF A1rnuNTS CHARGED TO CAPITAL AcoouNT.
Any amount paid or accrued which would (but for subsection (a)) be 
allowable as n deduction for the taxnble year shall be allowable for such 
taxable year ancl each subsequent amortization year in accordance 
with the following. table: 

If th• •mount is paid or ICCl'ued in a taxable yur belinnlna 1- Th• pen:eftlace el such 
--------------------- 1mount llloW1ble for ucll Nonresidentlll rul Rwidenti1I rut property 1mortiution yur lh1H be 

property (Olhel th .. low-~ i--i- houtlnt 1111 followina perce1ta,. 
housinc) of such llllOUnt 

1976 
------- ·----1977 

IS78 
1979 
1980 
1981 

after 1981 

- ""ii11ii"-- -- --··-· ···--· · ··-· 1982· -·----··· -
1979 1983 
1980 1984 
1981 1985 
1982 1986 
1983 1987 

after 1983 after 1987 

see llliNctiall (Q 

,

2$ 

1 
1 

" ( C) A:M:ORTIZATION Y EAIL-
" ( l) IN GllNERAL.-For purposes of this section, the term 'amor

tization y&a.r' menns the taxable year in which the amount is paid 
or accrued, and each taxable year thereafter (be~ with the 
taxable year after the taxable year in which patd 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 SALF.8 AND EXCHANGE8.-For purpost>11 of para
graph p>-

' (A) PROPORTION OP PERCENTAGE ALLOWED.-For the amor
tization year in which the property is sold or exchanged, a 
proportionate ~art of the percentage allowable for such Y'ear 
{determined without regard to the sale or exchange) shall be 
allowable. If the real property is subject to an allowance for 
depreciation, the pro_port1on shall he determined in accord
ance with the convention used for depreciation purposes with 
respect to such property. In the case of all other reaI property, 
under replations pre.scribed by the Secretary, the proportion 
shall be 'based on that proportion of the amortization year 
which el~d before the sale or exchange. 

"(B) UNAMORTIZED BALANCE.-ln tlie case of a sale or ex
c.hange 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 EXCIIANGEs.-An 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 RESIDENTIAL PROPERTY Exct.UDED.-This section shall 
not apply to any real property acquired, constructed, or carried if such 
property is not, and cannot reasonably be ex~ to be, held in a trade 
or business or in an activity conducted for profit. 

" ( e) DlmNITioNs.-For purposes of this section-
" (1) CoNBTRUCTION PERIOD INTEREST AND TAXE8.-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, · 

t.o 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) CoNBTRUCTION PERIOD.-The term 'construction period', 
when used with respect t.o any real property, means the period

"(A) beginnmg on the date on which construction of thP. 
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 read:y __ to be held 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 hOWling. 

"(4) RESIDENTIAL REAL PROPERTY.-The term 'residential real 
property' means property which is or can reasonably be expected 
to b&--

"(A) residential rental property as defined in section 167 
(j~ (2) (B), or 

'(B) real property described in section 1221(1) held for 
sale as dwelling units (within the meaning of section 167(k) 
(3)(C)). 

"(6) Low-mcoKJIJ HOUSING.-The term 'low-income housing' 
means property described in clause (i), (ii), (iii), or (iv) of 
section 1250(a) (1) (B). 

.. 

.. 
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"(f) TB.uisITIONAL RULi.: FOR 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 19,76 shall be 50 percent, and 
"(2) each amortization year thereafter shall be 16% percent." 

(b) Cu:mCAL AlilENDJr1ENT.-The table of sections for such part VI 
is amended by adding at the end thereof the following new item: 

"Sec. 189. Amortization of real property construetion period interest and 
taxes." 

(c) EnECTIVE DATE.-The amendments made by this section shall 
apply-

(1) in the case of nonresidential real property, if the construc
tion period begins after December 31, 197l>, 

(2) in the case of residential real :{>ro:perty (other than low
income housing), to taxable years begmrung 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~rty (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 
(as added by subsection (a) of this section). 
SEC. 202. RECAPTURE OF DEPRECIATION ON REAL PROPERTY. 

(a) IN GENERAL.--Subsection (a) of section 1250 (relating to gain 
from dispositions of certain depreciable realty) is amended to read 
as follows: 

"(a) GENERAL RULE.-Except as otherwise provided in this 
section-

"(1) ADDITIONAL DEPRECIATION AFTER DECEMBER 817 1971J.
"(A) IN QENJ)RAL.-lf section 1260 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, 1976, in respect of the prop
ertl, or 

(ii) the excess of the amount realized (in the case of 
a sale, excha.nge, 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) APPuOABLE PEBCENTAGE.-For purposes of subpara
graph (A), the term 'applicable percentage' means-

" ( i) in the case of section 1250 property with respect 
t.o 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 la.ws and with respect to 
which the owner is subiect 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; 

90 STAT. 1527 

26 USC 189 
note. 

Definitions. 

26USC1250. 

"Applicable 
percentage." 

26 USC 17151, 
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"(ii) in the case of dwellln.lr units which, on the aver
age, were held for occupancy Dy 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 dat;e the property was held 100 full months; 

" (iii) 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 
p~y 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 percentage 
point for each full month the property was held after 
the date the property was held 100 full months; and 

" ( v) in the ease of all other section 1250 property, 100 

In tfu:':!:t~f a building (or a portion of a building devoted 
to dwelling units), if, on the average, 80 ~rcent 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 
respect to the additional depreciation described in subsection 
(b) (4). 

"(2) ADDITIONAL DEPRECIATION AFTER DECEMBER 31 1 19691 AND 
BEFORE JANUARY 1, 1978.-

"(.A) IN GENERAL.-If section 1250 property is dis~ 
of after December 31, 1969, and the amount determined under 
para.graph (1) (A) (ii) exceeds the amount det;ermined under 
para.graph (1) (A) (i), then the applicable percentage of the 
lower of- . 

"(i) that portion of the additional depreciation attrib
utable to periods aft.er 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 
pa~ph {1) (.A) (i), 

shall also be treated; as gain ~hich is .ordinary income. ~~ch 
gain shall be recognized notwithstandmg any other provision 
of this subtitle. 

"(B) .APPLICABLE PERCENTAGE.-For pu'r~ses of subpara
graph· 1.A), the term 'applicable percentage means-

"Ci) in the case of section 1250 :eroperty disposed of 
pursuant to a written contract whtch 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 dat;e the 
pro~rt:y was held 20 full months; 

"(ii) m the case of section 1250 propert;r with respect 
to which a mortgage is insured under section 221(d) (3) 
or 236 of the National Housing .Act, or housing financed 

.. 
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or assisted by direct loan or tax abat.ement under similar 
provisions of State or )ocal laws, and. ~th respec.t 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 16'i(j) (2) (B)) other than that covered 
by clauses (i) and (it), 100 percent minus 1 percentage 
point for each fuU month the property was h~ld 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 un~er section 167(k), 100 pe!
cent minus 1 percentage pomt for each full montli in 
excess of 100 full months after the dat;e on which such 
property was placed in service; and 

"(v) m the case of all other section 1250 property, 100 
percent. . 

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

"(3) .ADDITIONAL DEPRECIATION BEFORE JANUARY 11 1970.-
"(.A) IN GENERAL.-If section 1250 property is disposed of 

after December 31, 1963, and the amount determined under 
paragraph (1) {A) (ii) exceeds the s!1m of the amoun~ det.er
mined under paragraphs (1) (.A) (1) and (2) (A) (1), 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 P.roperty, or 

"(ii) the excess of the amount determined under para
graph (1) (A) (ii) over the sum o! the amounts d~ter
mined under paragraphs (1) (A) (i) and (2) (A) (1), 

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

90 STAT. 1529 

"(B) .APPLICABLE PERCENTAOE.-For purposes of subpara- "Applicable 
graph (A), the term 'applicable ~rcentage' means 100 per- percentage." 
cent mmus 1 percentage point for eacli full month the 
property was held after the date on which the property was 
held for 20 full months.'~ 

(b) PROPERTY DISPOSED OF PURSUA'.!lt"T TO FORECU>SURE PROCEED- 26 USC 1250. 
INos.-Subsection (d) of section 1250 (relating to exceptions and 
limitations) is amended by adding at the end thereof the folJowing 
new para~raph: 

"(10) FonECLO!'lFRE DISPOSITtoNs.-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 sucn prop
erty secured, the applicable percentage referred to in para.graph 
(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 dat;e of the beginning of the proceedin1?5 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 . property on the dat;e, deter
mined under regulations prescribed by the Secretary, on which 
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26 USC 1250. 

26 USC 167. 

26 USC 1250 
note. 

26USC167. 

such operation of an agreement or ~rocess of law, pursuant to 
which the disposition occurred, began. ' 

( C) <JoNFORKINO Ala:NDJCENTS.-
(1) Ala:NDJONT~FSECTION ~2110d> (2).-Paragraph .(2) ~fsec

tion 1250(f) (rela~ to spec1&l rule for property which 18 sub
stantially improved) is amended to read as follows: 

"(2) Om>INABY INCOME ATTRIBUTABLE TO AN ELEJIENT.-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~) (2) (A), or 
in clause (i) or (ii) of subsection (a) (3) (A , as the case 
may be, for the section 1250 pro~rty as e additio~al 
depreciation for such element attnbutable to such penod 
tiears 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 

For ~u~~~s of this paragraP.h, determinations with respect to 
any element shall be made as if it were a separate property." 

(2) AMENDMENT OF SECTION 1211ocg> (2).-Para~ph (2) of 
section 1250(g) (relating to special rules for qualified low-income 
housing) is amended to read as follows: 

"(2) ORDINARY INCOME ATI'RIBUTABLE TO AN ELDDNT.-For 
purposes of paragraph (1), the amount taken .into account for 
any element Shall be determined in a manner similar to that pro
vided by subsection (f) (2)." 

(3) AHENDXENT OP SECTION 167(e)(3).-Paragraph (3) of 
section 167 ( e) (relating to change in depreciation method with 
~t to section 1250 property) is amended b.1 striking out 
"beginning after July 24, 1969," and inserting m lieu thereof 
"beginning after December 31, 1975,". 

( d) EFFEcrivE 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 
tom section 121SO(d) (10) of the Internal Revenue <Jode of 1954 which 
begin after December 31, 1975. 
SEC. 203. AMENDMENT OF SECTION 167(k), 

(a) GENERAL Ruu.-Section 167(k) (relating to depreciation of 
expenditures to rehabilitate low-income rental housing) 18 amended

(1) by strikin2 out "January 1, 1976," in paragraph (1) and 
inserti!ig in lieu tnereof "Janua:.y 1, 1978"; 

(2) b,Y striking out "$151000" m paragraph (2) (A) and insert
ing in heu thereof "$20,000" ; 

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

( 4) by adding the following new subparagraph at the end of 
p&ragraph (3) : 

"(D) Rze"•BIJJT.ATION EXPENDITURF.8 INCORUD.-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 be2'un before January 1, 
1978, shall be deemed incurred before January 1, 1978." 

(b) EFnonvE 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 GEN"ERAL.-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 Lll\fiTED TO AMOUNT AT RISK IN CASE OF 

CERTAIN ACTIVITIES. 
"(a.) GENERAL Ru:u:.-In the case of a taxpayer (other than a cor

poration which is neither an electing smaU business corporation (as 
defined in section 1371 (b) ) nor a personal holding comJ.>any (as 
defined in section 542)) engagOO. 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 tax{>ayer is at risk ( withiii the meaning of subsection (b) ) 
for such activity at the close of the taxable year. Any loss from suCh 
activity not allowed wider this section for the taxaole year shall be 
treated as a deduction allocable to such activity in the first succeeding 
taxable year. 

"(b) AxoUNTS <JoNsmERED AT RISx..-
" (1) IN GENERAL.-For purposes of this section, a taxpayer shall 

be considered at risk for an activity with respect to amounts 
incl~ u -

" .A) the amount of money and the adjusted basis of other 
pro~rty contributed by the taxpayer to the activit1~ and 

"(B) amounts borrowed with respect to such activity (as 
determined wider 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 h&-

" (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 ~y property de.scn"bed in paragraph (1). 

"(3) CERTAIN BORROWED AMOUNTS EXCLlJDED.-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 taxpaY.er specified within 
any one of the paragraphs of section 267 ( b) . 

90 STAT. 1531 
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"(4) ExCEPTION.-Notwithstanding any other provision of this 
section, a t.axpayer shall not be considered a.t risk with respect to 
amonnt.s protected against loss through nonrecourse financing, 
guarantees, stop loss agreements, or other similar arra.ngements. 

" ( 5) A.xouNTS AT RISK IN SUBSEQUENT YJWtS.-lf in any taxable 
year the t.axpayer 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) ACTIVlTIES ro W mcu SECTION APPJ.JES.-
" (1) TYPES OF ACTIVITIE8.-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 ACTIVITIF.S.-For purposes of this section, a tax

payers activity with respect to each-
" (A) film or video tape, 
"{B) section 1245 property which is leased or held for 

l~, "( 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 
pa.rtnership or a shareholder's interest in an electing small busi
ness corporation shall be treated as a sinfle activity to the extent 
that the partnershi~ or an elect~ smal business corporation is 
engaged in activities described m any subparagraph of this 
paragraph. 

"(d) Du!Nrnox OF Loss.-For purposes of this section, the term 
'1088' 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) Ci.mucAL AlaNDJCENT.-The table of sections for subpart C of 
part II of subchapt.er E of chapter 1 is amended by adding at the end 
thereof the following new item : 

"See. 4611. Deductions limited to amount at risk 1n case of certain 
actlvitlee." 

( c) EFFECTIVE DATES.-
(1) IN GENERAx..-Except as prQvided 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 period shall be treated as an amount paid or incurred in such 
period. 

(2) SPECIAL TRANSITIONAL RULES FOR MOVIES AND YIDEO TAPF.8.

(A) IN GENERAL.-In the case of any activity described 
in section 465(c){l)(A) of the Internal Revenue Code of 

.. 
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19M, the amendments made by this section shall not apply Ante, p. 1531. 
to-

(i) deductions for depreciation or amortization with 
respect to property the principal product ion 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 

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

(B) EXCEPTION' FOR CERTAIN AOREEMENTS WHERE PRINCIPAL 
PHOTOGRAPHY BEGIN BEFORE 1976.-In the case of any activity 
described in section 465(c)(l) (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 phof;ography of which begin on or before 
December 31, 1975, if-

{ i) on September 101 1975, there was an agreement 
with the director or a pnncipal motion picture star, or on 
or before September 10, 1975, 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 

(ii) the production takes place in the United States. 
~ubpa.ragraph (A) sh!i-11 apply only to taxpa.yers who held their 
mtett.sts on September 10, 1975. Subparagraph (B) shall apply 
only to taxpayers who held their interests on December 31, 1975. 

( 3) SPECIAL TRANSITION AL RULES FOR LF..ABING ACTlvITIE8.-
( A) RULE FOR LEASES OTHER THAN OPERATING LEASES.-Jn 

the case of any activity described in section 465{c) (1) (B) of 
the Internal Revenue Code of 1954, the amendments made by 
this sect!on shall not apply with respect to--

~
1) leases entered into before January 1, 1976 and 
h) leases where the property was ordered by the lessor 

or essee before January 1, 1976. 
(B) HOLDING OF INTERESTS FOR PURPOSES OF SUBPARAGRAPH 

(A).-Subparagraph (A) shall apply only to taxpayers who 
held their mterests in the property on December 31, 1975. 

(C) SPECIAL RULE FOR OPERATING U'.ASES.-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 ap,plied 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) RECAPTURE RULES.-Part IV of subehapter P of chapter 1 
(vela.ting to spec:ia.l rules for determining capita.I. gains and losses) is 
amended by addmg at the end thereof the IWllowing new section: 
"SEC. 1254. GAIN FROM DISPOSITION OF INTEREST 'IN OIL OR GAS 26 use 1254. 

PROPERTY. 
"(a) GENERAL RULE.-

"{1) ORDINARY INCOME.-If oil or gas property is disposed 
of after December 31, 1975, the lower of-
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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 b&Bis of such property, adjusted as provided 
in para~aph (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)1over 

"(ii) 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) D18l'08ITION OF PORTION OF PROPERTY.-For purposes of 

pa~f111};the case of the disposition of a portion of an oil 
or gas pro~rty (other than an undivided interest}, the entire 
amount of the aggregate expenditures described in para.graph 
(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) ap.J!lies. 

"(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 
(l)(A) with respect to such proptUiy 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 expend1tµres to the extent 
the taxpayer establishes to the satisfaction of the Secretary that 
sµchp:penditures do not relate to the portion (or interest therein) 
disp,osed .of. 

'(3) On. oR OAS PROPERTY.-The term 'oil or gas propert!' 
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.).-ln 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) S'PEcIAL RULES UNDER REOULATIONS.-Under regulations pre
scribed 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 

"(2) 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) PAllTNEB8llIPS.-8ection 76l(c) (relating to definition of 
unlealized 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)) t and an oil or gas property (described 
in section 1254)", and by stri~ out "or 1262(a)" and inserting in 
lieu thereof "1252 (a), or 1254 (a)' . 

( C) TECHNICAL A.J.u:NDHENTS.-
( 1} The following provisions are each amended by striking 

out' or 1252(a)" and inserting in lieu thereof "1252(a), or 1254 
(a)"-

l
A} the second sentence of section 170(e) (1); 
B section 301~b) (1) (B) (ii); 
C section 301 d) (2) (B); 
D) 8ection 312 c}(3); amt 
E) section 453 d {4)(B). 

( 2} action 341 ( e) ( 12 1S amended by striking out "and 1252 
(o.)" and inserting in lieu thereof "1252(a), and 1254(a)". 

(3) Section 163(d) (3) (A) (iii) is amended by stn~ out 
"and 1250" and inserting in heu thereof "121>0, and 1254". 

(d) CLulcAL AxENDHENT.-The table of sections for part IV of 
subcha_Pter P of cha.pter 1 is amended by adding at the end thereof the 
followmg new item: 

"Sec. 12M. Gain from disposition of Interest ln oil or gas property." 
( e) EFFECTIVE DATE.-The amendment.a made by this section shall 

apply with respect to taxable years ending after December 31, 1975. 
SF.C. 206. AMENDMENTS TO FARM LOSS RECAPTURE RULES. 

(a) Tl:amNATION oF AnmnoNs ro ExcFAS DmuCTioNs Aooomrr.
Paragraph (2) of section 1261(b) (relating to additions to excess 
deductions account) is amended by ad.ding at the end thereof the fol
lowing new subpar11.graph: 

"(E) 'IEBlriNATlON OF ADDITIONS. -No amount shall be 
added to the excess deductions account for any taxable year 
beginning after December 31, 1975." 

(b) CERTAIN REOROANIZATIONS.-
( 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 37l(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 reor~ani
zation d.escnbed in section 368(a) (1) (D), and wluch 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 tl.1lnsferor's excess deduc
tions account shall not be reduced by reason of the pre
ceding sentence." 

(2) Paragraph (3} of section 12.>l(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 paragraph (IS) (A), subtractions 
from the excess deductions account shall be determined, in such 

11-e1& o - 10 - a 

90 STAT. 1535 

26 USC 751. 

26 USC 170. 
26 USC 301. 

26 USC 312. 
26 USC 453. 
26 USC 341. 

26 USC 163. 

26 USC 1254 
note. 

26USC1251. 



90 STAT. 1536 

26 USC 1251 
note. 

26 USC464. 

PUBLIC LAW 94-455-0CT. 4, 1976 

manner as the Secretary shall prescribe, applying this paragraph 
to the farm net income, and the amounts described in subpara
graph (B), of the transferor corporation and the transferee cor
poration on an aggregate basis.". 

(3) The amendments made by this subsection shall apply to 
transfers occurring after Decemoor 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) PREPAID EXPENSES.-
(1) IN GENERAL.-Subpart C of part II of subchapter E of 

chapter 1 (relating to taxable year for which deduction taken) is 
amended by insertmg after section 463 the following new section: 

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

" (a) GENERAL RULE.-In the case of any farming syndicate (as 
defined in subsection ( c)) ,a deduction (otherwise a1lowable under this 
chapter) for amounts paid for feed, seed, fertiliY.er, or other similar 
farm supplies shall only be allowed for the taxable year in which such 
feed, seed, fertilller, or other supplies are ~tually used or consumed, 
or., if later, for the taxable year f()r which allowable as a deduction 
(determined without regard to this section). 

"'{b) CERTAIN PocLTRY EXPENSES.-In the case of any farming 
syndicat.e (as defined in subsection ( c) )-

" (1) the cost of poultry (including egg-laying hens and baby 
chickS) purchased for 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 the taxable year in whfoh the' poultry is sold or otherwise dis-
posed of. • 

" ( c) FARMING SYNDICATE DEFINED.-
" (1) IN <HlNER.&L.-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 
having authority to regulate the offering of securities for 
sale, or 

"(B) a partnership or any other enterprise 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) HOLDINGS ATI'RIBUTABLE TO ACTIVE XANAGE:HENT.-For 
purposes of paragraph (1) (B), the following shall be 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-

c .. 
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agement of any trade or business of f&l'Jlling, any interest in 
a ~artnership or other enterprise which is attributable to 
suCh active participation, 

"(B) in the case of any individual whose principal resi
dence is on a farm, any ~artnership or other enterprise 
engaged in the trade or busmess of farming such farm, 

"(C) in the case of any individual who is actively partici
pating in the management of any trade or business of farm
ing or who is an individual who is described in subparapaph 
(A) or (B), any participation in the further processmg of 
livestock which was raised in such trade or business (or in 
the trade or business referred to in subparagraph (A) or 

(:~)(~) in the case of an individual whose principal business 
activity involves active participation in the management of a 
trade or business of far~, 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 J>arlicipation of the individual described in 
subparagraph (A), (B), (C),or (D). 

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

" ( d) ExCEPTioNs.-Subsection (a) shall not applv 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) an;y amount required to be charged to capital account 
under section 278. 

" ( e) DznNrrxoNs.-Vor purposes of this eection-
" (1) FAR:HING.-The term ':farming' means the cultivation of 

land or the raising or harvesting of any agricultural or horti
~ultQral co~II!odity including the raising, shearing, feeding, car
mg for, trammg, 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 wh~ 

"(A) has an interest in an enterprise other than as a lim
ited .£._artner, and 

"(H) does not actively participate in the management of 
such enterprise." 

(2) CLERICAL AMEND:HF:NT.-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) EFn:cTlvE DATES.-

( A.) IN GENERAL.-Except as provided in subparagra:Qh 
(B), the amendments made by this subsection sh&ll apply 
to taxable years beginning after December 31, 1976. 

(B) TRANSITIONAL RULE.-In the case of a farming syndi
cate in existence on December 31, 1975, and for which there 
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was no change of membership throughout its taxable year 
beginning in 1976, the amendments made by this subsection 
shall apply to taxable years beginning after December 31, 
1976. 

(b) ORCHARD AND VINEYARD EXPENSES.-
. (1) IN GENERAL-Section 278 (relat.ing to capital expenditures 
~curred in plantin~ and developing citrus and almond groves) 
IS amended by striking out subseCtion (b) and by inserting in lieu 
thereof the following: 

. "(b) FARMING SYNDICATF.s.-Except as provided in subsection (c), 
m 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-

"(l) 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) ExOEPTio:Ns.-Subsections (a) and (b) shall not apply to 

amo.unts alJowable as deductions (without regard to this section) 
attnbutable to a grove, orchard, or vmeyard 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.-
( A) The heading of section 278 is amended to read as 

follows: 
"SEC. 278. CAPITAL EXPENDITURES INCURRED IN PLANTING AND 

DEVELOPING CITRUS AND ALMOND GROVES; CERTAIN 
CAPITAL EXPENDITURES OF FARMING SYNDICATES.''. 

(B). Subsection (a). o! section 278 (:elatin~ to general 
rule) lS amended by strdtlng out "subsection (b )'' and insert
ing in lieu thereof "subsection ( c) "· 

. (3) EFFEOTIVE DATE.-The amendments made by this subsec
tion shall apply to taxable years .beginnin¥ 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 
replan!ed on or before Decem~r 31, 1975. For purposes of the 
precedmg sentence, a tree or vme which on or before Decem
ber 31, 1975, was planted at n place other than the grove orchard 
or vineyard of the ta~payer but which, on such date, V:as owned 
!>Y the taxpayer (or with respect to which the taxpayer had a bind
mg contract to purchase) shall be treated as planted on Decem
ber 31, 1975, in the grove, orchard, or vineyard of the taxpayer. 

( c) METHOD OF ACCOUNTING FOR CORPORATIONS ENGAGED IN 
FARMING.-

( 1) GENERAL RULE.-

( A) Subpart A of part II of subchapter E of cha:r;>t.er 1 
(relating to methods of accounting) is amended by addmg at 
the end thereof the following new section: 

"SEC. U1. METHOD OF ACCOUNTING FOR CORPORATIONS ENGAGED 
IN FARMING. 

"(a) GENERAL RULE.-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
in~, or 

'(2) a. partnership engaged in the trade or business of fanning, 
if a corporation is a partner in such partnership, 

shall be computed on an accrual method of aceountirig and with the 
capitalization of preproductive expenses described in subsection (b). 
This section shall not apply to the trade or business of operating a 
nUl'Sery or to the raising or harvesting of trees (other than fruit and 
nut trees)~ · 

"(b) PuP!wDUCl'l'IVE PERIOD EXPENSES.-
. "(1) IN GENERAL.-For ~urposes of this section, the term 'pre

prod.uctive period expenses means any amount which is attribut
:i.ble to crops, animals, or any other property having a crop or 
yield during the preproductive period of such property. 

" ( 2) ExcEPTIONs.-Paragraph ( 1) shall not apply-

~
A) to taxes and interest, and 
B) to any amount incurred on account of fire storm, 

fl , or other casualty or on account of disease or drought. 
"(3) PuPRoDUCTIVE PERIOD DEFLNED.-For purposes of this sub

aection, the term 'preproductive period' means-
" (A) in the case of rroperty having a useful life of more 

than 1 year which wil have more than 1 crop or yield, the 
period before the disposition of the first such marketable crop 
or yield, or 

"(B) in the case of any other property, the period before 
such property is disposed of. 

For purposes of this section, the use by the taxpayer in the trade 
or business of farming of any supply produced in such trade or 
business shall be treated as a disposition. 

"(c) ExcEPTION FOR SMALL Bus1NESS AND FAMILY CoRPOR.+.TioNs.
For purposes of subsection (a.), a corporation shall be treated as not 
being a corporation if it i&-

" ( 1) an electing small business corporation (within the mean
~ 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) MEMBERS o:r THE SAXE FAMILY.-For purposes of subsection 
(c)(2}-

"(1) the members of the same family are an individual, such 
individual's brothers and sist.ers, the brothers and sisters of such 
individual's parents and grandparents, the ancestors and lineal 
descendants or any of the foregoing, a S{>OUse 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 it.ci 
partners or beneficiaries, and 

" ( 3) if 50 :percent or more in value of the stock in a corporation 
(hereinafter m this paragraph referred to as 'first corporation') 
is owned, directl1. or through pamgraph (2), by or for members 
of the same family, 811.ch 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 corpor_atio~) owned, di~ctly . or 
indirectly, by or for the first corporation, m that proportion which 
the value of the stock in the first corporation which such membel'f! 
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 Gaoss REcEIPl'S OF $1,000,000 OR LEss..
A corporation meets the requirements of this subsection if, for ea.ch 
prior taxable year beginning after December 31, 197ts, such corporation 
(and any pre~le<'es!ior corporation) did n~ have gross receipts ex~d
ing . 1,000.000. For purposes of the preceding sentence,, all co~~txons 
which a.re members of a controlled group of corporations (within the 
meaning of section 1663 (a) ) shall be treat,ed as one corporation. 

" ( f) CooBDINATION WITH SECTION 481.-In the case of any taxpayer 
required by this section to change its method of accounting for any 
taxable ye&l'-

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

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

"(8) under regulations prescribed by the Secretary, the net 
amount of adjustments required by section 481 (a) to be taken 
into account bv the taxpayer in computing taxable income shall 
(except as otl::erwise provided in such regulations) be taken into 
account in each of the IO taxable years beginning with the year 
of change. 

"(g) CERTAIN ANNUAL ACCRUAL ACCOUNTING Mrruoos.
" (1) IN GENERAL.-If-

" (A) for its 10 taxable years ending with its first taxable 
year beginning after December 81, 1975, a corporation used 
an annual accnaa.l 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 aft,er 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) ANNUAJ, ACCRUAL METHOD OF ACOOUNTING DEFINED.-For 
11urposes of ~aragraph (1), the term 'annual a.cerual 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. 

"(3) CERTAIN REORGANJZATIONs.-For purposes of this subsec
tion, if a corporation acqttlred substantially all the assets of a 
farminB' trade or business from another corporation in a trans
action m 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 
corl'°ra.tion computed its taxable income from such trade or 
busmess 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 fannlnc." 
(2) EFFECTIVE DATE.-The amendments made by paragraph (1) 

shall apply to taxable years beginning after December 31, 1976. 
(3) ELECTION TO CHANGE FROM S'l'ATIC VALUE METHOD TO ACORUAL 

METHOD OF ACCOUNTING.-
( A) IN GENERAL.-If-

(i) a corporation has computed i~ taxable inco~e on 
an annual accrual method or accounting together with a. 
static value method of accounting for <lefe~d ~s .of 
growing crops for the IO taxable years ending with its 
first taxahle year beginning after Decen;tber 31, 1975, 

(ii) such corporation raISeS crops.which are harvested 
not less than 12 months after plan~~' and 

(iii) such corporation elects, within one year after 
the date of the enactment of this Act and in such man
ner as 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 Tfe&SUry, and, under regul~
tions prescribed by the Secretary of the Treasury or his 
delegat.e, the net amount of the adjustments required by sec
tion 481 (a) of the Internal Re':enue Code. of 1!>54 to ~ taken 
into account by the tax_payer m computmg taxable mcome 
shall (except as otherwise provided in such regulations) be 
ta.ken mto account in each of the 10 taxable years beginning 
with the year of change. 

(B) COORDINATION WITH SECTION 447 OF THE OODE.-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 !ts taxa~le 
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) CmrAIN CORPORATE BEOBOANIZATIONS.-For p~ 
of this para.graph, if a corporation acquired substantially all 
the assets of a fanning trade or business from another corpo
ration in a transaction in which no gain or loss w8:8 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 awcountmg 
together with a static value method of accounting for 
delerred costs of growing crops during the period for which 
the transferor corporation computed its taxable income from 
such trade or business on such accrual and static value 
method. 

SEC. 208. TREATMENT OF PREPAID INTEREST. 
(a) GENERAL RULE.-Section 461 (relat!ng to general rule for tax

able year of deduction) is amended by addirig at the end thereof the 
following new subsection: 
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"(g) PREPAID !NTEllEST.-
"(1) IN GENERAL-If the taxable income of the t.axpayer is 

computed under the cash receipts and disbursements method of 
accounting, interest paid by the t.axpayer whichhunder regula
tio~ o£_r.escribed by the Secretary, is properly a ocable to any 

pen "(A) with respect t.o which the interest represents a charge 
for the use or forbearance of money, and 
~£B) which is after the close of the taxable year in which 

shailbe ~arged to capital account and shall be treated as paid in 
the period t.o which so allocable. 

"(2) ExCEPTION.-This subsection shall not apply t.o points 
paid in respect of any indebtednel!S incurred in connection with 
the purchase or iinprovement of, and secured by, the principal 
resid~e of the taxpayer to the extent that, under regulations 
prescribed by the Secretary, such payment of ~ints is an est.ab
lished business practice in the area in which such indebtedness is 
incurred, and the amount of such payment does not exceed the 
amount generally charged in such area." 

(b) EFFECTIVE DATE.-
(1) IN OENERAL.-E;cept as provided in paragraph (2), the 

amendment made by subsection (a) shall apply to amounts paid 
after December 31, 19'75, in taxable years ending- after such date. 

(2) CERTAIN AMOUNTS PAID BEFORE 1977.-The amendment 
made by subsection (a) shall not apply to amounts paid before 
January 1, 197'7, pursuant t.o 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 GENERAL.-Subsection ( d) of section 163 (relating t.o 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) IN GENERAL.-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 in<livi<lual), 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 INVF.BTMENT 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 addin!, 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 t.o which this subsection (as in effect before the Tax 
Reform Act of 1976) applies, the amount of the net investment .Ante. p. 1520. 
income taken int.o account under this subsection shall be the 
amount of such income (determined without regard t.o 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 denominat.or 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) a.nd inserting in lieu thereof "limita

tion in paragra:ph (1)"; 
(4) by strikmg out paragraph (5) and redesignating ,Para

graphs (6) and (7) as paragraphs (5) and (6), respectively; 
(~) by adding attheend of paragraph (5) (assoredesignated) 

the follow~: 
"For taxable years beginning after December 31, 1975, this para
paph shall be applied on an allocation basis rather than a specific 
item basis."· and 

,~6) by adding at the end thereof the following new paragraph: 
(7) SPECIAL RULE WHERE TAXPAYER OWNS 110 PERCENT OR MORE 

OF ENTERPRISE.-

" (A) GENERAL RULE.-ln the case of any 50 percent owned 
corporation or partnership, the $10,000 figure specified in 
parf&gtl.~h (1) shall be increased by the lesser of-

" i) $15,000, or 
" h) the interest paid or accrued during the taxable 

year on investment mdebtedness incurred or continued 
ID connection with the acquisition of the interest in such 
corporation or partnership. 

In the case of a separate return by a married individual, 
$~~500 shall be substituted for the $15,000 figure in clause (1 ). 

(B) 9wNERSHIP ~UIREHENTS.-Th~ paragraph shall 
apply with respect to mdebtedness 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 
maybe." 

(b) EFFECTIVE DA'l''.E.- 26 USC 163 
(1) IN OENEBAL.-Exoept as provided in paragraph (2) the note. 

am~n~ent.s made by subsection (a) shall apply t.o taxable years 
beginning after December 31, 1975. 

{2) Ji:IDEBTEDNESS INCURRED BEFORE SEPTEMBER 11, 19711,-ln the 
c~ of mdebtedness attributable t.o a specific item of property 
which-

(A) is for a 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, 19'75, and at all times 
~hereafter before the incurring of such indebtedness, is bind
mg on the taxpayer, 

the amendment.s made by this section shall not ap:ely but section 
163(d) of the Internal Revenue Code of 1954 (as m ~ffect before 
the.enactment of this Act) shall apply. For purposes of the pre
~ .sentence, so much of the net investment income (as defined 
m 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 b~ this Act, by reason of the last sentence of section 
163(d) (3) A) of such Code, shall be taken into a.ccount for 
purposes o applying such section as in effect before the date of 
enactment of this A.ct 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. 

(a) IN GENERAL.-Part IX of subchapter B of chapter 1 (relating 
to items not deductible) is amended by adding at the end thereof thl' 
following new section: 
"SEC. 280. CERTAIN EXPENDITURES INCURRED IN PRODUCTION OF 

FILMS, BOOKS, RECORDS, OR SIMILAR PROPERTY. 
"(a) GENERAL RULE.-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 M2)) 
and except in the ease 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 cha.Ji>ter shall be allowed as deductions only in accordanc& 
with the provis10ns of subsection (b). 

"(b) PRORATION OF PRODUCTION CosT OVER INCOME PErooo.
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 a.mount 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) DmmirrroNs.-For pur~oses of this section-
" (1) Fn..x.-The term film' means any motion picture film or 

video t;a.pe. 
"(2) SoUND RECORDING.-The term 'sound recordin2' means 

works that result from the fixation of a series of musicaf, spoken, 
or other sounds, regardless of the nature of the material objects, 
such as discsl ~~ or other phonorecordings, in which such 
sounds are embO<lled." 

(b) Ci.EmcAL .A.m!NDM:ENT.-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 produetion of films, books, 
records, or similar property." 

( c) EFFECTIVE DATE.-The amendment made by this section applies 
to amounts paid or incurred after December 311 197.), with respect to 
property the prii).cipal production of which begms after December 31, 
1975. 
SEC. 211. CLARIFICATION OF DEFINITION OF PRODUCED FILM RENTS. 

(a) IN GENERAL.-Subparagraph (B) of paragraph (5) of ~tion 
M3( 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 fihn, such tenn includes an interest in the 
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proceeds or profits from the film, but only to the extent such interest 
is attributable to such active participation." 

(b) EnwrrvE DATE.-Th6 amendment made by subsection (a) shall 
apply to taxable years ending on or after December 31, 1975. 
SEC. 212. BASIS LIMITATION FOR AND RECAPTURE OF DEPRECIATION 

ON PLAYER CONTRACI'S. 
(a) BASIS LnaTATIONS.-

(1) IN GENERAL.-Part IV of subchapter 0 of chapter 1 {relat
ing to special rules applicable to gain or loss on disposition of 
pror.rty) is amended by redesignating section 1056 as section 
105., and by inserting after section 1056 the following new 
section: 

"SEC. 1056. BASIS LIMITATION FOR PLAYER CONTRACTS TRANSFERRED 
IN CONNECI'ION WITH THE SALE OF A FRANCHISE. 

"(a} GENERAL RULE.-If a franchise to conduct any sports enter
prise is sold or exchanged, and if, in connection with such sale or 
exchanse, there is a tranSfer of a contract for the services of an athlete, 
the basis of sueh 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 the 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 {a) shall not apply-
" (1) to an exchange described in sootion 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 aecedent 
(within the meaning of section 1014(a) ). 

"(e) TaANsn:RoR 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 subse«}uent 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' AS TO AHOUNT ALL-OCABLE TO PLAYER CoN
TRACTS.-ln the case of any sale or exchange described in subsection 
(a), it. sha!l be presumed that not more than 50 percent of the con
s1derat1on 1s 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 properl}' allocable to such contracts. 
Nothing i~ the f receding sentence shall give rise!'° a presumption that 
an allocation o less than 50 percent of the consideration to contracts 
for the services of athletes is a. proper allocation." 
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(9) Cl.ERioAL AHEND~NT.-The tabJ~s of secti<!ns foi; su~h P!lrt 
VI is amended by striking out the last item and msertJng m lieu 
thereof the following: 

"Sec. 1056. Basis limitation for player contracts transferred in con
nection with the sale of a franehise. 

"Sec. 1057. Oross references." 
(3) EFFECT!Vl!l DATE.-The amendmen~ 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} IN GENERAL.-Section 1245(a) (relating to gam from ~s

position of certain depreciable property) is amended by addmg 
at the end thereof the following new paragraph: 

"(4) SPECIAL RULE FOR PLAYER CONTRACTS.-
"(A) IN QENERAL.-For purposes of this section, if a fran

chise to conduct any sports enterprise is sold or exchan~d, 
and if, in eonnection with such sale or exchange, there is 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 contra<'ts inereased by the greater 
of-

"(i) the previously unrecaptured depreciation with 
respect to p1ayer contracts acquired by the transferor 
at the time of acq_uisition of such franchISe, or 

"(ii) the previously unreca:ptured depreciation with 
respect to the player contracts mvolved in such transfer. 

"(B) PREVIOUSLY UNRECAPTURED DEPRECIATION WITH 
RESPECT TO INITIAL CONTRACTS.-For purposes of subpara
graph (A)(i), the term 'previously unrec&ptured deprecia
tion' means the excess (if any) of-

"(i) the sum of the deduction allowed or allowable 
to the taxpayer transferor for the depreciation of an;r 
pl&yer contracts acquired by him at the time of acquisi
tion of such franchise. plus the deduction a11owed or 
allowable for losses with respect to such player contracts 
acquired at the time of such acquisition, over 

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

"(C) PREVIOUSLY UNRECAPTURED DEPRECIATION WITH 
RESPECT TO CONTRACTS TRANSFERRED.-For 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 fr&Jlchise. 

"(D) PLAYER CONTRACT.-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) EFFEOTIVE DATE.-1'he amendment made by this subsection 
ap_plies 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) DoLLAR Lll'rlITATION WITH RESPECT TO ADDITIONAL FIRST-YEAR 

DEPRECIATION ALLowANCE.-Subsection (d) of section 179 (relating to 
additional first-year depreciation allowance for small business) is 
amended by redesignating pa~aph (8) as paragraph (9) and by 
inserthtg after paragraph (7) tlie following new paragraph: 

_" (8) DoLLAR Lll'rlITATION IN CASE OF PABTNERSHIPS.-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) <JL.uuFICATION OF TREATMENT OF p ARTNERSHIP SYNDIOATION 
FEEs,ETo.-

( 1) IN GENERAL.-Part I of subchapter K of chapter 1 (relating 
to determination of tax liability) is amended by adding at the end 
thereof the following new section: 

"SEC. 709. TREATMENT OF ORGANIZATION AND SYNDICATION FEES. 
"(a) GENERAL RULE.-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) DEnuCTION.-Amounts paid or incurred to organize a 

partnel'Ship 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 ra.tably over such ~riod of not less than 60 
months as may be selected by the partnerShip (beginning with the 
month in which the partnership begins business), or if the yartner
ship is liquidated before the end of such 60-month periOd, such 
deferred expenses (to the extent not deducted under this section) 
mal be deducted to the extent provided in section 165. 

'(2) 0RaANIZATIONAL EXPENSES DEFINED.-The organizational 
expenses to which paragraph (1) applies, are expenditures 
which-" ~Al 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) CLERICAL .AMENDHENT.-The table of sections for such part 
is amended by adding at the end thereof the following: 

"Sec. 709. Treatment of organization and syndication fees." 

(3) l>!:rJmH:INATION OF AMOUNTS CHARGEABLE TO CAPrrAL 
ACCOUNT.-Secti!>~ 707(c) (relating to guaranteed payments) is 
amended by striking out "and section 162(a)" and inserting in 
lieu thereof "and, subject to section 263, for purposes of section 
162(a)". 

( e) ITEHs MusT BE ALLocATED TO PoR'l'IoN OF YEAR PARTNER HELD 
INTEREST.-

(1) IN GBNERAL.-Subparagra.ph (B) of section 706(c) (2) 
(relating to disposition of less than entire interest) is amended 

26 USC 1245 
note. 
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26 USC 709. 
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26 USC 706. 
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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 b:y entry of a. new 
partner, ~rtial liquidation of a. partner's mte.rest, gift, or 
otherwise}"· 

(2) CERTAIN PROVISIONS OF SUBCHAPTER K MAY NOT BE OVER
RIDDEN BY PARTNERSHIP AGREEMENT.-Subsection (a) of section 
704 (relating to effect of partnership a.~reement) is a.mended by 
str~g o!lt '~except as otherwise provided !n this ~ctio~" an.a 
insertmf? m lieu thereof "except as othel'Wlse provided m this 
chapter • 

(3) CROSS REFERENCES.-
(.A) Section 704 is amended by adding at the end thereof 

the following: 
" ( f) CRoss R.En:RENCE.-

"For rules in the case of the sale, exchan~, 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) Cltoss REFERENCE.-
"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) DETERMINA'l'ION OF PARTNER'S DISTRIBUTIVE SHARE.-Subsec
tion (b) of section 704 (relating to distributive share determined by 
income or loss ratio) is amended to read as follows: 

"(b) DETERMINATION o:F DISTRIBUTIVE SHARE.-A partner's dis
tributive share of income, gain, Iossa deduction, or credit (or item 
thereof) shall be determined in accor<tance with the partner's interest 
in the partnership (determined 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 L!ABILITIE8 WITH RESPECT TO 

WmcH THE PARTNER Is NoT PERSONALLY Lum.E.-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 parlne~ 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 case of certain activities) applies, nor shall it 
apply to any partnership the ,Principal activit~ of which is investing 
in real property (other than mmeral property). ' 

(f) EFFECTIVE DAT:ES.-
(1) IN oENEBAL.-Exeept as otherwise ;provided in this sub

section, the amendments made by this section shall apply in the 
ease of partnership taxable years beginning after December :n, 
1975. 

(2) SUBSECJTION (e).-The amendment made by subsection (e) 
shall apply to liabilities incurred after December 31, 1976. 
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(3) Swr:coN 709(b) OF THE OODE.-Section 709(b) of the 
Internal Revenue Code of 1954 {as added by the amendment 
made by subsection (b)(l) of .thIS section) shall apply in the 
case of amounts paid or incurred in taxable years begmrung after 
December 31, 1976. 

SEC. 214. SCOPE OF WAIVER OF STATUTE OF LIMITATIONS IN CASE OF 
ACI'IVITIES NOT ENGAGED IN FOR PROFIT. 

(a) IN GENERAL.-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 ATI'RIBUTABLE TO AOTIV
ITY.-Jf a taxpayer makes an election under paragraph (l) with 
respect to an activity, the statut:ory period for the assessment of 
any deficiency attributable to such activity shall n1>t expire before 
the expiration of 2 years after the date prescribea by law (deter
mined without extensions) for filinl{ the return of tax under 
chapter 1 for the last taxable yesr m 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 ot.herwise prevent such an 
assessment.". 

(b) CRoss lli:FERENCE.-Paragraph (2) of section 6212(c) (relat
ing to restriction of further deficiency letters) is amended by adding 
a.t the end thereof the following new subparagraph: 

"(E) Deficiency attributable to activities not engaged in for profit, 
see section 188(e)(4).". 

(e) EFFECTIVE 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) IN GENERAL.-Subseetion (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 taxes imposed by 
this chapter, Fhere is hereby imposed for each taxable year, with 
respect to the moome 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-

"(1) $10,000, or 
"(2) the regular tax deduction for the taxable year (as deter

mined under subsection (c))." 
(b) CONFORMING CHANGES.-

(1) Section 56(b) (relating to deferral of tax liability in caae 
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) bv 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 ta.x carryovers) is amended to 
read as follows: 

"(c) RlxJuLAB T.u DmuCTION l>EnNED.-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 ( com\>uted without regard 
to this part and without regard to the taxes nnposed by sections 
72(m) (5) (B), 402(e), 408(f), 531, and 541), reduced by the sum of 
the credits allowable under-

"lll section 33 (relating to forei~ tax credit), 
" 2 section 87 (relating to credit for the elderly), 
" 8 section 38 ( relatin~ to investment credit), 
" 4 section 40 ( relatmg to expenses of work incentive 

pro~), 
"(5) section 41 (relating to contributions to candidates for 

public offi.ce), 
" ( 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)." 
(c) ADDITIONAL TAx PREnmENCE !TEKS.-

(1) AnDrrIONALPREFERENCE ITEMS.-

(A) Section 57(a) (relating to items of tax }>reference) 
is amended by strikin~ out paragraph (1) and mserting in 
lieu thereof the followmg: 

"(1) ExCESs ITEMIZED DEl>UCTIONs.-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 prefei:ence) 
is amended by striking out the matter following pa.ragraph 
( 10} and inserting in lieu thereof the :following: 

" ( 11) L TA NO IBLE DRILLING C08T8.-The excess o:f the inta.n~ble 
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 ce.:p
italized and straight line recovery of intangibles (as defined m 
subsection (d)) had been used with res~t 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 sec~ion 1245(a)(3)) which is subject to a lease, the 
amonnt by which-

" (A) the deduction allowable for the taxable year for 
deEreciation 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 it.s 
useful life for which f;he ta!{>ayer has held the property. 

Forfurposes of subparagraph (B), useful life shall he determined 
as i section 167(m) (1) (relating to asset depreciation range) 
did not include the last sentence thereof." 

• 

.. 
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(2) ExCE88 ITEMIZED DEDUCTIONS DEPINJIJD.-Bection 57(b) is 
amended to read as follows: 

"(b) ExcF.ss lTE'llllZED DEnuCTIONs.-
" ( 1) IN GENERAL.-For purposes of para_graph ( 1) of subsection 

(a), the amount of the exce.ss itemized deductions for any taxable 
year is the amount by which the sum of the deductions for the 
taxable year other than-

" (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 

seetion 151, 
" ( D) the deduction for medical, denta.1, et.c., expenses pro

vided by section 213, and 
"(E) the deduction for casualty losses described in section 

165(c)(8), 
exceeds 60 percent (but does not exceed 100 percent) of the tax
paler's adjusted gross income for the taxable year. 

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

" (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 year of the beneficiary with which or 
within which the taxable year of the trust ends); 

"(B} under section 642(d), 642(e), 642(f), 65l(a), 661(a), 
or691;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 m arriving at an adjusted gross income." 

(3) 8TRAIGHT LINE RECOVERY OF INTANGmLES DEFINJIJD.-8ection 
57 is amended by ad~ at the end thereof the following new 
subsection : 

"(d) STRAIGHT LINE RECOVERY OF INTANGIBLE8 DEFINED.-For pur
poses of P,ar&_A'raph ( 11) of subsection (a)-

"\ 1) IN GENERAL.-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) ELECTION.-If the taxpayer elect".si at such time and in 
such manner as the Secretary may by ~at.ions prescribe with 
respect to the intan~ble drilling and development costs f~r any 
well, the te.rm 'straight line recovery of intangibles' means any 
method w~1ch "'.ould be permitted for purposes of determining 
cost depletion with respect t.o such well and which is selected by 
the taxpayer for purposes of subsection (a) (11)." 

( 4) SPECIAL RULES FOR TIMBER.-

(~) PREFERENCE ~UCTION FOR TDmEB.-8ection 57(a) 
( 9) 1S amended by adding at the end thereof the following 
new sub~aragraph: 

"(C) ~OE REDUCTION FOR TDIBEB.-In the case of a 
corporation, the amount of the tax preference under sub-

n-V75 o - n - a 
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paragraph (B) shall be reduced (but not below zero) by the 
sumo:f-

"(i) one-third of the co~ration'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) B.mULAB TAX DEDUCTION ADJUSTMENTS FOR TIMBER.

Section 56 is amended by adding at the end thereof the fol
lowing new subsections: 

"(d) REGULAR TAx DmuCTION Ao.ruSTKENT FOR 'Tnlmm.-ln the 
case of a corporation, the regular tax deduction (as determined under 
subsection ( c) ) shall be reduced by an amo°:Ilt equal t.o the less:er of

" (1) one-third of the amount determined under subsection (c) 
without regard t.o this su~ or 

"(2) the preference reduction for timber determined under 
section 57(a) (9) (C) • 

" ( e) TAX CARRYOVH FOR TIJCBER.-
" (1) IN Gl!INEBAL.-ln the case of a corporation1 if for any tax-

able year, including a taxable year beginning betore January 1, 

1'976- 'th 
"(A) the taxes imposed b:y this chapter (computed WI -

out 1-egard t.o this part and without regard to the tax im~ 
by eection 631) 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 (rel~ t.o foreign tax credit), 

" h) section 38 (relatmg to investment credit), and 
" ill) section 40 (relating to expenses of work incen-

tive pro~rams), 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 t.o each of the 
7 taxable yea.rs following such year. The entire amount of the 
excess shall be carried to the first of such 7 t.axable years, and then 
to each of the other such taxable yea.rs to the extent that such 
excess is not used to reduce the amount subject to tax under sub
section (a) for a prior taxable year to which such excess may be 
4'arried. 

"(2) LuaTATION.-The amount of any carryover under para-
graph (J.) which may be deducted in a taxable year shall be 
limited t.o-

"(A\ the excess of-
£c(i) the amount of timber preference income for the 

taxabl& year (as defined in section 57 ( e)), over . 
"(~' · the a.mount determined under section 57 

(a)(9 (C) for the taxable year, 
"(B) need by the excess of-

" ( i) the re2Ular tax deduction for the taxable year 
(as determinOO. under subsection ( c) without regard t.o 
tbis subsection), over 

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

(C) Tnmu PREFERENCE INCOKE oJDPIND>.-SectiOn 57 18 
amended by adding at the end thereof the following new 
subsection: 

• 
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"(e) TnmER,I_>nEFEuNOE lNcoXE DzrxNm>.-For purposes of this 
pa,rt, the term tunber preference income' means the sum of-

" (1~ the gains referred t.o in section 631 (a) and section 631 (b) 26 USC 631. 
"(2 1~-term capital gains on timber, and ' 
"('3 gams on the sale of timber included in paragraph 1231 

(b) (1), 
multiplied by the fraction determined in paragraph 57(a) (9) (B)." 

( ~) ~MENDMENTs. OF SECTION 58.-Section 58 (relating to rules for 26 use 58. 
apphcat10n of pa.rt) 1S amended-: 

(1) by ~riking out subsection (a) and inserting in iieu thereof 
the following: 

"(a) M':88~ 1!":>IVIDUAL8 FILING SEPARATE RETuaNs.-In the case 
of a mar!ied mdiVIdual who files a separate return for the taxable 
year, ~bon 56 shall be applied by substituting $5 000 for $10 000 each 
place 1t appears." ' ' 

( 2) by strikihg out "$30,000" each place it appears in subsections 
(b) and (c) ~2) and inserting in heu thereof ''$10,000", and 

" ( 3) by adding at the end thereof the following new subsections: 
(h) RF.0~·1.ATIO TR To !NOLUDE TAX BENEFIT Ruu:.-The Secretar 

shall preecnbe. regulations under which items of tax preference shafl 
™: properly ad)usted where the tax treatment irlving nse to such items 
will not result m the reduction of the t.axpayerYs tax under this subtitle 
for any taxable years. 

"(i) CoBPORATION D~.-Except as provided in subsection 
.(d)(2), for puryoses of this pa.rt, tlie term 'corporation' does not 
mclude an electing small busine$ corporation (as defined in section 
137l(b)) or a personal holding com_pany (as detlned in section 542) " 

(e) Co~NG ~ND~.-Subse.ction (d) of section 443 (~- 26 use 443. 
latmg to adJustment m exclusion for computing minimum tax for tax 
preferences) is amended by striking out ''$80 000" and insertmg' in 
lieu thereof "$10,000". ' 

(f) SECTION 21 NOT To .A:PPLY.-For purposes of section 21 of the 26 USC 56 note. 
Internal Revenue Code of 1954, the amendments made by this section 
shall not be treated as a change in a rate of tax. 

(g) EFFECTIVE DATE.- 26 use 56 note. 

(1) IN oEmRAL.-Except as provided by paragraph (4) the 
amendments made by th.is section shall apply to items of tax pref-
erence for taxable years be2innintr after December 31 1975. 

~2~ T.\x ~RRYoVER.-Exoept ~as provided in pa~ph (4) 
an m section 56(e) of the Internal Revenue Code of 1954, .An#, p. 1552. 
the amount of any tax carryover under section 56 ( c) of such Code A• p. 1550. 
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 RU.LE FOR TAXABLE YEAR 1976 IN THE CASE OF A. COR· 
PORATION.-Notwithstanding any provision of the Internal Reve-
nu~ C~e of 1954 to. the contrary, in the case of a corporation 26 USC 1 es~· 
wh1c!"i 1s not an electmg 8!Ilall business co~ration or a personal 
holdmg company the tax imposed by section 56 of such Code for 
taxable years beginning in 1976, is an amotmt equal to the sum 
of-

( A) the amount of the tax which would have been imposed 
!or such taxable year under such section as such section was 
m effect on the day before the date of the enactment of the 
Tax Reform Act of 1976, and An#, P· 1520. 

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

( 4) CERTAIN FINANCIALDUltITOtlONs.-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 81, 1977, e.nd paragraph (2) shall be a~plied by sub
stituting "Januaey 1, 1978" for "January 1, 1976' and by sub
stituting "December 81, 1977'' for "December 31, 1975". 

SEC. 302. MAXIMUM TAX. 
(a) IN GENER.AL.-8ection 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) GENERAL RULE.-If for any taxable year an individual has 

personal service taxable income which exceeds the amount of taxable 
meome specified in paragraph (1), the tax imposed by section 1 for 
suph year shall, unless the taxpayer chooses the benefits of part I 
(relating to income averaging), be the sum of-

"(1) the tax imP<>Sed by section 1 on the highest amount of tax
able income on wli.ich the rate of tax does not exceed 50 percent, 

"(~) 50 percent of the amount by which his i;>ersonal service tax
able mcome exceeds the amow1t of taxable mcome specified in 
para~raph (1) of this subsection, and 

" ( 3) 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) DEn rrrn .-Forpurposesofthiseection-
"(1) PERSONAL SERVICE INCOME.-

" (A) IN GENERAL.-'-The term ':personal service income' 
means any income which is earned mcome within the mean
ing of section 401(c)(2) (C) or section 9ll(b) or which is 
an amount received as a. pension or annuity. 

" ( B) ExcEl'TIONs.-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) 
(5J,;t;O (f)_,or~<>,?(c) appli~;or . 

( 11) which JS mcludible m gross moome 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 70%. 

"(2) PERSONAL SERVICE TAXABLE INCOHE.-The personal service 
taxable income of an individual is the excess of-

" (A) the amount which bears the same ratio (but not in 
~xcess 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. 

¥or pufposes Of subparagraph {A), the term 'personal service net 
meome means personal semce moome reduced by any deductions 
allowable under section 62 which are properly allocable to or 
chargeable aaainst such earned income. 

" ( c) MARRIED llmlVIDUALB.-This section shall apply to a man-ied 
individual only if such individual and his spouse m&Jie a single retul'D 
jointly for the taxable year." 

.. 

.. 
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(b) CLzluoAL Alo:NDHENT.-The table of sections for part VI of 
snbchapter Q of chapter 1 is amended by strikin2 ®t the item relating 
to section 1348 and inserting in lieu thereof the following: 

"Sec. 1848. ISO-percent maximum rate on personal service income." 

( c} CoNFOJUiUNG AHEND"MENTS.-Section 1304 (b) ( 5) is amended bv 26 USC 1304. 
striking out "earned" and inserting in lieu thereof "personal service'1• 

(d) EFFEOTIVE DATE.-The amendments made by this section apply 26 USC 1348 
to taxable years beginning after December 81, 1976. note. 

TITLE IV-EXTENSIONS OF INDIVIDUAL 
INCOME TAX REDUCTIONS 

SEC. 401. EXTENSIONS OF INDIVIDUAL INCOME TAX REDUCTIONS. 

(a) GENERAL Tu CREDIT.-
(~) l·YEAR EXTENSION OF CREDIT.-Section 3(b) of the Revenue 

AdJustment Act of 1975 is amended by striking out "December 31 26 USC 42 note. 
1976" and inserting in lieu thereof "December 31, 1977". ' 

(2) TECliNICAL AMENDMENTS.-
. (A) The heading and su~ction (a) of section 42 (relat
mg to allowance of taxab1e mcome credit) are amended to 
read as follows : 

"SEC. 4%. GENERAL TAX CREDIT. 26 USC 42. 

"(a) .Ax.wwANCE OF CRmIT.-In the case of an individual there 
$hall 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 
th~ taxable year !ls ~oes not exceed $9,oqo; 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) ofsection 151." 

(B) Paragr11;ph (1) .of section ~2(c) (relating to special 
rule for marned mdiv1duals filmg separate returns) iR 
amended to read as follows: 

"(1) IN GENERAL.-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
sectum (a) ; or 

"(B) if this subparagraph applies to the individual for the 
taxable year, the amount determined under paragraph (2) 
of subsection {a). 

For.puEoses of the preceding sentence, paragraph (1) of sub
section a) shal~ be applied by substituting '$4,1500' for '$9,000'." 

( ) Section 6096 (~) (~la.ting t.o designation of income 26 USC 6096. 
~ax payments to Presidential EJectJon Campaign Fund) as 
m eft'ec~ on the day before the date of the enactment of the Tax 
Reduction Act of 1975, is amended by striking out "and 41" .A111ie, p. 1520. 
and inserting in lieu thereof "41, and 42". 

(D) The table of sections for subpart A of part IV of 
~bchapter A of ch~pter 1 is amended by striking out the 
item ~latmg to section 42 and inserting m lieu thereof the 
following: 

"Sec. 42. General tax credit." 
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(b) STANDARD Dl:DuCTioN.-
(1) Low INCOKB .Al..wwANCL-Subeection (c) of section 141 

(relating t.o low income allowance) is amended t.o read as follows: 
"(c) Low INooKE A.u.owANOB.-The low income allowance is-

" ( 1) $2,100 in the case of-
" (Ai a joint return under section 6013, or 
" B a surviving spouse (as defined in section 2(&) ), 

"(2) ~1, 00 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) PuCENTAO!l BTANDARD DEDUCTION.-Subsection (b) of sec-
tion 141 (relating to percentage standard deduction) is amended 
to read as follows: 

"(b) PERcENTAOE STANDARD DEouCTioN.-The percentage standard 
deduction is an amount equal to 16 percent of ad1usted gross income, 
but not morn than-

" (1) $2,800 in the case of-
"~) a joint return under section 6013, or 
" B) a surviving spouse (as defined in section 2(a) ), 

"(2) ,400 in the case of an mdividual 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." 

(3) FILING DQUIRmlENTS.-So much of paragraph (1) of sec-
tion 6012 (a) (relating t.o persons required t.o 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 an individual (other than an individual referred to in section 
142 (b),~(") h . "ed (d . ed b 1 . . 1 w o ts not marn etermm y app ymg section 

143), is not a surviving spouse (as defined in section 2(a) ), 
and for the taxable year has a gross income of lees than 
$2,450, 

"(ii) who is a surviving spouse (as so 9efined) and for the 
taxable year has a ~ income of less than $2,850, or 

"(iii) 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 spouse2 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 l!Sl ( e). 

"(B) The amount specified in clause ( i) or (ii) of subpara
graph (A) shall be incl-eased by $7'50 in the case of an individual 
entitled to an additional personal exemption under section 151 
(c) (1). and the amount specified in clause (iii) of sn~faragraph 
(A) shall be increased bv $7'50 for each additiona personal 
exemption to which the individual or his spouse is entitled under 
section 151( c) ;". 

( c) EARNm !NOOHll CuotT.
(1) ErrENStON OF CREDIT.-

.. 

.. 

... 
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(A) Section 209(b) of the Tax Reduction Act of 1975 is 26USC43note. 
~ended b)" striking out "January 1, 1977" and inserting in 
lieu thereof "January 1, 1978". 

( B) ~ubsections . (a) and (b) of section 43 (relating to 26 USC 43. 
earned mcome credit) are amended to read as follows: 

"(a). A.u..owANOE OF C~m-:In the case of an eligible individual, 
there is allowed as a credit aga.mst the tax imposed by this chapter 
for the ~axable year an amount equal to 10 percent of so much of the 
ea~ned income for the taxable year as does not exceed $4,000. 

(b) LlxITATION.-The amount of the credit allowable to a tax
payer under subsection (a) for any taxable year shall be reduced (but 
no~ below zero) _by an amount equal to 10 percent of so much of the 
adjusted gross mcome (or, if greater, the earned income) of the 
taxpayer for the taxable year as exceeds $4,000." 

(2) ,PEFINITION OF ELI~IBLE INDIVIDUAL.-SubparapaJ>h (A) 
!>f section 43(c) (1) (relating to definition of eligible individual) 
is amended to read as follows: 

. "(A) maintain~ a house~old (within the meaning of sec-
tion 44A(f) (1)) m the Umted States which is the principal POii, p. 1563. 
place of abode of that individual and-

" ( i) a child of that individual if such child meet.s the 
17quirements o_f section 151(e) (1) (B) (relating to addi
b~?~1 exemp~9ns for de~nd~~t.s), or 

(u) a child of that ind1v1dual who is disabled 
(withm the meaning ~f ~tion 72(m~ (7)) and with 
respect to whom that mdiv1dual 18 entitled to claim a 
deduction under section 151; and". 

( d) w lTHltOLDINO A~NI>:MltNTS.-
(1) Subsection (~) of section 3402 (relating to income tax 26 USC 3402. 

" collected at source) 1s amended to read as follows : 
. (a). REQyntEXE.NT OF WrrBHOU>TNo.-Except as otherwise pro

vided m this section every employer making payment of wages 
shall deduct .and withhold upon such wages a tax determined in 
accordanc~ wit~ tables prescribed by the Secretary. With respect to 
wages paid pnor 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 tuhles which shall he 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 t.o reflect the amendments made to subsections 
(b) and (cf) of St'_cl1on 141 bl the Tax Reform Act of 1976. For A.111e, p. 1556. 
purposes O applymg such taoles, the term 'the amount of w~' "The amount of 
mea~s the amo'!nt by which the wages exceed the number of with- wages." 
holdm~ exemptions claimed, multiplied by the amount of one such 
exemption as s11own in the table in subsection (b) (1)." 

(2) Pa~agraph. (6) of section 3402(c) (relating to wage 
bracket withholding), as such paragraph was in effect on the 
day befo~ the date of the ~n.actment of the Tax Reduction Act 
of ~975, JS amended by striking out ''table 7 contained in sub- 26 use 1 note. 
section (a) " and inserting in lieu thereof ''the table for an 
annual _payroll period prescribed .Pursuant to subsection (a)"· 

. (8) S~bparagraph (B) of ~tio!l 3402(m) .(1) (relating to 
w1thlroldm~ allowance based on itemized deductions) is amended 
to read as follows: 
~(B) an amount ~ual to the lesse! of (i) 16 percent of his 

estlDlated wages, or (ii) $2,800 ($2,4-00 m the case of an individual 
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who is not married (within the m~ of ~tion 143) and who 
is not a surviving spouse (as defined m section 2(a) ))." 

(e) Ein:CTIVE DATES.-The amendments made by subBeCiions (a) 
&11.cl ( e) shall apply to taxable years ending after December 31, 1975, 
and sh&ll cease to apply to taxable years ending after December 31, 
1977. The amendments made by subsection (b) shall apply to taxable 
yean ending after December 31, 1975 .. The amendments made by 
subsection (d) shall apply to wa.ges 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 
lff5 is amended by strik.i.ng out ''which begins J?rior to July 1, 1976,". 

(b) Subsection (g) of section 2 of such Act 18 amended to read as 
fottows: . . 

"(g) EnwrrvE DATES.-The amendments made by this section 
(other than by subsection ( d)) apply to taxable years ending after 
December 31, 1975, and before Ja.nuary 1, 1978. Subsection (d) applies 
to taxable yea.rs ending after December 31, 1976." 

TITLE V-TAX SIMPLIFICATION IN THE 
INDIVIDUAL INCOME TAX 

SEc. 501. REVISION OF TAX TABLES FOR INDIVIDUALS. 
(a) IN GENEBAL.-Section 3 (relating to optional tax tables for 

individuals) is amended to read as follows: 
"SEC. 3. TAX TABLES FOR INDIVIDUALS HAVING TAXABLE INCOMF. 

OF LESS THAN $%0.000. 
"(a) GENERAL Ru1.&-In lieu of the tax im~ by soo?on 1, 

there is hereby imposed for ea.ch taxable year on the taxable mcome 
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 ra.tes prescribed by section 1. 

"(b) Tu 'I'BEATED AS bn•osm BY SECTION 1.-For purposes of 
this title\ the tax im~ by this section shall be treated as tax 
imposed by section 1. 

(b) CoNFORHING AHENDXENTS.-
( 1) Section 4 (relating to rules for optional tax) is hereby 

repeared. · ( I • red" 11 ed t · d" "d I (2) Section 36 re atmg to c it.s not a ow o m 1v1 ua s 
pa.ying optional tax or ta~ standard deduction) is amended

( A) by striking out Al>AYING OPTIONAL TAX OR" in the 
,heading ; and 

(B) by striking out "elects to ~ay the optional tax imposed 
by section 3, or if he" in such section. 

( 3) Subsection (a) of section 144 (relating to election of stand· 
a.rd deduction) is amended t.o read as follows: 

"(a ) METHOD OJ!' ELIX1l'ION.-The standard deduction shall be 
allowed if the taxpayer so elects in his return1 and the Secret.a~ shall 
prescribe the manner of signifying such election in the return .• 

( 4) Subsection 1~~:f section 144 is amended-
( A) by str · · out paragraph (2) ; 
(B) by inserting "or" at the end of paragraph (1); and 

• 

.. 

• 

I, 

PUBLIC LAW 94-455-0CT. 4, 1976 90 STAT. 1559 

( C) by redes.ignating J>B-ragr&ph ( 3) as para.graph ( 2). 
(5) Subsection (d) of section 144 is hereby repealed. 
(6) Section 1211(b) (3) (relating to computation of taxa.ble 

income for purposes of limitation on capital losse.s) is amended by 
striking out the last sentence thereof. 

(7) Section 1304 (b) (relating to certain provisions inapplicable 
for income averaging) IS amended by striking out paragraph (1) 
and by rcdcsignating paragi:a.phs ( 2) , ( 3), ( 4), and ( 5) as para
graphs (1), (2) , (3), and (4), respeeti\'ely. 
. (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 tlie standard deduction provided by 
section 141 (other than an individual described in section 
14l{e))"· and 

( B) b; striking out in the second sentence "pay the tax 
impo_sed 'by seetion 3" and inserting in lieu thereof ''take the 
standard <1Pduction". 

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

"(5) to cases where the taxpayer doea not elect the standard 
deduction or where the taxl?11.yer elects the standard deduction 
but is subject to the provisions of section 141 ( e) (relating to 
limitations in case of certain dependent taxpayers)." 

( C) CLulCAL AxENl>KENTS.-
(1) The table of sections for part I of subcha_pter A of chap

ter 1 is amended by striking out the items relatmg to sections 3 
and 4 and inserting in lieu thereof: 

"See. 3. Tax tablt-a 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 GENERAL.-8ection 62 (defining adjusted gross income) is 
amended by inserting aft.er paragraph (12) the following new 
paragraph: 

"(13) ALrxoNT.-The deduction allowed by section 215." 
(b) CONJ!'ORlIING AMENDMENT.-The first sentence of subparagraph 

(A) of section 3402(m) (2) (relating to withholdin~ allowances based 
on itemized deductions) is amended by striking out 'under section 62" 
and insertins in lieu thereof "under section 62 (other than paragraph 
(13) thereof}". 

(c) EFFECTIVE DATE.-The amendments made by this section shall 
apply to taxable years beginning after December 31, 1976. 
SEC. 503. REVISION OF RETIREl\IENT INCOME CREDIT. 

(a) IN GENER.u..-Section 37 (relating to retirement income) is 
amended to read as follows: 
"SEC. 37. CREDIT FOR THE ELDERLY. 

"(a) GENERAL RULE.-In the case of an individual who has attained 
age 65 before the close of the taxable year, there shall be a.IJowed as 
a credit against the tax imposed by this chapter for the taxable year 
an amount equal to 15 percent of such individual's section 37 amount 
for such taxable year. 

26 USC 144. 
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"(b) SECTION 37 AlloUNT.-For purposes of subsection (a)-
"(1) h 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) INITIAL AKOUNT.-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 ooth spouses 

are eligible for the credit under subsection {a), or 
"(D) $1,875 in the case of a married indivtdual filing a 

sepilrut~ return. 
"(3) REDUCTION.-The reduction under this paragraph is an 

amount equal to the sum of the amounts received l>y the indi
vidual (or, in the case of a joint return, by either spouse) as a 
pension or annuity-

" (A) under title II 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 (relating to annui
ties), 101 (relating to life insurance proceeds) 104 (relating to 
com~tion for mjuries or sickness), 105 ~reiating to amounts 
received under accident and health plans , 120 (relating to 
amounts received under qualified group lega services pla.ns), 402 
(relating to taxability of beneficiary of employees' trust}, 403 
(relating to taxation of employee annuities), or 405 (relatmg to 
qualified bond purchase plans). 

" ( C) LllnTATIONS.-
'1 (l) .An.ruSTED GROSS INCOME LlllITATION.-If the adjusted 

gross mcome of the taxpayer exceeds--"iA) $7 ,500 in the case of a. single individual, 
" B) $10,000 in the case of a jomt 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) LDnTATION BASED ON AKOUNT OF TAx.-The amount of 
the credit allowed by this section for the taxable year shall not 
exceed the amount of the tax imposed by this chapter for such 
taxable year. 

" ( d) DEFINITIONS AND SPECIAL RuLEs.-For purposes of this 
sect10n-

"(l) MARRIED COUPLE :HUST 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 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 
year. 

"(2) MAluTAL STATUs.-Marital status shall be determined under 
section 143. 

"(3) JoINT RE'l'URN.-The term 'joint return' means the joint 
return of a husband and wife made under section 6013. 

.. 

.. 
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" ( e) EI.Eon:oN or Pm:oR LAw WITH RMPECT TO PuBLic RETIREKENT 
8Y8TEX INOOJ0.-

"(1) IN OENEJtAL.-ln the case of a ta.xpayer 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 ovn.-In the case of a ma.rried 
individual who has not attained age 66 before the close of the tax
able year but whose spouse has attained such age, this paragraph 
shall apply for the taxable year only if both spouses elect, at suCh 
time and in such manner as the Secretary shalfby regulations J>re
scribe, to have this para.graph apply. If this paragraph applies 
for the taxable year, the credit (if any) of each spouse under this 
section shall be determined under this subsection. 

"(S) CoKPUTATION 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 11.i _Percent of the amount received by such individual as 
retirement mcome (as defined in paragraph ( 4) and as limited 
by y,aragraph ( 5) ) • 

(4) RrI'IKIOlENT INCOJO.-For purposes of this subsection, the 
term 'retirement income' mearur--

"(A) in the case of an individual who has attained age 65 
before the elcee of the taxable year, income from-

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

" (ii) interest, 
" (iii) rents, 
"(iv) dividends, 
"(v) bonds described in section 405(b)(l) 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 (S)(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 taxable 
year. 

" ( 5) LnurATION' ON RETlBEJCENT INCOKE.-For purposes of this 
subsection, the amount of retirement income shall not exceed 
$2,5001~ 

"~A) the reduction provided by subsection (b)(3), and 
" Bl in the case of any individual who has not attained 

age 2 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 pa~ph (8) (B)) in excess of 
$900 received by such individual in the t:a.xable year, or 

" (ii) if such mdividual has attained age 62 before the 
close of the taxable year, the sum of one-half the amount 
of earned income receivec! ~J 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. 

"(6) LIMITATION IN CABE OF MARRIED JNDIVIDU.ALS.-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 
agi:eed on hf them, except that not more than $2,500 may be 
~ed to either spouse. 

.. ( 7) LnrITATION IN THE CASE OF SEPARATE RETURNS.-In the cas& 
of a married individual filing a separate ~11!,_p&ragraph (5) 
shall be applied by substituting '$1,875' for ~. 

"{8) DE!'INITIONs.-For purposes of this subsection-
" (A) PuBLIC RETffiEMENT SYSTEM DEFINED.-The term 'pub

lic retirement system' means a pension, annuity, retirement, 
or similar fund or system established by the United States, 
a. s~11;te, a possession of the Vnited Stat~, a~y politie&l sub
d1VIsion of any of the foregomg, or the D1stnct of Columbia. 

" ( B) EABNED INOOHE.-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 
pension or annuity. 

"(f) No11i"BESIDENT ALlEN INELIGIBLE FOR CuoIT.-No credit shall 
be ailowed under this section to any nonresident alien." 

(b) TECHNICAL AXENDKENTS.-
( 1) Section 904. ( relati~g to limitation on ~orei~ tax credit), 

as amended by this Act, lS amended by redes1gnatmg subsection 
(g) as. subsection (h)1 and by inserting after subsection (f) the 
followmg new subsection: 

"(g) CooRDINATION 'VITH CRmIT FOR THE ELDERLY.-In the case of 
an ~d.!vidual, !or purposes of subsection (a) the tax against which the 
credit 15 taken is such tax reduced by the amount of the credit (if any) 
for the taxable year allowable under section 37 (relating to credit for 
the elderly)." 

(2) Section 6014(&) (relating to tax not computed by tax
payer) is ~mended 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 paragraph (4), and 
(C) by rnsertinu "or" at the end of para.graph (3) 

(4) SeCtions 41(b) (2), 42(b)(2)1 46(a)(3)(C), and MA(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 striking out the item relating to 
section 37 and inserting in lieu thereof the following: 

"Sec. 31. Credit for the elderly." 
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SEC. 504. CREDIT FOR CHILD CARE EXPENSES. 
(a) ALLowANCF.S OF CRmIT FOR CHIU> CARE Exn:NSES.-

(1) IN OENBRAL.-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: 

90 STAT. 1563 

"SEC. «A. EXPENSES FOR HOUSEHOLD AND DEPENDENT CARE SERV- 26 USC 44A. 
ICES NECESSARY FOR GAINFUL EMPLOYMENT. 

"(a) AuowA:s-CE OF CREDIT.-ln 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 
ex~nses (as defined in subsection (c)(2)) paid by such individual 
du~ the taxable year. 

"{b) APPLICATION Wrm OrHm Camrrs.-The credit allowed b7 
subsection (a) shall not exceed the amount of the tax imposed by thlS 
chapter for the taxable year reduced by the sum of the credits allow
able under-

"!1~ sectionil3 (relatingtoforeiP,taxcredit), P014 p.1643. 
" 2 secti.on 37 (relating to credit for the elderly), .4111e, p. 1559. 
" 3 section 38 (relating to investment in certain depreciable 

pro:perf.y) , 
"(4) section 40 (relating to expenses of work incentive 

pro~ams), 
" 5) section 41 (relating to contributions to candidates for 

pub ic office) , 
"(6) sectl?n 42 (relating to general tax credit), and 
~('T) section 44 (relating to purchase of new principal 

residence) • 
"(c) DEFINITIONS OF QuALJFYINO INDIVIDUAL A!l.'1> EHPLOYHENT

RELATED EXPENSES.-For purposes of this section-
"{1) QUALIFYING INDIVIDUAL.-The term 'qualifying individ

ual' mea.ns---
" (A) a d~pendent 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 
menta1Iy incapable of caring for himself, or 

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

"(2) EHPLOna....-T-RELATED EXPENSES.-
" (A) IN GENERAL.-The term 'employment-related ex

penses means amounts paid for the following expenses but 
only if such expenses are incurred to enable the taxpay~r to 
be gainfully employed for any ~riod for which there are 1 or 
more <\?&:lifying individuals with respect to the taxpayer: 

U
) expenses for household services, and 

" " I) expenses for the care of a qualifying individual. 
. (B) XCEPl'ION.-Employment-related expenses described 
m subparagraph (.A.) which are incurred for services outside 
~he taxpayer's household shall be taken into account only if 
mcurred for the care of a qualifying individual described in 
paragraph {l)(A). 

"(d) DoLLAR LnnT ON AxoUNT CltmITABLE.-The amount of the 
employment-related expenses incurred during any taxable year which 
may be taken into account under subsection (a) shall not exceed-



90 STAT. 1564 

26 USC 151. 

PUBLIC LAW 94-4.55--0CT. 4., 1976 

"(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) EARNED lNOOJO LDIITATION.-
" (l) IN GBNUAL.-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) m the case of an individual who is not married at the 
close of such year, such individual's earned income for such 

Y6!(n°) 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 ruch year. 

"(2) SPECIAL RULE FOR SPOUSE WHO IBA STUDENT OR INCAPABLE 
OF CARING FOR HDIBELF.-ln 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 Sj>OUBe shall be deemed for each 
month during wliieh sueh spouse is a full-time student at an ed
ucational institution, or is such a qualifying individual, to be 
ga.infully employed and to have earned income of not less than-

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

"(B) $383 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) SPECIAL RULF&-For purposes of this sectfon-
" (1) MAniT.AlNING HOUSEHOW.-An 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 a.nd his spouse). 

"(2) MARRIED COUPLES MUST FILE JOINT RETURN.-lf the tax
payer is married at the cloae 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) MAllrrAL STATUs.-An individual legally separated from 
his spouse under a deeree of divorce or of separate 1116intenance 
shall not be considered as married. 

"(4) CERTAIN MARRIED INDIVIDUALS LIVING APAllT.-If-
"(A) an individual who is married and who files a sep

arate retum-
" ( i) maintains a.s 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 

"(ii) 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, 

9Uch individual shall not be considered as married. 
"(IS) SPECIAL DEPENDENCY TEST IN CASE OF DIVORCED PARENTS, 

mc.-If-
"(A) a child (as defined in section 151(e)(3)) who is 

under the age of Hi or who is physic&Uy or mentally incapable 
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of ce.ring for himself receives over half of his support during 
the calend&r year from his parents who a.re divorced or 
legally separated under a decree of divorce or separate main
tena.nce 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), a.s 
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 
res~ to such other parent. 

' (6) PAYMENTS TO RELATED I:SDIVlDUALS.-
"(A) IN GBNERAL.-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. 
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"(B) ExCDTio°N.-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 hor 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) STUDENT.-The term 'student' means an individual who "Student." 
durmg each of 5 calendar months during the taxable year is 
a. full-time student at an educational organization. 

"(8) EDUOATioNAL ORGANIZATION.-The term 'educational or~- "Educational 
nization' means an educational organization described in section organization." 
170(b) (1) (A) (ii). 

"(g) REGUL\TIOxs.-The Secretary shall prescribe such reD'lllations 
as may be necessary to carry out the purposes of this section.~-

(2) CLERICAL AMENDXE:sT.-The table of sections for subpart 
!i-- of part IV <?f subcha~ter A of cpapter 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 DmuCTioN FOR CHILD CARE EXPENSES.-
(!) IN GENERAL.-Section 214 (relating to expenses for house- 26 use 214. 

hold and dependent care services necessa.ry for gainful employ-
ment) is h«1reby repealed. 

(2) CLERicA1, AMENDMENT.-The table of sections for part VII 
of subcha.pter B of chapter 1 is amended by striking out the item 
relating to section 214. 

( c) TECHNICAL AJCENDKENTS.-
(1) Section 213(f) (relating to exclusion of amounts allowed 26 USC 213. 

for cai:e of certain d~penden~) is ~enqed by EJriking out "a 
deduction under section 214" and mserting in lieu thereof "a 
credit under section 44A". Ante, p. 1563. 

(2) .~tion 6096(b) (defining income tax liability) is amended 26 USC 6096. 
by stnking out "and 44" and inserting in lien thereof " 44 and 
44A". ' ' 
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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 atJb.(l!ragraph : 

"(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 groea income under wage continuation plans) is 
amended to read as follows: 

" ( d) CERTAIN DISABILITY PAYMENTS.-
" ( 1) IN oENERAL.-ln the case of a taxpayer who-

" (A) has not attained age 65 before the close of the tax
able year, and 

"(ll) retired on disability and, when he retired, was per-
manently and t:otally disabled, 

gross income does not include amounts referred to in subsection 
(a) if such amounts constitute w~r or payments in lieu of 
wages for a period during which tne employee is absent from 
work on account of permanent and total disability. 

"(!) LncrrATION.-This subsection shall not apply to the 
extent that the amounts refen-ed to in paragraph { 1) exceed u 
weekly rate of $100. 

"(3) J>HASKOUT OVER ,111,000.-lf 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 MUSTY.ILE JOINT RETURN.-Except in the 
case of a husband and wife who live apart at all times during the 
taxable year, if the taxpa~er is married at the close of the taxable 
year, the exclusion provided by this subsection shall be allowed 
only if the taxpayer and his :wouse file a joint return for the 
taxable year. For purposes of this subeeetion, marital status shall 
be determined under section 143. 

" ( 5) Pl':RMANENT AND TOTAi. l>IRAHIJ.rrY DEFINED.-For pur
poses of this subsection, an individual is permanently and totally 
disabled if he is unable to engage in any substantial ~ainful 
activity by reason of any Jll('dica11y determinable physi<'al or 
mental impairment which ean be expected to result in death or 
which has lasted or can be expc<.'ted to last for a continuons period 
of not less than 12 months. An individual shall not be mnsidered 
t.o be permanently and totally diSRbled unlCSR he fnrnish<'S proof 
of the existence thereof in inch form and manner, and at such 
times, as the Secretary may require. 

"(6) Jonrr RETURN.-For purposes of this subsection, the term 
'joint l't'tnm' mPans the joint return of a husband and wife made 
under section 6013. 

,, (7) CooRDtNATION WITII RECTION 72.-In the CllSC' of nn individ
ual described in s11bparagraphs {A) and (R) of parag-raph 
(1), for pnrposes of section 72 the annuity stinting date shaU not 

.. 
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be deemed to occur before the beginning of the taxable year in 
which the taxpayer attains age 66, or before the beginning of an 
earlier taxable year for which the taxpayer makes an irrevocable 
election not to seek the benefits of thie subsection for such year 
a.nd all subsequent years." 

(b) CERTAIN Mn.ITABY, ETC., DuAnrLrrr hNSIONs.-Section 104 26 USC 104. 
(relating to compensation for injurieB or sickness) is amended by 
redesignating subsection (b) as subsection ( c) and by inserting after 
subsection (a) the following new liJllbsection: 

"(b) Tmuc!NATION OF APPLICATION OF SUBSECTION (a) (4) IN CER
TAIN CASB8.-

" ( 1) IN OENERAL.-Subsection (a) ( 4:) shall not apply in the 
case of any individual who is not described in para.graph (2). 

"(2) INI>IVIDUA.L8 TO WHOX 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), 

"('~) ~n 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-relat.ed injury, or 

(D) on application therefor, he would be entitled to 
receive disability compensation from the Vet:erans' Adminis
tration. 

"(3) SPECIAL RULES FOR COMBAT-RELATED I.NtTURIE&-For pur- "Combat-related 
poses of this subsection, the term 'combat-related injury' means injury." 
personal injury or sickness-

" (A) which is incurred-
" (i) as a clirect result of armed conflict, 
" (ii) while engaged in extrahnzardous service, or 
" (iii) 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 1mder subsection (a) ( 4) 
shall be the amounts which he receives by reason of a combat
relat.ed injury. 

"(4) AxouNT EXCLUDED TO BE NOT LF.8S THAN VETERANS' DIS
~ILITY OOKPENSATION.-ln the case of any individual described 
m para.graph (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." 

( c) SPZCIAL RULE FOR EX1BTIN0 Pmuum:NT ANI> TOTAL l>mABILITY 26 USC 105 
CABP.S.-ln the case of any individual who- note. 

(1) retired before Ja.nua;tl 1, 1976, 
{2) either retired on disability or was entitled to retire on dis

abiliv, and 
(Sl on January 1, 1976, was permanently and totally disabled 

(wtthin the meaning of section 10l>(d) (l>) of the Int.ernal Reve-
nue Code of 1954), .4.w, p. 1566. 

n-m o-78-4 
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such individual shall be deemed to have mot the requirements of sec
tion 105(d) (1) (B) of such Code (as amended by subsection (a) of 
th.is section). 

(d) SPECIAL RULE FOR CooBDINATION WITH SEOrioN 72.-ln the 
case of an individual who-

(1) retired on disability before January 1, 1916, 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 65, 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 suosection for such year and all subsequent years. 

( e) CERTAIN DISABILITY INcoKE.-
(1) IN GENERAL.-Section 104(a) (relating to compensation 

for injuries or sickness) is amended-

~
A) ~striking out "and'' at the end of paragraph (3) ; 
B) by strikin~ out the period at the end of paragra h 4) 

an inserting in heu thereof a semicolon and the word fan~"; 
and 

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

" ( 5) amounts received by an individual as disability income 
attnbntable to iniuries 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 enp:aged in the performance of his official 
duties outside the United States." 

(2) EFFECTIVE DATE.-The amendments made by this subsection 
shall apply to taxable years beginning after December 31, 1976. 

SEC. 506. MOVING EXPENSES. 

(a) D:zcREAsE IN MILEAGE TEsT FROM 50 MILEs TO 35 Mn.F.s.-Para
graph (1) of section 217(c) (relating to conditions for allowance of 
deduction for moving expenses) is amended by striking out "50 miles" 
each place it appears and inserting in lieu thereof "35 miles". 

(b) lNCRF..AAE IN DOLLAR AMOUNTS.-
(1} CERTAIN EXPENSES OF TRAVELING, MEALS AND LODGING AFTER 

OBTAINING EMPLOYMENT.-The first sentence of subJ?aragraph (A) 
of section 217(b) (3J (relating to dollar limits) IS amended by 
striking out "$1,000 and inserting in lieu thereof "$1,500". 

(2) AooRF.OATE DOLLAR LIMIT.-The second sentence of subpara
graph (A) of section 21'T(b) (3) is amended by striking out. 
"$2,500'' and inserting in lieu thereof "$3,000". 

(3) SEPARATE RETUJtNs.-The second sentence of subpa.ragraph 
(B) of section 217(b) (3) (relating to dollar limits in the case ol 
hl1sband and wife} is amended to read as follows: "In the case of 
a husband and wife filin~ separate returns, subparagraph (A) 
shall be applied by substituting '$750' for '$1,500', and by sub
stituting '$1,500' for '$3,000'." 

(c) RULES FOR MEMBERS OF THE ARMED FoRCES OF THJi: UNITED 

8TATES.-Section 211 is amended by redesignating subsection (g) as 
subsection (h) and by inserting after subsection (f) the following 
new subsection : 

"(g) RULES FOR MEMBERS OF THE ABHED FoRCEs OF THE UNITED 
STAT:zs.-ln the case of a member of the Armed Forces of the United 
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St.ates 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 aP.ply ; . 
"(2) any moving and storage expenses which are ~m1sh~d m 

kind (or for which reimbursement or an allowance 18 provided, 
but only to the extent of. the expenses paid or incu~) t!> su~h 
member, his spouse, or his dependent.a, shall not be mcludible m 
gross income, and no reparting 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 furmshe~ m km~ (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 sha.ll 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~rincipal place of work at such location; 

"(B for purposes of subsection {b) (3), as if such place 
of wo was within the same ~eral location as the member's 
new p_rinci.i;>al place of work, and 

"lC) without regard to the limitations under subsection 
(c).)' 

(d) El'FEO'l'IVE DATE.-The amendments made by subsections (a) 
and (b) shall apply to taxable years beginning after December 31, 
1916. 
SEC. 507. TAX REVISION STUDY. 

(a) 8Tm>T.-The Joint Committ.ee on Taxation shall make a full 
and complete study and investigation with respect to simplifying and 
indexing the tax laws of the United St.ates. Such study and investiga
tion shall includr a consideration of whether the rates of tax can be 
reduced by repealing any or a.II tax deductions, exemptions, or credits. 

(b) Rl:PoRT.-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 n>eommenda
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, 1915. 

TITLE VI-BUSINESS RELATED 
INDIVIDUAL INCOME TAX PROVISIONS 

SEC. 601. DEDUCTIONS FOR EXPENSES ATl'RIBUTABLE TO BUSINESS 
USE OF HOMES, RENTAL OF VACATION HOMES, ETC. 

(a) NoNDEDUCTIBILITY OF CERTAIN ExPENSES.-Part IX of subchap
ter B of chapter 1 (relating to items not deductible) is amended oy 
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) GENERAL RULE.-Except as otherwise provided in this section, 
in the case of a taxpayer who is an individual or an electing small 
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business corporation, no deduction otherwise allowable under this 
chapter shall be allowed with ~ to the use of a dwelling unit 
which is used by the taxpa1.yett durmg the taxable year as a residence. 

"(b) Ex<,'EPTION FOR INTEREST, TAXES, CASUALTY Losns, Ero.-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) EX<;EPl'IONs FOR CERTAIN :8'tT8lNBSS OR RENTAL U8E; Lnrru
TION ON DEDUCTIONS FOR SucH USE.-

" (1) CERTAIN BUSINESS USE.-Subsection (a) shall not apply to 
any item to the extent such item is allocable to a portion of the 
dweUi~ unit which is exclusively used on a regular basi&-

, (A) as the taxpayer's prtncipal 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 no~al course of his trade or b1J8inees, or 

"(C) In the case of a se.I?arate structure which is not 
attached to the dwelling umt, in connection with the tax
payer's trade or business. 

In th_e case of RD; employee, the p~ding senten~e shall apply 
only If the exclusive use referred tom the precedmg sentence is 
for the convenience of his employer. 

"(2) CERTAIN STORAGE U8E.-Subsection (a) shall not apply to 
any i~m to .the e~e~t such item is allocable ~o space withm the 
dwelling unit wh1eh 1s used on a regular basis as a storage unit 
for the mvent.ory 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). REN1;AL us&-Subsection (a) shall no~ apply to any item 
which is attributable to the rental of the dwelling unit or portion 
th~f'OOf t!:,.terrnined after the application of sul>section (e) ). 

( 4) ITATION ON DEDUCTION8.-In the case of a use described 
in paragra.ph (1) Or (2), and in the ease of a use described in 
par~graph (8) where the dwell~ unit is used by the taxpayer 
durmg the taxable year as & 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 Qf-

" (A) the gross income derived from such use for the tax
able ~ar, over 

"(H) the deductions aUocable to such use which are allow
able under this chapter for the taxable year whether or not 
such unit (or portion thereof) was so U8ed. 

" ( d) UsE AB RKsmENOE.-
"(1) IN <!ltNERA!-·-F?r purposes of this section, a taxpayer 

uses a dwelhng umt dunng the taxable year as a residenee if hP 
uses such unit (or portion thereof) for personal purposes for a 
number of days which exceeds the greater of-

" (A) 14days,or 
"(B~ 10 percent of the number of days during such year 

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

"(2) PERBONAL USE OF UNrr.-For purposes of this section, the 
taxpayer shall hf' deemed to have used a dwelling unit for per-
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i:~rposes for a day if, for any part of such day, the unit 

"(A) for personal purposes by the taxpayer or any other 
person who 1ias an interest in such unit, or by any member 
of the family (as defined in section 267(c}(4)) of the tax
palcer or such other person; 

'(B) by any individual who uses the unit under an 
arran~ment which enables the taxpayer to use some other 
dwelhng 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 dwelling unit is rented for a rental whlch, under the facts 
and circumstances, is fair rental. 

The Secretary shall prescribe regulations with respect to the cir
cumstances under which use of the unit for rep&1rs and annual 
maintenance will not constitute personal use under this paragraph. 

"(e) ExPENSF.S ATTRIBUTABLE TO RENT.Ai..-
"(!) IN OENER.AL.-ln any case where a taxpayer who is an 

individual or an electing small business corporation uses a dwell
ing unit for personal purposes on &DY- day during the taxable year 
(whethe.r 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 
bea!S the same relationship to such expenses as the number of days 
dU;nng 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 DEDUCI'IONS OTIIERWISE 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) l>EFINITIONS AND SPECIAL RULEs.-
" (1) DwELLINO UNIT DEFINED.-For purposes of this section-

"(A) IN GENERAL.-The t.erm 'dwelling unit' includes a 
house, apartment, condominium, mobile home, boat, or simi
lar propertyh and all structures or other property appur
tenant to sue dwellinK unit. 
. "(B) ExcEPTI?N.-The ~rm .'dw~lling unit' does not 
Include that _{)Ortton of a urut which is used exclusively as a 
hotel, mote], lllll, or similar establishment 

"(2) PEftsoNAL USE BY ELECTING SMALL BUSmESS CORPORATION.
Jn the case of an electing small business corporation subpara
grap~s (A) ,and (B) of subsection (d).(2) shall be ~pplied by 
subst1tutinff any shareholder of the electing small business corpo
ration' for the taxpayer' each place it appears. 

"(~) ~RDINATION WITH SECT~ON 188.-If sn~ction (a) 
apphes with respect to any dwelling unit (or portion thereof) 
for the taxable year-

" (A) section 188 (relating to activities not engaged in for 
proflt) shall not apply t-0 suCh unit (or portion thereof) for 
such year, but 

"(B) such year shall be taken into acc01mt as a taxable 
year ~or purposes of appl~ subsection (d) of section 188 
(relatmg to 5-year presumption). 
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"(g) SPECIAL RULE FOR CERTAIN RENTAL ua.-Notwithstanding 
d.ny other provision of this section or section 183, if a dwelling unit is 
used during the taxable ye~t!a the taxpayer as a residence and such 
dwelling unit is actually re for less than 15 days during the tax
able year, then-

"(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) CLERICAL A.xENDXENT.-The table of sections for such part IX 
is amended by addin~ at the end thereof the following new item : 

"SEC. 280A. Dlsallowance of certain expenses In connection with 
buslness use of home, rental of vacation homes, etc." 

{c) EFFECTIVE DAn.-The amendments made by this section shall 
apply to taxable years beginning after December 31, 1975. 
SEC. 602. DEDUCTIONS FOR ATl'ENDING FOREIGN CONVENTIONS. 

(a) NoNDEDUCTIBILITY OF CERTAIN EXPENBES.-Section 274 (relat
ing to disallowance of rertain entertainment, etc., ex~nses) is 
amended by redesignating subsection (h) as subsection (i} and by 
inserting after subSection (g) the following new subsection: 

''(h) FOREIGN CONVENTIONS.-
" ( 1) DEDUCTIONS WITH RESPECT TO NOT MORE TRAN 2 FORETON 

CONVENTIONS PER YF.AR 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 arcount for purposes of this subsection, and 

"(B) no deduction allorable to his attendanc~ at any for
eign convention during such taxable year (other than a 
foreign conyention selected under subparagraph (A)) shall 
be allowed under section 162 or 212. 

"(2) DEDUM1BJ..E TRANSPORTATION COST f"ANNOT EXCEED COST OF 
COACH OR ECONOMY AIR FARE.-ln the case of any foreign conven
tion, no deduction for the expenses of transportation outside the 
United Statl's to and from the site of fmch convention shall be 
al1owed under S('Ction 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 dunng 
the calendar month in whirh such convention begins. If there is 
no such coach or economy rate, the preceding sentence shall be 
applied by substituting 'first class' for 'coach or economy'. 

"(8) 'fBANSPORTATION COSTS DEDUCTIBLE IN FULL ONLY IF AT 
LEAST ONE-HALF OF THE DAYS ARE DEVOTED TO BUSINESS RELATED 
ACTMTIE8.-ln the case of any forei8!1 convention, a deduction for 
the full expenses of transportation (determined a.fter the applica
tion of paragraph (2)) to and from the site of such convention 
shall be alJowed only if more than one-half of the tot.al days oft.he 
trip, excluding the oays of transportation to and from the site of 
such convention, are devoted to 6usiness 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 
tr&RSportation shall be allowed which exceeds the ~rcentage of 
the d&ys of the trip devoted to business related activities. 

• 
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"(4:) DmucTIONB FOR SUBSISTENCE EXPENSES NOT ALLOWED 
UNLESS THE INDIVIDUAL ATTENDS TWO-THIRDS OF BUSINESS ACTIVI
TIE&-ln 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 al1owed if there are at least 
6 hours of scheduled business activities during such day and 
the individual attending the convention bas 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 subparap-aphs (A) and (B), a deduction for 
subsistence expenses for all of the days or half days, as the case 
may be, of the convt;ntion shall be a.llowed if the .individual 
atten~ the convention has attended at least two-thirds of the 
schedule<l business activities, and each such full day consists of at 
least 6 hours of scheduled business activities and each such half 
dav consists of at least 3 hours of scheduled business activities. 

4(5) DJroUCTJBLE SUBSISTENCE COST!! CANNOT EXCEED PER DIEM 
RATE FOR UNITED STATES CIVIL SERVANTS.-ln the rase of any for
eign convention, no deduction for subsistence expenses while at 
the convention or traveling to or from such convention shaU 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 570'2(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 RULJl'.S.-For purposes of this 
subsection-

" (A) FOREIGN 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
enre expenses' means lodging, meals, and other necessary 
expenses for the personaf sustenance and comfort of the 
traveler. Such term includes tips and taxi and other local 
transportation expenses. 

"(C) A.u.ocATION OF EXPENSES IN CERTAIN CASES.-ln 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 expenses and subsistence exyenses 
shall be treated as having been paid 8(>lely for subsistence 

~i))8"SUBSECTION TO APPLY TO EMPLOYER AB 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 re.spect to each individual, as having 
selected the same 2 foreign conventions as were selected by 
such individual 

26 USC 162, 
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"(7) REroRTING JlEQUiltEJDlNT8.-No 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 return of tax on 
which the deduction is claimed-

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

"(i) 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 

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

"(BJ a written statement signed by an officer of the organi
zation or group sponsoring the convention which includes

"(i) a schedule of tlie 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) EFFECTIVE DATE.-The amendinents made by tl1is section shall 
apply to conventions begining after December 31, 1976. 
SEC. 603. CHANGE IN TAX TREATMEi"'llT OF QUALIFIED STOCK OPTIONS. 

(a) IN GENERAL.-8ection 422 (b) (defining qualified stoek option} 
is amended by inserting "and before May 211 1976 (or, if it meets the 
~uirements of subseCtion (c) (7), ~tett to an individual after 
May 20, 1976)," after"section 424(c) (3) (A)),". 

(b) CERTAIN OPTIONS GRANTED AFTER MAY 2011976.-Section 422 ( c) 
(relating to special rules) is amended by addmg at the end thereof 
the following new paru.graph: 

"(7) CERTAIN Ol'TIONS GRANTED AFTER MAY 20, l!l76.-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 
03.ercised before May 21, 1981." 

( c) RESTRIOTED STOCX OPTIONS MUST BE EXERCISED B1o:FORE MA y 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 precedin_g S<'ntence shall be 
treated as ceasing to meet the ~uirements of this paragraph if it is 
not exercised before May 21, 1981. 

(d) EFFECTIVE DAm.-The amendments made by this section shall 
apply to taxable years ending after December 81, 1975. 
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SEC. 604. STATE LEGISLATORS' TRAVEL EXPENSES AWAY FROM HOME. 
(a) IN GBNERAL.-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 Jann· 
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 J;>l&ee of residence of such individual within the legis
lative district which he represented shall be considered his home, 
and 

(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 indivi?ual during the taxable year by the 
amount generally allowable with respect to such day to emplo)'.ees 
of the executive branch of the Federal Government for per diem 
while away from home but serving in the United States. 

(b) LEoIS~TIVE Dus.-For purposes of ~~~ion (a), a legisla
tive day dunng any taxable _year for any ~d1v1dual sh~ll be ~y 
day during such year on which (1) the legislature was m session 
(including any da.y _in which the legislature was n~t in session for. a 
period of 4 consecutiv~ days or less) , or ( 2) .the. l~gislature was not m 
session but the physical presence of the individual was formally 
recorded at a meetin2 of a committee of such le~lature. 

(c) Lnc!TATION._:_The amount ta.ken into account as living expenses 
attributable to a trade or business as a State le~islator 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 M~ 21, 1976. 

(d) MAKINO AND E:nT.CT OF ELECTION.-An election under this 
section shall be made at such time and in such manner as the Secretary 
of the Treasury or his delegat.e shall by regulat_ion~ prescribe. Any 
such election shall apply to all taxable years begmnmg before Janu
ary 1, 1976, for which the period 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) a.nd by redesignating sul>
sections (g} and (h) as subsections (f} and (g}, respec.tively. 

(b) CoNFOllllINO AHENDHENT.-Paragraph (1) of section 81 (relat
ing t.o certa~ increases in. suspense accoun~) is. ame.nde~ by strik
ing out "section 166(g)" m the text and inserting m lieu thereof 
"section 166(f)". 

(c) EFFECTIVE DATE.-The amendments made by this section shall 
apply to guarantees made after December 81, 1975, in taxable years 
beginning after such date. 

TITLE VII-ACCUMULATION TRUSTS 
SEC. 701. ACCUMULATION TRUSTS. 

(a.) REVISION OF METHOD OF TAXING AOCUJIULATION DI8TBIBUTION 
FROH TBUSTS.-

(1) Section 667 ( rela~ to denial of refund to trust.a; author
nation 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) GENERAL RULL-The total of the amounts which are treated 
under section 666 as having been distribut.ed 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 ext.ent 
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 Dllmu:BUTION.-
"(l) IN GENERAL.-The partial tax imposed by subsection (a) 

( 2) shall be determined-
" (A) by determining the number of {>receding 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 accwnulation distribution the 1 taxable 
year for which the beneficiary's taxable income was the highest 
and the 1 taxable year for which his taxable income was the 
lowes; 

"(C) by adding to the beneficiary's taxable income for each 
of the 3 taxable years remaining after tJ1e application of sub
paragraph (B) an amount determined by dividing thl' 
amount deemed distributed under section 666 and required 
to be included in income under subsection (a) bv the number 
of preceding taxable years det.ennined under subparagraph 
(A): and 

"CD) by determining the average increase in tax for the 
3 taxable years referred to in subparagraph (C) resulting 
from the a.pJ?lication of such subparagraph. 

The partial tax imposed by subS<'ction (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 subparagraph (A), over the amount of 
taxes deemed distributed to the beneAciary under sections 666(b) 
and (c). 

"(2) TREATMENT OF Loss YEARS.-For purposes of paragraph 
(1 )i the taxable income of the beneficiary for any taxable year 
Shti 1 be deemed not to be less than zero. 

"(3) CERTAIN PRECEDING TAXABLE YEARS NOT TAKEN INTO 
ACCOUNT.-For purposes of paragraph (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 preceding 
taxable years to which the accumulation distribution is allocated 
under section 666 (a), the number of preceding taxable years of 
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the trust with respect to which an amount is deeme~ clistr~buted 
to a beneficiary under section 666(a) shall be determmed without 
renrd to such year. 

'U(4) EnEo'1' OF O'l'HER AOOUlrlULATION DISTRIBUTIONS.-ln ~m
puting the partial tax unger para.graph (1). for. any beneficta.ry, 
the income of such benefi.ciary for each of his :pru~r taxable years 
shall include amounts previously deemed distributed . to such 
beneficiary in such year under section 666 a.s a result of prior accu
mulation distributions (whether from the same or another trust) . 

"(5) MULTIPLE DISTRIBUTIONS IN THE SAME TAXABLE YEAR.
Jn the case of accumulation distributions ma.de from mo~e thf!-n 
one trust which are includible in the income of a beneficiary m 
the same taxable yea.r, the distributions shall be deem~ to have 
been made consecutively in whichever order the bene1iciary shall 
det.ermine. 

" ( c) SPECIAL RULB FOR MULTIPLE TlroS'l'S.-
" (1) Ix a!O!RAL.-If, in the same prior tax~ble y~ar. of ~he 

beneficiary in which any part of the accumulation distr1but~on 
from a trust (hereinaft.er In this paragraph referred to as 'tlurd 
trust') is 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 
distribut.ed 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) AOCUXULATION DISTRIBUTIONS FROM TRUST NOT TAKEN INTO 
ACCOUNT UNLESS THEY F.QUAL OR EXCEED u,ooo.-For purposes of 
paragl'!'ph ( 1), an accumulation distribution from a trust to 
a beneficiary shall be taken into account only if such distribution, 
when added to any prior accumul~tion distributions from su~h 
trust which are deemed under section 666(a} to have been dis
tributed to such beneficiary for the same pnor taxable year of 
the beneficiary, equals or exceeds $1,000." 

(S) Section 666 (relating to accumulation distribution a1lo
cat.ed to preceding years) is amendea by adding at the end thereof 
the following new subsection: 

"(e) DENIAL OF REFUND TO TRUSTS AND BENEFJ:cIABIEs.-No refund 
or credit shall be allowed to a trust or a ~efi~iary of such trust for 
any preceding taxable y~r by reason of a. disti:tbutt<~n d~ed to have 
been made b_y such trust m such year under thlS section. 

(3) Section 668 (relating to treatment of a.mount.a deemed 
distnbuted in preceding years) is hereby repealed. 

(b) INOOME Accu:HULAftD Buou CnILD ATrAINS AGE oF 21 YEARS 
NO'l' To BE SUBJECT ro THE THROWBACK 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 amount.a specified in pani:gra.ph ~2) of sectiC?n 661(a) 
shall not include amounts properly paid, credited, or required to be 
distributed to a beneficiary from a t!ll8t (other than a ~oreign trust) 
as income accumulated before the birth of such benefictary or before 
such beneficiary attains the age of 21." 

(c) No AcCUKULATION DISTRIBUTION WHERE D1STRIBUTI0Ns Do NOT 
ExCEED AcooUNTINO hrooHL-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 distribut.ed 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} REPEAL OF SPECIAL CAPITAL GAIN THROWBAOK.-
(1) Section 669 (relating to treatment of capital gain deemed 

distnbuted in preceding years) is hereby repealed. 
( 2) Pa~graph ( 1} of section 665 ( e} (defining preceding tax-

able year) IS amended-

J.A) by striking out subparagraph (0), 
B) by inserting "or" at the end of subparagraph (A), 

CC} by.~ out", or" at the end of subparagraph (B) 
and inserting m lieu thereof"· and". 

(3) Section 665 (definitions 'applicable to subpart D) is 
amended by striking out subsections (f) and (g}. 

(e) SPECIAL Ruu: :roa GAIN ON PnoPERTY 'l'RANSFF.lmED TO TRusT 
AT LEss THAN FAIR MARKET VALtrE.-

(1) In GE~.-Subpart A of part I of subchapter J of 
chapter , 1 (relating to gen~ral rules for taxation of estates and 
trusts) 1fl 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) lxPosmoN OF TAX.-
"(l) IN GllNBRAL.-If-

. "(~) a trust (or another trust to which the property is 
distnbuted) sells or exchanges pro~y at a go.in not more 
than 2 years after the date of the irutial transfer of the prop
ertr, 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 imJ>osed a tax determined in accordance with parar 
gra..eh (2) on the mcludibl~gain realized on such sale or exchange. 

"(2) AxoUNT OF TAX.-The amount of the tax imposed by para
graph ( 1) on any includible gain realized on the sale or excliange 
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 
tr~!eror for such taxaJ;>le year, over 

(u) the tax actually unposed 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 beIDnnirur of the 
taxable year of the trust lil which such sare or ;xchange 
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 DlPOSED.-The tax imposed 
by pa~aph (1) shall be imposed for the taxable year of the 
trust which begins with or within the taxable year of the trans
feror in which the sale or exchange occurs. 
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"(4) Tu TO RE IN ADDITION TO OTHER TADS.-The tax impo~d 
by this subsection for any taxable year of the trust shall be m 
addition to any other tax imposed by this chapter for such taxable 
year. h' · 

" ( b) DEFINrr10N oF lNcLUDIBI..E GAIN .-For purposes oft is section, 
the term 'includible gain' means the lesser of-

" ( 1) the gain realized by the trust on the sale or exchange of 
anv property, or 

"(2) the excess of the fair mark.et 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 tn.ns~er. 

"(c) CHARACTER OF INCLUDIBLE GAIN.-For purposes of subsection 

(a)- "(l) the character of the includible gain shall be determined 
as if the property had actualll been sold or exchanged by the 
transferor, and any activities o 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 t!y.e includible gain subje<i;t to t;he proVlSlons 
of section 1245 and section 1250 shall be determined m accordance 
with regulations prescribed b;y the Secretary. 

"(d) SPECIAL Ruu; FOR ~HORT S~F.S.-lf the tru~ ~lls the prop
erty referred to in subSt>Cbon (a) m a short sale w1~ the 2-year 
period referred to in such subsection, such 2-year penod shall be 
extended to the date of the closinlJ of such short sale. 

"(e) ExCEPTioNs.-Subseetion (a) shall not apply to p~perty-
" ( 1) acquil"£'d by the trust lrom a decedent or which passed 

to a trust from a decedent (within the meaning of section 
1014),or . . "i2) acquired by a pooled income fund (as defined m section 
642 c)(5)), or 

" 3) acquired by a charitable rem&:inder ann~ity trus~ (as 
defined in section 664(d) (1)) or a charitable remamder umtrust 
(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 RuLE FOR bSTAJ.lllENT SALES.-lf the trust ~lects to 
rep<>rt 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 u if ea~ installment w~re 
a separate sale or exchange of property to which such subsection 
apnlies, and · f 

4 (2) the term 'includible gain' shall not include any portion o 
an mstallment received by the trust after the death of the 
transferor." 

(2) Excr,ustON OF INCLUDIBLE GAIN FROM TAXABLE INOOJOl.~
tion 641 (relating to impositi~ of tax) is ame!lded by insertmg 
after subsection ( b) the followmg new subsection : 

"(c) ExcLuSION OF IxCLUDIBU: GAIN Fnox TAXABLE lNcoKE.-
"(1) GENERAJ, RULJP.-For purposes of this part, the taxable 

income of a trust does not include the amount of any includ.ible 
gain as defined in section 644(b) reduced by any deductions 
pro~rly allocable thereto. 

"(2) CR08s REFERENCE.-

"For the ta:ii:ation of any includible pin, see section 6'4.". 

90 STAT. 1579 
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(f) CoNFOmmm AxzNDJONTS.-

26 USC 1302. 

26 USC 6401. 

26 USC 1 note. 

26 USC 667 
note. 

26 use 48 note. 

26 USC46. 

(1) Subparagraph (B) of subsection (a) (2), and subpara
graph (B) o_f subSection (b) (2), of aection 1300 (definition of 
av~r~ble mcome; related definitions) are each amended by 
stri.kllijr ou~ "668(&)" and ~rting in lieu thereof "667(a)". 

(2) Section 640l(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 
m lie~ thereof "wages) and", and by striking out "and 667(b) 
(relatmg ~taxes paid by certain trusts)"· 

(8) Section 6401 (b) (mat~ to excessive credits) as amended 
by th~ Tax Reduction Act of 1976, is amended bV ~riking out 
"lubricating oil)?" .and inserting in lieu thereof "lubricating oil) 
an~", and by. striking out "and section 667 (b) (relating to taxe~ 
paid by cert am trusts)". 

(g) Cu:RICAL AxEm>llBNT&-

(1) The tabl.e of sections for ~u~part D of part I of subchapter 
~ of chapter 1 IS amended b,;y stri!dri~ ou~ the items relatiJ!g to sec
tions 667, 668, and 669 and msertmg m beu thereof the following: 

"Bee. 667. Treatment <1l amounts deemed distributed by trust In pre
ceding years." 

(2) The table of sections for subpart A of part I of subchapter 
J of <?hapter ~ is amended by adding at tbe end thereof the 
following new item : 

"Sec. 6". Speclal rule for gain on propert,J transferred to trust at leu 
than talr market value.". 

(h) EJTECTIVE DATU.-'fbe a~endments made by subsections (a) 
.(b), ( c), ( d), and ( ~) o.f this section shall apply to distributions mad~ 
m taxable years.begmrung a~r ~mber 81, 1975. The amendments 
made by subsection ( e) 0£ thlS 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) C?f .section 301(c) of the Tax Reduction Act of 1975 
IS amended by stnkmg out "January 1, 1977" and inserting in lieu 
thereof "January 1, 1981 ". 
SEC. 802. EXTENSION OF 10 PERCENT CREDIT FOR 4 YEARS AND FIRST

IN-FIRST-OUT TREATMENT OF INVESTMENT TAX CREDIT. 
.(a) .IN GENERAL.-$ubeection (a) of section 46 (relating to deter

mination of amount of investment credit) is amended-
( I) by redesigna~ing paragraphs (2) through (6) as (3) 

through (7)1 i;espectively, and 
(2) ·bx str1kmg ou.t so much of such subsection as precede13 para

graP.h (3). (a~ re~es1gnated by paragraph (1) of this subsection) 
and mserhng m heu thereof the following: 

"(a) GENERAL RUI.E.-
"(1) FmsT-IN-FIRST-OUT RULE.-The amount of the credit 

allowed by section 38 for the taxable year shall be an amount 
equal to the sum ef-

" (A) the investment credit carryovers carried to such tax
able year, 
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"(B) the amount of the credit det.ermined under paragraph 
(2~ for such taxable year, plus 

'(C) the investment credit carrybaeks carried to such tax
able year. 

"(2) A.KOUNT OF CREDIT FOR CURRENT TAXABLE YEAR.-
"(A) 10 PERCENT ORIDIT.-Except as otherwise provided 

in subparagraph (B), in the case of a property describe!1 in 
subpara~aph (D), the amount of tlie credit deterlDUled 
under this paragraph for the taxable year shall be an amount 
equal to 10 percent of the qualified investment (as determined 
under subsections ( c) and ( d)). 

"(B) ADDITIONAL CRJ!:Drr.-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 in vestment (as deter
mined. under subsections (c) and (d)), plus 

"(ii) an additional ~rcent (not in excess of one-half 
percent) of the qualified investment (as determined 
under such subsections) equal in amount to the amount 
determined under section 301 ( e) of the Tax Reduction 
Act of 1075. 

An election m11.y not be made to have the provisions of this 
subparagraph apply unless the corporation meets the require
ments of section 30l(d) of the Tax Reduction Act of 1975. 

"(C) 7 PERCENT OBEDrr.-In the case of property not 
described in subparagraph (D), the amount of credit deter
mined under this paragraph for the taxable year shall be an 
amount equal to 7 percent of the qualified investment (as 
determined under subsections ( c) and ( d)). 

"(D) TR&Ns1T10NAL RULE8.-The provisions of subpara
graphs (.A.) and (B) shall apply oiily t<>-

"(i) property to which subsection (d) does not appl:y, 
the construction, reconstruction, or erection of which IS 
completed by the taxpe.:yer after January 21, 1975, but 
only to the extent of the basis thereof attributable to the 
construction, reconstruction, or erection after J ai:J.u
~ 21, 1975, and before January 1, 1981, 

(ii) property to which subsection (d) does not applyJ 
acquired by the taxpayer after January 21, 1975, an<l 
before January ~ 1981, and placed in service by the 
taxp~~er before January 1, 1981, and 

"(ill) property to which subsection (d) applies, but 
only to the extent of the qualified investment (as deter
mined under subsections ( c) and ( d) ) with respect to 
qualified progress expenditures made after January 21, 
1975, and before January 1, 1981. 

For purposes of applying clause (ii) of subparagraph (B) , 
the date 'December 31, 1976,' she.II be substituted for the 
date 'January 21, 1975,' each place it appears in this 
subparagraph." 

(b) CoNF<>RJONG AKENDJONTS.-
(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 "para.graph (3)". 

90 STAT. 1581 
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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) CARRYBACK AND CARRYOVER OF UNUSED CBEorrs.-
" ( 1) IN oENEBAL.-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 
th!! taxable year exceeds the amount of the limitation imposed by 
subsection (a) (3) for such taxable year (hereinafter in this 
subsection t't'ferred to as the 'unused credit year'), such excess 
attributable to the amount determined under subsection (a) (1) 
(B) shall~ 

"(A) an investment credit carryback to each of the 3 tax
able years '{>re.ceding 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) (1) 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 oo 
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 oo taken into account under subsec
tion (a) (1) for a prior taxable year to which such unused credit 
may be carried. Ill 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 applied-

" ( C) by substituting '10 taxable years' for '7 taxable yet.rs' 
in subparagraph (B), and by substituting '13 taxable years' 
for '10 taxable years', and '12 taxable years' for '9 taxable 
years' in the pr1>-eeding 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, carry!ng such ca~
over to the taxable year to which it would, but for this 
subparagraph, be carried would cause a portion of an unused 
credit from an unused credit year ending after December 31, 
1970 to expire. 

"(2) LnnTATION ON CARRYBACKs.-The amount of the unused 
credit which may be taken into ac<'ount under subsection (a) (1) 
for any precedinA' 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)(l) for such taxable year, plus 

"(B) 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) Lol:rrATION 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 by which the limitation imposed by subsection (a) (3) for 
such taxable year exceeds the sum of the a.mounts which, i>y reason 
of this subsection, are carried to such taxable year and are attribut
able to taxable years preceding the unused credit year." 

(3.) ubparagraph (A) of section 46(c)(3) (rela~ to*ublic 
utility property) is amended by striking out "subsection a)( 1) 
(C)" and inserting in lien thereof ''subsection (a) (2) (C) • 

(4) Pttragraph (1) of section 46(e) (relating to limitations 
with reslwct to certain persons) is amended 2 striking out "sub
section (a) (2)" and insertigg in lieu thereof subsection (a) (3)". 

(5) The first sentence of section 46 (f) (8) (relating to prt>hibi
tion of immediate fiowthrough 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)". 

(c) EFFECTIVE DATE.-The amendments made by th.is section shall 
apply to taxable years beginning after December 31, 1975. 
SEC. 803. EMPLOYEE STOCK OWNERSHIP PLANS; STUDY OF EXPANDED 

STOCK OWNERSHIP. 
(a) AlcENDHENT OF THE INTERNAL R~NUE CoDE OF 1954-.-Sec

tion 46(f) (relating to limitation in case of certain re~ated com
panies) is amended by adding at the end thereof the fOllowing new 
pa~ph: 

"<9) SPECIAL RULE FOR ADDITIONAL CREDIT.-If the taxpa1er 
makes an election under subparagraph (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 ~a) (2) if-

"(A) the taxl>ayer s cost of service for ratemakin_g pur
poses or in it.s rigUla.ted 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 pla.n which meets the requirements of section 
301(d) of the Tax Reduction Act of 1976; 

"(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 
m 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) SPECIAL RULES.-
(1) Paragraph (4) of section 46(f) is amended--

(A} by striking out "paragraphs (1) and t2)" in sub
para~aph (A) and inserting in lieu thereof paragraphs 
(1), (2),and (9)"; 

77-11'15 0 - 78 - 5 
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. (B) by ~triking out ''paragraph (1) or (2)" each place 
1t appears m :-;ubparngraph (.\.) nnd lDSerting m lieu thereof 
·'paragraph (1), (2},or ~9)"; and 

(C}. bY sti:iking. ou~ '~nragrnph <2)," in subparagraph 
(B) (u) and mselting m lieu thereof 'paragraph (2) or the 
election described in paragraph (9},". 

. (2) Section 401(~) (relating to qualified pension, etc.1 plans) 
is amended by addmg after paragraph (20) the followmg 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 ~el'ely because employer contributions under the plan 
are dete1m111l'<l solely by reference to the amount of credit which 
would be allowable under section 46(a) if the emJ?loyer made the 
transfer described in subsection (d) (6) Ol' (e) (3) of section 301 
of the Tax Reduction Act of 1975." 

(3) Section 1504:(a) is amencled by strikin~ out "dividends." 
at the cud thereof and inserting in lieu tnereof "dividends 
employer securitiee within the meaning of section 301(d) (9) (A) 
o! the.Tax Reductio~ Act of 19'.75, or qualif,}'ing employer securi
t~es within the mearung of section 4:975(e) (8) while such securi-' 
t1es are ~eld under an eIIlJ?loyee stock ownenihip plan which meets 
the reqmrements of sect.ion 301(d) of such ~\.ct or $ection 4975 
( e) ( 7) J.. res.pectively." 

(4) ~tion 411S(e) (5), is amended b~ striking out "For pur
poses of this subsection, ' and inserting m lieu thereof "For pur
~ of this section,". 

(c) J:"LAN R.r.QuIBEXENTS FOR TAXPA.YER.8 ELECTING AoornoNAL 
Cm:Drr.-8ection 301(d) of the Tax Reduction Act of 1975 is 
amended-

(~) by adding at the end of paragraph (3) the following 
sentence: "For purposes of this paragraph, the amount of com
~tion paid to a. partieipan~ for a year is the amount of such 
participant's compensation within the meaning of section 415 
(c) (3) of ~c~ Code for such year.", 

(2) by s,?"iking out para.graph (6) and inserting in lieu thereof 
the :lolloWlllg: 

"(6) On making a claim for credit, adjustment, or refund 
under section 38 of the Internal Revenue Code of 1954 the 
employer stat.es in $uch claim that it agrees., as a conditi~n of 
receiving any such credit, adjustment, or refund-

" (A) in the case of a taxable year beP.nning before Janu
ary 1, 19'!7, to transfer employer secunties forthwith to the 
plan havmg an aggregate value at the time of the claim of 
1 ,percent of the amount of the qualified investment (as deter
mmed under set'tion 46 (c) and (d) of such Code) of the 
tupayel' for the taxable year, and 

"(B) in the case of a taxable year beginning after 
December 31, 1976-

"(i) to transfer 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 (cl and (d) of snch Code) of the 
employer for the taxable yt>.ar, 

• 
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"(ii) except as t1b~ded in clause (iii), to effect the 
transfer not later 30 days after the tune (including 
extensions) for filing its income tax return for a taxable 
yeart and 

90 STAT. lsmi 

"(iii) in the case of an employer whose credit (as 
determined under section 46(a) (2) (B) of such Code) ..41*, p. 1580. 
for a taxable year beginning after December 31, 1976, 
exceeds the limitations of paragraph ( 3) of section 46 (a) 
of such Code-

"(I) to effect that po1tion 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 

' (ll) 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 mooting 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 insert.ingin lieu thereof the 
followm~ : 

"(8) (A) 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 redetermmed 
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 alloented 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 rednce the amount required to be 
t~nsferred to the plan under paragraph (6) of this subsec
tion, or under para.graph (3) of ~bsection (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, 

"(ii) notwithstanding the provif!ions of paragraph (12), 
t~e employe~ may deduct such T>Ot11on, subject to the limita-
tions !>f ~ction 404 of such Code (relating to deductions for 26 USC 404. 
contnbuttons to an employees' trust or plan) or 

'~(iii) if the requirements of subsection (f) (i) 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 
pnor ta~able year under section 38 of the Internal Reveime Code 
of 1954 l~ reduced because of a redetermination which becomes 
final dunng 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 i:s req~ to 
tra.Dsfer 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 tlie portion of the 
amount of such reduction in the credit or increase in tax 
which is attributable to the contribution to such plan, or 

"(ii) notwithstanding the provisions of para~aph (12), 
the employer may deduct such portion subJect to the 
limitations of section 404 of such COO.e.", 

(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 Ueu thereof "a member of 
a. controlled group of rorpora.tions which includes the employer 
(within the meanmg of section 1563 (a) of the Internal Revenue 
Code of 19154. determined without regard to section 1563(a) (4) 
and (e) (3) (C) of such Code)", and 

(I>) by adding at the end thereof the following new paragraphs: 
"(13) (A) AS reimbursement for the expense of establishing the 

plan the employer ma.y withhold from amounts due the plan 
for the taxable year for which the plan is established, o-r 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 pai;agraph 
(6) (including any amounts transferred under subsection (e) 
(3)) and o 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 amo'!111ts i;Iue the plant or 
the pla.n may pay, so much of the amounts paid or mcurred durmg 
the taxable year as expenses of a.dministermg 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 during the plan year ending with or within the 
em~l~er's taxable year, or 

' (ii $100,000. 
"(14:) e return of a contribution made by an employer to an 

employee stock ownei:ship plan des~ed to satisfy the. z:equire
ments of this subsection or subsection ( e) (or a provIS1on 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 19M, or section 403(e) (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 day:s after the date on which 
the credit under section 38 is allowea, 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 ~uirements of this sub
section. subsection (e), or section 40l(a) of such Code." 

.. 
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(d) Pl.AN REQUllll'lllENTS FOR TAXPAYERS ELECTING ADl>ITIONAL 
ON&-H.u.1' PERCENT Clm>m-Section 301 of the Tax Reduction Act of 
1975 (relating to increase in inve.qtment credit) is amended by adding 26 USC 46 note. 
at the end thereof the following new subsections: 

"(e./i_4~N REQUIREHENTS FOR TAXPAYERS ELECTtNG ADDITIONAL 

On- PERCENT CREl>IT.-
" ( l} GENERAL RULE.-For purposes of clause (ii) of aection 46 

(a){2)(B) of the Internal Revenue Code of 1954, the amount 
determined under this subsection for a taxable year is an amount 
equal to the sum of the matchin~ employee contributions for the 
taxable y_ear which meet the reqwrements of this subsection. 

"(2) ELECTION; BA.SIC PLAN BEQUIREJONTS.-No amount shall 
be determined under this subsection for the taxable year unless the 
corporation elects to have this subsection a.pJ?ly for that year. 
A corporation may not elect to have the prov1Slons 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) EMPLOYER CONTRIBUTION.-On making n claim for credit, 
adjustment, or refund under section 38 of tlie Internal Revenue 
Code of 1954, t.he employer shall state in such claim that the 
employer agrees, as a condition of receivin~ any such credit, 
ad1ustmc>nt, or refund attributable to the provisions of section 46 
(a) (2) (B) (ii) of such Code, to transfer at the time described in 
suh.c><'tion (d)(6)(B) employer securities (as defined in subsec
tion (d) (9) (A)) to the plan having a.n 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 ta.xpayer 
for the taxable yea.r. For purposes of mooting the requirements 
of this paragraph, a transfer of cash shall be treated as a transfer 
of Amployer securities if the cash is, under the plan, used to pur
chase em_ployer securities. 

"(4) REQUIREMENTS RELATING TO HATCHING EMPLOYEE CONTRI• 

BUTIONS.-
"(A) An amount contributed by an empfoyee 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 
'1.esonbed in subSectioh ( d) is entitled to make such a 
contribution, 

"(ii) the contribution is designated by the employee as 
a contribution intm1ded to be used for matching employer 
amounts transferred under para~aph (3) to a plan 
which meets the requirements of this subsection, and 

"(iii) the contribution is in the form of an amount 
paid in cash to the employer or plan administrator not 
later than 24 months after the close of the taxable year 
in which the portion of the credit allowed by section 38 
of such Code (and determined under clause (ii) of sec
tion 46{&) (2) (B) of such Code which the contribution 
is to match) is allowed, and is invested forthwith in 
em~loyer securities (as defined in subsection (d) (9) 

"(k~ ~ sum of the amounts of mat.china: employee con
tributions taken into account for purposes of this subsection 
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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 contnbutions are destgnated 
as matching contributions. 

''(C) The employer may not make participation in ~he 
plan a condition of employm~nt and the pl8:n. may not ~?11"6 
mat.cliing employee contributions as a condition of participa-
tion in the plan. 

"(D) Employee contributions under the plan must ~eet 
the requirements of section 401 (a) ( 4) of such Code (relating 
to contributions). . 

"(5) A plan must provide for allocation of all employersecun
ties transferred to it or pureh~ by it under this subsection to 
the account of each participant (who was a \>articipa!l~ at any 
time during the plan year, whether or not he 18 a part1c1pant 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) (8). 

" ( :f) REcAPl'tTBE.-
" (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 plfm provides that while subject to reca.ptu~ 

" (A) amounts so transferred with respect to a taxable year 
are ~ated from other plan assets, ana 

"(B) separate accounts are maintained for participants on 
whose behalf amounts so transferred have been allocated for 
a taxable year. 

"(2) CooBDINATION WITH <YrnER LAw.-Notwithstanding any 
other law 01· 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 wit11drawal from the plan of-

" (A) amounts described in para.graph (1), or 
"(B) employer amounts transferred under-subsection (e) 

(3) to the plan whi~ are not.mat.clied by mat~ eD!-Ployee 
contributions or wluch are m 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 197 4." 

( e) CLERICAL A.lrlENDHENT.-
(1) The heading of seclJion 301 ( d) of th Tax Redu.ction ~ct ?f 

1975 is amended by striking out "11-PERCJoJNT" and msertmg m 
lieu thereof "ADDITIONAL". 

(2) Section 301 ( d) of the Tax Reduction Act of 1975 is 
amended by-

(A) striking ont "A corporation" in pa.ragraph (1) ~d 
inserting in lieu thereof "Ex~pt as expressly provided m 
subsections (e) and (f), a corporation" 

(B) inserting"orsubsection (e) (3);,inparagraph {'1) (A) 
immediately after "(6)", 

(C) striking out "this subsection" in paragraph (10) and 
subst1tt:lt~ in lieu thereof ''this subsection and subsections 
(e) and (f)", and 

• 
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(D) striking out "this subsection" each time it appears in 
paragraph ( 11) and substituting in lieu thereof "this sub
section or suheeCtion ( e) or ( f) ". 

( f) Lna:TATIONS ON CoNTIUBUTIONS,-
(1) SP'EOIAL LUOTATION FOR EMPLOYEE STOCK OWNERSHIP 

P.Lilfs.-8ection 415 ( c) (relating to limitation for defined con
tribution plans) is amended by anding at the end thereof the fol
lowing new paragraph: 

"(6) SPECIAL LDOTATION FOR EMPLOYEE STOCK OWNERSHIP 
PL&N,-

"(A.) In the case of an em1;>loyee stock ownership plun (as 
defuied 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 tlie employer's stock 
(dete.rmin~ under subpnragr&J;>~ (B) (iv)), or emeiayees 
described m subparagraph ( B) ( iu), the amount d('scr1bed in 
para~ph ( c) ( 1) (A) (as adjusted for such year pursuant to 
subsection (d) (1)) for a year with respect to any partici
pant shall be ~ual to the sum of (i) the amount described 
m paragraph ( c) ( 1) (A) (as so adjusted) determined without 
regard to this paragraph and (ii) the lesser of the amount 
d~f-:ermined. under clause (i) or the amount of employer secu
rities l'Ontr1buted to the employee stock ownership plan . 

"(B) For purposes of this paragraph-
"(i) the tenn 'employee stock ownership plan' means 

u. Rian which meets the requirements of section 4975 ( e) 
(1J '!!section 301(d) of the Tax.~duction Act of 1975, 

(n) the term 'employer secunties' means, in the case 
of an e~ployee stock ownership plan within the meaning 
of section 4975(e) (7)2 qualitymg employer securities 
within the meanin~ ot section 4975(e) (8)t but onlv if 
they are described m section 301(d) (9) (AJ of the 'l'ax 
Reduction Act of 1975, or, in the case of an emY.loyee 
stock ownership p~an described in section 301 ( d )(2) 
of the Tax Reduction Act of 1975, employer securities 
wi1f!~ the meaning of secti~n 30~ ( d) ~9) (A) of such Act, 

(m) an employee described m tlns 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
graP.h (A) of this paragraph, and 

"(iv) an individual shall be considered to own mol'e 
thnu 10 percent of the employer's stock if, without 
regard to stock held under· the employet> stock ownership 
plan, he owns (after application of section 1563(e)) 
more than 10 percent of the total romhined voting power 
of all dasses of stock ('ntitled to vote or more than 10 
pereent of the total value of shares of all elnsses of 
Stock.". 

(2) CoNFO!lHINO AXENDKZNT:-~aragra.ph (3) (B) of section 
415 ( e) (relating to defined contnbut1on plan fraction) is amended 
by inserting "determined without regard to paragraph (6) of 
such ub ti on)" after "empJoyer''. 

If (g) WAIVER OF PENALTY l'OR UNDERPAYMENT OF ESTDCATEI> T.u.-

90 STAT. 1589 
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(1) a corpon.tion made underpayments of estimated tax for 
a taxable year of the corporation which includes August 1,.1?75, 
because the corporation mt.ended to elect to have the pr<>vis1ons 
of subparagraph (B) of section 46 (a)( 1) of the Internal Reven~e 
Code of 19M (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 proVlSlons of such 
subparagraph apply for such taxable year because this Act d~s 
not contain the amendments made by section 804(a) (2) (relating 
·to flowthrough of inves~ment cre?it), or the proyisions of su~
section (f) of such section (relating to g:ace period for certam 
pla.n transfers), of the bill R.R. 10612 (94th Congress, 2d Ses--
sion), as amended by tl~e Senate, . . 

then the provisions of seotmn 6655 of such Code (relating to failure 
by corporation to pay estimated income tax) sha)! not apply ~so 
much of any such underpayment as the corpora~on can estab~, 
to the satisfaction of the Secretary of the Treasury, 18 properly attrib
utable to the inapplicability of such subparagraph (B) for such 
ta.xable year. 

(h} INTENT OF CoNGRESS CoNCERNING EMPLOYEE STOCK 0wNERSRIP 
PLANS.-The Congress, in a series of laws (the Regional Rail Reorga
nization Act of 1973, the Emploiree Retirement Income Security Act of 
19741 the Trade Act of 1974, ana the Tax Reduction Act of 1975) and 
this Act has made clear its interest in encouraging employee stock own
ership plans as a bold and innovative method Of strengthening the free 
private enterprise system which wilJ soh-e the dual probl~ms. of secur
lll.g ca.pita! funds for necessary capital growth and of bnngmg about 
stock ownership by all rorporate employees. The Congress is deeply 
concerned that the obiectives sought by this series of laws will be made 
unattainable by regulations and rulings which treat employee stock 
ownership plans as conventionl\l retirement plans, which reduce the 
freedom of the employee trusts and .employers. to take the necess~ry 
steps to implement the plans, and which otherwise block the establish
ment and success of these pla~. Because of the .specia! ~ur~ for 
which employee stock ownership plans are established, 1t is consistent 
with the intent of Congress to RSrmit ~hese plans ( wh~th~r etr'l!ctured 
as pension, stock bonus, or proHt-sharmg plans) to distribute mcome 
on employer securities currently. 

(i) SroDY OF EXPANDED STOCK ()wmmsmP.-
(1) l:N ommw..-Section 3022(a) of the Employee Retirement 

Income Security Act of 1974 (relatmg to duties of Joint Pension 
Task Force) is amended-

( A) by redesignating paragraphs (4) and (lS) as (5) and 
(6),and 

(B) by inserting after paragraph (3) the following new 
paragraph: 

"( 4) the broadening of stock ownership, particularly with 
regard to em~loyee stock ownership pla.ns (as defined in sec
tion 4975(e) 7) of the Internal Revenue Code of 1954 and 
section 407 ( d ( 6) of this Act) a.nd all other alternative meth
ods for broa ening stock ownership to the American labor 
force and others ;'l. 

(2) CHANGE OF TITLE.-
( A} Subtitle B of title III 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", 

.. 

PUBLIC LAW 94-455-0CI'. 4, 1976 

(ii) by str~ out "PENSION" in the caption of 
part- 1 of such subtitle and inserting in lieu thereof the 
following: "PENSION, PROFIT-SHARING, AND 
EMPLOYEE STOCK OWNERSHIP PLAN", and 

90 STAT. 1591 

(iii) b_y st~ out "Joint Pensio~» eaC;h p!ace. it 
appears m sections 3001 and 3022 and lJlSerting m heu 29 use 1221, 
thereof the followin~: "Joint Pension, Pr(lfit-sharing, 1222. 
and Employee Stock Ownership Plan". 

(B) The table of contents of su~h Act is amended-
(i) _l:>;y striking out "PENSION" in the item relatin~ to 

title ill and inserting in lieu thereof the following: 
"PENSION, PROFIT-SHARING, AND EMPLOYEE STOCK 
OWNERSHIP PLAN", 

(ii) by striking out "PENSION" in the item relating to 
subtitle B oi title III and inserting in lieu thereof the 
followin~: "PENSION, PROFIT-SHARING, AND EMPLOYEE 
STOCK OWNERSHIP PLAN", and 

(iii) by striking out "PENSION" in the it.em relating to 
J>art 1 of subtitle B of title III and inserting in lieu 
thereof "PENSION, PROFIT-SHARING, A,."li]) EMPLOYEE 
STOCK OWNERSHIP PLAN". 

(j) EFFECTIVE DATES.- 26 USC 46 note. 
(1) GENERAL RULE.-;Except as provided in paragraph (2), 

the amendments made by this section shall apply for taxable years 
beg!nning after DecPmber 31, 1974. 

(2) ExCEPTIONS.-
(A) Section 301(e) of the Tax Reduction Act of 19715, as A""- p. 1587. 

added by subsection (d), shall apply for taxable years 
beg!nni!l.R after December 31 1976. 

(B) The amendments m;.de by subsections (a) and (b) (1) 
shall apply for taxable years beginning after December 31, 
1975. 

(C) The amendmE>nts 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) SPECIAL RULEs FOR MoVIE AND TELEVISION FILMs.-Section 48 26 use 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) MoVIB AND 'l"ELEvisioN Fn:..JC8.
" ( 1) ENTlTLEllENT TO CREDIT.-

"(A) IN OENEBAL.-A credit shall be allowable under sec
tion. 89 to a ta.xpayer with respect to any motion picture film 
or video tape-

"(i) 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) QuALIFIID FILM DEFINm.-For purposes of this sub
section, the term 'qualified film' means any motion picture film 
or video tape created primarily for URe 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. 



90 STAT. 1592 

"Beneficial 
interest." 

PUBLIC LAW 94-455-0CT. 4, 1976 

"(C) 0WNER.81DP lNTERP.ST.-For purposes of this subsec
tion, a person's 'ownership interest' m a qualified film shall 
be detei:mined on the basis of his proportionate share of any 
loss which ma_y be incurred with respect to the production 
costs of such film. 

. "(2) APPLICABLE PERCEwi:AGE TO BE ee'9.-Except as provided 
m paragraph (3).1 the apphcable percentage under section 46(c) 
(2). for any qualitied film shall be 66% percent. 

'(3) ELECTION OF OO·PERCENT RULE.-

~' (A) Ix GENERAL.-If t~e taxpayer makes an election under 
this paragraph, the ap_phcable percentage under section 46 
(c) (9) shall ht> deternuned as if the useful life of the film 
would haye expired at the c1ose 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) MAKING OF ELECTION.-An election under this para
graph shall be made at such time and in such manner as the 
Secretary may by regulations prescribe. Such an election shall 
apply for the taxable year for which it is maue and for all sub
sequent taxable years and may be revoked only with the con
sent of the Secretary. 

"(C) W110 MAY ELECT.-If for any prior taxable year para
graph (2) of this subsection applied to the taxpayer or any 
related b~siness entity, or if f?r the ta~able year paragraph 
(2) applies to any related busmess entity, an election under 
this paragraph may be made by the taxpayer only with the 
consent of the Secretary. 

"(D) RELATED BUSJXESS ENTITY.-Two or more corpora
tions, pa1tnerships, trusts, estates, proprietorships, or other 
entities shall be treated as related businrss entities if 50 ~r
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-

" ( i) such persons are component members of a con
trolled group of corporations (within the meaning of 
section 1563(a), except that section 156.'l(b) (2) Shall 
not appl_:y and exce~ that 'more than 50 perteot' shall 
be substituted for at least 80 percent' each place it 
ap~rs in section 1563 (a) ) , or 

(ii~ the relationship between such persons would 
result m 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. 

¥or pu
1
rposes of t~is subpa~agraph, the term 'beneficial 

interest. means vo~ ~k m ~he case of a corporation, 
profits mterest or e&_\)ltal mterest m the case of a partnership 

" or beneficial interest m the case of a trust or estate. ' 
(4) J>uoo~NANT USE n:sT; QUALIFIF.D 1NVE8TXENT.-Jn the 

case of any qunhfie<l film--
;: <A) ~tion48(~).(2) shall.notapply,and 
(B) in determmmg qualified mvestment 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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"(IS) QUALIFJED UNITED STATF.8 PRODUCTION COSTS.-
"(A) IN GENEJtAL.-For purposes of this subsxtion, the 

term 'qualified United States production costs" means with 
respect to any film-

" ( i) direct product.¥>n costs allocable to the United 
States, plus 

"(ii) if 80 percent or more of tlw direct production 
costs are allocable to the United States, all other pro
duction costs other than direet production costs allocable 
outside the United States. 

"(B) PRoouOTION 008'1'8.-For purposes of this subsection, 
the term 'pl'OduC'tion costs' includes-

" ( i) a reasonable allocation of general overhead costs, 
" (ii) compensation (other than participations 

de crib d in clause (vi)) for services performed by 
actors1 production pel'sPnnel, directors, and producers, 

~'(iii) costs of 'first' distribution of prints, 
" (iv) the cost of the scrt1en rights and other material 

being filmed, 
"(v) 'residuals' payable under contracts with labor 

or~1zations, and 
• (vi) participations payable as compensation to actors, 

t>roduction personnel, duoectors, and producers. 
Participations in all qualified films placed in service by a tax
p_a.yer auring 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 12~ percent of the aggregate quali
fied United Stat.es 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 :{>Crcent 
limit and 121h percent limit no more than $1,000,000 m par
ticipations for any one individual with respect to any one 
film. For purposes of thi,s subparagraph (other than clauses 
( v) and (vi) and the P.receding sentence) , costs shall be 
taken into account only if they are capitalized. 

"(C) DIBECT PRODUCTION 0081"8.-For purposes of this 
paragraph, the term 'direct t>roduction 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 niay be provided 
m regulations prescribed by the Secretary. 

"(D) ALLOCATION OF DIRECT PRODUCTIOX 008TS.-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 pet'Sons 
for services performed outside the United States shall ~ 
all<?Cated to the United States. For purposes of the pre
cedmg sentence, payments to an electing small business 
corporation (within the meaning of section 1371) or a 
partnership shall be considered payments to a United 
States person only to the extent that such payments are 
included in the gross income of a Unit.ed States per
son other than an electing small business oorpe>ration or 
partnership. 

90 STAT. 1593 
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"(ii) 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 whi('h are consistent 
with the allocation principle set forth in clause (ii). 

"(6) UNITED STATES.-For purposes of this subsection, the term 
'United States' includes the possessions of the United States." 

(b) 0vEm:sTIKATION OP USEFUL LIFE AND DlsPOSITIONS WHERE 90 
~ RULB A!PLIES.--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: 

' (?°) MOTION PICTURE FILMS AND VIDEO TAPJ'.8 -
"(A . ) DISPOSITION WHERE DEPRECIATION EXCEEDS 90 PER-

CENT o~ BASIS on (',()ST,-A qu~lified film (within the meaning 
of sectI!>n 48(k) (1) (B)) which has an applicable _I>ercentage 
determined undPr section 48(k) (3) shall cease to be section 
38 property with respect to the taxpayer at the close of the 
~rst day on whi~h the aggregate amount allowable as a deduc
tio'! under sechon 167 equals or exceeds 90 percent of the 
b~is .or cost of such film (adjusted for any partial 
d~itions). 

(B) C>mm DISPOSITIONs.-In the case of a dis~ition of 
the exclusive right to display a qualified film which has llil 
applicable percent~ge determined under section 48(k) (3) in 
one or more mediwns of publication or exhibition in one 
or mpt;e S]?t'~i!ically .defined geographical areas over the 
remamtng tmtial penod of commercial exploitation of the 
film .or tape in such ~graphical areas, the taxpayer shall be 
considered to have disJ?os6d of all or part of such film or 
ta~ 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 th~t pa.rt of the film or tape disposed of. In the 
case of .an affi.hated group of corporations., a transfer within 
the affi.hated group shall not be treated as a disposition until 
there is a transfer outside the group. For purposes of the 
prece~ing sentence, the term '~ffi.liated !!Toup' has the mean
mg given to such term by section 1504 (determined as if sec
tion 1504(b) ~id not include paragraph (3) thereof). For 
purposes. of !his l!ara.graph, section 1504 (a) shall be applied 
by substitutmg 50 percent' for '80 percent' each place it 
appears.". 

(c) AiTERNATn'E Ml.'TllooS OF COMPUTING Cmm1T FOR PAST 
PEJuoDS.-

(1) GENERAL RULE FOR DETERMINING USEPUL LIPE, PREDOMI
NANT FOREIGN trSE, ETC.-In the case of a qualified film (within 
the meaning of seeti?n 48(k) {l)(B) of the Internal Revenue 
Code of 1954) placed ?-D service Ill a taxa~le yeai: beginning before 
January 1, ums, with ~ to which neither an election 
under :parap~h (2) of this subsection nor an election under 
subsection ( e) (2) ap_plies-

(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 vear by 
the close of which the aggregate amount allowabie 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 4:6 ( c) ( 1) of such Code, the 
basis of the property shall be determined by takin~ into 
account the total production costs (within the mearung of 
section 48{k) (5) {B) of such Code), 

(C) for purposes of section 48{a) (2) of SU('h 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 durmg the 
taxable year from showing the film were received or accrued 
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) IN oENERAL.-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 ~~plies). 

(B) EFFECT OF ELECTION.-If the taxpar.er makes an elec
tion under this paragraph, then section 48(k} of the Internal 
Revenue Code. of 1954 shall apply to all qualified films 
described in subparagraph (A) with the following modifica
tions: 

(i) subpa~ph (B) of ~paph (4) shall not 
apply, but in det.ermining quahfi.ed mve&tment under sec
tion 46(c)(l) of such Code, there Rhall be used (in lieu 
of the basis of such property) an amount equn 1 to 40 
per<le!lt of the aggregate prodndion costs (within the 
me11;.i;1.mg of paragraph (5) (B) of such section 48(k ) ) , 

(n) paragraph (2) shall be a.pplied by substituting 
"1~.percenf' for "66~;~ percent", and 
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(m) paragraph (3) and paragraph (5) (other than 
!mbparng'l'aph ( B)) sha 11 not apply. 

(C) RULES RELATING TO ELECTIONS.-An election under Regulations. 
this paragraph shall be made not later than the da.y 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 by re~ations preseribe. Such an 
election may be :revoked only with the consent of the Secre-
ta1"1- of the Treasury or his delegate. 

(D} THE TAXPAYER MUST CONSENT TO JOIN IN CERTAIN 
PROOEEDINGs.-No election may be made under this paragraph 
or subsection (e) (2) by any taxpayel' unless he consents, 
under ~ations prescribed by the Secretary of the Treas
ury or his delegate, to treat the detcrminatim1 of the invest
ment credit allowable on each film Slibject to au 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 llinl CREDIT DETERMINED IN ACCORDANCE WITH 
l'REVIOUS LITIGATION.-

(A) IN GENERAL.-A taxpayer described in subpar~raph 
(B) may elect to have this paragraph apply to a11 films 
(whether or not qualified) placed in service m taxable years 
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beginning before Jar.nary 1, 1976, and with respect to which 

-''*• p. 1591. 

26 USC 48 note. 

26 USC 48 note. 

26 USC 46. 

an election under subsection (e) (2) is not macfe. . 
(B) Wuo XAY ELBO'l'.-A taxpayer may make an election 

uniier this paragraph if he has filed an action in any court 
of competent jurliKiiction, before January 1, 1976, for a 
determination of such taxpayer's rights to the allowance of 
a credit against tax under section 88 of the Internal Revenue 
Code of 1954 for any taxable year beginning before Janu
ary 1 1976, with respect to any film. 

(C) EFFECT OF ELECTION.-If the taxpayer makes an elec
tion under this paragraph-

(i) paragraphs (1) and (2) of this subeection, and 
subs('ction ( d) shall not apply to any film placed in 
service by the taxpayer, and 

(ii) subsection 48(k) of the Internal Revenue Code 
of 1954: she.II 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 88 of such Code with respect to 
any film placed in service in any taxable year beginning before 
January 1, 1976, 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 lllLJJC'l'IONs.-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 offi.ce of 
the Internal Revenue Service. Such an election, once made, 
shall be irrevocable. 

(d) ENTITLEKENT TO CREDIT.-Paragra.ph (1) of section 48(k) 
of the Internal Revenue Code of 1964 (relating to entitlement to 
credit) shall apply to any motion eicture lilm or video tape pl&-Oed in 
service in any taxable year beginrung before January 1, 1975. 

( e) EFFECTIVE DATES.-
(1) IN OENERAL.-The amendments made by subsections (a) 

and (b) shall apply to taxable years beginmng after Decem
ber 31, 1974. 

(2) EuJcTION MAY ALSO .\PPLY TO PROPERTY DF.SCRIBED IN SEC

TION 11oca>.-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 18 property described in section 
50(a) of the Intemal Revenue Code of 1954 and which is placed 
in service in taxable years beginning before January 1, 1976. 

SEC. 805. INVESTMENT CREDIT IN THE CASE OF CERTAIN SHIPS. 
(a) IN GENERAL.-Section 46 (relating to amount of credit) is 

amended by adding at the end thereof the following new subsection: 
"(g) 50 PncENT CREDIT IN THE CASE OF CERTAIN VESSELS.-

"(1) IN GENERAL.-ln the case of a qualified withdrawal out of 
the untaxed portion of a capital gs.in 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), fol'-
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"(A) the ~uiltjtion, construction, or reconstruction of a 
qualified vessel, or 

"(B) the ~uisition, construction, or reconstruction of 
barges or containers which are part of the complement of a 
qualified vessel and to which subsection (f) (1) (13) of such 
section 607 applies, 

for purposes of section 88 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 progress expenditures 
(within the meaning of subSeCtion (d)), whichever is appropri
ate, with respect to property which is section 38 property. 

"(2) AxoUNT OF CJUWIT.-For purposes of para.graph (1), the 
amount of the qualified investment shall be 50 percent of the 
applieable 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 withchawal, as the case may be. 
For purposes of determining the amount of the credit allowable 
bv 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 ss.-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 
wi£h 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 shall not a.pply. 
"~) CoonDINATION WITH SECTION 47.-Section 47 shall be 

app ·~(A) to any property to which this subsection applies, 
and 

"(B) to the pAyment (out of the untaxed portion of a 
capital ~a.in account or out of the ordinary income account 
of & capital construction fund esta.blished under section 607 
of the .Merchant Marine Act, 1936) of the principal of any 
indebtedness incurred in connection with property with 
respect to which a credit was allowed under sect ion 38. 

For purposes of section 47, a.ny payment described in suhpara~ 
graph (B) of the preceding sentence shall be treated as a dis
p<>Bltion occurring less than 3 years after the property was placed 
m service; but, in the case of a credit allowable without regard 
to this subsection, the aggregate amount which may be recaptured 
by reason of this sentence shall not exceed 50 percent of such 
credit. 

"(5) DEFINrn:oNs.-Any term used in sect ion 607 of the Mer
chant Marine Act, 1970, shall 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 proeerty, and any determination of such issue 
shall be made as if this subsection had not been enacted." 

(b) EPn:CTIVB DATBB.-
(1) IN GENERAL-Except as provided in subparagraph (B), the 

amendment made by subsection (a) shall apply to taxable years 
beginning after Deeember 31, 1976, in the case of property placed 
in service after such date. 

90 STAT. 1597 

46 USC 1177. 

46 USC 1177. 

26 USC 46 note. 
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Allk. p. 1596. 

26 USC 172. 
POii, p. 1755. 

Pou, p. 1769. 

POil, p. 1769. 

PM. p. 1769. 

26 USC 812. 
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(2) SECTION ucg> <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 GENER.AL.-Section 172{b) (1) (B), as amended by section 
1606(br) of this Act, is amended by addi~ at the end thereof the fol
lowing new sentence: "Except as provided m subparagraphs (C), (D), 
(E), and (F), a net operatmg loss for any taxable year ending after 
December Sl, 1975, shall be a net operating loss carryover to each of 
the 7 taxable years following the taxable year of such loss." 

(b) RzoULATED TBANSPORTATION CoRPORAll'ION&.-
(1) IN GENF.RAL.-Section 172(b) (1) (C) is amended by add

ing at the end thereof the following new sentence: "For any 
taxable year ending after Deeember :n , Hl7!i, the preceding sen
tence shall be applied by substituting '9 taxable years' for '7 taxa
ble years'." 

(2) CoNFORMIXG AMENDHENT.-Paragrnph (3) of section 172 
(g), as amended bY. section 1901 (a) (29) of this Aet, is amended-

1A) by striking "and" at the end of subparagraph (A); 
B) by strikin~ the period at the end of subparagraph (B) 

an inserting in beu thereof"· and" • and 
(C) l>y adding at the e~d the'reof the following new 

subpa~ph: 
" ( C) m the case of a net operating loss carryover from a loss 

year endi~ after December 31, 19'151 subparagraphs (A) 
and (B) shall be applied by substituting '8th taxable year' 
for the '6th taxable year' and '9th taxable year' for '7th taxable 
year.'" 

(c) ELECTION TO Fouoo CARRYBACK. PEmoo.-Section 172 (b) (3), 
as amended by section 1901(a) (29) of this Act, is amended by add.mg 
at the end ~hereof the following n~w subparagraph : 

'' (E) Any taxpayer entitled to a carryback period under 
paragraph (1) may elect to relinquish the entire carryhack 
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 Co.HPANJES.-
(1) LIFE INSURANCE COMPANIES.-

( A) IN o>:NERAt..-Paragi-aph (1) of section 812(b) is 
amended by adding at the end thereof the following new 
sentence: 

"In the case of an ope~ations loss for any taxabl«: year endin~ after 
December 31, 1975, this paragraph shall be apphed by substituting 
'7 taxable years' for '5 taxable years'." 

(B) ELECTION TO FORF..GO CARRYBACK PERIODS.--Section 
812{b) is amended by adding at the end thereof the following 
new paragraph : 

(3) ELECTION FOR OPERATIONS LOSS CARRYBACK8.-ln 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 ( includins£ extensions of time) for filing the return for the 
taxable ~r ol the loss from o~ations for which the election 
is to be m effect, and once made for any taxable year, such elec
tion shall be irrevocable for that taxable year." 

90 STAT. 1599 

(2) MUTUALINSURANCEOOMPANIES.-
(A) IN GENERAL.-Section 825{d) is amended to read as 26 USC 825 . 

follows: 
"(d) YEARS TO WHICH CAlUllED.-

sh:Jille!:!' GL"iERAL.-The unused loss for any taxable year 

"(A) an unused loss carryback to each of the 3 taxable 
years~receding the loss year, and 

" ( an unused loss carryover to each of the 5 taxable 
years ollowing the loss year. 

In the case of an unused loss for a taxable year ending after 
December 81, 1975, such unused loss shall be an unused l~ 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, 19751 
the taxpayer may elect to relinquish tlie entire carryback perioct 
for such loss. Such election shall be made by the due date (includ
ing extensions of time) for 1illlu? the return for·the taxable year 
of the unused loss for which the election is to be in effect, and once 
made for any taxable year, such election shall be irrevocable for 
that taxable year." 

( e) AllENDMENT OF SECTION 382.-Section 382 (relating to special 26 USC 382. 
linrltations on net operating loss carcyovers} is hereby amended to read 
ns follows: 
"SEC. 382. SPECIAL LIMITATIONS ON NET OPERATING LOSS CARRY· 

OVER. 
" (a) CERTAIN .AOQUil!ITIONs OF STocx or A CoRPORATION.

" ( 1) IN OE'NEL\L,-If_._ 
"(A) on the last day of a taxable year of a corporation, 
"(B) any one or more of the .rersons described in para

graph (4) (B) own, directly or mdirectly, a percentage of 
the total fair market value of the participating stock or of 
all the stock of the corporation wluch 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 
"(ii) 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 of an interest in a partnership or 
tmst owning stock in such corporation, 

"(ii) an acguisition (by contribution, merger, or con
solidation) of an interest in a partnership owning stock 
in such corporation, or an acquisition (by contribution, 
mel'.r.r, or consolidation) by a partnership of such 
stoc 

"(ili) an exchan~ to which section 351 (relating to 
transfer to cor,POrat1on controlled by transferor} applies, 
or an acquisition by a corporation of such stock in an 
exchange in which section 351 applies to the transferor, 

71·17& o - Te - e 
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26 USC 303. 

"(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 anather cor
poration owning stock in such corporation (except a 
decrease 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 combmation 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 taxuble 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 1;1Dder paraP.'ap~ (1) shall be the sum of the per
centa~ determmed by multiplyrng-

'' {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 participatmg stock or of all the stock, whichever 
increase is greater. 

"(3) MINIMUM OWNERSHIP RULE.-Notwithstanding the pro
visions of paragrafh ( 1), a. net o~rating loss carryover from 
a taxable year shal not be reduced under this subsection if, at all 
times durmg the last half of such taxable _year, any of the persons 
described in paragraph (4) (B) (determmed on th& last day of 
the taxable year referred to in pa.ragmph (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 
preceding sentence, persons owning stock of a corporation on the 
last day of its first taxable year shall be considered to have owned 
soch stock at all times dul"ing the last half of such first taxable 
year. 

"(4) On:RAT1No uuLES.-For purposes of this subsection
"(A) DEFINITION OF PUROHASE.-The term 'purohase' 

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 tl1ere 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 percentage 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 
s~ified in subparagraph (C), such persons shall be con
SJdered 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) <;JoNSTRUCTJV?!l OWNER8UIP.-Bection 318 (relatin~ to 26 USC 318. 
oonstrnct1ve !>wnership of stock) shall ap~ly in determinmg 
the ownership of stock, except that section 318(a) (2) (C) 
and 318(a) (3) (C) shall be applied without regard to the 
tsO ~rcent limitation contained therein. 

' (D) SHORT TAXABLE YEARS.-I:f one of the taxable years of 
the corporation referred to in paragraph (1) (B) is a short 
taxable year, then such paragraph and paragrauh (6) shall 
be applied by substituting 'first, second, or third' for 'first or 
second' each time such phrase occurs. 

"(ts) EXCEPI'IONS.-This subsection shall not apply to a pur
chase or other acquisition of stock (or of an intere.st in a partner
ship or trust owning stock in the corporation)-

" (A) from a person whose ownership of stock would be 
attnbuted 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 proeerty acquired POlt, p. 1872. 
from a decedent), or section lOllS(a) or (b) (relating to 
pro~rty acquired by gift or transfers in trust) ; 

~(C). by a security. hol~er or c17ditor in exchange for the 
relmquishment or extmguishment m whole or part of a claim 
against the <."Orporation, unit!$ the f'laim was acquired for 
the P.urpose of acquiring such stock; 

" ( D) by one or more persons who were full-time employees 
of t~e corporation at all times during the periOO of 36 months 
ending on t:he last d!1Y of the t~xa.ble year of the <'?rporation 
(or at all tlDlea durmg the penod 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 exclusively 
~he e~ployees (or their beneficiaries) of the corporation, 
mc!u~mg a mem1!er of a c~trolled group of corporations 
(within the meaning of section 1563 (a) determined without 
regard to sect~on 1563(a) (4) and (e) (3) (C) )which includes 
such corporation; 
"(~) by an empl!>yee stock ownership plan meeting the 

requu:ements of section 301(d) of the Tax Reduction Act of 
1974; or t 26 USC 46 note. 

" ( G) in a recapitalization described in section 368 (a) ( 1) 
(E). 

"(6) 8'0CCll88lvJl APPLICATIONS OF SUBSECTION.-lf-
"(A). a net operating loss carryover is reduced under this 

subsection at the end of a taxable ye."r 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 corpt>ration, I\ greater percentage 
of the total fair ma.rket 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 succeedi.Dg taxable year (as the case may be) stock 
owned by such person at the end of such succeeding taxabl~ year 
shall be considered owne~ by such person at the beginning of 
the first or second precedmg taxable year. Other rules relating Regulatiom. 
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26 USC 368. 
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to the manner and extent of suecessive applications of this section 
in the case of increases in ownership and transfers of stoe~ by 
the persons described in paragraph (4) (B) shall be prescnbed 
by regulations issued by the Secretary. 

"(b) RroR(}ANIZATIONS.-
" (1) IN OENUAL.-lf one corporatio~ ac!luires t~e st?Ck or 

assets of another corporation in a reorgaruzati«?n describe.d m see
tion 368 (a)( 1) (A), (B), (C), (D) (but~nlyiftherequ1rements 
ofsection354(b) (1) aremet),or (F),anchf-

" (A) the acquiring or acquired corporation has a net oper
ating loss for the taxable year whir.h mcludes the date of ~e 
acqmsition. or n net operating loss carryover from a pnor 
taxable year to such taxable year, and . 

"(B) the shareholders (immediat.ely befOJ.'t' the reorgaru
zation) of such corporation (the 'loss co~poration'),, as fh:e 
result of owning stock of the loss corporation, own (unmedi
ately aft.er the reorganization) l~ th~n 40 percent of the 
t.otal fair market value of the J?llrt1c1patmg stock or of all the 
stock of the acquiring corporation 

then the net operating loss carryover (if any) of the loss corpo~ -
tion from the taxable year which includt>s the date of the acqu1s1-
tion and the net operating loss carryovers (if any) of the loss 
corPom..tion 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 HORE.-If such share

holders own less than 40 pe:tcent, but not .le.ss t~an 20 percent1 of the t.ota.1 fair market value of the participating stoCk or. ot 
all the stock of the acquiring corporation, the reduction 
applie&ble under paragraph ( 1) sh~ll be ~he pe~ntage equal 
to the number of percentage pomts (mcluding :&actions 
thereof) less than 40 pereent, multiplied by three and one
half. 

"(B) OwNERSHIP OF LESS THAN 20 PERCENT.-If sn<:h 
shareholders own less than 20 percent of the total fair 
market value of the par.ticipating stock. or of al~ the stock of 
the acqui~ corporation, the reduction applicable under 
paragral>h ( 1) shall be the sum of.-

" ( i) the percentage that would be dett-rmined under 
subparagraph (A) if the shareholders owned 20 percent 
of such stock, plus 

"(ii) the percentage equal to the number of percentage 
points (including fractions thereof) of such stock less 
than 20 percent1 multiplied by one and one-h~lf. 

The reduction under this paragraph shall be determined by ref
erence t.o the lesser of the percentage of the total fair ma~k~t value 
of the participating stock or of all the stock of the acqmrmg cor
poration owned by such shareholders. 

"(3) LossES oF CONTROLLED coRPORATIONs.-For purposes of 
this subsection-

" (A) HoU>INO COMPANIES.--Jf, 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 acqwsition, or a net oper
ating loss carryover from a prior taxable year to such taxa
ble year, the acquiring or acquired eorpontion1 as the case 

.. 
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may be. shall be treated as the loss corporatfon (whether or 
not such corporation is a loss eorporation). The reducti.on, if 
any, so determined under paragraph; (2) shall be a.pphed to 
the losses of such controlled corporation. . 

"(B) 'l'lw.NOULAR Jtl!lOBOANlZATIONS.-Except as otherwise 
providM in paragraph (IS), if the shareholde~ of the loss 
corporation (immediately before the reorganization) own, as 
a result of the reorganization, stock in a corporation con
trolling the acquirin~ corpc;>ration, such shareholde!'S ~all be 
treated as owning (immediately after the reorgamzation) a 
percentage of the total fair market value of the participatmg 
stock and of all the stock of the acquiring corporation owned 
by the controlling corporation equal t.o the percentage of the 
total fair market value of the partici~ting stock and of all 
the stock, respectively, of the controlling corporation owned 

i such shareholders. 
" ( SPECIAJ, RULES.-For purposes of applying paragraph 

(1)( \- . . 
"(A.) CERTAIN RELATED TRANU.ClTIONs.-If, unmed18tely 

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 Pndin~ on the date 
of the acquisition in a transaction described in paragraph 
(1) or in subsection (a) (1) (0) (unless excepted by sub
section (a) (IS)), and 

"(ii) 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 patty to the reorganization, 

then such shareholders shRll not be treated as shareholders 
of the loss oorporation with respect t.o such stock. 

90 STAT. 1603 

"(B) 0mrrAIN PRIOR OWNERSHIP OF J.088 C'.-ORPORATION.-If, 
immediately before the reorganization, the acquiring or 
acquired cor~oration owns stock of the loss corporation, then 
paragraph (l)(B) shall be applied by treating the share
holders of the loss corporation as owning an additional 
amount of the t.otal 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 st.ock and of all the 
stock, respectively, of the loss corporation owned (immedi
ately before the reorganization) by the acquiring or acquired 
corporation. This subparagraph shall not apply t.o stock of 
the loss corporation owned by the acquiring or a~uired 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) ( 0) (unless 
excepted by subsection (a) (ZS) ) ; or t.Q a reorganization 
described in section 368(a) (1) (:B) or (C) t.o the extent the 26 USC 368. 
acquired corporation does not distribute the stock received 
by it to its own shareholders. 

"(C) CmrAIN ASSET A0QUl8ITJON8.-If a loss corporation 
receives stock of the acquiri~ corporation in a reorganization 
described in section 368(a) (1) (C) and does not distribute 
such stock t.o it.s shareholders, paragraph (1) {B) shall be 
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applied by treating the shareholders of the loss corporati?n 
as O\Yning (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-STOCK REORGANIZATIONS.-ln the case 
of a reorganization described in section 368(a) (1) (B) in which 
the ac1uired corporation is a loss corporation-

'(A) STOCK WIIICII IS EXCHANGED.-Panigraphs (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 shall be 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) STOCK WHICH IS NOT EXCHAXGED.-Stock of the loss 
corporation ownc<l by sharehol<lers immediately before the 
reoro-anization 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 recei Ye stock of a corporation controlling the acquir
ing corporation, such shareholders shall be treated as owning 
a percentage of the participating stock and of all tlw 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 sto~k, respectiv~ly, 
'"hich such shareholders own of the controllmg corporat10n 
immediately after the reorganization. 

"(6) ExcEPTrnxs.-The limitations in this subsection shall not 
apply-

" (A) if the same persons own substantially all the stock 
of the acquiring corporation and of the o~her corporation 
in substantially the same proportions; or 

"(B) to a net operating loss carryover from a taxable year 
if the acqniring or acquired corporation O\Yned 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 taxab)e year. . . . 

For purposes of subparagrap'h (A), if the acqmrmg or acqmred 
corpora.tion is controlled by another corporation, the share
holders of the controlling corporation s~all be con~ide~·ed as 
also owning the stock owned by the controllmg corporation m t~at 
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) RULES RELATING TO STOCK.-For purposes of this section-
" (1 ) The term 'stock' means all shares of stock, except stoek 

which-
" (A) is not entitled to vote, 
"(B) is fixed and preferred as to divi<lends and does not 

participate in corporate growth to any significant extent, 
" ( C) has redemption an<l 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) is not convertible into another class of stock. 
"(2) The term 'participating stock' means stock (incl udin& 

common stock) which represents an interest in the earnings an<1 
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 (however denoted) shall not be treated as stoek 

or participating stock, 
by reason of con version and call rights, rights in earnings and 
assets, priorities and preferences as to distributions of earnings 
or a"sets, 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) A~rnxmIENT 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) EFFECTIVE DATE.-
( 1) The amendments n~ade by s:ibsections (a), (b), ( c), and 

( d) shall apply to losses mcurred m taxable yoors endino- after 
December 31, 1975. 0 

(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 ame~1ded by subsections ( e) and ( f), the amendments made by 
si:bsect10ns ( e) and ( f) shall take effect for taxable years begin
mng after June 30, 1978, except that the beginning of the 
taxable years specified in clause (ii) of section 382 (a) (1) (B) of 
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such Code, as so atQ~~ed, shall be considered to be the later of: 
(A) the begmnmg of such taxable years, or 

note. 

Ank, p. 1599. 

46 USC 1177-1. 

26 USC 11. 

(B) January 1, 1978. 
(3) 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 appJy (and such sections as in effect prior to 
such amendment s~all. 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 
senten~ a _corporation shnJJ be considered to luwe adopted a plan 
of reorgawzat1on on the date on which a reso]ution of the board 
o.f directors is passed adopting the plan or recommending its adop
tion to the shareholdera, 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) wh!ch !1as a home part in the Uni~ States; and' 
( 4) which JS operated m the commercial fisheries of the United 

States, 
shall be considered to be an "eligiole vessel" and a "qualified vessel" 
for the purposes of suC'h section 607. 

TITLE IX-SMALL BUSINESS PROVISIONS 
SEC. 901. EXTENSION OF CERTAIN CORPORATE INCOME TAX REDUC

TIONS. 
(a) IN GENERAL.-Subsections (a), (b), ( c), and ( d) of section 11 

(relating to tax imposed on corporations) are amended t-0 read as 
:follows: 

" (al CoRPORATIONS IN GENERAL.-A tax is hereby imposed for each 
taxable y~ar 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) "No~ TAx.-The normal tax is equal to-
(1) tn the cas<' of a taxable year ending after December 31, 

1971, 22 percent of the taxable income, and 
"(2) m the case of a taxable year ending after December 31 

1974, a::d before January 1., 1978, the sum of- ' 
(A) 20 percent of so much of the taxable income as does 

not exceed $25,000, plus 
"(B) 22 percent of so much of the taxable incomf' as exceeds 

$25,000. 
"(c) ~URT.AX.-The surtax is 26 percent of the amount by which the 

taxable mcome exceeds the surtax exemption for the taxable year. 
"(d) .SURTAX EnMPl'loN.-~or purposes of this subtitle the surtax 

exemption for any taxable year IS- ' 
"(!) $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 t:ax benefits in the case of certain controlled 
corporations) applies for the taxable year, the surtax exeml?tion for 
the taxable year is the amount determined under such section. 

(b) MUTUAL IN8t1Bo\NCE Co¥PANDl8.-
(1) IN GENERAL.-Section 821(a) (1) (relating to mutual insur

ance companies) is amended to read as follows: 
"(1) NoRXAL TAL-Anorma.l tax equal to-

"(A) in the case of a t:axable year ending after December 
31, 1977, 22 percent of the mutual insurance company t:axable 
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, il.9-7S-

"(i) 20 percent of so much of the mutual illSUl'ance 
corn~ny taxa.ble income as does not elCceed $25,000, plus 

"(ii) '22 percent of so much of the mutual insunnce 
company taxable income as exceeds $25,000, 

or 44 percent of the amount by which sueh taxable income 
exceeds $6,000, whichever is lesser; plus". 

(2) SJULL OOHPA~u:s.-8ection 821(c) (1) (A) (relating to 
alt.ernative t:ax for certain small companies) 18 amended to read 
as follows: 

" (A) N ORHAL TAL-A normal t:ax equal to-
" ( i) in the case of a. taxable year ending after De.et>m

ber 31, 1977, 22 percent of the taxable investment income, 
or 44 percent of the amount by \\ hioh such taxable income 
exceeds $3,000, whichever is lesser, or 

" (ii) in the case of a taxable year endinp- after Deeem
ber 31, 1974, and before January 1, 1978, 20 percent of so 
much of the taxable inv~ent 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". 

( 0) CoNFORXING AHENDJaNTS.-
(1) Section 1561(&) (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 t:axable income and t.he sec
ond $25,000 of taxable income shall each be allocated among the 
component members of a controlled ~up of cor,porations in the 
same manner as the surtax exemption JS allocated. 

(2) Subsection (f) of section 21 (relating to change i~ surtax 
exem.Ption treated as a change in a rate of t:ax) 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 change under Sl'Ction 11 ( d) 
in the surtax exemption shall be treated as a change in a. ra.te 
of t:ax." 

(3) Section 6154 (relating to installment ~ayments of estimated 
inc~me tax by corporations) is amended by striking out sub
section (h). 

(d) EFFECTIVE DATES.-T.he amendment made by subsection (a) 
shall take effect on December 23, 1975. The amendments made by sub
section (b) shall apply to taxable yea.rs ending after December 311 
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1974. The amendments made by subsection (c) shall apply to taxable 
years endini;r after December 31, 1975. 
SEC. 902. CHANGES IN SUBCHAPTER S RULES. 

(a) N UMBEB OP SHAJtEHOLDEBS.-

(1) IN GENl!IRAL.-Subsection (a) (1) of section 1371 (relating 
to the definition of small business eorporation) is amended to read 
as follows: 

"(1) have ~except as provided in subsection (e)) more than 10 
sharef>.alders; '· 

(2) 'SPECIAL SHAREHOLDER RULES.-Section 1371 is amended by 
adding at the end thereof the following new subsection : 

" ( e) SPECIAi. SHAREHOLDER RULF.S.-
" ( 1) A small business corporation which has been an elect~ 

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 shareholders equal to the number by which 
the inheriting shareholders cause the total number of shareholders 
of such corporation to exceed 10." 

(3) EFFECTIVE »•TE.-The amendments made by this subsection 
shall apply to taxable years beginning after December 31, 1976. 

(b) D1sTRIBUT10Ns BY SuBCHAPrER S CoBPORATIONs.-
(1) IN GENERAL.-Seetion 1377 (relating to special rules ap

plicable to earnings and profits of electing small business corpora
tions) is amended by adding at the end thereof the following new 
subsection: 

" ( d) DISTRIBU'MON8 01'' u NDISTRIBUTFJ> TAXABLE I NCOl\IE PREVIOUSLY 
TAXED TO SnAREHOLDERS.-For purposes of det.ermining 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 corporatit>n for the taxable year in which 
the distribution is made shall be computed without. regard to section 
31:2(m). Such computation shall be made without regard to section 
312(m) only for such purposes." 

(2) EFFECTIVE DATE.-The amendment made by this subsection 
shall apply to taxable years beginning after December 31, 1975. 

( c) ADDITIONAL CHANGES IN SuBdHAPTER S Rm.Es.-
( 1) ESTATE OF DECEASED SPOUSE NOT TO BE TREATED AS SHARE

HOLDER.-8Ubsection ( c) of section 1371 (relating to stock owned 
by husband and wife) is amended to read as follows: 

"(c) STOCK OWNED BY HUSBAND AND WIFE.-For purposes of sub
section (a)(l) stock which-

"(1) is community property of a husband and wife (or the 
income from which ts community income) under the applicable 
community property law of a State, 

"(2) is held by a htt!!band 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 
estat.es of both spouses (by reason of their deaths on the same 
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date), 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 deaths, 

shall be treated as owned by one shareholder." 
(2) BROADENING 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) CERTAIN TnusTs PERlrlITTED AS SuAREHOLDERS.-For purposes 
of subsection (a), the followinB 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 n:spect to stock transferred to it pursuant 
to the terms of a will, but only for the 60-da.y period beginning on 
the day on which such stock is transfened 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 137l(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 ( f)) "· 

(3) NEW SHAREHOLDERS MUST AFFIRMATIVELY ELEIJ"'T 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 eorporation-

" ( i) on the first day of the first taxable ;rear 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 fil'St day, 

becomes a shareholder in such corporation and affirmatively 
refuses (in such manner as the Secretary shall by regulations 
prescribe) to consent to such election on or before the 60th 
day 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 affi.rma· 
tively refusing to consent to the election shall expire on the 
60th dal after whichever of the following is the earlier: 

' ( i) The day on which the executor or administrator of 
the estate qualifies; or 

"(ii) Tlie last day of the taxable year of the corpora
tion in which the decedent died. 

"(C) Any termination of an election undp,r 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 
corpol'atiou. ". 

( 4) EFFECTIVE DATE.-The amendments made by this subsection 
shall apply to taxable years beginning after DtlCCmber 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) REouCTION OF LUOTATIONS ON .AxouNT ExOLUDABLE.-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 EXOLUSION,-
"(A) IN GENERAL.-Ex:cept as provided in subpara~aphs 

(B) and (C), the amount excluded from the gross mcome 
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) EHPLOYEEs OF CHARITABLE OltOANIZA'l'IONS.-If any 
individual performs qualified charitable services dm-ing 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) SPECIAL RULE.-H 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 
!LPPlication of subparagraph (A) with respect to such earned 
mcome) exceed $15,000 reduced by the amount of the earned 
income attributable to qualified charitable services excluded 
from [!oss income under subsection (a) for the taxable year. 

"(D QUALIFIED CHARITABLE 8MVIOES.-For purposes of 
this su ction, the term 'qualified charitable services' means 
services performed by an employee fol' an employer created 
or organized in the United States, or under the law of the 
United States, any State, or the District of Columbia, which 
meets the 1·equil:ements of section 501 ( c) ( 3)." 

(b) ADDITIONAL LIMI'l'ATIONS ON ExcLus10N-.-
(l) DrsALLOWANCll OF FOREIGN TAX CREDIT WI'l'H RESPECT TO 

EXCLUDED AXOUNTS.-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 sha~l not be allowed as a deduction from his gross 
mco~e any deductions ( oth~r than those allow~ by section 151, 
!-"llatmg to ~rsonal exemptions)., or as a crecht against the tax 
unposed by this chapter any credit for the amount of taxes paid or 
accrued to a foreigi:_i 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) DISALLOW.ANOE OF EXCLUSION FOR INCOME RECEIVED OTHER 
THAN IN COUNTRY WHERE EARNED.-Section 911 ( c) ( relati~ to 
special rules for earned income from sources without the United 
States) is amended by adding at the end thereof the following 
new para.graph: 

"(8) REQUIREHENT AS 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 suheection (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 ic; the a!oidance of any tax: imposed by such foreign 
country or countries on such amount." 

{8) l:N'OL1l'8ION OF EARNED INCOME IN COMPUTATION OF RATE OF 
'l'Ax.-Section 911 (relating to earned income from sources with
out the United States) is amended by redesignating imbsection 
(d) as subsection• (f) and by inserting after subsection (c) the 
following new subsections: 

"(d) A:M:orNT ExcLUDED UNDER SuBBECTtoN (a) INCLUDED IN 
CoMPUTATION OP TAX.-

"(1) Co>CPUTATTON OF TAX.-If for any taxable year an indi
vilual 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 aJ>plicable) 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) DEFTNITIONs.~For purposes of this subsection-
" (A) the term 'net taxable income' mrans an amount equal 

to the sum of the amount of taxable income for the taxable 
year plus the amount of net excluded earned income of such 
mdiv1dual for such taxable year; and 

"(B) the term 'net excluded earned income' means the 
excess of the amount of earned income excluded nuder sub
section (a) for the taxable year over the amount of the deduc
tions disaflowed with respect to such excluded earned income 
for such taxable year under subsection (a). 

"(e) SEOTioN NoT TO AP'PLY.-
"(1) IN OENERAL.-An individual entitled to the benefits of 

this section for a taxable year may elect, in such manner and at 
l:lllch time as shall be prescribed by the Secretary, not to have the 
provisions of this section apply. 

"(2) EFFECT OF ELECTION.-An election under paragraph (1) 
shall apply to the taxable year for which made and to all subse
quent taxable ;ears. Such election may not be revoked except with 
the consent o the Secretary." 

(c) ALwwANOE OP FoRJtIGN TAX: CmmITS TO INDIVIDUALS TAKING 
STANDARD DmucrmN.-8ection 36 (relating to credits not allowed to 
individuals paying optional tax or taking standard deduction) is 
amended by striking out "sections 82, 33, and" and inserting in Jieu 
thereof "seCtions 32 and". 

(d) EFFECTIVE DAn.-The amendments made by this section shalJ 
apply to taxable years beginning after December 81, 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) Eu:cr10N To BE TuATEn As REsmENTS OF THE UNITED 
STATES.-

( 1) IN OENERAL.-Section 6013 (relating to joint returns of 
income tax ey husband and wife) is amended by adding at the 
end thereof the following new subsections: 

"(g) ELEo·rtoN To TREAT NONRESIDENT ALIEN h101viou.AL AS REsx

DENT OF THE UNITED STATES.-
"(1) IN GENERAL.-.,A nonresident alien individual with respect 

to whom this subsection ii, in effect for the taxable yea1· shall be 
treated as a resident of the United States for purposes of cpap
ter 1 for all of such taxable year. 

"(2) JND.lVJDUALS WITH RESPECT TO WHOM TlllS SUBSECTIO:N IS IN 

EFFECT.-This subsection shall be in effect with respect to any 
individual who1 at the time an election was made under this sub
section, was a nonresident alien individual man·ied 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) Dun.\TION OF ELECTION.-An 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 l1ll3 tax
able year if neither spouse is a citizen or resident of the United 
States at any time durmg such year. 

"(4) TERHINATION OF ELECTION.-An election under this sub
section shall terminate at the earliest of the following times: 

"(A) REVOCATION BY 'l'AXPATDS.-lf 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 
chapt.er 1 has not yet oecurred. 

"(B) DEATB.-ln the case of the death of either spouse, 
as of the beginning of the first taxable year of the spouse 
who survives followi~ 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 su<'h individual is entitled to the benefits of 
section 2. 

"(C) LEGAL SEPARATIO:s.-In the ease of the legal separa
tion of the couple uoder a dPcree of divorce or of separate 
maintenanee, as of the beginning of the taxable year in which 
such lego.1 separation occurs. 

"(D) TERMINATION BY SECRETARY.-At the time provided. 
in paragraph (IS). 

"(5) TERMINATION BY sErnF.TARY.-The Secretary may termi
nate any election under this subsection for &ny taxable year if 
he determines that either spouse has failed-

" (A) t.o keep such books and records, 
"(B) to grant sueh access to such books and 1-eeords, or 
" ( C) to supply such other informatron, 

as may be reasonably nece.ssary to aS{'ertain the amount of lia
bility for taxt>S nnder chapter 1 of either spouse for such taxable 
year. 
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" ( 6) ONLY .oN~ ~o~.-If any election under this subsection 
for any two md1v1dua.ls IS terminated under paragraph (4) or 
(IS) for any taxab!e year, such ~wo 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 ALIEN 
BECOMES RESIDE.YT OF u NITED STATES.-

" (I) IN OENERAL.-If-. 

"(A). any individual is a nonresident alien individual at 
the begmrung of any taxable year but is a resident of the 
United States at the close of such taxable year, 
~(~) at th~ ~lose of s~ch taxable year, such individual is 

married to a c1tJy,en or resident of the United States and 
"(C) .both ind~viduals elect the benefits of this ~ubsection 

at the tune and lll the mann<'r preecribed by the secretary 
by re1P11ation, · 

then the mdividual 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. 

"(~) ONLY ON~ EL~<;TION.-lf any election under this subsection 
applies for ~ny ¥ ~ndiv1duals for any t!1xable year, such 2 individu
als shall be mehg1ble to make an election under this subsection for 
any sub~uent taxable year." 

( 2) C~RICAL AMENDMENT,-8ection 871 (g) (relating to cross 
~ferences) is amended by adding at the end thereof the follow
mg new paragraph: 

"~7) For elec~ion ~o trea~ married nonresident alien individual as 
resident o! Umted States in certain cases, see sub&ec:tions (I') and 
(h) of section 6013." 

(b) T4x TBEAT:at:ENT OF CERTAIN CoXHUNITY INCOME IN THE CASE 

OF A RF.SIDENT on CrnzEN OF THE UNITED STATES WHo Is MARRIED TO A. 
NONRESIDENT ALlEN UDIVIDUAL.-

( 1) IN G:BN~.-Subpart A of part II of eubchapter N of 
chapte~ 1 (relatmg to nonresident alien individuals) is amended 
by addmg at the end thereof the follf>wing 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 R~.-11!- the case of a citizen or resident of the 
Uruted States wh? 18 .married to a nonresident alien individual and 
:who has commuruty mcome for the taxable year, such community 
mcome shall be treated as follows : 

"(1) Earned income Jwith!n the meaning of section 9ll(b)), 
other than trade o.r ~usmess moome and a partner's distributive 
share of partnership mcome, shall be treated as the income of the 
spouse who rendered the personal services, 

"(2) Trade or ~us}ness income, and a partner's distributive 
s~are of partnership mcome, shall be treated as provided in sec
tion 1402(a) (5), 

".(3). Co~unity income not de.scribed in paragraph (1) or (2) 
which IS ?er1ved from tl~e separate property (as determined under 
the ap_phcabl~ commumty property law) ol one spouse shall be 
treated as the mcome of such spolJ88, and 

• "(4} All othe~ such community income shall be treat.ad as pro
vided m the applicable community property law. 

90 STAT. 1613 

26 USC 1. 

26 USC 871. 

26 USC 879. 
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Ante, p. 1612. 

26 USC 981. 

26 USC 6073. 

26 USC 6013 
note. 

26 USC 679. 

"(b) EXCEFTION WHERE ELECTION UNDu SECTION 6018(g) Is IN 
EFncT.-Subeection (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 eft'ect. 

••(<1) DulNITI01''ll AND SPECU.L RuLF..s.-For purposes of this 
section-

"(1) COMMUNITY INCOME.-The term 'community income' 
means income which1..ander applicable community property laws, 
is treated as community income. 

"(2) CoxKUNITY PROPERTY LA.we.-The term 'community prop
erty laws' means the community property laws of a State, a for
eign cow1try, or a possession of the United States. 

"(3) DETERMINATION OF MARITAL tn'A.TUS.-The determination 
of marital status shall be made under section 143(a)." 

(2) REPEAL OF SECTION 981.-Subpart II of part 111 of sub
chapter N of chapter 1 (relating to election as to treatment of 
income subject to foreign community properi.y Jaws) is hereby 
rt-pealed. 

(3) CLERICAL AMENDMENTS.-
( A) The table of sections for subpart A of part II of 

subchafter N of chapter 1 is amended by adding at the end 
thereo the following new item : 

"Rec. 879. Tax treatment of certain community income in the case 
ot 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. 

( c) DUE DATE FOR FILING ESTIMATED TAX RETURNS IN THE CASE OF 
~Eln'A.IN. N ONRESIDJ<?!l."r AuENs.-Subseotion (a) of section 6073 ( relat
~ to time for fil.mg declarations of estimated tax by individuals) 
is amended by adding at the end thereof the following sentence: 
"In ~he case of a n<?nre~ident alien described in section 6072 ( c), the 
requirements of section 6015 shall be deemed to ht> first mf't no earlier 
than after April 1 and before June 2 of the taxable year.". 

(d) EFFECTIYE DA.TEB.-The amendments made by subsection (a) 
shall apply to taxable years ending on or after Dece.mber 31, 1975. The 
amendme!lts.made by subsections (b) and (c) shall apply.to taxable 
years begmmng after December 31, 1976. 
"SEC. 1013. FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES 

BENEFICIARIES TO BE TAXED CURRENTLY TO GANTOR. 
(a) TAXATION OF lNcoia: TO GRANTOR OF TRUBT.-Subpart E of 

part l of subchapter J of chapter 1 (relating to grantors and others 
treated as substantial owners) 1s amended by adding at the end thereof 
the following new section: 
"SEC. 679. FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES 

BENEFICIARIES. 
" (a) TRANSFEROR TREATED AS Owm::a.-

" ( 1) IN oENJJBAt:...-A United States person :who directly or 
indirectly transfers J.>ropel'ty to a foreign trust (other than a 
trust ~escribed in section 4M (a) ( 4) ) shall be treated as the owner 
for his taxable year of the portioo of such trust attributable to 
such property if for such year there is a United States beneficiary 
of any portion of such trust. 

"(2) ExcEl'TIONs.-Paragraph (1) shall not apply-

.. 

• 
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"(A) TRANSFERS BY REASON OF DEATH.-To any transfer 
by reason of the death of the transferor. 

" ( B) TRANSFERS WHERE GA.IN IS RECOGNIZED TO 'l'ltANS
!'EROR.-To ~y sale or ex~h~ge of_ the property at its fair 
market val!le m ~ transactiol!- in which all of the gain to the 
ti:a.nsfe!or 18 reaJized. at the ~une of the transfer and is recog
mzed either at such time or is returned as provided in section 
458. 

"(b) TRUSTS ACQUIRING UNITED STATF.8 BENEFICIARIES.-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 
1Il1Dlediately preceding taxable year but for the fact that for such 
precedin~ taxable year there was no United States beneficiary for 
any portion of the trust, 

the~, fo.r purposes of this subtitle, the transferor shall be treated as 
having mcome for the taxable year (in addition to his other income 
for Sl}<'h y~r) equal to ~he undistributed net ~come (at the close of 
such unmed1ately preceding taxable year) attributable to the portion 
of the trust referred to in subsection (a). 

"(c) TnusTS TREATED AS HAVING A UNITED STATES BENEFICIARY.
"(1) IN GENERAL-For ;purposes of this section, a trust shall 

be treated e.s having a Umted States beneficiary for the taxable 
year unless-

" (A) under the terms of the trust, no part of the income 
or C'orpus of the trust may be paid or accumulated during the 
taxable year to or for the beriefit of a United States person 
and ' 

"(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) ATrRIBUTION OF OWNERSHIP.-For purposes of paragraph 

( 1), an amount sh~IJ be treated as paid or accumulated to or for 
the benefit of a. United ~tates person. if such 11;mount is paid to or 
accu!flulated for a foreign corporation, foreign partnership, or 
foreign trust. or estate, and-

" (A) in the case of a foreign corporation, more than 50 
percent o.f 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 
sbarehol?ers (as defined in section 951 (b) ) , 

"(B) .m the case of a foreign partnership, a United States 
person is a partner of such partner hip, or 

90 STAT. 1615 

"(C} in the c~ of a foreign tr~st or ~a~, such trust or 
estate has a Umted States beneficiary (withm the meaning 
of paragraph (1)).". 

(b) GRANTOR To BE T:i:tEATED AS OwNEa.-Subsection (b) of sec- 26 USC 678. 
t~on 678 (relf?-ting to persons o~h~r than grantors treated as substan-
tial owners) 1s amended by striking out evecythina after "modified " 
and inserting in lieu thereof "if the grantor of the t~st or a transfer~r 
(to whoJ?l section 679 applies) is otlierwise treated as the owner under 
the proVISions of this subpart other than this section.". 

( e) ThEATJCE1'"r OF CAPITAL GAINs AND LossF.B OF CmrrAIN FOREIGN 
TauSTS.-

(1) FoREIUN TRUSTS CREATED BY UNITED STATES PERSONS TREATED 
LIKE OTHER FOREIGN TRUSTB.-Subparagraph ( C) of section 643 26 USC 643. 

?7-875 0 - 78 - 7 
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(a) ( 6) (relating to distri~11;table ne~ ine<?me in case of foreign 
trusts) is amended by striking out 'foreign trust created by a 
United States person" and inserting in lieu thereof "foreign 
trust" 

(2). TRANSITIONAL RULE FOR FOREIGN TRUSTS.-Section. 643(a) 
( 6) IS amended by adding at the end thereof the f<>llowmg new 
subparagrn ph : . 

" ( D) Effective for distributions made m .tax!lble yea.rs 
beginning after December 31, 1975, the undistnbu~ !1et 
income of each foreign trust for each taxable year begmnmg 
on or before December 31, 1975, remaining undistributed at 
the close of the last taxable year beginning on or before 
December 31, 1915, shall be redetermined by taking into 
account the deduction allowed by section 1202." 

(d) RETURNS FOR FoREION TRuSTS HAVING ONE oR MoRE UNITED 
STATES BE:!i."EFICIARU.:S.-

(1) Section 6048 .(relating to.returns as to creatio!l of <!r trans
fers to eertain foreign trusts) 18 amended by redes1gnatmg sub
section (c) u subsection (d) and by inserting after subsection 
(b) the following new subsection: 

"(c) ANNUAL RETI!Rxs FOR FoREIGN TRUSTS HAVING ONE OR MoRE 
UNITED 8TATF.S BENEFICIARIF&-Each taxpa1er subject to tax ~der 
section 679 (relatmg to foreign trusts havmg one or more Uroted 
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 
Sectietiary may by regulations presc~be.". . . . 

(2) Seet:ion 6677(a) (re~atmg .to fadure .to file mformati~n 
returns with respect to certam fore1~ trusts) IS amended by strik
ing out "to a trust:' and ~erting m lieu th~reof "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) Com'ORJCING AJONDl(n'T8.-
( 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-
1lciaries." 

(ll.) .Subsection (d) of secti~n 643 is hereby re~aled. 
(3) Subsection (d) of section 6048 (as ?edesignated by sub-

8'!~ ( d) ) is amended to read as follows: 
" ( d) CROSS REFERXNCB.-

"For provisions relating to penalties for violation of this section, see 
sections 6677 and 7ZOS." 

( 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 subpart B of part ill of 
sulichapter A of chapter 61 is amended b:y striking out the 
item relating to section 6048 and inserting m lieu tliereof the 
following: 

"Sec. 6048. Returns as to certain foreign trnsts." 

( f) EFFECTIVE DATES.-
( 1) IN GENERAL.-The amendments made by this sectic;>n (other 

than subsection (e)) shall apply to taxable years ending after 
December 31, 197ts, but only in the cn.se of-

• 
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(A) foreign trusts cl'eated after May 21, 1974, and 
(B) transfers of property to foreign trusts after May 21, 

19'14 • 
(2) CHANGES IN OAPITAL GAIN RULES FOR FOREIGN TRUSTS.-The 

amendments made by subsection ( c) shall apply to ta.xa.ble years 
beginning after December 31, 19'1ts. 

SEC. 1014. INTEREST CHARGE ON ACCUMULATION DISTRIBUTIONS 
FROM FOREIGN TRUSTS. 

(a) TAX To INCLUDE SPECIAL IN'l'EllEBT CllARGL-Section 667(a) 
fas amended by section 701 of this Act) is amended by striking out 
'1and" at the e1id of paragraph (1), b.Y strikit_lg out the period at the 
end of parapaph (2) and inserting m lieu thereof", and ",and by 
adding at the end thereof the following new paragraph: 

" ( 8) in the case of a foreign trust, the interest charge deter
mined as provided in section 668." 

(b) CoMPUTATION OF SPEoIAL INTEREST CHARo:z.-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. 
" { •) GENERAL RULE.-For purposes of the tax determined under 

sect1on 667(a), the interest.charge is an amount equal to 6 percent of 
the {>artial tax computed under section 667 (b) multiplied by a 
fract10n-

"(l) the numerator of which is the sum of the number of tax
able years between each taxable year to which the distribution is 
allocated under section 666 (a) and the taxable year of the dis
tribution (counting in each case the taxable year to which the 
distribution is allocated but not counting the taxable year of the 
distribution), and 

"(la) the denbniinator of which is the number of taxable years 
to which the distribution is allocated under section 666(a). 

"(b) LIHITATION.-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 
~ot of which such partial tax was determined. 

' ( c) SPECIAL RULES.-
" ( 1} I N'TEREST CHARGE NOT DEDUCTIBLE.-The interest. charge 

determined under this section shall not be allowed as a deduction 
for ~urposes of any tax imposed by this title. 

"\2) ThA.NsITIONAL RULB.-For purposes of this section, 
undistributed net income existing in a trust as of J anuacy 1, 1977, 
shall be treated as allocated under section 666 (a) to the first tax
able year beginning after December 3l, 1976." 

( c) CLJ;JUc.u. AMENDXE?t'T.-The table of sections for ~;ubpart 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. Interest charge on accnmulatlon distributions from foreign 
trusts." 

( d) EFFECTIVE DATE.-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.-Bection 1491 (relating to im

position of tax) is amended to read as follows: 

9() STAT. 1617 

26 USC 64.3 
note. 

A.Ille, p. 1575. 
lrifro. 

l"'.fra. 

26 USC668. 

26 USC 668 
note. 

26 USC 1491. 
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"SEC. 1491. IMPOSITION OF TAX. . • 
"There is he~bY'. imposed on the transfer o_f properly.by a citizen or 

resident of the United States, or by a domestic corporabo~ or partner
ship, or b:y a trust which is not a foyeiP. trust, to. a foreign corpo_ra
tion as pa.id-in sarplus or as a contnbubon 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) thesumof-

"{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) ~DHENTS OF SECTION 1492.-Section 1492 (relating to non-
taxa.L1e transfers) is amen~ed- . . ,, 

(1) by striking out m paratraph (3) "section 367~d) ~pplJ'-"l· 
and inserting Jn lieu 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." 
(c) Er..EC'I10N To TntAT Alil TAXABLE ExCHANO¥.-Pnrt IV of sub

chapter O of chapter 1 (relating to ~pedal rnles for dete~mini?tg gain 
or loss on di~1tion of proper_ty} "!amended bY. rede.s1grmtmg sec
tion 1057 as section 1058 and by msertmg 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 a.s the Secretary may prescribe, to treat a transfer 
described in section 1491 as a sale or exchange of propetty 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 ®termining gain) of such prop

erty in the pe.nds of the tranferor. "· 
(c) CLlm1cAL A.xBNDHENT.-The table of sections for part IV of 

subchapter 0 of chapter 1 is amended by striking out the last item 
thereof and inserting in lieu thereof: 

"See. 1057. Election to treat transfer to foreign trust, etc., as taxable 
exchange. 

"Sec. 10l'i8. Cross references." 
( d) EFFEcTtvE DATE.-The runendoments made by this section shall 

apply to tra.nsfers 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) ExOEl'TIONS TO l>EFINITION OF UNITED STAT¥S PROPERTY,
SeCtton 956(b) (2) (relating to exceptions to definition of United 
States property) is amended by striking out "and" at the end of sub-

• 
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P!:ragrapb (E), by redesignating subparagraph (F) as subparagraph 
(H), and by inserting a.fter subparagraph (E) the following new 
subparagraKhs: 

(F) the stock or obligations of a domestic cor~ration 
which ia neither a United States shareholder (as defined in 
section 951 (b) ) of the controlled foreign corporationt nor a 
domestic corporation, 25 ~rcent or more of the total com
bined voting power of which, immediately after the ~uisi
tion of any stock in such domestic corporation by the con
trolled foreign corporation, is owned, or IS considered a.s being 
owned by such United States shareholdel'B in the aggregate; 

" ( G) an1 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 wnen nsed on the Continental 
Shelf of the United States; and". 

( b) CoNSTRUOTlVJ!I 0wNERBHIP OF SToox.-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 
insert4ig in lieu thereof "954 d) (3) 956(b) (2) "; 

(2) by striking out "954(1 ) (3)/ the secon~ place it appears 
and mserting 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) /'; a.nd 

(3) by adding at the end thereof the following new sentence: 
"Paragraphs (1) and (4) sha.11 not apply for purposes of section 
956(b} (2) to treat stock of a domestic corporation as not owned by a 
United States shareholder." 

( c) EFFECTIVE DATE.-The amendments made by this section shall 
appJY to taxable years of foreign corporation!$ 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 yet.rs 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 Interns.I Revenue Code of 1954 for the last tax
able year of a corporation beginning before January 1, 1976 the 
amendments made by this section shallbe deemed also to apply to'such 
last taxable year. 
SEC. 1022. REPEAL OF EXCLUSION FOR EARNINGS OF LESS DEVEi.

OPED COUNTRY CORPORATIONS FOR PURPOSES OF SEC· 
TION 1248. 

(a) AXE.llo"DMENT OF SEc,TioN 1248(d).-Paragraph (3) of section 
1248(d} (relating to exclusion from earninp and profits of gain from 
certain sales or excha~ of stock in certam foreign corporations} is 
amended to rend as follows: 

"(3) LP.SS DEVELOPED COUNTRY CORPORATIONS UNDER PRIOR 
J..A.w.-Earnings and profits of a foreign corporation which were 
accumulated du~ any taxable year beginning before January 1 
1976, while such corporation wa.s a less developed country cor~ 
porntion under section 902 ( d) a.s in effect before the enactment 
of the Tax Reduction Act of 1975.". 

(b) EFFECTIVE DATE.-The amendment ma.de by subsection (a) 
shall apply to taxnble years beginning after December 31, 1975. 

90 STAT. 1619 

26 USC 958. 

26 USC 956 
note. 

26 USC 1248. 

Ante, p. 1626. 
26 USC 1 note. 
26 USC 1248 
note. 
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SEC. 1023. EXCLUSION FROM SUBPART F OF CERTAIN EARNINGS OF 
INSURANCE COMPANIES. 

(a) IN GENERAL-Paragraph (3) of section 954(e) (relating to 
foreign personal holding company mcome) is am4!nded hY: striking 
out "or" at the end of subparagraph (A), by striking out the ~riod 
at the end of subpn1·agraph (H) and mserting in Jieu thereof ',or", 
and by addingatthe end tlwreof the following new subparagraph: 

"(C) dividends, interest, and gains from the sale or 
exchange of stock or securities received from a person other 
than a related person (within t.he meaning of subsection (d) 
(3)) derived from investments made by an insurance com
pany of an amount of its assets equal to one-third of its pre
miums earned on insurance eontracts (other than life insur
ance and annuity contracts) during the taxable year (as 
defined in section 832(b)(4)) whieh are not directly or 
indireetly attributable to the insurance or reinsurance of risks 
of persons who are related persons (within the meaning of 
subsection (d) (3) ).''· 

(b) EFFECTIVE D.ATB.-The amendment made by this section shall 
apply to taxable years of foreign corporations beginning after Decem
ber 31, 1975, and to tnxable years of United State8 shareholders 
(within the meanintr of section 951 (b) of the Internal Revenue Code 
of 1954) within which or with which such taxable years of such for
eign corporationB end. 
SEC. 1024. SHIPPING PROFITS OF FOREIGN CORPORATIONS. 

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

"(7) SPECIAi, EXCLUSION FO~ FOREIGN BASE COMPANY SHIPPING 
INCOHE.-lncome of a corporation whieh is foreign base company 
shipping income under paragraph (4) of subsection (a) (deter
mined without regard to the exclusion under paragraph (2) of 
this subsection) shall be excluded from fqreign base company 
income if derived by a controlled foreign corporation from, or in 
connection with, the use (or hirin~ or leasing for use) of an air
craft or vessel in fm~n. commerce between two po'ints within the 
foreign ci>nntry in w'hich such cQ~ration is created or organized 
and such aircraft or v~l is registeI,"ed." 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply to taxable years of foreign corporations be~nning after Decem
ber 31, 1975, and to taxable years of United States shareholders 
(within the meanintr of section 951(b) of the Internal Revenue Code 
of 1954) within winch or with which such taxable years of such for
eign OOllpOratioas end. 

PART III-AMENDMENTS AFFECTING TREATMENT OF 
FOREIGN TAXES 

SEC. 1031. REQUIREMENT THAT FOREIGN TAX CREDIT BE DETER
MINED ON OVERALL BASIS. 

(a) OvmALL L1M1'rATION ON FoREioN TAx CRm1T.-Section 904 
(relating to limitation on foreign tax credit) is Rmended to read as 
follows: 
"SEC. 904. LIMITATION ON CREDIT. 

"(a) LIMITATION.-The total amount of th~ credit taken ~der 
section 901 (a) shall not exceed the same proportion of the tax agamst 

• 
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which such credit is taken which the taxpayer's taxable ineome from 
sources without the United States (but not in e):cess of the taxpayer's 
entire taxable income) bears to his entire taxable income for the same 
taxable year. 

90 STAT. 1621 

"(b) TAXABLE INCOME FOR PURPOSES OF CoMPUTINO LIMITATION.
For purposes of subsection (a)i the taxable income in the case of an 
individual, estate, or trust shal be computed without any deduction 
for ~rsonal exemptions under section 151 or 642(b). 26 USC 151, 

" ( c) CARRYHACK AND Cila"rov:u op ExOESS Tu P .t,Ul.--.Any 642. 
amount by which all taxes paid or Mcrued to foreign eountries or 
possessions of the United States for any taxable year for which the 
taxpayer chooses to have the benefits of this subpart exooed the limita-
tion under subsection (a.) shall be deemed taxes paid or accrued to 
foreigi>. countries or possessions of the United States in the second 
preceding tanble year, in the .first preceding taxable year, and in the 
first, second, third, fourth, or fifth succeedmi taxable years, in that 
order and to the extent not deemed taxes patd or accrued in a prior 
taxable year, in the amount by which the limitation under subsec-
tion (a) for such preceding or succeeding taxable year exceeds the sum 
of the taxes paid or accrued to foreign countries or possessions of the 
United States for such preceding or succeeding taxable year and the 
amount of the taxes for any taxable year earlier than the current tax-
able year which shall be deemed to have been paid or accrued in such 
preceding or subsequent tRXable year ( W'hether or not the t.axpayer 
chooses to have the benefits of this subpart with respect to such earlier 
taxable year). Such amount deemed paid or accrued in any year may 
be availed of only as a tax credit and not as a deduction and only if 
the taxpayet· for such year chooses to have the benefits of this subpart 
as to taxes paid or accrued for that year to foreign eountries or posses-
sions of the United States. 

"(d) APPLICATION' OF SECTION IN 0.ASE OF CA£Rr.AIN INTEREST 
INCOME AND DIVIDENDS FROM A DISC OR FORMER DISC.-

" (1) IN OE?OOtAL.-The provisions of subsections (a), (b) and 
(c) shall be applied separately with respect to each of the follow
ing items of income: 

"(A) the interest income described in paragra.ph (2) 
"(B) dividends from a DISC or former DISC (as defuted 

ins ct10u 992(a)) to the extent such dividends are treated as 
income from sources without the United Stat.es, and 

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

"(2) INTEREST INCOME TO WHJCII APPLIC.t.BLE.-For purposes of 
th.is subsection, the interest income described in this paragraph is 
interest other thlLJl interest-

"(A) derived from any transaction which is directly 
relaied to the active conduct by the taxpayer of a trade or 
business in a foreign country or a possession of the United 
States 

"(B) derived in the conduct by the taxpayer of a ba.nking, 
financing, or similar business, 

"(C) received from a corporation in which the taxpayer 
(or one or more includible corporations in an affiliated group, 
as defined in section 1W4 of which the taxpayer is a mem
ber) owns, directly or ind.irectly, at least 10 percent of the 
votmg stock, or 
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"(D). received on obligations acquired as a result of the 
disposition of a trade or business actively conducted by the 
taxpayer in a foreign country or ~ssion of the United 
States or as a result of the disposition of stock or obligations 
of a corporation in which the taxpayer owned at least 10 per
cent of the voting stock. 

For pu~ of subpara~ph (C), stock owned, directly or 
indirectly, by or for a foreign corporation,_ shall be considered as 
being proportionately owned by its shareholders. 

"(e) TRANSITIONAL RULES :roR CA.JtRYB&cxa AND CARRYOVERS FOR 
TAXPAYERS ON THE PEB-CoUN'mY LnnTATION.-

"( l) APPLtOATlON OF SUBSECTION.-This subsection shall appl,Y 
only to a taxpayer who is on the per-country limitAtion for hJS 
last taxable year beginning before January 1, 1976. 

"(2) CARRYOVERS TO YEA.RB BEGINNING AFTER DECEMBER 311 
1911>.-ln the case of any taxpayer to whom this subsection 
applies, any carryover from a taxable year beginnin~ before Jan
uary 1, UJ76, may be used in tAxable years begmning after 
December 31, 1976, to the ext.ent provided in subsection (e), 
but only to the extent such e&trY.over could have been used 
in such succeeding taxable years if the per-countey limitation 
continued to apply to all taxable years beginning after Decem
ber 31, 1975. 

"(3) CABBYBAOK.8 TO TilAB8 BEGINNING BEFORE JANUARY 1, 

1eu.-In the case of any taxpayer to whom this subsection 
applies, any carryback from a taxable year beginning after 
December 31, 1975, may be used in taxable years be~inning 
before January 1, 1976, to the extent provided in subsection (c), 
but only to the extent such carrybaek could have been used in 
such preceding taxable year if the per-eountry limitation con
tinued to apply to all taxable years beginning after December 
31 1975. 

1'(4) APPLICATION OF LDUTATION8.-For purposes of this 
subsection-

" (A) the overall limitation shall be applied before the per
count!'Y limitation, and 

"{B) where the amount of any carryback or carryover is 
reduced bv the overall limitation, the reduction shall be allo
cated to tfie amounts carried from each country or p<>sJeSSion 
in proportion to the taxes paid or accrned to such country or 
possession in the taxable year from which such amount is 
being- carried. 

" ( f) CROSS RF.FF.Rt~NCF..-
"For increase of limitation under subsection (a) for taxes paid with 

respect to amounts received which were Included in the gross income 
of the taxpayer for a prior taxable year aa a United Statea shareholder 
with respect to a controlled foreign corporation, see .ection 960(b)." 

(b) CoNFORHING AX>:NDHENTS.-
(1) Sections 901 (a), 901 (b), and 960(b) are amended by strik

ing out "applicable limitation" each place it appears and inserting 
in lieu thereof "limitation". 

(2) Subparagraph (B) of section 243(b)(3) is amended to 
read ns follows: 

"(B) the members of such affiliated group shall be treated 
as one taxpayer for purposes of making the election under 
section 90l(n) (relating to allowance of foreign tax credit), 
and". 

.. 

• 
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(3) Paragraph (3) of section 131Sl(d) is amended to read as 
follows: 

"(3) FOREIGN TAUS.-For purposes of this subsection; any 
choice made under subpart A of part III of subchapter N ( relat
ing to forei.gn tax credit) f<?r any taxable yeai: n_iay be changed.". 

(4) Section 1503(b) (1) 18 amended by striking out", and if 
!or the taxable year an election under section 904(b) (1) (relat
mg to election of overall limitation on foreign tax credit) is in 
e1fect". 

(IS) Sections 383, 6038(b)(l) (A), and 6501(i) are each 
amended by striking out "section 904(d)" each place it appears 
therein and inserting in lieu thereof "section 904(c)". 
. ( 6) Subsection ( e) of section 907 (relating to transitional rules) 
1s amended-

( A) by striking out "(d) and (e) of section 904" in para
graphs (1) and (2) and inserting in lieu thereof "(d) and 
(e) of section 904 (as in effect on the day before the date of 
the enactment of the Tax Refo1m Act of 1976)"; 

( B) by striking out ''section 904 (a) ( 1) " in paragraph ( 2) 
and inserting in lieu thereof "section 004 (a) ( 1) (as so in 
effect) " ; and 

(C) by striking out "section 904{e) (2)" in par~ph (2) 
SA) and inserting in lieu thereof "section 904(e) (2) (as so 
m effect) ". 

{c) EFFECrm: DATES.-
(1) IN OBNl!lllAL.-Except as provided in paragraphs (2) and 

(3), the amendments made by this section shall apply to taxable 
years beginning after December 31, 1976. • 

(2) ExoEPTION FOR CERTAIN MINING OPIJRATIONS.-ln the case of 
a domestic corporation or includible corporation in an affiliated 
group (as defined in section 1504 of the Internal Revenue Code 
of 1954) which has as of October 1, 1976-

(A) been engaged in the active conduct of the trade or 
business of the extraction of minerals (of a character with 
respect to which a deduction for depletion is allowable under 
section 613 of such Code) out.side the United States or its 
possessions for less than 5 years preceding the date of enact
ment of this Act, 

(B) had deductions properly apportioned or allocated to 
it.s gross income from such trade or business in exces.<> of such 
gross income in at least 2 taxable years, 

(C) 80 percent of its gross receipts ar·e from the sale of 
such minerals, and 

(D) made commitments for substantial expansion of such 
mineral extraction activities, 

the amendments made by this section shall apply to taxable years 
beginning after December 31, 1978. In the case of losses sustained 
in taxable years beginning before January 1, 1979, by any corpa
ration to which this paragraph applies, the provisions of section 
904(f) of such Code shall be applied with respect to such losses 
under the principles of section 904 (a) ( 1) of such Code as in effect 
before the enactment of this Act. 

(3) ExCEPl'ION FOR INOOHE FROM l'088E88IONS.-ln the case of 
gross income from sources within a possession of the United States 
(and the deductions properly apportioned or allocated thereto), 
the .am~ndments made by this section shall apply to taxable years 
begnuung after December 31, 1978. In the case of losses sustained 
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in a po8Be8Sion of the United States in taxable years beginning 
before January 1, 1979, the provisions of section 904(f) of such 
Code shall be applied with respect to such losses under the prin
ciples of section 904(a) (1) of such Code as in effect before the 
enactment of this Act. 

( 4) CARRYBACXS AND CARRYOVERS IN THE CASE OF MINING OPERA
TIONS AND INCOME FROM A POSSESSION .-In the case of a taxpayer to 
whom paragraph (2) or (3) of this subsection applies, section 
904(e) of such Code shall apply except that "January 1, 1979" 
shall be substituted for "January 1, 1976" each place it appears 
therein. If such a taxpayer elects the overall limitation for a tax
able year beginning before January li 1979, such section 904(e) 
shall be applied by substituting ''the .January 1, of the last year 
for which such taxpayer is on the per-country limitation" for 
"January 1, 1976" each place it appears therein. 

SEC. 1032. RECAPTURE OF FOREIGN WSSES. 
(a) IN GENERAL.-Section 904 (as amended by section 1031 of this 

Act) is amended by redesignating subsection (f) as subsection (g) 
and by inserting after subsection ( e) the following new sub.."0Ction: 

" ( f) RECAPTURE OF 0vERALL FOREIGN Loss.-
" (I) GENERAL BULL-For purposes of this subpart and 

seet1on 936, in the case of any taxpayer who sustains an overall 
foreign loss for any taxable year, that portion of the taxpayer's 
taxable income from sources without the United States for each 
succeedina' taxable year which is equal to the lesser of-

" (A) the amount of such loss (to the extent not used under 
this paragraph in prior taxable years), or 

"(B) 50 percent (or such larger percent as the taxpayer 
may choose) of the taxpayer's taxable income from sources 
without the United Sta~ for such succeeding taxable year, 

shall be treated as income from sources within the United States 
(and not as income from sources without the United States). 

"(2) OVERALL FOREIGN LOSS DEFINED.-For purposes of this 
subsection, the term 'overall foreign loss' means the amount by 
which the gross income for the taxable year from sources without 
the United States (whether or not the taxpayer chooses the bene
fits of this subp&rt for such taxable year) for such year is exceeded 
by the sum of the deductions properly apportioned or allocated 
thereto, except that there shall not be taken into account-

" (A) any net operating loss deduction allowable for such 
year under section 172(a) or any capital loss carryba.cks and 
car~vers to such year under section 1212, and 

"(B) any-
" ( i) foreign exproJ.>riation loss for such year, as 

defined in section 172 (k) ( 1), '1t 
"(ii) loss for such year which arises from fire, storm, 

shipwreck, or other casualty, or from theft, 
to the extent such loss is not eompensated for by insurance or 
otherwise. 

"(3) DIBPOSrrIONS.-
"(A) IN GENERAL.-For purposes of this chapt.er, if prop

erty which has been used predominantly without the United 
States in a trade or business is disposed of during any taxable 
year-

" ( i) the taxpayer, notwithstanding any other provi
sion of this chapter (other than parap-apli (1)), shall be 
deemed to have received and recognized t&xable income 
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from sources without the United States in the taxable 
Y.ear . of the disposition, by reason of such disposi
tion, m an amount equal to the lesser of the excess of the 
fair market va.lu.e of such property over the taxpayer's 
adjusted basis in such property or the remaining amount 
of the overall foreign losses which were not used under 
paragraph (1) for such taxable year or any prior taxable 
yea.rt and 

"(.ti) paragraph (1) shall be applied with respect to 
such income by substituting '100 percent' for '00 percent'. 

In determining for purposes of this subparagraph whether 
the. predominant use of any propert;y has been without the 
United States, there shall be taken mto account use during 
the 3-year period endin2 on the date of the disposition (or, 
if shorter, the period during which the property has been 
used in the trade or business) . 

"(B) DISPOSITION DEFINED AND SPECIAL RULES.-
. ':Ci} .For purposes of this subsec~io~ the term 'dispo

sition mcludes a sale, exchange, distribution, or gift of 
property whether or not gain or loss is recognized on the 
transfer. 

90 STAT. 1625 

"(ii) Any taxable income recognized solely by reason 
of subpa:ragraph (A) shall have the same characteriza
tion it woUld have had if the taxpayer had sold or 
exchanged the ~roperty. 
. " (iii) The :secretary shall prescribe such ~a- Regulations. 

hons as he may deem necessary to provide for adjust-
ments to the basis of property to reflect taxable income 
recognized solely by reason of subparagraph (A). 

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

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

".(ii). a disJ>?S!tio~ of property to a domestic co~ 
ration in a distribution or transfer described in section 
381(a). 26USC381. 

"( 4:) DETEuoNATION OF FOREIGN OIL RELATED LOSS WHERE SECTION 
to7 APPLD118.-In the case of a co~ration to which section 907 
(bhi). {hl)thapplies, ~he foreign oil rela loss shall be the amount by POii, P· l630. 
w c e gross income for the taxable year from sources without 
the United States and its ~ions (whether or not the taxpayer 
~ses the lM?nefits of~ subpart for such taxable year) taken 
mto acoo~t m determuung the foreign oil related income for 
such y~ar is exceeded by the sum or the deductions properly 
&HPOr?Qned or allocated tber.eto, e;x;cept that there shall not be 
talten mto account-

" (A) any net operating loss deduction allowable for such 
year under section 112(a) or any Cfl.J>ital loss carrybacks 
and carryovers to such year under section 1212 and 

"(B) any- ' 
. " ( i). foreign ~ropriation loss for such year, as defined 
m section 172(k) (H, or 

~(ii) loss for such year which arises from fire, storm, 
shipwreck, or other casualty, or from theft 

to the t;xtent such loss is not compensated for by' insurance or 
otherwlSe.". 
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(b) COOJIDINATION WITH SECTION 907.-8ection 907 is amended
(!) by striking out the last sentence of subsection (b) (as 

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

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

fl) IN OENBRAL.-Except as provided in paragraphs !) 
and (3), the amendments .madi: by subsections (a) .an~ (b) 2) 
shall apply to losses sustained m taxable years begmnmg a 
December 31, 1915, and the amendment made by subsection (b) (1) 
shall apply to taxable years beginning after December 31, 1975. 

(2) OBLIGATION'S OF FOREIGN OOVERNKENTS.-Tbe amendments 
made by subsection (a) shall not apply to losses on the sale1 exchange, or o~her disposition of bondS, notes, or other ~vidences ot 
indebtedness lSSUed liefore May 14, 1976, by a :foreign govern
ment or instrumentality thereof for the acquisit~on of property 
located in that country or stock of a cor~orahon (created or 
organized in 01· under the laws of that foreig1i country) or 
indebtedness of such corporation. 

(3) SUBSTANTIAL WORTHLESSNESS BEFORE EN ACTHENT.-The 
amendments made by subsection (a) shall not apply to losses in
curred on the loss from stock or indebtedness of a corporation in 
which the taxpayer owned at least 10 percent of the voting stock 
and which has sustained losses in 3 out of the last 5 taxable years 
beginning before January 1, 1976, which has sustained an overall 
loss for those 5 years, and with respect to which the taxpayer has 
terminated or will terminate all operations by reason of sale, 
liquidation, or other disposition before January 1,.1977, of such 
col'P.?ration or its as..'lets. 

(4) LnOTA'l'ION BASED ON DEFICIT IN EARNINGS AND PROFITB.-If 
paragraph (3) would apply to a taxpayer but for the fact that 
the loss is sustained after December 31, 1976, and if the loss is 
sustained in a taxable year bepnning before January 1, 1979, the 
amendments made by subsection (a) shall not apply to such loss 
to the extent that there was on December 31, 1975, a deficit in 
earnings and profits in the corporation from which the loss arose. 

SEC. 1033. DIVIDENDS FROM LESS DEVELOPED COUNTRY CORPORA
TIONS TO BE GROSSED UP FOR PURPOSES OF DETERMIN
ING UNITED STATES INCOME AND FOREIGN TAX CREDIT 
AGAINST THAT INCOME. 

(•) FOREIGN TAXES DEEKED PAID BY DoM&STIC ColtPoRATioNs.
Section 902 (relating to credit for corporate stockholdent in foreign 
corporations) is amended to read as follows: 
HSEC. 902. CREDIT FOR CORPORATE STOCKHOLDER IN FOREIGN 

CORPORATION. 
"(a) TnATHENT OF TAXES PAID BY FoREIGN CoB.POBATION.-For 

purposes of this sobpittt, a domestic corporation which owns at least 
10 percent of the vdfing stock of a foreign corporation from which it 
receives dividends in any taxable year shall be deemed to have paid 
the same proportion of any income, war profits, or excess profits taxes 
paid or deemed to be paid by such foreign corporation to any foreign 
country or to any possession of the United States, on or with respect 
to the accumulated profits of such foreign corporation from which 
such dividends were paid, which the amount of such dividends (deter
mined without regard to section 78) bears to the amount of such 
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accumulated profits in excess of such income, war profits, and excess 
profits taxes (other than those deemed paid). 

"(b) FoUION SUBSIDIARY OF FmsT AND SECOND FoRl!!IGN 
CoBl'oRATioN .-

u ( 1) ONE TJER.-If the foreign cor~ration described in sub
section (a) (hereinafter in this subsection referred to as the 'first 
foreign corporation') owns 10 percent or more of the voti~ stock 
of a second foreign corporation from which it receives dividends 
in any taxable Y,e&r, it shall be deemed to have paid the same.pro
portion of any income, war profits, or excess profits taxes paia or 
deemed to be paid by such ~nd foreign C?rporation to any f?r
eign country or to any possession of the Umted States, on or with 
respect to the accumulated profit.s of such second foreign corpora
tion from which such dividends were paid, which the amount of 
such dividen<ls bears to the amount of such accumulated profits in 
excess of such income, war profits, and excess profits taxes (other 
than those deemed paid). 

"(2) Two TIERS.-If such first foreign corporation owns 10 
percent or more of the voting stock of a second foreign corpora
tion which, in tum, owns 10 percent or more of the voting stock 
of a third foreign corporation from which the second foreign 
corporation receives dividends in any taxable year, the second 
foreign corporation shall be deemed to have paid the same pro
portion of any income, war profits, or excess profits taxes paid 
by such third foreign corr.oration to any foreign country or to 
any possearion of the Uruted States, on or with respect to the 
accumulated profits of such third foreign corporation from which 
such dividends were pa.id, which the amount of such dividends 
bears to the amount of such accumulated profits in excess of such 
int'ome, war profits, and excess profits taxes. 

"(3) VcmNG STOCK REQUIREllENT.-For purposetr of this 
subpart,-

" (A) paragraph ( 1) shall not apply unless the percent
age of voting stock owned by the domestic corporation in the 
first foreign corpora.tion and the percent&lce of voting stock 
owned b1 the first foreign corporation in the second foreign 
::f°r&tion when multiplied togethc>r equal at least 5 percent, 

"(B) paragraph (2) shall not apply unless the percentage 
arrived at for purposes of applying paragraph (1) when 
multiplied by the percent&~ of rntmg stock owned by the 
second :foreign corporation m the third foreign corporation 
is equal to at.least 5 percent. 

" ( c) APPLICABLE RULE8.-
" (1) AOOmmLATED PROFITS DEFINED.-For purposes of this sec

tion, the term 'aecumulated profits' means, with respect to any 
foreign corporation, the amount of its gains, profits, or income 
computed without reduction by the amount of the income, war 
profits, and excess profits taxes imposed on or with respect to 
such profits or income by any foreign country or by any posses
sion of the United States. The Secretary shall have full power to 
determine from the accumulat.ed profits of what year or years 
such dividends were paid, tr<>atin~ dividends paid in the first 60 
days of any !ear as having been paid from the accumulated profits 
of the preceding year or years (unless to his satiefaction shown 
otherwISe}, and in other respects treating dividends as having 
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been paid from the most recently accumulated gains, profits, or 

~OCOUNTINo PEBions.-In the case of a foreign corporation 
the income, war profits, and excess profits taxes of which are 
determined on the basis of an accounting period of less than 1 
year, the word 'year' as used in this subsection, shall be construed 
to mean such accounting period. 

" ( d) CRoss REFDEN"CES.-

"0) For inclusion in grou income of an amount equal to taxes deemed 
paicl under subsection (a), Bee section 78. 

"(Z) For application of subsections (a) and (b) with respect to taxes 
deemed paid in a prior taxable year by a United States shareholder with 
respect to a controlled foreign corporation. see section 960. 

"(3) For reduction of credit with respect to dividends paid out of 
accumulated profits for years for which certain information ia not 
furnished, see section 6018." 

(b) CoNrolU(IN'Q AJBNDKENTS.-

( 1) Section 78 (relating to dividends received from certain 
foreign corporations) is amended-

( A) by striking out "section 902(a) (1)" and inserting in 
lieu thereof "section 902(a)", and 

(B) by striking out "section 960(a) (1) (C)" and inserting 
in lieu thereof "section 960 (a) ( 1) ". 

(2) Paragraph (1) of section 960(a) (relating to special rules 
for foreign tax credit) is amended by striking out "be&rs t.o--" 
and all that follows down through the period at the end of such 
paragraph and inserting in lieu thereof "bears to the entire 
amount of the earniT and pro6.ts of such foreign corporation 
for such taxable year.'. 

(3) Section 535(b)(l) (relating to accumulated taxable 
income) is amended by striking out "section 902 (a.) ( 1) or 960 (a) 
(1 ) lC)" and inserting in lieu thereof "section 902(a) or 960(a.) 
(1)'~. 

(4) Section 545(b) (1) (relating to undistributed personal 
holding company income) is amended by striking out ''section 
902(a) (1) or 960(a) (1) ~C)" and :inserting in lieu thereof "sec
tion 902(a) or 960(a) (1) '. 

( c) EFFECTIVE DA1'F..s.-The amendments made by this section shall 
apply-

(1) in respect of any distribution received by a domestic cor
poration after DE'eember 31, 1977, and 

(2) in respect of any distribution received bv a domestic cor
poration before January 1, 1978, in a taxable year of such corpora
tion beginning after December 31, 1975, but onlv to the extent 
that such dietribution is made out of the accumulated profits of a 
foreigp. corporation for a taxable year (of such foreign cori:>ora
tion) beginning after December 31, 1975. 

For puryoses of faragraph (2), a distribution made by 11. foreign 
corporation out o its pro.fits which are attributable t.o a distribution 
received from a fo!'eign corporation to which section 902(b) of the 
Internal Revt>nue Code of 1954 11.pelies shall be treated as made out 
of the accumulated profits of a foreJgn corporation for a taxable yea.r 
beginning before January 1, 1976, to the extent that such distribution 
was paid out of the accumulated profits of such foreign corporation 
for a taxable year beginning before January 1, 1976. 
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SEC. 1034. TREATMENT OF CAPITAL GAINS FOR PURPOSES OF FOR· 
EIGN TAX CREDIT. 

(a) IN GENERAL.-8ection (b) of section 904: (relating to taxable 
income for purposes of computing the foreign tax credit limitation), 
as amended by section 1031 of this Act, is amended to J:ead as follows: 

"(b) TAXABLE INCOME FOR PUJU>OSl!l OF CoHPUTING LIMITATION.--
"(!) PERsoNAL EXEHPTIONs.-For purposes of subsection (a), 

the taxable income in the case of an individual, estate, or trust 
shall be computed without any deduction for personal exemptions 
under section 151 or ~{b). 

"{2) 0.Al"I.T.u.. OADi&.--For purposes of subsection (a)
"(.A.) Co,JU'ORA.TIONs.-In the case of a earporation-

'' ( i) the taxable mcome of such corporation from 
sources without the United States sbit.ll include gain 
from the sale or exchange of capital assets only in an 
amount equal to foreign source capital gain net income 
reduced by three-eighths of foreign source net capital 

ga'~h) the entire taxable income of such corporation 
shall .mclude gain from the sale or exchan~e of capital 
assets only in an amount e<JU&l to capital gaw. net income 
reduced oy three-eights of net capital gain, and 

"(iii) any net <1&pital loss from sources without the 
United States to the extent taken into account in deter
mining capital gain net income for the taxable year shall 
be reduced by an amount equal to three-eighths of the 
excess of net capital gain from sources within the United 
States over net capital gain. 

"(B) Orm:R TAXPAYERs.-In the case of a taxpayer other 
than a taxpayer described in subparagraph (A) taxable 
income from sources without the United States shail include 
gain from the sale or exchange of capital assets only to the 
extent of foreign source capital gain net income. 

"(3) Du1NITI0Ns.-For purposes of this subsection-
"(A) FOREIGN SOURCE CAPITAL GAIN NET INCOME.-The term 

'foreigtl source capital gain net income' means the lesser pf
"(i) capital gain net income from sources without the 

United 'tates,or 
"(ii) capital gain net income. 

"(B) FOREIGN soURCE NET CAPITAL oADl.-The term 'for
eign source net capital gain' means the lesser of-

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

"(ii) net capital gain. 
"(C) EXCEPTION FOR GAIN FROM THE SALE OF CERTAIN PER

SONAL PROPERTY.-For purposes of this paragraph, there shall 
be included as gain from sources within the United States 
any gain from sources without the United States from the 
sale or exchange of a capital asset which is personal property 
which-

"(i) in the case of an individual, is sold or exchanged 
outside of the country (or possession) of the individu&l's 
residence, 

" (ii) in the case of a corporation, is stock in a second 
corporation sold or exchanged other than in a country (or 
possession) in which such second corporation derived 
more than 50 percent of its gross income for the 3-year 
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period ending with the close of such second corparation's 
taxable year immediately- 'preceding the year during 
which the sale or exchange occurred, or 

"(iii) in the case of any taxpayer, is pel'sollal property 
(other than stock in a corporation) sold or exchanged 
other than in a country (or possession) in which such 
property is used in a trade or business of the taxpayer or 
m which such taxpayer derived more than 50 percent of 
its gross income for the 3-yellt period ending with the 
close of its taxable year immediately preceding the year 
during which the sale or exchange occurred, 

unless such gain is subject to an income, war profits, or excess 
pr'Jfits tax of a foreign oountey or possession of the United 
States, and the rate of tax applicable to such gain is 10 pe1·
cent or more of the gain from the sale or exchnnge (com
puted under this ehapt.er). 

"(D)1 SEGTioN 12a1 GAINs.-The term 'gain from the sale 
or exchan~ of ca:p,ital ~ts' includes any gain so treated 
under section 1231. ' 

(b) EFFECTIVE DAns.-The amendment made by this section shall 
apply to taxnbte;ears beginnin~ after December 81, 1975, except that 
the provisions o section 904(b) (3) (C) shall only apply to sales or 
exchanges made afte1· November 12, 1975. 
SEC. 1035. FOREIGN OIL AND GAS EXTRACTION INCOME. 

(a) REDUCTION IN Lxx1TATION ON FOREIGN T Ax CREDITS Au.ow Anu: 
FOR OIL AND GAB EXTRACTION lNcoME.-Subsection (a) of section 907 
( relatinl to reduction in amounts allowable as foreign tax under sec
tion 901 is amended to read as follows: 

"(a) EDUCTION IN A.MouNT ALLOWED AS FoREIGN TAx UNDER SEC
TION 901.-In applying section 901, the amount of any oil and Bas 
extraction taxes paid or accrued (or deemed to have been paid) durmg 
the taxable year which would (but for this subsection) be taken into 
account for .Purposes of section 901 shall be reduced by the amo1mt (if 
any) b~ wluch the amount of such taxes exceeds the product of-

' ( 1) the amount of the foreign oil and gas extraction income 
for the taxable year, multi.Plied by 

"(2) the percentage which is the sum of the normal tax rate and 
the surtax rate for tbe taxable year specified in section 11." 

(b) FOREIGN OIL RELATED INCOME EARNED BY lN01vmuALS.
Subseetion (b) of section 907 (relating to special rules in case of for
e~ oil and gas income) is amended to read as follows: 

(b) APPLIOA'l'ION OF SECTION 904 LIMITATION.-
" ( 1) 0oRl'ORATIONs.-In the case of a oo~ration, the provisions 

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

"(2) OTI11m TAXPAYERS.-111 the case of a taxpa_.yer other than a 
c01·poration, the provisions of subsection (a) shall not apply and 
the provisions of section 904 shall be applied separately with 
respect to--

"(~ foreign oil and gas extraction income, tt.nd 
"(B . other taxable mcome (including other foreign oil 

rela income). 
In tl?-e case of a corporation, with respect to foreign oil-related income, 
and ~ th~ case of a taxpayer other than a corporation, with respect to 
foreign oil and gas extraction income, the overall limitation provided 
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by section 904(a) (2) shall apply and the per-eountry limitation 
provided by subseetion (a) (1) shall not apply.',' · 

( c) TAx CREDIT FOR PRoDUCTION-SilARINo CdNBAM.i-
(1) For purposes of seetion 901 of the lntern1t.1 Revenue Code 

of 1954, there shall be treated as income, war profits, and excess 
profits taxes to be taken into account under section 907 (a) of such 
Code amounts designatM as income taxes of a foreign govern
ment by such govel'nment (which otherwise would not be treated 
as taxes for purposes of section 901 of such Code) with respect 
to prodt1ction-sh&ring contract.s for the extraction of foreign oil 
or~s. 

(2) The amounts specified in paragraph (1) shall not exceed 
the lesser of-

( A) the product of the foreign oil and gas extraction 
income with respect to all such production-sharing contracts 
multiplied by the sum of the normal tax 1'8.t.e and the surtax 
rate for the tanble year specified in section 11 of such Code, 
or 

(B) the excess of the total amount of foreiw:i oil and gas 
extraction income (as defined in section 901 ( c) (1) of such 
Code) for the taxable year multiplied by the sum of the nor
mal tax rate and the surtax rate for the taxable;ear specified 
in section 11 of such Code over the amount o any income, 
war profits, and excess profits taxes paid or accrued (or 
deemed to have been paid) without regard to parapph (1) 
during the taxable year with respect to foreign oil and gas 
extraction income. 

(3) The production-sharing contracts taken into account for 
purposes of paragraph (1) shall be those contracts which were 
entered into before April 8, 19762 for the sharing of foreign oil 
and gas production with a foreign goV'ernment (or an entity 
owned by such government) with respect to which amounts 
claimed as taxes paid or accrued to such foreign government for 
taxable years be¢nning before June 30, 1976, will not be dis
allowed as taxes. No such contract shall be taken into account for 
any taxable year ending after December 31, 1977. 

(d) CARRYBAC'K AN'n CARRYOVER OF DISALLOWED CRED'rl:S.-
(1) IN GENERAL.-Section 907 (as amended by section 1032) is 

amended by redesignatin~ subse<'tion (f) as subsection (g) and 
by inserting after subsection ( e) the following new subsection: 

" ( f) CARRYBACK AND CARRYOVER OF DisAJ,LOWED CREDITS.-
" ( 1} IN GE?fERAL.-If the amount of the oil and gas extraction 

taxes paid or accrued during an~ taxable year exceeds the limita
tion provided by subsection (a for such taxable year (herein
after in this subsection referre to as the 'unused credit :year').1 
so mueh of such excess as does not exceed 2 percent of foreign oil 
and gas extraction income for such taxable year shall be deemed 
to be oil and gas extraction taxes paid or accrued in the second 
preceding taxable year, in the first preceding taxable year, and in 
the first, second, third, fourth, or fifth succeeding taxable year 
in that order and to the ext.ent not deemed tax :r;>aid or accru;i 
in a prior taxable year by reason of the limitation imposed by 
paragraph (2). Such amount deemed paid or accrued in any tax
able year may be availed of only as a tax credit and not as a 
deduction and only if the taxpayer for such year chooses to have 
the benefits of this subJi>art as to taxes paid or accrued for that 
year to foreign countnes or posseSsions. For purposes of this 
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subsection, the terms 'second preceding taxable year', and 'first 
preceding taxable year' do not include any taxable year ending 
before .January 1, 1975. For purposes of determining the amount 
of such t~xes. which may be deemed paid or accrued in any taxable 
year endmg m 1975, 1976, or 1977, the first sentence of this para
graph shall be applied by substituting 'such excess' for 'so much 
of such excess ns does not exceed 2 percent of the foreign oil and 
gas extraction income for such ta.xable year'. 

"(2}. LIXITADO~.-The amount of the unused oil and gas 
extraction ~xes which ~der paragrap~ (1) may be deemed paid 
or accrued m any preceding or succeeding taxable year shall not 
exceedthelesserof-

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

"{~ the oil and gas extraction taxes paid or accrued 
d~ such taxable year, plus 

"{ii) the a.mounts of the oil and gas extraction taxes 
which b;:y reason of this subsection are deemed paid or 
accrued m such taxable year and are attributable to tax
able years preceding the unused credit year; or 

"(B) the amount by which the limitation provided by 
section 904 on taxes paid or accrued with respect to foreign 
oil-related income for such taxable year exceeds the sum of-

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

"(ii) the amount of such taxes which were deemed 
paid or accrued in such taxable year under section 904 ( c) 
and which are attributable to taxable years preceding the 
unused credit year, plus 

" (iii) the amount of the oil and gas extraction taxes 
which by reason of this subsection are deemed paid or 
accrued in such taxable year and are attributable to 
taxable years preceding the unused credit year. 

" ( 3) SPECIAL RULES.-

" (A) In the case of any taxable year which is an unused 
credit year under this subsection and which is an unused 
credit year under section 904(c) with respect to oil-related 
income, the provisions of this subsection shall be applied 
before section 904 ( c). 

"(B) For purposes of determining the a.mount of oil
rela.ted taxes paid or accrued in any taxable year which may 
be deemed paid or accrued in a preceding or succeeding taxa
~le year under ~ion 904( c)? any tax deemed paid or accrued 
m such precedmg or succeedmg taxable year under this sub
section shall be considered to be tax paid or accrued in such 
preceding or succeeding taxable year. 

" ( C) For purposes of determining the amount of the unused 
oil and gas e~raction tax~ which under paragraph (1) may 
be deemed paid or accrued m any taxable year ending before 
Janua~ 1, 19~7, subparagraph (A) of paragraph (2) shall 
be applied as if the amendment made by section 1035 (a), of 
the Tax Reform Act of 1976 applied to such taxable year. ' 

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

(3) TECHl\"lCAL AKENDHENT.-Subeection (i) of section 6501, as 
amended by section 1031, (relating to foreign tax carrybacks) is 
amended-

( A) by striking out "excees foreign taxes)" and inserting 
in lieu thereof "excess foreign t:axe.s) or under section 90'l ( f) 
(relating to carryback and carryover of disallowed oil and 
gas extraction taxes)"; and 

( B) by striking out "section 904 ( c) " the second place it 
appears and inserting in lieu thereof "section 904(c) or 
907(f)". 

( e) E!'FEOl'IV!: DATES.-
( I) The amendment made by subsection (a) shall apply to tax

able years ending after December 31 1978. 
(2) The amendment made by su~tion (b) shall apply to 

taxable years ending after December 31, 197 4; except that the last 
sentence of section 907 (b) of the Internal Revenue Code of 1954 
shall only apply to taxable years endin~ after December 31, 1975. 

(3) The amendment made by subsection ( c) shall 11.pply to tax
able years beginning after June 29, 1976. 

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

SEC. 1036. UNDERWRITING INCOME. 
(a) TREATHENT AS INco:111E FRoH SouaCES WITHL-.. THE UNITED 

8TATES.-Section 861(a) (relating to gross income from sources 
within the United States) is amended by adding the following new 

P~~: Amounts received as underwriting income (as defined in 
section 832(b) (3)) derived from the insurance of United States 
risks (as defined in section 953(a)~~·"· 

(b) TREATKENT AB FoREION SoURCE lJWO~n 862(a) (relat.. 
ing to gross income from sources without the United Si4tes) is 
amended by adding the following new paragraph: 

"(7) Underwriti!lg income other than that derived from sources 
widilii the United States as provided in section 861(a) (7).". 

(c) EFFECTIVE DATB.-The amendments made by this section shall 
apply to taxable years beginning after December 31, 1976. 
SEC. 1037. THIRD TIER FOREIGN TAX CREDIT WHEN SECTION 951 

APPLIES. 
(a) FoREIGN T AXF..s DEEHED PAID BY FOREIGN CoBroRATIONB.

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

"(1) GENERAL aULz.-For purposes of subpart A of this part. 
if there is included, under section 951(a), in the gross income of 
a domestic corporation any amount attributable to earnings and 
profits-

" (A) of a foreign corporation (hereafter in this subsection 
referred to as the 'first foreign corporation') at least 10 per-
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cent of the voting stock of which is owned by such domestic 
cornoration, or 

't(:B) of a. second foreign corporation .(hereinafter. in, this 
subsection referred to as ~ 'second fore~ corporation ) at 
least 10 ~rcent of the voting stock of which is owned by the 
first foreign cor1,>oration, or 

"(C) of a thlrd foreign corp?ration .(hereina:fter.in,this 
subsection referred to as the 'third fore1~ corporation ) at 
least 10 percent of the voting stock of which is owned by the 
second foreign corporation, 

then, under regulations prescribed by the ~retary, such do~es
tic corporation shall be deemed to have paid the same prop~rtion 
of the total income, war profits, and excess profits taxes paid (or 
deemed paid) by such foreign corporation to a f-Qreign country. or 
possession of the United States for the taxable year on or with 
~t to the earnings and profits of such foreign corporation 
which the amount of earnings and profits of such foreign corp«>
ration so included in gross mcome of the domestic corporation 
bears to the entire amount of the earnings and profits of such 
corporation for such taxable year. This paragraph shall not app~l 
with respect to any amount included in the gross income of sucn 
domestic corporation attributable to earnings and profits of the 
second foreign corporation or of t~e third fort:ign corporation 
'•nless. in the case of the second loreign corporation, the percent
age-of-voting-stock requirement of section 90'2(b) (3) (A) is satis
fied, and in the ease of the third foreign corporation, the percent
age-of-voting-stock requirement of section 900(b)(3)(B) is 
satisfied." 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply with respect to earnings and profits of a foreign corporation 
included, under section 951(a) of the Internal Revenue Code of 1954, 
in the gross income of a domestic corporation in taxable years begin
ning after December 81, 1976. 

PART IV-MONEY OR OTHER PROPERTY MOVING OUT 
OF OR INTO THE UNITED STATES 

SEC.1041. PORTFOLIO DEBT INVESTMENTS IN UNITED STATES OF 
NONRESIDENT ALIENS AND FOREIGN CORPORATIONS. 

The last sentence of section 861 ( c) (relating to interest on deposits, 
etc.} is hereby repealed. 
SEC. 1042. CHANGES IN RULING REQUIREMENTS UNDER SECTION 367; 

CERTAIN CHANGES IN SECTION 1248. 
(a) Ala:NDlllENT OF SECTION 367.-Bection 367 (relating to foreign 

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

"(a) TRANSFERS OF PmPERTY Fxox THE UNITED 8TATES.-
"(1) GENllBAL RtJU1.--If, in connection with any exehange 

described in section 332, 351, 354, 355, 856, or 361, there is a trans
fer of property (other than stock or securities of a foreign cor
poration which is a party to the exchange or a party to the reorga
nization) by a Umted States _person to a foreign corporation, 
for purposes of determining the extent to which gain shall be 
reco~nized on such transfer, a foreiign corporation shall not be 
considered to be a corporation unless, pursuant to a request filed 
not later than the close of the 183d day after the beginning of such 

• 
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transfer (and filed in such form and manner as may be prese:ibed 
by regulations by the Secretary), it is est!lblish~ to the satisfac
tion of the Secretary th~t sue~ e~change l8 not m pursu.ance of a 
plan ha.villg as one of its pnnc1pal purposes the a v01dance of 
Federal income taxes. 

"(2) EXCEPI'ION FOR TRANSACTlQNS DESIGNATED BY THE SECRE
TARY~-Paragraph (1) shall not apply to any exchange ( oth~
wise within paragraph (1)), or to any type of property, w~ch 
the Secretary by regulations designates as not requirmg the filing 
of a request. 

"(b) 0rHEB TftANSFERS.-
" (1) EFFECT OF SECTION TO BE Dt..'TERMINED UNDER REGULA

TIONs.-Jn the case of any ex-change described in section 332, 851, 
3M 355 856, or 361 in connection with which there is no transfer 
of pro~rty described in subsection (a) (1), a foreign corporation 
shall be considered to be a corporation except to the extent pro
vided in regulations prescribed bv the Secretary which are neces
sary or appropriate to prevent the avoidance of Federal income 
taxes. 

"(2) REGULATIONS RELATING TO SALE OR EXCHANGE OF STOCK IN 
FOREIGN CORPORATIONS.-The regulations prescribed pursuant to 
paragraph ( 1) shall include (but shall not be limited to} regula
tions dealing with the sale or exchange of stock or securities in a 
f?nign eo:P,Oration by a United States person, including regula
tions prov1ding-

'4 (A) the circumstances under which-
"(i) gain shall be recognized eurrentl:y, or amounts 

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

"(ii) gain or other amounts may be deferred for inclu
sion in the gross income of a shareholder ( 01· his sn<'cessor 
in interest) at a later date, and 

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

"(c) 'l'RANSAonoNs To BE TREATED AS ExCHANGES.-
"(1) SEcn:o:s a1111 DISTRIBUTmN.-For pm-poses of this section, 

any distribution described in section 355 (or so much of section 
356 as relates to section 355) shall be treated as an e~hange 
whether or not it is an exchange. 

"(2) CoNTRIBUTlON OF CAPITAL TO CONTROLLED CORPORATIONS.
For purposes of this chapter, any trartsfer of property to a ibreign 
corporation as a contribution to the capital of such corporation 
by one or more persons who, immediately after the transfer, own 
(within the meaning of section 318) stock possessing at least 80 
percent of the total combined voting power of all classes of stock 
of such corporation entitled to vote shall be treated as an 
exchange of such property for stock of the fo~ign corporation 
equal in value to the fair market value of the properly transferred. 

"(d) TRANSITIO:s'AL RULE.-In the case of any exchange beginning 
before January 1, 1978--

" ( 1) subsection (a) shall be applied without regard to whether 
or not there is a transfer of property described in subsection 
(aJ(1), and 

'(2) subsection (b) shall not apply.". 
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(b) EA.BNlNOl!I AND PRoFlTS OF SUBSIDiilIES OF FOREIGN CoRPO~· 
TIONS FOR PURPOSES O.P SECTION 1248.-Subparagraph (C) of section 
1248( c) (2) is amended by striking out "; and" at the end thereof and 
inserting in lieu thereof the following: " (or on the date of an~ sale or 
exchange of the stock of such other foreign corporation occurrmg dur· 
ing the 5·year period ending on the date of the sale or exchan~e of the 
stock of such foreign corporation, to the extent not other~ taken 
into account under this section but not in excess of the fair market 
value of the stock of such other foreign .c<!rpora~ion. sold or exchanged 
over the basis of such stock (for deternunmg gam) m the hands of the 
transferor); and". 

( c) CERTAIN SECTION 311, 836, OR 337 'i'BANSACTIONS.-

• 

( 1) GENERAL auu:.-8ection 1:248 (re~ating ~gain froll! cer· 
tain sales or exchan~es of stock m certain foreign corporations) 
is amended by redes1gnating subsection~ (f) .and (g) as su~
tions (g) and .(h), respective~y, and by msertmg after subsection 
( e) the following new subsection: "< f) CERTAIN SlilO'l'ION su, aa6, oa 337 'I'RilfsAOTioxs.-

" (1) IN GENEBAL.-If- . 
" (A.) a domestic corporation satisfies the stock owners~p 

i:equirements of subsection (a) (2) with respect to a foreign 
corporation, and 

" ( B) such domestic corporation ~ri~utes, sells, . or 
exchnrwe. stock .of such foreign corporation m a transaction 
to which section 311, 336, or 337 ap~li~ . . 

then notwithstanding any other proVIs1on of this subtitle, an 
amo-:.Ut equal to the excess of the fair market value of such stock 
over its adjusted basis in the hands of the domest~c corporat~on 
shall be included in the gross income o.f the domestic corporation 
as a dividend to the extent of the earnings and profits of the for
eign corpor•tion attl"ibutable (under regulations prescribed by the 
Secretary) to such stock which were accumulated in taxable 
years of such foreign corporation beginning after December 31, 
1962, and during f:be peri?d or peri~ the stock w~ held by such 
domestic corpo~t1on w~e such foreign corporatio~ was a con· 
trolled foreign corporation. For purposes of subsections (c)(?), 
(d). and (h), a distribution, sale, or exchange of stock to wh!-ch 
thiS' subsection applies shall be treated as a sale of stock to which 
subsection (a) applies. 

"(2) ExcEt'TION FOR CERTAIN DIST.RIBUTIONs.-In the case of any 
distribution of stock of a foreign corporation, paragrap~ (1) shall 
not apply if such distribution is to a domestic corporat~n-

" (A.} which is treated under this section as holdmg such 
stock for the period for which the stock was held by the dis-
tributing corl.'oration, and . 

" ( B) which, immediately after the distribution, satisfies 
the stock ownership fequirements of subeeetion (a) (2) with 
resped. to such foreign corporation. 

"(3) NoNAPPLlCATION OF PARAGRAPH (1) IN CERTAIN OA.SES:
Paragraph (1) shall not apply to a sale or exchange to which 
section 337 applies if-

" (A) througb~ut the period or periods. the stock. of the 
foreign corporation was held by the. domestic corporation (or 
predecessor referred to in paragraph (2)) all the stock of 
such domestic corporation was owned by United States 
persons who satisfied the 10-percent stock ownership require-
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ments of subsection (a) (2) with respect to such domestic cor· 
poration, and 

"(B) subsection (a) aI?pJies to the Pl'O<.'.eeds of t~e sa!e 
or exchange and also a.Pplied to all transa~tions descnped m 
subsection (e) (1) which took place during the penod or 
periods referred to in subparagraph (A). 

"(4) APPLICATION TO CASES DESCRIBED IN SUBSECTION (0).-To 
the ext.ent that earnings and profits are taken into account under 
this subsection, they shall be excluded and not taken into account 
for purposes of subsection ( e). "· 

(2) JNTDEST IN PARTNERSHIP HOLDING STOCK IN CERTAIN FOR· 
EIGN OORPORATIONs.-The last sentence of section 751(c) (relating 
to unrealized receivables) is amended-

( A.) by striking out "(as defined in section 1245(a) (3) )," 
and inserting in lieu thereof "as defined in section 1245 (a) 
(3) }, stock in certain foreign corporations (as described in 
section 1248)," and 

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

(3) CoNFORMING AMENDHENTS.-

(A.} Subparagraph (A) of parn~raph (2l of subsection 
( c) of section 1248 is amended by stnking out subsection (a) 
applies to a sale or excha.nge" and inserting in lieu thereof 
"subsection (a) or (f) applies to a sale, exchange, or 
distribution". 

(B) Subparagraph (A.) of paragraph (3) of subsection 
(f) (as redesi~ated by paragraph (1) of this subsoot.ion) 
o section 1248 lS amended to read as follows: 

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

(C) Subsection (h) (as redesi~ated by paragr~~~) of 
this subsection) of section 1248 is amended by st out 
"subsection (a)" each place it appears and inserting in lieu 
thereof "subSOOtion (a) or (f) "· 

(d) DEoLABATORY JUJ>GJO:NT PaocEoun .POR REVIEW BY THE TAX 
CoUBT OF SECTION 367 l>m:EaiaNATION8.-

( 1) IN GENERAL-Part IV of subchapter C of cha.Pter 76 ( relat
ing to declaratory judgments) is amended by adding at the end 
thereof the following new section: 

"SEC. 7477. DECLARATORY JUDGMENTS RELATING TO TRANSFERS OF 
PROPERTY FROM THE UNITED STATES. 

"(a.) Clm.ATION or REKEDr.-
"(1) IN GENERAL.-In a case of actual controversy involvin'.g

"(A) a determination by the Secretary-
"(i) that an exch.aiia-e de.scribed in section 367(a) (1) 

is in pursuance of a pl&n having as one of its principal 
purposes the avoidance of Federal income taxes, or 

" (ii) of the terms and conditions ~ursuant to which 
an exchange described in section 367 (a ( 1) will be deter
mined not to be in pursuance of a pan having as one 
of its principal purposes the avoidance of Federal income 
taxes, or 

"(B) a failure by the Secreta.cy to make a determination 
as to whether an exchange described in section 367 (a) (1) is 
in pursuance of a plan having as one of its principal pur· 
poses the avoidance of Federal income taxes, 
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upon the filing of an appropriate pleading, the Tax Court may 
make the appropriate declaration referred to in paragraph (2). 
Such declaration shall have the force and effect of a decision of 
the Tax Court and shall be reviewable as such. 

"(2) SooPE OF DECLARATION.-The declaration referred to in 
paragra(>h (1) shall be-

"\A) in the case of a determination referred to in sub
paragraph (A) of paragraph (1), whether or not such deter
mination is reasonablei and, if it is not reasonable, a 
determination of the issue set forth in subparagraph (A) (ii) 
of ~aragraph ( 1), and 

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

"(b) LnaTATIONS.-
" (1) PETITioNER.-A pleading may be filed under this section 

only by a petitioner who is a transferor or transferee of stock, 
securities, or properU' transferred in an exchange described in 
section 367(a) (1). 

"(2) EXHAUSTION OF ADMINISTRATIVE REHEDJES.-The Tax Court 
shall not issue a declaratory judgment or decree under this section 
in any proceeding unle.ss it determines that the petitioner has 
exhausted administrative remedies available to him within the 
Internal Revenue Service. A petitioner shall not be deemed to have 
exhausted his administrative remedies with respect to a failure by 
the Secretary to make a determination with respect to whether or 
not an exchange described in section 367 (a) ( 1) is in pursuance of 
a plan having as one of its principal purposes the avoidance of 
Federal income taxes before the expiration of 270 days after the 
reiuest for such determination was made. 

(3) EXCHANGE SHALL HAVE BEGUN.-No proceeding may be 
maintained under this section unless the exchan~ is described in 
section 367{a)(l) with respeot to which a decision of the Tax 
Court is sought has begun before the filing of the pleading. 

"(4) TWE FOR BRINGING ACTION.-If the Secretary sends by 
certified or registered mail to the petitioners referred to in para
graph ( 1) notice of his determination with respect to whether 
or not an exchange described in section 367(a) (1) is in pursuance 
of a plan having as one of its principal purposes the avoidance 
of Federal income taxes or with respect to the terms and condi
tions pursuant to which such an exchange will be determined not 
to be made in pursuance of such a plan, no proceeding may be 
initiated under this section by any petitioner unless the pleading 
is filed before the 9lst day after the day after such notice is 
mailed to such petitioner. 

"(c) CoMMIB810NERS.-The chief judge of the Tax Court may assign 
proceedings under this section to be heard by the commissioners of 
the court, and the court may authorize a commissioner to make the 
decision of the court with respect to such proceeding, subject to such 
conditions and t'eview as the rourt may by nde provide.". 

(2) TECHNICAL AND CONFORl\IING AMENDMENTS.-
( A) Section 7482(b) (1) (relating to venue for review of 

Tax Court decisions) ts amended by striking out "or" at the 
end of subparagraph (B), by striking out the period at the 
end of subparagraph (C) and inserting in lieu thereof", or", 
and by inaerting after subparagraph ( C) the following new 
subparagraph : 

• 
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"(D) in the case of a person seeking a declaratory judg-
ment under section 7477, the l~l residence of such person if A111t, p. 1637. 
such person is not a corporation, or the principal place of 
business or principal office or agency of such person if such 
person is a corporation.". 

(B) Section 7482(b) (1) is further amended- 26 use 7482. 
(i) by striking out "subparagraph (A), (B), and (C) 

do not apI'-ly" in the second sentence and inserting in lieu 
thereof ' no subparagraph of the preceding sentence 
applies"; and 

(ii) by stri.kin« out "section 7476" in the last sentence 
and inserting in fieu thereof "section 7476 or 7477". 

(C) The heading for section 7476 is amended to read as 
follows: 26 use 7476. 

"SEC. 7476. DECLARATORY JUDGMENTS RELATING TO QUALIFICATION 
OF CERTAIN RETIREMENT PLANS." 

(D) The table of sections for part IV of subchapter C of 
chapter 76 is amended to read as follows: 

"Sec. 7476. Declaratory Judgments relating to quali1lcation of certain 
retirement plans. 

"Sec. 7477. Declaratory judgments relating to transfers of property 
from United States." 

( E) The heading of part IV of subchapter C of chapter 76 
is amended to read as follows: 

"PART IV-DECLARATORY J UDGMENTS". 

(F) The table of parts for subchapter C of chapter 76 is 
amended by striking out the item relating to part IV and 
inserting in lieu thereof the following : 

"Part IV. Declaratory judgments." 

(e) EFFECTIVE DATE8.- 26 use 367 
(1) The amendments made by this section (other than by sub- note. 

section ( d) ) shall apply to transfers beginning after October 9, 
1975, and to sales, exchanges, and distributions taking place after 
such date. The amendments made by subsection (d) shall apply 
with respect to plea~s filed with the Tax Court after the date 
of the enactment of tins Act but only with respect to transfers 
beginning after October 9, 1975. 

~2) In the case of any exchange described in section 367 of the 
Internal Revenue Code of 1954 (as in effect on December 31, 1974) 
in any taxable year beginning after December 31, 1962, and befol'e 
the date of the enactment of this Act, which does not involve the 
transfer of property to or from a United States person, a taxpayer 
shall have for purposes of such section until 183 days after the 
date of the enactment. of this Aet to file a request with the Secre
tar~ of the Treasury or his delegate seeking to establish to the 
satisfaction of the Secretary of the Treasury or his delegate that 
such exchange w1is not in pursuance of a plan having as one of its 
principal purposes the avoidance of Federal income taxes and 
that. for purposes of such section a foreign COIJX>raiion is to be 
treated as a foreign corporation. 

SEC. 1043. CONTIGUOUS COUNTRY BRANCHES OF DOMESTIC LIFE 
INSURANCE COMPANIES. 

(a) AME:NDMENT OF Suoo1u.PTER L.-Subpart E of part I of sub
chapter L of chapter 1 (relating to life msurance comparues) is 
amended by insertmg after section 819 the following new section: 
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26 USC 819A. 

" Insurance 
contract." 

"SEC. 819A. CONTIGUOUS COUNTRY BRANCHES OF DOMESTIC LIFE 
INSURANCE COMPANIES. 

"(a) ExcLUSION OF ITEMs.-In the case of a domestic mutual insur-
ance company which-

" ( 1) is a life insurance company, 
" ( 2) has a contiguous country life insurance branch, and 
" ( 3) makes the election provided by subsection (g) with respect 

to such branch, 
there shall be excluded from each and every item involved in the 
determination of life insurance company taxable income the items sep
arately accounted for in accordance with subsection ( c). 

"(b) CONTIGUOUS CouNTHY LIFE INSURANCE BRANCH.-For pur
poses of this section, the term 'contiguous country life insurance 
branch' means a branch which-

" (1) issues insurance con~racts insuring risks ~n ~onnec~ion 
with the lives or health of residents of a country which is contigu
ous to the United States, 

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

" ( 3) would constitute a mutual life insurance company if such 
branch were a separate domestic insurance company. 

For purposes o~ this section, t~1e term 'insuranc~ contract' means any 
life, health, accident, or anmuty contract or remsurance contract or 
any contract relating thereto. . 

" ( c) SEPARATE AccouNTING R.EQUIRED.-Any taxrayer wh1c~ m~kes 
the election provided by subsect10n (g) shall establish and n:amtam a 
separate account for the various income, exclusion, deduct10n, asset, 
reserve, liability, and surplus items properly attributable to the con
tracts described in subsection (b). Such separate accounting shall be 
made-

"(1) in accordance with the method regul'.1rly emplo.red by such 
company, if ~uch meth.od clearly reflects mcome de~wed. from, 
and the other items attnbutable to, the contracts descnbed m sub-
section (b), and . . . . 

"(2) in all other cases, m accordance with regulat10ns prescribed 
by the Secretary. 

"( d) RECOGNITIOX OJ<' GA1N oN AssETS 1~ BRAxcH AccouNT.-If.the 
aggregate fair market value of all the mvested assets a_nd. ta~g1ble 
property which are separately accounted f?r by the domestic hfe ms!-lr
ance company in the branch account established pursuant to subsect10n 
( c) exceeds the aggregate adjusted b~sis_ of .such assets for purposes 
of determining gain, then the domestic life msurance company shall 
be treated as ha vino- sold all such assets on the first day of the first tax
able year for which the election is in effect at their fair market value 
on such first day. Notwithstanding any other pr~vis_ion of this chapter, 
the net gain shall be recognized to the domestic life msurance company 
on the deemed sale described in the preceding sentence. 

"(e) TRANSACTJO:NS BETWEEN CoNTIGuous CouNTRY BRAKCH AND 
DOMESTIC LIFE INSURANCE COMPANY.-

" (1) REIJ\IBURSEMENT FOR HOME 01'.'FICE SERVICES, ETC.-:-A~y pay
ment transfer, reimbursement, credit, or allowance which is made 
from' a separate account established pursuant to subsection ( c) to 
one or more other accounts of a domestic life insurance company 
as reimbursement for costs incurred for or with respect to the 
insurance (or reinsurance) of risks accounted for ~n ~uc~ separate 
account shall be taken into account by the domestic life msurance 
company in the same manner as if such payment, transfer, reim-
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bursement, credit, or allowance had been received from a separate 
person. 

"(2) REPATRIATION OF Il'llCOME.-· . . 
"(A) IN GENERAf:.-Except. as.provided m subparagraph 

(B), any amount dll'ectly or md.ll'ectly transferred or cr~d
ited from a branch account established pursuant to subsect10n 
( c) to one or more other accounts of such company sh:;i-11, 
unless such transfer or credit is a reimbursement to which 
paragraph (1) applies, be added t? t~e l.ife insurance com
pany taxable income of the domestic life msurance company 
(as computed without regard t~ ~his para~raph). 

"(B) LIMITATION.-The addit10n provided by subp'.1ra
araph (A) for the taxable year with respect to any contigu
~us country life insurance branch shall not exceed the 
amount by which- . . . 

" ( i) the aggregate decrease m the. ll!e ~nsurance 
company taxable income of the domestic hf~ msurance 
company for the taxable year and ~or '.1ll pr10r taxa?le 
years resulting solely from the applicat10n of subsect10n 
(a) of this section with resp~ct to su~h ~ranch, exceeds 

" (ii) the amount of addit10ns to life msurance co!n
pany taxable income pursuant to subparagraph (A) w~th 
re,pect to such contiguous country branch for all pnor 
taxable years. 

" ( f) OTHER RULES.-
" ( 1 ) TREATMENT OF FOREIGN TAXES. -

"(A) IN GENERAL.-No income, w~r profits, or excess pr?f
its taxes paid or accrued to any foreign coun~ry or possess10n 
of the United States which is attributable to mcome excluded 
under subsection (a) shall be taken into account for purposes 
of subpa1t A of part III of subchapter N (relating to foreign 
tax credit) or allowable as a deduction. 

" ( B) TREATMENT OF REPATRIATED AJ\fOU~Ts.-For purpo~es 
of sections 78 and 902, where any amount is add~d t? t~e life 
insurance company taxable income.of the domestic hfe_msur
ance company by reason of subsect10n (e) (2), the contigu?us 
country life insurance branch shall be treated as a fore~w1 
corporation. Any amount so added shall be treated ~s a divi
dend paid by a foreign corp~ration . and the .taxes paid to a_ny 
foreign country or possess10n of the Umted States with 
respect to such amount shall be dremed to have bren paid by 
such branch. 

"(2) lTNITED STATicS SOURCE INCOME ALLOCABLE TO COXTIGUOUS 
COUNTRY BRANCH.-For purposes of sections 881, 882, and 14-4-2, 
each contio-uous country life insurance branch shall be treated 
as a forei~ corporation. Such sections shall be applied to each 
such branch in the same manner as if such sections contained 
the provisions of any treat:y to which the United States an.cl_ the 
contio-uouc; country are parties, to the same extent such provis10ns 
would apply if such branch were incorporated in such contiguous 
country. 

"(g) ELE<'TIOx.-A taxpayer may make the election provided by 
this subsection with respect to any contiguous country for any taxabl_e 
year beginning after December 31, 1975. An. el~ction made under this 
subsection fo1· any taxable year shall remam m effect for all subse
quent taxable years, except that it may be revoked with the consent 
of the Secretary. The election provided by this subsection shall be 

90 STAT. 1641 

26 USC 901. 



90 STAT. 1642 

AJJU. PP· 1634, 
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note. 

26 USC 582. 
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mR<l<' not. lntN• tlinn tlw thtm pl't's<'l'ill(>(l hY )nw for filinj! tlll' n•t11m 
for tlm tnxnhl<' :\'l'llr (iiwlndin~ l~:\-tl•n:-:ion'...; tl1t•reof) with }'l'f;)lt'1't to 
whi<:h stwh (',h'<·tion il'I 111n1l1·, 1!ncl l'ill<'h t-ll•1·tion n1,11l 11ny npprowd 11•,._ 
OC'ntton ther<'of shtJ11 lX' 1111Hl(' m th(> mamwr pro\'11lNl l>\· th<' ~·{·n•tiu·,·. 

"(11) SP•:nAr, l:n.1': i,·on Do:m:sTJc f'T11!'K I.n·Jo: lsl'l'lt.\:Sn: ('o)r
rxx u:ti.-A t. the elt-<'tion of n <lmu<'sti{' st1}('k lift• inSlll'lllll'f' <'Ompnn\· 
which luts 11 C'Onti~nl)ll:i <'otlllttT lif<• ins111·n1H'l' hr1m<'l1 clC>i;<.'rilw<l iii 
s11bs<•1•tion (b) (without n•;.r111·cfto tho 111utn,11l 1·p11uin•111Pnt in s11hsl'r
tion (b) {3) ). th<' nsi;etl'I of $11<'h bmnrh mnv Iii• t1·1111tift'l'\'4"1 to a f1m·i~n 
,fOl')lOl'lltlOll Ol'j!ltllizl•1) \IU<l<'r thc• ](l.WS of file' ronft;!l101ll'I c·ot111fr\• 
without. tlll' npplit·ution of :-;i."1-tion :mi or Hiil. S11l>Rt><·t'io11 (n) i-hnh 
ll})plr to t lw st1K'k of s11d1 fol"t·i~m <·orpun1tiott ll\ if s1wh clouw:;tj<· 
l'0111pany \\'l'l't' u m11h111l t'llllll)t\n~· nml ns if t h1• !'tck·k w1•1't' 1111 i1t•111 
c1c..c;c1·ill('1l in fml~1·lio11 (1·). ~lll)eo;t.•1·tio11 («') (2} l"httll n~pl~· to u11101111ts 
trnusfE>n'l'd or 1·1'('(1it<'1l to sm·h tlo1m·sti1· 1·0111111111Y II!< if tnll'h 1lu111l'sfit• 
compmn: and 1md1 fo114.•igJJ 1:on101·,.t~ 1•0111>1tlt11fl>1l mw 1lo1111•stic• 
mutual 'i f1• inl"lll'lllll't' 1-om111m»· Tlw i11s111•11111·1• l'o11j,11ud11 whi1·h ma\' 11<' 
h'nn,.;f1•r1·c·d p111·sm111t to thi11 Ht1llli(•1·tion shnll ilwlud1• ouh- thoSI' w11id1 
aro si.111il11 r fo tlll' f\·p1•s of ln!<lll'llll1'1• co11t 1·1wts il'lstwd h,: 11 11111t11a l lift' 
lll.Slll'l\nr$l 1•omp1111~:. Xotwithstn1Hfo1g t lw lir11t s1•nt1•n;'l' of this l"llh
~tion. if tlw 11~~r1•~ri1t<' fair 111nrkc•t rnh1<> of tlw innsll'cl ns!i<'ts n1111 
tflngihl(>. p1·op(>1·t\· whii-h an• l'll'\>lll'llfrl\' 1tt'l·ot111h•1l i'o1· I.Ir th<> do1111•11tk 
lifl\ immr1n11·1, <·ci111p1111~· iu t hE> hn11wli tH'<'Olmt 1·~1·1'1'111" 'tlw ll~S!r<'~lltl' 
nlljust Nl hnsill of H1wh ftH.'ll•ts for ]>lll'J>Ol'll':.i of <l1•1Pr111i11in:,! ;!Hin. t Ju, 
clonwstic. lift. i11s11rnm·<> 1•0111pnny shall Jx• cli><•1111'll to h:t\"t• solcl all 
snd1 ns.'if.•b 011 tlw fir~t cl1n· oJ flw tnxnl>lt• n•111· for wltkh t 111• <'JPrtion 
muh•r this !illh.'ll'<'tion 11pi)li~ 111111 t11l' 1wt ~nin ::;hnH lit• l'l'<'O~ri1iY."4l 
to tho donwstfo lift~ insurnn<'t' companv on tlw <k'<'llH,'<l sn)('. hut not. 
in ('.Xl'l.'SS or t Ill' propOl'tion of ~.ud1 lll't ':.rnin whic-11 l'lfllllt~ tll(> propor
tion whi1·h tlw llS!~n·~lltt• fnir 111n1·1i<>t n1l11r of l"l~·h u~tl'I whi1·h l\l'l\ 

trn11sf~·n1•1l pl\l'l'llll\llf to thili iml)lo1{'l'tioll i~ of thr 11~j.!l't'~itll• fnir mnt·kc-t. 
n1hw of n 11 s111'11 nssc•t · .. 

(h) Cu:Jm'.\t, \:m:.s11:m:.s1t'.r Tlw tnlih• of i'{'1·tion;; fm· !f!H'h s11hpnrt 
E is nmemlc<l hy i"s<>rting a£h>r th<' item l't'lnti11~ to sc•<>tion f:l!l tlw 
folJQwing Dl.'W itt-m: 

"1-ll'C• Rlf},\. Co11tli:11t1n~ t'onnt ry hrn11cl11•11 of <l111m'l>ll1· llr1• i1111t1r11111'1' 
l'tlJUlMtlill'f<," 

(<') }}n'1':1'Tln: lhn:.-:nu~ 1111wmhnr11t 111111l1• 11y this ~1·tion £o:hnll 
appl:r totaxnlil<' y<'111'l>l lK·~mllln~ n ft<•1·) )N>rl11lll'r :41. l!li:i. 
SEC. 1044. TRA~i:ilTIO~AL RtTLE FOR BO::\D, ET('., J,ORSES 01" FOHEIG~ 

BA.'.'IKS. 
(a) G}:~1m.\T, Htu:.- S1•dion i'iR:!(.r) (relnti11:.r to hon1l. <'fr .. lo,-;;(•:-: 

an<l gnins of lirnmdnl i11sfitntions) j,.; 11111C'n1l1•1l hy 111l1li111r nt th<' end 
tll('rMf tlw follow in~ 1ww pnru~rnph: • "' 

.. "(4) rlt.\Xl'ITIOX.\t, ltl'J,}': t•on J\.\XI\ ln tll<' I'll"" of ll 4'0J'j>Ol'll-
tl011 w111rh wo11hl lw n h1111k <>X.<'l•pt for till' fnd thnt it{,..; n fon,im1 
cornorntion, tlw lll't llnin, if nin·. fm· tlll' tll:\'111ill• \'<'Ill' 1111 snh-,.; n~d 
exrhnn;:r1•s (11•scril1Nl in pnt'Up:r1iph (1) ,-}rn1l IJ1• rim:-;i1k1·Nl 1u~ cmin 
from thr snl1• or rxc•hnn~1· of n <'llpital 11"""'' to the• 1•.xtl•llt stwl71wt 
gnin <l.O<'s not exr<'l'cl tlll' portion of nnY c·npitn l To,-..; 1·111·1'\'0\'<'l' to 
such tnxnbl<' ~·rnr whii·h is nttrilmtuhl<' 'to 1·11pit:il lo,..:<c'H 01; ,.:11)1•!< or 
e~chnngrs d1>:Wribt><l in p11rn~111ph (1) for n t11x11hl1• yt•nr ll<l!in
pmg h1•fo1·e .J 11 ly 12, 1!)(;!1. }"'or purposes of t hl' }ll'C'('t•din~ l"<'Dtf'llr'<'. 
the poition of a n<'t rnpital loss for n tnxnhle war whi1·l11R atfrilmt
able _to e!lpitnl losl"es on sn lt-s or ~x .. ·hnn;trc>s <l~ril11.'<l in pn111:.rrnph 
(1) is t11l' n11101111t of tlw 1wt rnp1tnl lO:'S on i;1wh ,-11)1•,.; or c.xc·lurn;,.tc•,.. 
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for sn<'h taxable ~·ear (but not in E>XCT'S.~ of the 1wt !.!llpital loss for 
such taxable yenr)." 

(b) En'l.·cm'E DATE.- 26 USC 582 
(1) The am<>ndment made by sul>At>ction (a) shnll npply with note. 

:re~t to taxable years be!!inmng nfte1· J ly 11, 1961). 
(2) If _the .1-cfuud or cre:fit of any ovc>rpa_rnwnt attributable to 

the apphcahon of. the ame1~dment mu<l<• l>~· Huhs<>etion (a) to 
any taxable yen1· is otlwrw1se preveut<•d hv the opnation of 
any law or rull' of Jaw {otbl'r than 8e<'tion 712~ of th<.> Infornal 
~.evE>nne Coil<' of 1954, relating to comprotniS<'s} on thE> dny which 
is on<' year aftl'I' the dnt~ of the. enactment of this Act. surh <'l'C'dit 
or I'l'fnnd shall ht> nevertheless allowed or mnde if claim therefor 
is filt•d on or l •fore sn<'h d y. 

PART V-SPECIAL CATEGORIES OF FOREIGN TAX 
TREATMENT 

SEC. 1051. TAX TREATl\IENT OF CORPORATIONS CO!\'DUCTING TRADE 
OR BUSINESS IN PUERTO RICO AND POSSESSION'S OF THE 
UNITED STATES. 

(a) Au,owAN'!' OF Pm:n·ro R1cAN Axn Po11st-:ARIOX TAx ('mmn ..... 
Sect101'1; 33 (r<•lntn~g to tp~"t'fi of foreign conntri~s nnd }).OS~"ions of 26 USC 33. 
the Umt<m States) is nnwncled to rend as follow~: 
"SEC. 33. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF THE 

UNITED STATES; POSSESSION TAX CREDIT • 
. "(a) :Fo~ux TAX f'R}'!ll}T.-The amount of tax im1~ by for• 

e1gn cou~.t.l'les !'1111 ~SRJ.~ns of th" Unitt>d Stntl'li !Shall ~ aflowNl 
a? a c~dit a.g1unst the tax unposed by thi1i1 ~bftptel' to the extent pro
VIded ID S('Chon 901. 

"(b) Sx<'TIOX .936 CrumJT.:--I n the l'llSI.' of n donwstic co11>oratiun. 
the !lmount p1'0~·11fod by i;ection 936 (11eJnti11g to Puerto Ifo·o and pos- Infra. 
sess1~1 tax c1:rcht) shnll bl.' allowed ns a cr<>d1t against the tax imposc1l 
by this chapter." 

! (b) lku:sTo~ PossF.sswN TAX qRID1T.-Subpn}t D of pttl't III of 
8"bcha~ N of cl1~ter ~ (t·efatrng to pollllt'ss1011s of tho Unitl'd 
Sta~es) 18 amended by addmg at the end thereof the following nE>w 
section~ 

"S~C. 936. PUERTO RICO A'!li'D POSSESSION TAX CREDIT. 26 USC 936. 
(a) Au.o"·A~"'<·•; OF Cnn>lT.-

''(1) b ORNF.lt.\t.-!<}xccpt. ai:1 t>rol'id<>d in pnrncrraph ('>) in 
th~ cnse ?f n domE>stic eorporntion whi<'l1 electi:; the :ppli<'nti'o1~ of 
~h1s se<'tiOll. tl~N'(' shnll be alfow<>d ns n credit ngninst the tnx 
unpose~ b;y tlus .chapter an nmonnt equnl to the portion of the 
tax wl11~h ts attr1b11t11hle to tnxnhle in<'om<', from ~nn·r<>s without 
the U~1t~d Stutes, f?·om tlll' uctive conch1<'t· of a ti·ndc> or b11si
ness w1~hm n posSl!s;;10n of tl1e, V nit eel ~tntcs, and from qnn lifit-d 
poSSl'S.~on sourc<> mvcstment thcome, if th<l conditions of both 
sub~n11!grn.l?~ (~) nn? subparn.~rnph {H) nrt• sntisfil'tl: 

. (Ay .~-l'EA)'( PERIOD.-If 80 p<>rc<'nt or morl.' of tht> gross 
~ncome. Of Stlrb dffi'!lestie <'Orporntion for tJw 3-yN\l' Jl.<'l·iod 
1mml'd7atcly pre<'c>dln¥ the clofie of t11~ tnxa hll' yt>nr (or for 
such pnrt of sueh p~r1od immediat~ly pl~<'Nlinir the <'lOS<' of 
such taxn.hlc. yenr as may be apphrnble) wns d<>1-h-l'd from 
so_nrces mthm n J>0$1'S!'iion of thP L.nitecf ~tnh-s (ru·h•r111inE>tl 
without. reJ?ll1'1.l to !'iC'ction 004(f)); nnd Anle, p. 1624. 
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Ante, p. 1549. 
26 USC 531. 
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;'(ll) TaADE on JlUSJXJ"M.-Jf 50 }XH'l't'nt or morP of thl• 
gross int-ome of such douu.•.stic cor1>0ration for such pl'riod or 
such pa1t thereof was derived from the active conduct of a 
trncle or business within a poss<>ssion of the United Stat<>s. 

"(2) CramT xo·r AJ.J,OW1'~ AGAINST cEn'rAJN 'fAXY.S.-The credit. 
provided by paragraph (1) shall not be allowed against tlic tnx 
imposed by-

"'(A) section 56 (re.1atin~ to minimum tax), 
"(B) ~ction 531 (1"t>latmg to t.hc tax on accumulated 

rnrnings), 
"({.') section Ml (relating to personal holding company 

tax)~, . ( J • I . " D) section 13.3.3 I'(' atmg to war oss l't'COvenes), or 
" E) section 1351 (I't'lating to recoveri('S of :foreign 

expropriation los.<ses). 
'; (b) AlroUN'l'fl RF.c.F.1n:n 1:s- lJNJTI:J> STATF.s.-In determining tax

ablP income for purpoS<'i:J of subsection (a)1 there s11all not be tnken 
into account ns income from sources without the United States any 
~s income which wns rect>ived by su<'h domestic corporation within 
the UnitP<l State.s, whPtht>r derh·ed from A011rces within or without 
tht> United Stnt«'s. 

" ( c) T1n:AT:\U:NT oF C'ERTAtx Fom:wx TAXT..A.-~·or purp()S('S of this 
title, an~· tax of a fort>i~ country or a pofoiSession of the Unitt>d States 
which is pai<l 01· a<'enwd with respect to tax1tblt> income which is taken 
into account in eompufing the eredit -imd<>r sub!llf>Ctiott (a) shaJJ not be 
treated as income. war profit<;, or exees~ profits taxes paid 01· accn1l'd to 
a fort'ign country or }>OSS<'AAion of th<> l~nited 8tatt>s, and no dednetion 
sha11 be n 110\wd undl'r this titJr wit11 respect. to any nmounh1 so paid 
or aecl'lwd. 

" ( d) DF.Ft:s rnox1t.~1''ol' pm·poses of this Rection-
~' ( 1) J>o1111F.F1F1iox .--'J'ha t.errn 'f.m;sessio11 of the Unitt>t.i Stnfes' 

inclndes thP f'ommonwf'alth of I nerto Ri<'o, hnt dol's not inclmfo 
the Virgin Islands of the. Fnite<l Stntes. 

"(2) Qr.\t,JFJF.J) ro~RJo:fiSIOX sorR<'F. IN\'F.RTlfEXT ~ro1ITT:.-T1w 
term 'qunlifi(>(l JX**'fiBion 80111'<'«' inYPstmf'9t in<'om~' means gross 
incomt> whieti-: 

"(.-\) is from SOUJ'<'<'S within n possession of th<> Fnited 
Stat" in which a trade or business is actively ronducted, nnd 

"(B) the tnx~ayer establishes to the satjsfac:tion of the 
8cc1-etary is attnlmtable to the investnwnt in such possession 
(for u&• tlw1·ein) of funds dedved from th<' netive conduct of 
a trade or hnsiness in such possession, or from sneh 
iuveetment, 

less the cl<'cluctions properly apportioned or n1located tht>reto. 
"(e) ELF.CTION.-

"(1) J:lF.RTOD OF EJ.J•:f'TION.-The cl<'ction provMed in subseetion 
(a) sha11 oo rnacle nt sudi t1me and in such manner ns the &<-re
tary may by r«'gulations presc1;ibe. Any sue~1 election shall apply 
to the first toxnhle year for which such election was made and for 
which thl' domestic corporation satisfied thP eonditions of suh
para~1"R phs (.\) and (B) of subsection (a) (1) nnd for each tax
able year tlw1'f"nfter until such e]P('tion is re'•okNl bl' tlw domestic. 
co1·1)0rntio11 under paragmph {2)~ If any such election is revoked 
by the domPstic. corporation under paragraph (2), snch domestic 
corporation may mnke n subsequent election 1mdl'r snbs<>rtion 
(a) for any taxable yenr thereafter for whid1 sueh dom<>stir. eor-
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porntion satisfi~s the conditions of subparngratphs (A) and (H) 
of i:;ullfll•<•t.ion (a) ( 1) and any su<'h subse9uent e}('('tion sha11 
remain in l'fl'<>ct until M'Yokt>d by s1wh clonwshe c011l0n1tion under 
pnntgmph (2). 

"(2) lb;vocAT10x.-A11 elect.ion under subsection (a}=-. 
" (A) may oo rE>vokecl for any taxable yf'M• beginning 

before the expiration of th<' 9th tax-able year fullowing the 
ta.xnbl<' year for whit·h such «'1e.ction first applies only with 
the eon8t'nt. of the Se.cretary; and 

"(H) may lM> J't•vokt>d for any h1x1tble yt>~r beginning aft<>•· 
tlw expiration of such 9th taxnhlt> year without thP consent 
of the H~retftl'y. 

" ( f) DI H(' oR Frnon:n DJ8(' f'onroRATmx l x>:1.mm1.F: FOR Cltm1T.
No <'!'edit shall be a11owed under this SPction to a <'Orporation for a 
tnxnhl<' y<.>nr for whi<'h it is a DI8C or former DISC (as defint>d in 
S<'<'t.icm U9-2(a)) 01· in whi<'h it owns nt any timt> stock in a DIS(' or 
forml•r DIHC. 

"(g-) Ex('!Wrtox 'l'O A<·cuMu1.An:n J<~ARNINOS TAx.-
" (I) For llurposes of section 535, the term 'a<'eumu lated taxable 

ine.om<>' shn I not include taxable income E>ntitle<l to the credit 
nnd<>r subsection ( n). 
"(~) For purposes of section 537. the term 'r«'nsonable needs 

of thl' bnsinl'SS' nwlud<>s assets whi(•h produt'f' income eligible for 
the <"l'cdit uncl«'r subsection (a).'' 

(e) A~n:xm1n:xn; oF SEcTiox 931.-
(I) SnbsN•tion (a) of section 9:H (relating to general rule in 

the cast> of incoml' from som·<'f's within possessions of the United 
8hLtes) is am<'nd«'<l to read as fo11ows: 

' 1(a) GENJo:RAL Rrn • .:.-ln the <'nse of individual dtizens of the 
rnitl'ct Htnt.('S, gross incOJll(' tlll'llllS only gross income from SOlll'l'P.S 
within th<' l nih•d 8tatt>s if the <'on<litions of both pnrngrnph ( 1) 
ancl pttl'RJ!."l'RPh (2) Ill'(' satisfit>d: 

""('1) 3·YL\n !'}:moo.-If 80 pereent or more of the hl'l'OSS in<"ome 
of fm<"h citiz<>n ( <"oniputed without tlw bt•nt>fit of this seetion) 
for the S~yeRJ' peoriod immediaMy prececlinl? the dose of the 
tax1th1<' year (or for su<'h part of su<'h 1wriod immediately preced
inj? the close of such taxnhle year as mny be applicable) was 
d('rived from SOUJ'CPS within a po8Sl'SSion of thP United States: 
and 

"(2) TRADY. OR nrstxF.ss.-If ;)0 J>!rrent or more of his gross 
iucom(' ( romputPd without thP. hl'nefit of this Sl'<'tiou) for snch 
p<'riocl or such part thereof wns deriYNI from the active conduct 
of a trncl1• or lmsiness within a posS<'&rion of the Unitt>d States 
eith<>r on his own a<'count or as nn t>mpldyee or h~ent of anotlwr. ' '. 

(~) Snl>S"l't'tion (c) of i:;ection 931 (ciPfining the term "posS<'s
sioni') is nmend<'d to J'('ad as fol1ows: 

'' ( <') D•:FlXITJOX .-1'"or purposes of this set't ion, the term 'possession 
of th<' Cnited States' d()('S not include th<' f'ommonwenlth of PuC'rto 
Ric·o. the Virgin JA]ands of tht> lTnih>cl States. or Guam.". 

(3) Snbse<'tions (d), (~, and (f) of section 931 are each 
am<>nded bv strildng out fX't'SOnA" t>aeh plaet> it appt>al'S and 
inSC'11ing in lien thereof "a dti?.en of the rnit<'d Statl'fi". 

( d) A:ao:~D::IU:NTR OF SECTTON 901.-
(1) &•l·tion 901 ( d) ( relntin1r to C('J1ain cor~rations treatPd ns 

fo1't"ign corporations) is amendE>d to read ns fo11ows: 
"(d) 'fin:AnJY.NT m· D1vmENDFI Fnoir A DISC on FonMF.R DISC.

:For purpofil's of this !-l11bpa11, dividends from n. DISC or former DISC 

90 STAT. 1645 

"Accumulated 
taxable income." 

"Reasonable 
needs of the 
buainesa." 

26 USC 931. 

26 use 901. 
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26 USC 901. 

Ame, p. 1624. 

A11te, p. 1643. 

26 USC 904. 
Aiue. p. 1629. 

26 USC 243. 

26 use 243. 

26 use 246. 

26 USC 1504. 

(as defined in section 992(a)) shall be tre.ated as dividends from a 
foreign co1·poration to the extent such dividends are treated under 
part I as income from sources without the "Lnited 8tates.~. 

(2) Section 901 (relating to taxes of foreign countries and 
possessions of the United States) is amended by redesignnting 
subsection (g) as (h). 11nd by inserting after subsection (f) the 
following new subsection: 

"(g) CERTAIN TAXF.S PAID WITH RESPECT TO DISTRIBUTIOYS FROM 
PossF.Ssmxs ConronAno:xs.-

''(l} I:s- GENERAL.-For J>urposes of this chapter, any tax of a 
foreign country or possession of the United States which is pni<l 
or accrued with respect to any distribution from a eoq JOration. 
to the extent that such distribution is attributable to periodl' dur
ing which Ruch corporation is a possessions corporation: shall not 
be treated as income, war pro.fits, or excess profits taxP.s paid or 
accrued to n foreign country or possession of the United States, 
and no deduction shall be al1owed under this title with respect to 
anzr amount so paid or accrued. 

'(.2) Posst:ssroxs coJu>oRATIOY.-For purposes of paragraph 
( 1) , a corporation shall be treated as o. possessions corpol'ation 
for any pt>riod during which an t>lection nn•ler section 9at> 
applied to such corpomtion or during which se<:tion S):Jl (as in 
etfect on the day befor<> the date of the enactment of the Tax 
Reform Act of 1976) applied to such eorporntion.'' 

(e) AlaN»XENT OF SEC'I'ION 904(b).-Section 904(b) (as amended 
by sections 1031and1034(n) of this Act) is amended by adding at the 
end thereof the following new paragraph: 

"( .j.) C<MJJll>JX.\TJOX WITll NF.l'TIOX u:rn.-1''01' purposes of tmb
secti.on (a) , in the case of a corporation, th~ taxable income shall 
not include any portion thereof taken into account for purposes 
of the credit (if any) allowed by section 936." 

(f) Dn·m1o:xof! UEcEIVm DED"C:"CTION Ar..LOWED.-
(1) ~t>etion 243(b) (1) (dt>finin~ qunlil\-i11g dividends) is 

amended by .adding "either" nt the end of. uhpnra~raph (A), by 
striking out. the period at the end of .~nhparn:n·nph (B) (ii) and 
inserting in lit>u thereof a comma and "ol' .. , and ]J,· adding at the 
end thert>of th<> followiJi:? new subparagraph: · 

"(C) such dividends are paid bv a corporation with respect 
to whi<·h an eh'<'tion uml<>r S(>efion 036 is in <>fl'<>ct for the ta:t· 
able year in which such divi<lends are paid.''. 

(~) S~tion 243(b) (5) (de~1ung ~ffiliat<>cl Jll'OUP) is am<>nded 
by Inflt'rtm~ '', 1fi04(b) (4),': mnu~l~a~ely after "1504(b) (2)". 

(3) SPchon 246(n) (relatmp to tll\'Hlernli; from certain corpo
rations) ii;; a 111e111 h•d to rt>nd llR follows: 

" (a) Dimt'C'l'JOX X OT A r,ww1':n FOR Dr;mF.xns FnoM CimTA Di Con
PORAT10x11.-Tht> dedn<'tions allom-<l by i;eetionR 243, 244, and 241> 
shall not. appl~· to any <livi<lrnd from 11 forporntion \Vhich, for the 
taxahlP. yt>1u· of the <'orp<wation in whieh tht- ,Jistrihution is mndt>, or 
for th<> next prt'eedin~ htx.bl~ yra ! of th<> corporation, is .a corporntioh 
e.~empt. from tux 11111lt>t' ~hon aOl (n'Jntm~ to eertam charitahle 
etc .• 01~raniz11tiom;) or se<·tion ii:H ( rrlntinj! to fa1111e1'S· <'OOJll'l'llti \': 
associations)." 

(g) f'oxNOI.ID.\TJl'.J> Ur.rns TRF.,\T:.UKXT.-.'Wc·tion l:io+(h)(4) (de
fining induclihle ('orporation) il-l amendt>d to rt•ad aR foHows: 

" ( 4) Corporntiom; with 1-es}X'<'t to whi<.'11 nn <>IP<'tion nnd<>r see
t.ion 0$6 (rt> Jn ting to pos.'lt's...;ion tax <'rt>1lit) is in efl'PCt. for the tax
able year.". 

• 

• 
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(h) ('ost·o1n11s11 .\:\lt:Slllo:xTs.-
( 1) ~ct ion -l!)( a) ( ~) ( B) (vii)' ( n•lnt ing to tlPfinition of :;ec

tion ;~S vrnp<>t•fy~ lS lllll('lldl'tl by Stl'ikin~ Ollt .. (otht>l' than ll 
1·ot·pot·nt1011 c•utitlc•d to tlw benufits of "''ctiou 031 or 1)3-1 ( h)) H 

un<l insl•rting in lil'u th1·reof thr followin#l: "(otlwv thnn n t•orpo
rntion whi1•h luts un c•lc><'tion in 1•ti'l•ct unclrt· :o;c•c·tion Dali or wlm·h 
ilol entitled to the uenefits of section V:H(b)}" • 

(2) Pnrngrnph (~) of suhS<'ction llti(l>) (l'elatiug to <0l•1·tt1in 
1liricleuds l'X1·l11clt>1l from partiul exdusion of cli\·idt>mls t't'<'l'i\'t•cl 
by irnlil'i1l1111h1) ill a111entlecl to rt>a<l 11s fol1owi:;: 

"(~) 11 l'Ol'porittion wbic·h, foi· the tuuble yt•ar of the corpo
l'lltion in which tht• 1fo;trib11tion is 1111ul<>, or for the m•xt pn't-ecling 
tnxnlill• yc>a 1· of t Ill' l'orponttion, it! u 1·ot'}><>l"ution exempt from tux 
umlm· :-;el'tio11 ;iOl ( relnting t.o certnin c·hnritable, etc., organizn
tionit} or st•ct ion :1~1 ( relati1-.a to f1u·u1t•t'l>' cooperative associn
t ion . ., ; or". 

(a St•('tion ~fil(n) (:l) (.\) (1't'lutin~ to i1wo111e frmu so111"1·cs 
withm till' (·nitl'll ~tntes) is IUlll'IHl<'<l by :o;triking out "Ofht•r thun 
a corporntion t•ntitle1l to the bt>netits of sc•1•tion Hal," and iuse1'tiu1Z" 
in liC'u tlw1·1•of tlw followinl-(: "othl.'t' thnn u corporation whi1·h hns 
1111 elel'tion in l'fl'c•ct 1111<ler 8l'c-tion !>36,''. 

(-l) &'<·t ion 60!H ( b) (~) ( B )(ii) (re luting to vJ.ac(~ of filincr fOI' 
corporatiOJHi) is 11mm1<lt·d by striking out "st.>c·t1on mn (rl'hrting 
to iiwo111c> fro111 SOlll'Cl'S withm pOtiM'S.'iiOns of the rnit<•d Statl'l:i) .~' 
nnll inSl"t'tin~ in lien thert.>of the following: ••i:;ection !):{() (rehlting 
topos..;;t•ssion tnx l·n•1lit) ,'1• 

(i) EFFEC'1'1\'1'! D.\TE.-
( 1) .Kxc~pt 11:-1 J>rod<lrd by par111?r11ph ( ~), the. 11me1uluwnti:; 

lllll(le hy tins sc>l't1011 shnll apply to tnxahle years beginnincr after 
Decemb:or :n. rn;;;, except thnt "'11111 lified po;St•i;sion som·c·e hh·est
ment income" as dt'finecl in sl•rtion n:~6(cl) (~) of the lntt-rnnl 
I~e\'l.'nne \'o!ll• of.., 19ii-l ~hnll include itwome ~rom 11ny sourc~ out
side the T mtr<l ~tates if the tu~pa~·er estnhhsht>s to the sntL';fac·
tion of thP 8Pcr<'tary of tlw Trt>asm·y or his cle}prrate flint. the 
ineome from s1wh somces was earned before Octo~ 1, 1976. 

(2) The a.mendment made by su~S<'('fion ( d) J2) shall not npJ~Y 
to any tnx imposed by a J>OS.'«'!i'!Jon of the l mted Stntl•s with 
respect to the <·omplete liqnidntion 0<·cm·ri11~ befol'e· ,J11n11nr·y 1. 
1979, of n corporation to the extent that i:;nch tax is nttributnble 
to enrnings and profits 11ce1mml11ted hy such <'orporation durin~ 
periQds ending befol.'P ,January lt 1976. 

SEC. 1052. WESTERN HE'.\IISPHERE TRADE CORPORATIONS. 
(a) PH.\REOUT OF Sr•;cJAL Dt..'IR"CTIOX 1·on " ... •:snm :-.'" lIE:u:1SPH1':RE 

TRADE CoRPOR.\Tro-xs.-8ection 922 (tipeciul deduction for Western 
Hf'misph<'re trad<' corporations) is 1m1en<led by ad<linir ut thl.' t>nd 
there.of the following nPw subsection: · "' 

"(b) P1usEor-r OF Dmrrrmx.-In the cnse of a taxable y<'nr 
beginning- after DecPmber 31. 197ii. nnd bt>fort'I ,Jnnuarv 1 1980 tlll' 
percent. spedfiecl in subsection (a)(2)(A) shal1 be (in iieu'of U

0

prr
cent) tht> percent spec·itied in the following table: 
"For a taxable year 

beginning in-
1976 
1977 
1978 
1979 

7'1-915 o - n - • 

The percentage 
shall be-
ll 

i;; 

3 
2". 

90 STAT. 1647 

26 use 48. 

26 USC 116. 

26 USC 861. 

Po¥, p. 1648. 

26 USC 33 note. 

A1ue, p. 1643. 

26 USC 922. 
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26 USC 921, 
922. 
26 USC 922. 

26 USC 170. 

26 USC 172. 

26 USC 907. 
26 USC 1503. 

26 USC 6091. 

Ante, p. 1643. 

26 use 922 
note. 

26 USC 941. 

26 USC 943. 

(b) HF.PEAL OF 'WESTERX lIExISPllER!: TRADE CoRPORATIOX Dmuc
TION FOR TAXABLE YEARS BEGINNING .Ar.rER 1979.-Subpart C of part 
ill of subchapter ~ of chapter I (relating to Western Hemisphere 
trade corporations) is hereby repealed. 

(c) COxFORMIYG A.MENDl!d!ENTS.-

. ( 1) . The first sentence of section 922 (relating to special deduc
tion) ls amended by striking out "In the ca!'!f' of!' and inS(lrting 
in lieu thereof the following: 

"(a) GENtlL\J, Ruu:.-In the case or. 
(2) Section lJO(l?) (2~ (relating to pe1'Cent.a.~ limitations on 

char1ta~le contnbubons m the case of corporations) is amended 
by addmg "and" at the end of snbparagraph (C), by strikinl! 
out 8Ubpnragraph (D), and by redeeignating subparagraph (E) 
as suh1>ara~ph (D). 

(3) St>ct1on 172(d) (relat.ing-to modifications for purposes of 
the net operating loss deduction) is amended bv strikingout para
graph (5) and by redesignatingpara~ph (6) llS para~aph (5). 

(4-) Subsection (g) of section 907 ts hereby repealed. 
( 5) Se('tiou 1503 (relating to computation and payment of tax 

in the ('ase of consolidated returns) is amended by etrikin~ out 
subsection (b) and by striking out "(a) GENERAL Ruu:.-'. 

(6} Section 6091(b) (2) (B) (ii) (relating to place for filin~ 
returns of corporations) is amended to rend as follows: 

"(ii} corporations which claim the benefits of section 936 
( relatm~ to 1)()$seSSion tax credit), and". 

( i) The table of subparts for part III of subchapter N of 
l'haptt>r 1 1s amended by striking out the item relating to sub
part C. 

(d) EFFECTIVE DATES.-Th~ amendments made by imbsection (a) 
and paragmph (1) of subsection (c) shall apply with respect to tax
able years beginning after Decem~r 31, 197~. The amendments made 
by subsection (b) n111l oy subsection ( c) (other than parngru.ph ( 1)) 
sh.all a.pply with l'('Spect to taxable years beginning after December 31. 
1979. . 

SEC. 1053. REPEAL OF PROVISIONS RELATING TO CHINA TRADE ACT 
CORPORATIONS. 

(a) .P!lt.Mu·:ouT ~)F SECTION 941.-Secti?n 94~ (relating to special 
deductions for Chma Trade Act rorporahons) IS am<'nded by adding 
the following new subsection: 

"( d) Pu.\sEOUT oF DE1>'UCT101'.-In the ease of a taxable year begin
ning aftt•r J.leeembt-r 31, 1970.«nd before January 1. 1978, the amount 
of the special tleduction under subsection (a) ( detennined without 
regard to this subsection) shall ht' reduced hv the percentage reduc-
tion specified in the foJlowing table: • 
"For a taxable year 

~gbutil\g ill-
The percentage re
duction shall be-

1976 - • ------------·----- ·- -------·---~-- 83% 1977 ------------_,. ____ -- -- _____ .. .,______ -- 66%.'' 

(b) PHAs•:oc,-T or SECTION 943.-Sec.-tion 943 (relating to the exclu
sion of certain dh·idends to residents of Formosa or Hon~ Kong) is 
amen<lt'(} by adding at the end thereof the follo\\ing nPw sentence: "In 
the case of a taxable year beginning after December 31, 1975, and 
h<>fore January 1, 1978, the amount of the distributions which are 
excludable from 1rross income under this section (determined without 

• 
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regard to this sentence) shall be reduced by the percentage reduction 
specified in the following table: 
"For a taxable year 

beginning in-

1976 -------~------------ - ·-
1977 ---------- ·- ---

The percentage re
duction shall be-

----------- ·--- ·- 83~ 
- ------....---- - 66% ... 

(c) REI'EAI,.-Subpart E of part Ill of subchapter N of chapter l 
(relating to China 'trade Act corporations) is hereby repealed. 

(d) TECHNI<'.\J, ,\:s-D CoxroRMINO A~n:Nt>MEX'l'S.-
(1) Section 116(b) is amended by striking out paragraph (1) 

a.nd redesignating paragraphs (2) itnd (3) as paragraphs (1) 
and (2), respectivel.Y.. 

(2) Section IU04(b} ismneude<l by striking out para.graph (5). 
(3) Section 6072 is runended by striking out subsection (e). 
(4) Section 609l(b) (2) (B) (ii) is amended by striking out 

the commn after "trade co11.>0rations)" and insertin~ in lieu 
thereof "er'' nnd by striking out ''or section 9-U (relating to the 
special deduction for China Trade Act corporations),". 

(5) The table of subparts for part III of subchapter N of 
chapter 1 is 11.mended by striking out the ih•m relating to sub
pa.1t E. 

(e) El'FEl"1'1n: l)An:s.-The amendments made by subsections (a) 
and (b) shnll apply with 1-espect to tax.11.ble yeurs .beginning after 
December 31, ums. The amendments made by subsections (c) and (d) 
shall apply with 1-espect to taxable years beginning after Decem
ber 31, 1977. 

PART VI-DENIAL OF CERT A.IN TAX BENEFITS FOR 
COOPERA'l'ION WITH OR PARTICIPATION IN INTER
NATIONAL BOYCOTTS AND IN CONNECTION WITH THE 
PAYMENT OF CERT A.IN BRIBES 

SEC. 1061. DENIAL OF FOREIGN TAX CREDIT. 
(a.) IN GENERAi..-Subpart A of part III of subchapter N ( relat

ing to income from sources without the United States) IS amended by 
adding at the end thereof the following new section: 
"SEC. 908. REDUCTION OF CREDIT FOR PARTICIPATION IN OR CO

OPERATION WITH AN INTERNATIONAL BOYCOTI. 
"(a) IN GENERAL.-If a person, or a member of a controlled group 

(withm the meaning of section 993(a) (3)) which includes such per
son, pa1ticipates in or cooperates with an international boycott during 
the taxable year (within the meaning of st>ction 999(b) ), the amount 
of the credit allowable under section 901 to such person, or under sec
tion 902 or 960 to United Srntes shareholders of such person, for for
eign taxes paid during the taxable year shall be reduced by an amount 
equal to the J>roduct of-

" ( 1) the amount of the credit which, but for this section, would 
be allowed under section 901 for the taxable year, multiplied by 

" ( 2) the international boycott factor (determined under sec
tion 999). 

"(b) APPLICATION Wrrn SECTIONS 275(a) (4) AND 78.-Section 276 
(a) (4) and section 78 shall not apply to any amount of taxes denied 
credit under subsection (a)." 
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( b) Cu:1m .\J, .bn:~11:\lt::-.l'l".-Tlu• tu.hit> ,,f ~'t·t ion~ for l'll<0J1 st1h1ia11 
is amen<led uy adding at the end thereof the followmg new it.em: 

"Sec. 908. R~< ut'tlon of crt'di~ f,..,,. lelpntiuu in or mOllf'"8tlon with 
1111 lnt~r1111tio11al l < t 

SEC. 1062. DENIAL OF Df;FERRAL OF I~TERNATIONAL BOYCOTT 
AMOL'NTS. 

(s) DJ:xur, or 1>1-:FF.nnAr •. -8ec-tion !l:i:l(a) (J'elating to general 
definition of subpart F incOJllt>) is amen<led-

(1) bv ~triking out ''and'~ at the end of paragraph (1), 
(2) by fitriking out tht> period at the end of paragraph (2) and 

inserting in lieu thereof n romma. ttn<l the word "and ... and 
(3) by addinl? at the t>nd therPof thP following new paragraph: 
·'(3) nn amount f'flUAI totlie Jn'Odm1 of-

"(A) thP inrome of such earpomtion other thnn income 
which-

"(i) is attributable to eamings and profits of the 
foreign rorporation included in the J!ross income of a 
United Htates }:>erson under :;;ection 91ll (other than by 
reason of this parawaph). or 

"(ii) is drS<'riool in snlll'll~ction (I.>), 
multiplied by 

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

SEC. 1063. DEXIAL OF DISC BENEFITS. 
(~J lNTJo:JL~.\TTOX-AI. Il?ttOTT ~CT!'"IT!'·-...c;~1hparagraph (D) ?f 

section 995(b) (1) (relatmg to distributions m quahfied years) 1s 
1\mPn<led to read as follows: 

''(D} the sum bf-
"(i) 01w-half of the exet•ss of thf' taxable income of the 

DISC for the taxable yrar. before reduction for any dis
tributions during the year, O\rer the Rum oft.he amounts 
<leemed distrihufrd for the taxable year under subpara
graphs (A), (B),and (C),and 

"(ii) 1m nmount f'f}ual to thP amount deh•rmined under 
elause Ji) multiplied by the international boycott factor 
det~nnined under ~ction 999, and"'. 

SEC. 1064. DETERMINATIONS AS TO PARTICIPATION IN OR COOPERA
TION WITH AN INTER~ATIONAL BOYCOTT. 

(a) IN GBNERAL.-Subchapt.er N of chapter 1 (relating to tnx based 
011 income from sonr<>es within, or without the United States) is 
nmen<led by a11cling at thf' Pnd thereof tlw followin:t nPw part: 

"PART V-INTERNATIONAL BOYCOTT 
DETERMINATIONS 

·•, l'f'. 009. Rt>port11 hy tax1111yt>l'!I' dPtermhu1tiont1. 
"SEC. 999. REPORTS BY TAXPAYERS; DETERMINATIONS. 

"(a) l~ATIONAr. BoYcOTT REPORTS BY TAxrAYEBS.-
"(1) REPORT REQUIDD.-If any person, or a member of a con

trolled. group (within the meaning of Sl'<'tion 093(a) (3)) which 
includes that person, has operations in. or n>lated ro-

'~(A) a country (or with the governttiPnt, a company, or a 
national of a country) which is on tJ1p list maintained by the 
Secretary nnfler paraJZT&ph ( 3), or 

• 
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"(B) any other country (or with ~he g4?vernment, a com
pany, or a national of that country) m wluch such pei:son or 
such member had operations ~unng ~ taxable yea~ if such 
person (or, if such person 18 a foreign corporation, any 
United States shareholder of that corporation) knows or has 
reason to know that P,artici~ation in or c?~peration. with ap 
international boycott 1s required as a condition of doing busi
ness within such country or with sueh government, company, 
or national, 

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

"(2) PARTICJP.\TION AKO COOl'ER,\TJO~; n•:Qt·1-:sT TnEJUo:roa.-A 
taxpayer shall report whether he, a foreign corporation of which 
he IS a United States shareholdt>r, or any member of a conh'olled 
~roup which includes the taxpayer or such foreign corporation 
has participated in or cooperated with an international boycott 
at any time during the taxable yeftl', or has been requested to 
participate in or cooperate with such a boyeott. and. if so, the 
nature of any operation in connection with which there was par
ticipation in or cooperation with surh boycott (or the1·e was a 
~uest to participate or cooperate). 

'(3) LtHT TO HE MAINTAINF.D.-Tlw Seert'tary shall maintain 
and publish not less frequently than <1uarterly a current list of 
countries which require or may require participation in or 
cooperation with an international boycott (within the meanin~ 
of subsection (b) (3)). 

"(b) PARTICIPATION lN oR Coopf:RA'l'ION \\'11'11 A'.'i Ixn:nNA'l'lllXAt. 
BoY~.-

"(1) GENERAL nuLE.-If the pen;c-m or a meml>er of a con
tl'Oned group (within the meaning of S(•etion 993(a) (3)) which 
includes the pet'SOn participates in or cooperates with an inter
nationnl boycott in the taxable year. nil opendions of the tax
payer or such group in thnt eountry 111111 111 any ot hl'r c·01mtry 
which r~uirt's participation in or cooperation with th<• boycott 
as a c·o11d1tion of doing uusit11•S8 within thnt eonntt~v. or with the 
govemment, a company, or n nntional of that f•ountry. shall l>e 
treated us Of!N'ittiom; in eonncction with which such participation 
of cooperation occurred, except to the exh•nt that the person 
can clenrl~· demonstrate thut a pnrtic•ulnr OJ>Pt'ntion is n clenl'ly 
separate and identifiable operation in 1•01me1!tion with which 
there wns no participation in m• <'<)(>perat ion with an international 
boycott. 

•'(~) SPJ-:l'l.u. ni:r.F..-
" (A) X ostM"n-c·1·rrr OPER..\TtoXR. • \ 1·)(',arly separnte nm! 

i«l1•11tifi.11hlt> operntion of n f.tt>t'son. or of a member of the 
controll<'tl ~1·011p (within the ml'l\nin~ of st'l·tion 993(a) (3)) 
which inclmles that pe~n, in or related to any cow1try 
within tht' ~roup of countril'!i refPrretl to in parl\l?rnph (1) 
shall not ht• treated us 1111 operation in or related to 11 ~roup 
of c-011ntriei; a.ssodated in 1·11r1-yi11g out 11.n international 
bo,veott if t lw person <·an clenrly demonstrate thnt he, or that 
such membPr. <lid not parti<'ipntt' in or cooper11te with the 
intematioual boycott in 1·onnection with that operation. 

26 USC 951. 
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"(B) SEPARATE AND IDENTIFIABLE Ol'ERATlONs.-A taxpayer 
may show tha.t different operations within the same country1 or operations in different cowitries, are clearly separate an<t 
identifiable operations. 

"(3) DEFINITION OF BOYCOTI' PARTICIPATION AND COOPERATION.
For purposes of this seetion, a person participates in or cooperates 
with a.n international boycott if he agrees-

''(A) as a condition of doing business directly or indi
rectly within a country or with the government, a company, 
or a national of a country- . . . . 

"(i) to refrain from domg busmess with O! m a 
country which is the object of the boycott or with the 
government, oompanies, or nationals of that coun~ry i 

"(ii) to refrain from doing business with any Unitea 
States person engaged in ~rade in a country which is !he 
object of the boycott or with the government, companies, 
or nationals of that country; 

" (iii) to refrain from doing business with any 
company whose ownership or management is made up, 
all or in part7 of individuals of a particular nationality, 
race, or religion, or to remove (or refrain from 
selecting) corporate directors who are individuals of 
a .\!articular natio~ality, race, or re~gi~; ?r. 

(iv) to refram from emplo)'.~ mdiVIduals of a 
particular nationality, race, or religion; or 

"(B) as a condition of the sale of a product to the 
government, a comJ>any, or a national of a country,.t.o refrain 
from shipping or msuring that product on a cai:r~er o"'.ne<l, 
leased or operated by a person who does not participate m or 
coope;ate with an intemational boycott (within the meaning 
of &ubpa1·a.g1·aph (A)). 

" ( 4) CoKPLIANCE WITH CERTAIN LAws.-This section shall not 
apply to any agreement by a. perso~ (or such member)-

"(A) to meet reqmrements imposed by a fo're1gn country 
witli respect to an internati?nal boycott if Vnited S!&~es l!lw 
or regulations, 01· an ExecutH"e Order1 sanctions parttcipahon 
in, or cooperation with, that intemahonal hoJ1cott, 

"(B) to comf>ly with a PI"?hibitio~1 on the importati?n C?f 
goods produce>t in whole or m part m any country which is 
the obje>rt of n.n international l>ovrott, or 

"(C) to comP,ly with a prnhibition imposed by a com1try 
on the exportation of products obtained in such country to 
any country which is the object of an international boycott. 

"(c) INTERNATIONAL Borcon FACTOR.-
"(1) INTERNATIONAi, BOYCOTT FACTOR.-For pur~ of sec

tions 908(a), .952(a) (3), and 99~(b) (3), the mte~ational 
boycott factor 1s a fraction, determined under regulations pre
scribed by the Secretary, the numerator of which reflects the 
world-wide operations o! a person. (or, in the case of!!- co!1trolled 
group (within the meanmg of section 993(a.) (3)) which mcludes 
tha.t person, of the group) whic~ are ~rations m O! related: to a 
group of countries associated m carrying out an 1nternahonnl 
boycott in or with which that person or a member of that con
trolled group has participated or cooperated in the taxable year, 
and the denominator of which reflects the world-wide operation~ 
of that person or group. 

' 

• 

.. 
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"(2) SPECIFICALLY ATTRIBUTABLE TAXES AND INCOlllE.-If the 
taxpayer clearly demonstrates that the ~oreign taxes I?&id and 
income earned for the taxable year are attnbutable to specific oper
ations, then, in lieu of e.pplymg ·the international boycott :factor 
for such taxable year,~~ amount of the cn:<Iit disallowed un~er 
section 908 (a), the addition to subpart F mcome under section 
952 (a) ( 3), and the amount of deemed distribution under section 
995(b) (1) (D) (ii) for the taxable year, if any, shall be the 
amount specifically attributable to the <>perations in which there 
was participation in or cooperation with an international boycott 
under section 999 (b) ( 1). 

" ( 3) W mu..o-wmE OPERATION&-For purposes of this subsection, 
the term 'world-wide operations' means operations in or related 
to countries other than the United States. 

" ( d) l>ETERMINATIONS WITH RESPECT TO PARTICULAR OPERATIONS.
Upon a. request made by the taxpayer, the Secretary shall issue a 
determination with respect to wliether a particular operation of a 
person, or of a member of a controlled group which includes that 
person, constitutes participation in or cooperation with. an .inte!
national boycott. Tlie Secretary may. issue such a detenrunation m 
advance of such operation in cases which are of such a nature that an 
advance determination is possible and appropriate under the circum
stances. If the request. is made before the operation is commenced, or 
before the end of a taxable year in which the operation is carried out, 
the Secretary may decline to issue such a determination before close 
of the taxable year. 

" ( e) PARTICIPATION OR CooPERA TION BY RELATED PERsoNs.-If a per
son controls (wit.bin the meaning of section 304 ( c) ) a corporation

"(!) participation in or cooperation with an international 
bQycott by sucli corporation shall be presumed to be such partic
ipation or cooperation by such person, and 

"(2) participation in or cooperation with such a boycott by 
such person shall be presumed to be such participation or coopera
tion by such corporation. 

"(f) WILLFm, FAILt'llE TO REPORT.-Any person (within the mean
~ ol section 6671 (b) ) required to report under this section who will
fully fails to make su<'h report shall, in addition to other penalties 
provided by law, be fined not more than $25,000, imprisoned for not 
more than one year, or both.". 

(b) CLERICAL AKENDMENT'.-The table of parts for such subchapter 
is amended by adding at the end thereof the following new item : 

"Part V. International boycott determinations." 
SEC. 1065. FOREIGN BRIBES. 

(a) DENIAL OF DEPERRAL.-
(1) CoNTROLLED FOREIGN OORPORATIONS.--Section 952(a) (relat

ing to ~neral definition of subpart F income) is amended-
A) by striking out "and" at the end of paragraph (2), 
B) by striking out the period at the end of parngraph 

(3) and inserting in lieu thereof a comma and the word 
"and", and 

(C) by adding at the end thereof the following new 
parnarnph: 

" ( 4) the sum of the amounts of any illego.l bribes, kickbacks, 
or other payments (within the meaning of section 162~c)) paid 
by or on behalf of the corporation during the taxable year of 

90 STAT. 1653 
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the corporation directly or indirectly to an official, employee, 
or agent in fact of a government." 

(2) DISC's.-Suopara.graph {D) of section 995(b) (1) (relat
ing to distributions in qualified years) is amended-

( A) by striking out "and" at the end of clause <i), 
(B) by adding at the end thereof the followmg new 

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

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

(b) BRIBES Nar To Rm>UCJJ FoREIGN EARNINGS AND Pao1'1'1'8.-Sec
tion 964(&) (relatina to earnings and profits of foreign corpora
tions) is amended by addin,z at the end thereof the following 
sent.en~: "In dett'l'mining sucn earnings and profits, or the deficit 
in such earnings and profits, the amount of any illegal bribe, kick
ba~ or other payment (within the meaning of section 162 ( c) ) 
shall not be taken mto account to decrease such earnings and profits 
or to increase such deficit.". 
SEC. 1066. EFFECTIVE DATES. 

(a) INTERNATIONAL BoYOOTl'S.-
(1) GENERAL RULE.-The amendments made by this part (other 

than by section 1065) apply to participation m or cooperation 
with an international boycott more than 30 days after the date of 
enactment of this Act. 

(2) Ex1sTnto CONTRACTS.-ln the case of operations which con
stitnte participation in or cooperation with an international boy
cott and which are carried out in accordance with the terms of a 
binding contract entered into before September 2, 1976, the amend
ments made by this part (other than by section 1065) apply to 
such participation or cooperation after December 31, 1977. 

(b) FoREION BRtmJS.-The amendments made by section 1065 app!y 
to payments described in section 162(c) of the Internal Revenue Code 
of 1954 made more than 30 days after the date of enactment of this .A.ct. 
SEC. 1067. REPORTS BY SECRETARY. 

(a) ~PORTS TO THE CoNGRESS.-.A.s soon after the close of each 
calendar year a.c; the data become available, the Secretary shall trans
mit a report to the Committee on Ways and Means of the House of 
Representatives and to the Committee on Finance of the Senate setting 
forth, for that calendar year--

( 1) the number of reports filed under section 999(a) of the 
Internal Revenue COde of 1954 for taxable years ending with or 
within such taxable year, 

(2) the number of such reports on which the taxpayer indicated 
international boy<:ott participation or cooperation (within the 
mean~ of sect.ion 999 (b) ( 3) of such C,ode), and 

(3) a detwed description of the manner in which the provision~ 
of such Code relatinj? to international boycott acti'rity have been 
administel'('d during such calendar year. 

(b) INITIAL LlS'r.-The Secretary of the Treasury shall publish an 
initial list of thoee countries which may require participation in or 
cooperation with an international boycott as a condition of doing 
busmess within such eountry, or with the government, a company, or a 
national of such country (within the meaning of section 999 (b) of 
the Internal Revenue Code of 1954) within 30 dlP.ys after the enactment 
of this Act. 

.. 
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TITLE XI-AMENDMENTS AFFECTING 
DISC 

SEC. 1101. AMENDMENTS AFFECTING DISC. 

90 STAT. 1655 

(a) IN 0ENERAL.-Section 995 (relating to taxation of DISC 26 USC 995. 
income to shareholders) is amended-

(1) in paragraph (1) of subsection (b) thereof, bY.: redesignat
ing suhpam:xrnphs (D) and ~E) as snbparagraphs (F) and (G), 
resp<.'ctively, by striking out' and (C)" in subparagraph (F) (as 
so redesigi1nted) and ins<>rtina in lieu thereof "(C), (D), and 
(1'~)", and by inserting after sutpnra~raph (C) the :following new 
subpnra~rap]1 : 

" ( n) 50 percent o:f the taxable income of the DISC for the 
taxable year attributable to military property, 

"(E) the taxable income for the taxable year attributable 
to base period export gross receipts ( ~ defined in subsection 
(e)) "· 

(2l in p~ragraph (2) (B) of subsection (b) thereof, by striking 
out ''more than t.he number" and inserting in lieu thereof "more 
than twice the number"; 

(3) by adding at the end of subsection (b) thereof the follow
~ new paragraph: 

'(3) TAXABLE INCOME ATl'RmUTABLE TO MILITARY PROPERTY.-
"(A) IN OENERAL.-For purposes of paragtaph (1) (D), 

taxable income of a DISC for tlie taxable year attributable to 
military property shall be determined by only taking into 
account-

"(i) the ~ income of the DISC for the taxable 
year which is attributable to military property, and 

"(ii) the deductions which are properly apportioned 
or alloctited to such income. 

"(B) MILITARY PROPERTY.-For purposes of subparagra,Ph 
(A), the term 'military pro~rty' means any property which 
is an arm, ammunition, or unplement of war designated in 
the munitions list published pursuant to the Military Security 
Act of 1954 (22 U.S.C.1934)."; and 

( 4) by adding at the end thereof the following new 
subsections : 

"(e) l>JmNITIONS AND SPECIAL RULES RELATING TO Co:HPUTATION 
op TAXABLE INCOJDJ ATTRIBUTABLE TO BABE PEmoD EXPORT GR088 
REcEIPTS.-

" ( 1) TAXABLE INCOME ATl'RIBUTABLE TO BASE PERIOD EXPORT 
oRoss RECEIPT8.-For pu~ of this section, the taxable income 
attributable to base penod export gross receipts shall be an 
amount equal to that portion of the adjusted taxable income of a 
DISC which-

" (A) the amount of the adjusted base period export gross 
receipts, bears to 

" ( B) the amount of the export gross receipts of the DISC 
for the taxable year. 

"(2) .Al>.ruSTED TAXABLE J:NOO)[JJ.-For purposes of this section, 
the term 'adjusted taxable income' means the income of a 
DISC for the taxable year, reduced by the amounts described in 
subear&gl'.aphs (A), (B), (C),and (D) of paragraph (1) ofsub
sect1on ( b). 
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"(8) Al>.ruSTED BASE PERIOD JllXPORT GROSS REOE!P'T9--For 
purposes of this section, the t.erm 'adjusted base penod export 
gross receipts' means 67 percent of the a ver~ge of the expor:t gross 
receipts of-the DISC for taxable years during the base pe~ocl (as 
defined in paragraph (5)). For purposes of the preceding sen
t.enee, if any property would not qualify during the taxable )'.ear 
as export property by reason of section 993(c) (2), gross reee~pts 
from such property shall be excluded .from export gross receipts 
during the taxable years in the base penod. 

"(4) EXPORT GROSS ~.-For purposes of this section, the 
t.erm 'export gross recetpts' means-

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

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

"(5) 13ASE PERIOD.-For purposes of paragraph (3)--
''(A) for any taxable year beginning before 1980, the base 

period shall be the taxable years beginning in 11972, 1973, 
1974 and 1975, and 

"(B) for any taxable year bel{inning in any calendar y~ar 
after 1979, the base period shall be the taxable years begin
ning in the fourth, fifth, sixth, and seventh calendar years 
preceding such calendar year. 

"(6) No BASll PERIOD DAR.-If a DISC did not have a taxable 
year beginning in a calendar year specified in paragraph (5), 
then, for {>Urposes of computing the adjusted base period export 
gross receipts, such DISC is deemed to have a taxable year and 
exr;,rt gross receipts of zero for that year. 

(7) SHORT TAXABLE YEAR.-The Secretary shall prescribe such 
regulations as he deems necessary with respect to a short taxable 
year for purposes of computing base period export gross receipts 
of a DISC, or a short taxable year in which deemed distributions 
(as desciibed in subsection (b) ) are made, including the circum
stances under which the short taxable year shall be annualized, 
and the proper method of annualization. 

"(8) CoNTROLLED OROUP.-If more than one member of a con
trolled group (as defined in section 993(a) (3)) for the taxable 
year qualifies as a DISC, then subsection (b) (l)(E), this sub
section, and subsection ( f) shall each be applied in a manner pro
vided by regulations prescribed by the secretary by aggregating 
the export gross receipts and taxable income of such DISCs for 
the taxable year and by aggregating the export gross receipts of 
such DISCs for each taxaole year in the base perioo. 

"(9) SPECIAL RULE WHERE THE OWNERSHIP OF DISC STOCK AND 
THE TRADE OR BUSINESS GIVING RISE TO EXPORT GROSS RECEIPTS OF 
THE DISC ARE SEPARATED.-

"(A) IN OBNDAL.-If, at any time after the beginning of 
the hue period, there has been a separation of the ownership 
of the stock in the DISC from the ownership of the trade or 
bttsiness which ( duri.oA' the base period) produced the export 
gross receipts of the DISC, then the persons who own the 
trade or business during the taxable year shall be treated as 
having had additional export gross receipts during the base 
period attributable to such trade or business. 

• 
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"(B) ExOEPTioNs.-Subparagraph (A) shall not apply-:
"(i) where the stock in the DISC and the trade or bUSl· 

ness are owned throughout the taxable year by members 
of the same controlled group and . 

"(ii) to the ext.ent that the taxpayer's ownership of 
the stock in the DISC for the taxable !ear is propor
tionate to his ownership during the taxable year of the 
trade or business. 

"(10) DISC BASE PERIOD ATl'RIBUTED THROUGH SHAREHOIDERS IN 
CERTAIN' CADS.-

" (A\ !Nommw:..-If-
£c(i) an~ ~:rson owns 5 percent or more of the stock 

of a DISC ereinaft.er in this paragraph referred to as 
'first DISC' and 

"(ii) such 'person at any time during the base period 
of the first DISC owned 5 percent or more of the stock of 
a second DISC, 

then, to the extent l?rovided in such regulations a.s the Sec
retacy may rrescnbe to prevent circumvention of the 
application o subsection (b) (1) (E), an amount equal to 
such shareholder's share of the base period export gross 
receipt.e of the second DISC shall be added to the base period 
exoort gross receipts of the first DISC. 

n(B) OwlmtsHIP OF STOOX.-For purposes of subpara
gr&{>h (A), the ownership of stock shall be det.ermined under 
section 31S. 

"(f) SKALL DISCs.-
"(1) ADJUSTED TAXABLE INCOJIE OF uoo,ooo OR rz.ss.-If a 

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

"(2) SPECIAL RULE.-If a DISC has adjust.ed taxable income of 
more than $100,000 for a taxable year, then the amount taken into 
account under subse.ction (b) (1) (E) shall be deemed to be an 
amount equal to the excess (if any) of-

"(A) the amount which would (but for this paragraph) 
be taken into account under subsection (b) (1) (E), over 

"(B) twice the excess (if any) of $150,000 over the 
adjust.ed taxable income. 

"(g) CERTAIN 1iu.N8.l!'ERS OF DISC Asars.-lf-
" (1) a corporation owns, directly or indirectly, all of the stock 

of a subsidiary and a DISC 
"(2) the subsidiary has been engaged in the active conduct of 

a tra<le or business (within the meaning of section 355 (b) ) 
throughout the ~-year period ending on the date of the transfer 
and continues to be so engaged thereafter, and 

"(3) during the taxable year of the subsidiary in which its 
stock ls transferred and its preceding taxable year, such trade or 
business gives rise to qualified export receipts of the subsidiary 
and the DISC, 

thea, under such t.erms and conditions as the Secretary by regulations 
shall prescribe, transfers of assets, stock or both, will be deemed to be 
a reorganization within the meaning of section 868, a transaction to 
which section 365 applies, an exchange of stock to which section 351 
applies, or a combination thereof. The preceding sentence shall apply 
only to the extent that the transfer or transfers involved are for the 
purpose of preventing the separation of the ownership of the stock in 
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the DISC from the ownership of the trade or business which ( durinff 
the base period) produced the export~ receipts of the DISC. 

(b) A.KENDHENT OF SECTION 993( c) (2) .-Section 993 ( c) ( 2) ( relat
ing t.o ~roperty excluded from export property} is amended-

1 by striking out "or" at the end of subparagraph (B , and 2~ by striking out "under section 611" in subparagrap~ (C) 
an mserting in lieu thereof "under section 613 or 613A". 

( c) AmlNDMENTS TO SECTION 993 ( d) .-Section 993 ( d) (relating to 
defulltion of producer's loans) is amended-

(!) by inserting in paragraph (1) (C) immediately after 
"export property", the following: "determined without regard to 
sub_paragraph (C) or (D) ofsubsection (c) (2),". 

(2) !>1 inserting in paragraph (2) immediately after "of prop
erty which would be export property" the following: "(det:er
mined without regard t.o subparagraph (C) or (D) of subsection 
(c)(2))". 

( d) llBCAPrURE oF AOCUKUI..ATED DISC INcoXE oN D1srosmoN OF 
STOcx IN A DISC oa FoBKEB DISC.-

(1) Section 99!5(c) is amended to read as follows: 
"(c) GADr ON DISPOSITION OF STOCK IN A DISC.

"(1) IN OENEBAL.-Jf-
"(A.) a shareholder disposes of st.ock in a DISC or former 

DISC any gain reoogni%ed on such disposition shall be 
included in gross income as a dividend t.o tb:e extent provided 
in r,aragraph (2), 

'(B) stock of a DISC or former DISC is disposed of in 
a transaction in which the separate corporate existence of the 
DISC or former DISC is terminated other than by a mere 
change in place of organization, however e11'ected, any ~ 
realized on the disposition of such stock in the transaction 
shall be recognized notwithstanding any other provision of 
this title t.o the extent provided in pa~ph (2) and to 
the extent so recognized shall be included m gross income as 
a dividend, or 

" ( C) a shareholder distributes, sells, or exchanges stock 
in a DISC or former DISC in a transaction t.o which sec
tion 311, 336, or 337 applies, then an amount equal t.o the 
excess of the fair market value of such stock over its adjusted 
basis in the hands of the shareholder shall, notwithsta.ndin2 
any provision of this title, be included in gross income ol 
the shareholder as a dividend to the extent provided in 
paragraph (2). 

"(2) AXouNT INCLUDl!lD.-The amounts described in paragraph 
(1) shall be included in gross income as a dividend to the extmit 
of the accumulated DISC income of the DISC or former DISC 
which is attributable to the stock disposed of and which was 
accumulated in taxable years of such cotpora.tion during the 
period or periods the stock disposed of was held by the shareholder 
which disposed of such stock." 

(2) INTEREST IN A PARTNERSHIP HOLDING STOCX IN A DISC.
The last sentence of section 751 ( c) (relating to unrealized receiv
ables) is amended-

( A.) by strikina' out "(as defined in section 617(£)(2))/' 
and inserting in lieu thereof "(as defined in section 617(t} 
(2), stock in a DISC (as described in section 992(a))," and 

{B) by striking out ''617(d) (1), 1245(a)," and mserting 
in lieu thereof "617(d) (1), 995(c), 1245(a),'. 
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(e) RtJLF.S FOR .Au.oaATING DlsTm:euTxoNs MADE To MEET QuALI
FICATION lb:QUIRUCENTS.-Paragraph (2) of section 996(a) (relating 
t.o rules for actual distributions and certain deemed distributions) is 
amended by adding at the end thereof the following new sentence: 
"In the case of any amount of any actual distribution made pursuant 
to section 992(c) which is required t.o satisfy the condition of section 
992(a) (1) (A), the preceding sentence shall apply to. O!J-e-half of such 
amount, and ,rra.graph (1) shall apply to the rem&l.Dlllg one-half of 
such amount. 

( f) A.KENDlrlENT OF SECTION 603 (b) OF TAX REDUCTION ACT OF 
1915.-Seetion 603 (b) of the Tax Reduction A.ct of 1975 (relating to 
e11'ective date) is amended t.o read as follows : 

"(b) EFFECTIVE DATF&-
"(1) IN QENERAL.--Except as provided in paragraph (2), the 

amendments made by subsection (a) shall apply t.o sales, 
excha.nges, and other dispositions made after March 18, 1975, in 
taxable years ending after such date. 

"(2) BINDING CONTRACT.-The amendments made by subsection 
(a) shall not apply to sales? exchanges,_!1-nd other dispositions 
made after March 18, 197!5, out before March 19, 1980, if such 
sales, exchanges, and other dispositions are made pursuant t<_? a 
fixed contract. The term 'fixed contract' means a contract which 
was, on March 18, 1975, and is at all times thereafter binding on 
the DISC or a taxpayer which was a member of the same con
trolled group (witliin the meaning of section 993(a) (3) of the 
Internal Revenue Code of 1954) as the DISC, which was entered 
into after the date on which the DISC qualified as a DISC and 
the DISC and the taxpayer became members of the same con
trolled group, and under which the J>rice. and quantity of the 
products sold, exchanged, or otherwise disposed of cannot be 
mcreased." 

(g) EFFECTIVE DATES.-
(1) Foa SUBSECTIONS (a} AND (e).-'rhe amendments made by 

subsections (a) and ( e) shall apply t.o taxable yea.rs beginning 
after December 31, 1975. 

(2) FoR SUBSECTION (b ).-The amendments made h;r subsection 
(b) shall apply to sales, exchanges, and other dispositions made 
after Marcli 18, 197!5, in taxable years ending after such date. 

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

( 4) FoR SUBSECTION ( d) .-The amendments made by subsection 
(d) shall apply to sales, exchanges, or other dispositions after 
December 31, 1975, in taxable years ending after such date. 

(!5) PROBATION O!' BASE PERIOD IN CASE OF FIXED CONTRACTS.
For purposes of determining adjusted base period export gross 
receipts (under section 99.5{e) (3) of the Internal Revenue Code 
of 1954, as amended by this section), if any DISC has export 
gross receipts from export property by reason of paragraph (2) 
of section 603(b) of the Tax Reduction Act of 1975, then the 
export gross receipts of such DISC for the taxable years of the 
base period shall be increased by an amount equal to the amount 
of g:ross receipts which were excluded from export gross receipts 
dunng each taxable year of the base period by reason of the last 
sentence of section 993(e) (3) of such Code multiplied by a frac
tion, the numerat.or of which is the amount of the gross receipts 
in the taxable year which are export gross receipts by reason of 
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para.graph (2) of section 603(b) of the Tax Reduction .A.et of 
1975 and the denominator of which is the amount of total gross 
receipts which are excluded from export gross receipts in the 
taxable year by reason of subparagraph (C) or (D) of paragrapJi 
(2) of section 993(c) (determined without regard to paragraph 
(2) of section 603(b) of the Tax Reduction .A.ct of 1975). 

TITLE Xll-ADMINISTRATIVE 
PROVISIONS 

SEC. UOl. PUBLIC INSPECTION OF WRI'M'EN DETERMINATIONS BY 
INTERNAL REVENUE SERVICE. 

(a) REQUIREKENT THAT WRITl'EN DETElutINATIONS BE OPEN TO 
Pum.xc lN8P.l!lCTION.-Subchapt.er B of chapter 61 (relating to mis
cellaneous provisions) is amended by redesignating section 6110 as 
6111 and by inserting after section 6109 the following new section: 
"SEC. 6110. PUBLIC INSPECTION OF WRITI'EN DETERMINATIONS. 

"(a) GENERAL RULE.-Except as otherwise provided in this section, 
the text of any written determination and any bac~ound file docu
ment relating to such written determination shall be open to public 
~ion at such place as the Secretary may b1 regulations prescribe. 

(b) DunnnoN&.-For purposes of this section-
"~1) WBIT'I'EN DETEBXINATION.-The term 'written determina

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

"(2) BACKGROUND FILE DOCUHENT.-The term 'background file 
document' with respect to a written determination includes the 
request for that written determination, any written material 
submitted in support of the request, and any communication 
(written or otherwise) between the Internal Revenue Service and 
persons outside the Int~rnal Revenue Service in connection with 
such written determination (other than any communication 
between the Department of J usbce and the Internal Revenue Serv
ice relating to a pending civil or criminal case or investigation) 
received before issuance of the written determination. 

" ( 3) REn:RENCB AND GENERAL WIUTl'EN DETERHINATIONS.-
" (.A.) REFERENCE WRITTEN oETER.MINATION,-The term 'ref

erence written determination' means &n)' written determina
tion which has been determined by the Secretary to have sig
nificant reference value. 

"(B) GENERAL WRITTEN DETERMINATION,-The term 'gen
eral written determination' means an1 written determination 
other than a reference written determmation. 

"(e) EXEKFrIONS FROM D1SCLOSuu.-Before making any written 
determination or background file document open or available to public 
inspection under subsection (a), the Secretary shall delete-

"(1) the names. addresses, and other identifying details of the 
person to whom the written determination pertains and of any 
other person, other than a person with respect to, whom a notation 
is ma.de under subsection (d) (1). identified in the written deter
mination or any background file document; 

"(2) information specifically authorized under criteria estab
lished by an Executive order to be kept secret in the interest of 
national defense or foreign polic1, and which is in fact properly 
classified pursuant to such Executive order; 

.. 
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"(3) information specifically exempted from disclosure by any 
statute (other than this title) which is applicable to the Internal 
Revenue Service; 

" ( 4) trade secrets and commercial or financial information 
obtained from a person and privileged or confidential; 

" ( 5) information the disclosure of which would constitute a 
clearly unwammted invasion of personal privacy; 

" ( 6) information contained in or related to examination, 
operating, or condition reJ!?rtS prepared by, or on behalf of, or for 
use of an agency responsible for the regulation or supervision of 
financial institutions; and 

"(7) geological and geophysical information and data, includ-
ixig maps, concerning well& 

'l;he Secretary shall determine the appropriate extent of such dele
tions and, except in the case of intentional or willful disregard of this 
subsection, shall not be required to make such deletions (nor be liable 
for failure to make deletions) unless the Secretary has agreed to sucb 
deletions or has been ordered by a court (in a proceeding under sub
section ( f) ( 3) ) to make such deletions. 

"(d) Pnocmuua W1TH Rm.ARD ro Tunm PARTY CoNTACTS.-
"(1) NarATIONs.-If, before the issuance of a written determi

nation, the Internal Revenue Service receives any communication 
(written or otherwise) ooll.Cerlling such written determin
atio~ any request for such determination, or any other matter 
involving such written determination from a person other than an 
employee of the Internal Revenue Service or the person to whom 
such written determination pertains (or his authorized repre
sentative with. regard t? s~ch written dete.rmination), the Internal 
Revenu.e ~rv1ce .shall mdicate, on the written determination open 
to pubhe inspection, the category of the person making such com
munication and the date of such communication. 

"(?) ~:S:CEPTION.-Para~ph (1) shall not apPly to any co111-
mumcation made by the Chief of Staff of th Jomt Committee on 
Taxation. 

"(3). DI~LOSI:U ~F TDENTITY.-In the case of any written 
detenrun!'~ion .to which _paragraph ( 1) applies, any person may 
-!lle a petl~ion m the U~t~ States Tu Court or file a complaint 
m the Umted States D1str1ct Court for the District of Columbia 
for an. order requii:ing. that the _identity of any person to whom 
the wn~ten determmation pertams be disclosed. The court shall 
order di~losure of such identity if there is evidence in the record 
from wluch one could reasonably conclude that an hnproprietv 
occurred or undue influence was exercised with respect to such 
written de~ermination by or on ~half of such person. The court 
may !Llso du-ect t~e Secretary to disclose any portion of any other 
d~etions ~a?e m acco~d~nce with subsection ( e) where such 
diselosun; is m the public mterest. If a proeeeding is commenced 
un.der t~is paragraph, the person whose identity is subject to 
be:mg disclosed and the person about whom a notation is made 
under l!':ragraph ( 1) shall be notified of the proceedi~ in accord
ance with the P.rocedu~s descri~ in subsection (f){4)(B) and 
~hall have ~he right to mtervene m the proceeding (anonymously. 
if ap~priate). 

"(4) PERIOD IX WHICH TO BRIXG ACTIOX.-~o proceeding rhall 
be commenced under paragraph (3) unless a petition is filcll 
be~ore the exp~rati.on ?f 36 months after the first day that the 
wntten determlllB.tlon is open to public inspection. 
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" ( e) BAcx01toUND FxLl!: DocuvENTS.-Whenever the Secretary 
makes a written determination open to public inspection under thIS 
section, he shall also make available to any person, "but only upon the 
written request of that person, any background file document relating 
to the written determination. 

"(f) RF.SOLUTION OF DISPUTES RELATING TO Dlsor.osURE.-
"(1) NOTICE OF INTENTION TO DISCLOSE.-The Secretary shall 

upon lSSUance of any written detennination, or upon receipt of a 
request for a bac~und file document, mail a notice of intention 
to disclose such determination or document to any person to whom 
the written determination pertains (or a succemior in interest, 
executor, or other person authorized by law to act for or on 
behalf of such person). 

"(2) AnJUNISTRATIVE REHEDIES.-The Secretary shall prescribe 
regulations establishing administrative remedies with respect to

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

"(B) requests to restrain disclosure. 
" ( 3) ACTION TO RESTRAIN DISCLOSURE.-

" (A) Clu:ATION OF REMEDY.-Any person-
"(i} to whom a written determination pertains (or a 

successor in interest, executor, or other person authorized 
by law to act for or on behalf of such person), or who has 
a direct interest in maintaining the confidentiality of any 
such written determination or background file document 
(or ~rtion thereof), 

"(ii} who disagrees with any failure to make a dele
tion with respect to that portion of any written deter
mination or any background file document which is to 
be o~ or available to public inspection, and 

"(iii) who has exhausted his administrative remedies 
as prescribed pursuant to parap-aph (2), 

may, within 60 days after the mailmg by the Secretary of a 
notice of intention to disclose any written determination or 
background file document under pa~ph (1), to~ther 
with the proposed deletions, file a petition in the United 
States Tax COurt (anonymously, if appropriate) for a deter
mination with respect to that portion of such written deter
mination or background file document which is to be open to 
public inspection. 

"(B) NOTICE TO CERTAIN PERSONs.-The Secretary shall 
notify any person to whom a written determination pertains 
(unless such person is the petitioner) of the filin~ of a peti
tion under this paragraph with respect to such wntten deter
mination or related background file document, and any such 
person may intervene (anonymously, if appropriate) many 
proceeding conducted pursuant to this pa.re.graph. The Sec
retary shall send such notice by registered or certified mail 
to the last known address of such person within 15 days after 
such petition is served on the SeCretary. No person who has 
received such a notice may thereafter file any petition under 
this paragraph with respect to such written determination or 
background file document with respect to which such notice 
was received. 

"(4) ACTION TO OBTAIN ADDITIONALDISCLOSURE.-
" CAJm~BEU'ION OF REMEDY.-Any person who has exhausted 

the a 'nistrative remedies prescribed pursuant to para-
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gr&.J>h (2) with respect to a request for disclosure may file a 
petition in the United States Tax Court or a. complaint in the 
United States District Court for the District of Columbia for 
an order requiring that any written determination or back-
ground file document (or portion thereof) be made open or 
available to public inspection. Except where inconsistent with 
subpnrngraph (B), the provisions of subparagraphs (C), 
(D), (E), (F), and (G) of section 652(a) (4) of title 6, 
rnited Stntes COde, shall ar ply to any proce~ under this 
paragraph. The Court shal examine the matter de novo and 
without regard to a decision of a court under pa.re.graph (3) 
with respect to such written determination or background file 
document, and may examine the entire text of such written 
determination or b&c~round file document in order to deter-
mine whether such wntten determination or background file 
document or any part thereof shall be open or available to 
public inspection under this section. The burden of proof 
with respect to the issue of disclosure of any information shall 
be on the Secretary and any other person seeking to restrain 
disclosure. 

"(B) INTERVEN'1'£oN.-If a proceeding is commenced under 
this paragraph with respect to any written determination or 
background file document, the Secretary shall, within 15 days 
after notice of the petition filed under subparagraph (A) is 
served on him, send notice of the commencement of such pro
cee<ling to all persons who are identified by name and address 
in such written determination or background file document. 
The Secretary shall send such notice by registered or certified 
mail to the last known address of sueh person. Any person 
to whom such determination or background file document per
tains may intervene in the proceeding (anonymously, if ap
propriate) . If such notice is sent, the Secretary shall not be 
required to defend the action and shall not be liable for public 
disclosure of the written determination or backgrobiid file 
document (or any portion thereof) in accordance with the 
final decision of the court. 

"(5) EXPEDITION OF DETERKINATION.-The Tax Court shall 
make a decision with respect to any petition described in para
graph ( 3) at the earliest practicable date and the Court of 
Appeals shall expedite any review of such decision in every way 
possible. 

"(6) PUBLICITY OF TAX COURT PROCEEDINGS.-Notwithstanding 
sections 7458 and 7461, the Tax Court may, in order to preserve 26 USC 7458, 
the anonymity, privacy, or confidentiality of any person under 7461. 
this section, provide by rules adopted under section 7453 that 
portions of hrarings, testimony, evidence, and reports in CODJlec-
tion with p1'0Ceedings under this section may be closed to the 
public or to inspection by the public. 

"(g) TmE FOR DISC"LOSURE.-
"(1) IN GltlfEllAL.--Except as otherwise provided in this sec

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

" (A) no earlier than 75 days, and no later than 90 days, 
after the notice provided in subsection ( f) (1) is mailed, or, 
if later, 
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"(B) within 30 da;vs after the date on which a court 
decision under subsection (f) (3) becomes final. 

"(2) POSTPONEXENT BY ORDER OF OOURT.-The court may extend 
the period referred to in para.graph (1) (B) for such time as the 
court finds necessary to allow the Secretary to comply with its 
decision. 

"(S) PosT.PONEHENT OF DISCLOSURE FOR UP TO 90 DAY8.-.A.t the 
written request of the person by whom or on whose behalf the 
request for the written determination was made, the period 
referred to in J.>aragraph (l)(.A.) shall be extended (for not to 
exceed an additional 90 days) until the day which is 15 days after 
the date of the Secretary's determination that the transaction set 
forth in the written determination has been completed. 

"(4) Aool'l'IONAL 180 DA.YS.-If-
"(.A.) the transaction set forth in the written determination 

is not conipleted. during the period set forth in paragraph 
(3J, and 

'(B) the person by whom or on whose behalf the request 
for the written determination was made establishes to the 
satisfaction of the Secretary that good cause exists for addi
tional delay in opening the written determination to public 
~on, 

the period referred to in paragraph ( 3) shall be further extended 
(for not to exceed an additional 180 dats) until the day which. 
is 15 days after the d&te of the Secretary s determination that the 
tra.nsaction set forth in the written determination has been com
pleted. 

"(5) 8PJJOIAL BtJLB8 FOR CERTAIN WRITl'EN DETEDCINATIONS, 
BTC.-Notwi~ the provisions of paragraph (1), the Sec
retary shall not be required to make available to the publie>-

"(.A.) any technical advice memorandum and any related 
background file document involvinif any matter which is the 
su'bject of a civil fraud or criminal investigation or jeopardy 
or termination assessment until after any action relatmg t.o 
such investigation or assessment is completed, or 

"(B) any general written determination and any related 
background file document that relates solely to approval of 
the Secretary of anii:!option or change of-

" ( i) the fun · method or plan year of a plan under 
section 412, 

" (ii) a taxpayer's annual accounting period under sec
tion 442, 

" (iii) a taxpayer's method of accounting under sec
tion 446(e), or 

"(iv) a ·partnership's or partner's taxable year under 
~ion706, 

but the Secretary shall make any such written determination 
and related background file document available upon the 
written request of any eerson after the date on which (except 
for this subparagraph) such determination would be open 
to public inspection. 

"(.h) 1>IsCLosmm o:r "PmoR WBl'rl'EN Dmmua:NATIONB AND lb:LATED 
BACKGROUND FILE l>ocuxENTs.-

"(1) IN GENERAL.-Except as otherwise provided in this sub
section, a written determination issued pursuant to a request made 
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before November 1, 1976, and any baclq[round file document relat
ing to such written determination shall be open or available to 
public ~tion in accordance with this section. 

"(2) Tim: FOR DISCLOSURE.-In the oa.se of any written deter
mination or backaround file document which is to be made open 
or available to pu"blie inspection under paragraph (1)

"'(A~subsection (g) shallnot&,Pply,but 
"(B such written determination or background file docu

ment s all be made open or available to public inspection at 
the earliest practicable date after funds for that purpose have 
been appropriated and made available to the Internal Reve
nue Service. 

"(3) 0m>ER OF RELEASE.-.A.ny written determination or back
ground file docwnent described m paragra:ph ( 1) shall be open or 
available to public inspection in the following order starting with 
the most recent written determination in each Mtegory: 

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

"(13) &-eneral written determinations issued after July 4, 
196't;and 

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

General written determinations not described in subparagraph 
(B) shall be open t.o public inspection on written request, but not 
until after the written determinations referred to in subpara
graphs (A), (B), and ( C) are open to public ins~ion. 

"(4) NOTICE THAT PRIOR WRITl'EN DETERMINATIONS ARE OPEN TO 
PUBLIC INSPECTION.-Notwithstanding the provisions of subsec
tions (f) (1) and (f) (3) (A), not less than 90 days before making 
any portion of a written determination described in this sub
section open to public ins.J;>ection, the Secretary shall issue public 
notice in the Federal Re~ster that such written determination is 
to be made open to public inspection. The person who received a 
written determination may, within 75 days after the date of publi
cation of notice under this paragraph, file a petition in the United 
States Tax Court (anonymously, if appropriate) for a determina
tion with respect to that portion of such written determination 
which is to be made open to public inspection. The provisions of 
subsections (f) (3) (B), (5), and (6) shall afply if such a peti
tion is filed. lf no petition is filed, the text o any written deter
mination shall be open to public inspection 110 earher than 90 days, 
and no later than 120 days, after notice is published in the Fed
eral Register. 

"(lirEx~LU~N.-S~bsec~ion (d) shall not apply to any writ
ten d.etermmat1on described m pare.graph ( 1). 

"(i) Civu. REMEDIES.-
" ( 1) CIVIL ACTION .-Whenever the Secretary-

"( A) fails to make deletions required in accordance with 
subsection (e), or 

"(B) faits to follow the procedures in subsection (g), 
the recipient of the written determination or any person identified 
in the written determination shall have as an exclusive civil rem
edy an action against the Secn!tary in the Court of Cl&ims, which 
shall have jurisdiction to hear any action under this paragraph. 

"(2) DAMAoES.-ln any suit brought under the provisions of 
paragraph (1)(.A.) in which the Court determines that an em-
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ployee of the Internal Revenue Service intentionally or willfully 
failed to delete in accordance with subsection ( c), or in any swt 
brought under subparagraph (1) (B) in which the Court deter
!Jrines that an eJ!lPloyee inf:entionally or willfully failed to act 
m accordance with subsection (g), the United States shall be 
liable to the person in an amount equal to the sum of-

" (A) actual damages sustained hi the person but in no 
case shall a person be entitled to receive less than the sum of 
$1,000, a.nd 

"(B) the costs of the action together with reasonable 
attomel''s fees as determined by the Court. 

"(j) SPECIAL PaOVI8ION8.-
" ( 1) Fus.-The Secretary is authoriz.ed to assess actual cost.a

"(A) for duplication of any written determination or back
ground file document made open or available to the public 
under this section, and 

"(B) incurred in searching for and making deletions 
required under subsection ( c) from any wi-itten determination 
or backgrow1d file document which is available to public 
inspection only upon written request. 

The Secretary shall furnish any wntten determination or back
ground file document without charge or at a. reduced charge if he 
determines that waiver or reduction of the fee is in the public 
interest because furnishing such determination or back,qround file 
doc~ent can be considered as primarily benefiting tlie general 
public. 

"(2) REcoBDS DISP08AL PROCEDUHES.-Nothing in this section 
shall p~v~t the Secretary from disposing of any ~eral written 
determmat1on or background file d()CUlllent described in subsec
tion (b) in accordance with established records disposition proce
dures, but such disposal shall, except as provided in the following 
sentence, occur not earlier than 3 years after such written deter
mination is first made open to public inspection. In the case of 
any general written determination described in subsection (h), 
the Secretacy may dispose of such determination and any related 
b~und file document in acco~dance with such procedure.a but 
such d18p08&1 shall not occur earlier than 3 years after such writ
ten determination is first made open to public inspection if funds 
are appropriated for such purpose before January 20, 1979, or not 
earlier than January 20, 1979, if funds are not appropriated 
t>efore such date. The Secretary shall not dispose of any reference 
written determinations and related background file documents. 

"(3) Pm:CEDENTIAL 8TATUs.-Unless the Secretary otherwise 
establishes by regulations, a written determination may not be 
used or cited as precedent. The precedin8 sentence shall not 
apply J.:o ~ha.nge. the precedential .status (if any~ of written 
<l;etermmations with regard to taxes unposed by subtitle D of this 
title. 

"(k) SronoN NOT To APPLY.-This section shall not apply t.o-
"(1) any matter to which section 6104 applies, or 
"(2) any-

"(.A.) written determination issued pursuant to a request 
made before November 1, 1976, with respect to the exem:pt 
status under section 501(a) of an organization described m 
section ()01 (c) or (d), the status of an organization as a 
~rivate foundation under section 509{a), or the status of 

.. 
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an or~anization as an operating foundation under section 
4942(J) (3), 

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

" ( C) determination letter not otherwise described in sub· 
paragraph (A), (B), or (E) issued pursuant to a request 
made before November 1, 1976, 

"(D) background file document relating to any general 
written determination issued before July 5, 1967, or 

"(E) letter or other document described in section 6104 
(a) ( 1) ( B) (iv) issued before September 2, 197 4. 

"(I) EXCLUSIVE Rmm>Y.-Except as otherwise provided in this 
title, or with respect to a discovery order made in connection with a 
judicial proceeding, the Secretary shall not be required by any Court 
to make any written determination or background file document open 
or available to public inspection, or to refrain from disclosure of any 
such documents." 

(b) EFPEOT UPON PENDING REQtrEBTS.-.Any written determination 
or background file document which is the subject of a judicial pro
ceeding pursuant to section 552 o.f title 5, United States Code, com
menced before January 1, 1976, shall not be treated as a WTitten 
1letermination subject to subsection (h) (1), but shall be available 
to the complainant alo~ with the background file dooument, if 
1"4"<\uested, as soon as practicable after July 1, 1976. 

(c) CLlwcAL A.KEND.HENT.-The table of sections for subehapter B 
of chapter 61 is a.mended by striking out the item relating to section 
6110 and inserting in lieu thereof the following: 

"Sec. 6110. Public Inspection of written determinations. 
"Sec. 6111. Cross references." 

90 STAT. 1667 
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(cl) LE'M'ERS MADE PtrBLIC.-
( 1) Section 6104(a) (1) (A) (relating to inspection of appli· 26 USC 6104. 

cations for tax exemption) is amended- . 
(A) by inserting after "such application,'' in the first sen

tence thereof the following: "a.nd any letter or other docu
ment issued by the Internal Revenue Service with respect to 
such application"; and 

(Il) by inserting after "such application" in the second 
eentence thereof the following: "and such letter or document". 

(2) The amendments made by this subsection apply to any 26 USC 6104 
letter or other document issued with respect to applications filed ,note. 
after October 31, 1976. 

(e) EFFECTIVE DATE.-Except as otherwise provided in this section, 26 USC 6110 
the ai:nendments made by this section shall take effect on Novem· note. 
her 1, 1976. 
SEC. 1202. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND 

RETURN INFORMATION. 
(a) CoNl"IDBNTIALITY.-

( 1) hr GENEBAL.-Section 6103 (relating to publicity of tax 26 use 6103. 
returns and disclosure of infonnation u to persons filing tax 
returns) is amended to read as follows· 

"SEC. 6103. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND 
RETURN INFORMATION. 

"(a) ~ RULE.-Returns and return information shall be 
confidential, and except as authorized by this title-
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"(1) no officer or employee of the United States, 
"(2) no officer or employee of any State or ol any local child 

support enforcement agency who has or had access to returns or 
return information under this section, and 

"(3) no other person (or officer or employee thereof) who has 
or had access to returns or return information under subsection 
(e) (1) (D) (iii) or subsection (n), 

shall disclose any return or return information obtained by him in any 
manner in connection with his service as such an officer or an employee 
or otherwise or under the provisions of this section. For purposes of 
this subsection, the term 'officP.r or employee' includes a former officer 
or employee. 

"(b) D""D""h"'flTli"'_,....oNs.-For purposes of this eection-
" (1) RE-rumi.-The term 'return' means any tax or information 

return, declaration of estimated tax, or claim for refund required 
by,. or ~rovided .for or permitted under, the provisions of this title 
which IS filed with the Secretary by, on behalf of, or with respect 
!'° any perso!1, and any amendment or suppl~ent thereto, includ
mg supporting schedules, attachments, or lists which are sup
plemental to, or part of, the return so filed. 

"(2) RETURN INFORKATION.-The term 'return information' 
means--

"(.A.) a taxpayer's identity, the natm-e, source, or amount 
of ll:is income, ,payments, receipts, deductions, exemptions, 
credits, assets, liabilities, net worth, ta.x liability, tax with
held, deficiencies, overassessments, or tax payments, whether 
the taxpayer's return was, is being, or will be examined or sub
ject to other investigation or p~ or any other data, 
received by, recordOO. by, prepared by, ~oo to, or col
lected by the Secretary with respect to a return or with respect 
to the determination of the existence, or possible existence, 
of liability (or the amount thereof) of any person under 
this t~tle f<?r. any ~ penalty, interest, fine, forfeiture, or 
other unpos1t1on, or onense, and 

"(B) a.ny _part of a.ny written determination or any back
ground file document relating to such written determination 
(as such terms are defined in section 6110(b)) which is not 
o~ to public inspection under section 6110, 

but such term does not include data in a. form which cannot be 
assoc:ia.ted with, or ot.herwise identify, directly or indirectly, a 
particular taxpayer. 

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

"(4) TAX ADHINISTRATION.~The term 'tax administra.tion'
"(.A.} means--

"(i) the administration, management, conduct, direc
tion, and supervision of the execution and application 
of the internal revenue laws or related statutes (or equiv
alent laws a.nd statutes of a State) and tax conventions 
to which the United States is a party and 

" (ii) the development and fonn~ation of Federa.1 tax 
policy relat!ng to existing or proposed internal revenue 
laws, related statutes, and t&x conventions, and 
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"(B) includes assessment, collection, enforcement, litiga
tion, publication, and statisti~ gathering functions under 
such laws, statutes, or conventions. 

"(6) STATE.-The term 'State' means any of the 50 St&;tes, the 
District of Columbi~ the Commonwealth of Puerto Rico, the 
Virgin Islands, the Canal Zone, Guam, American Samoa, the 
Commonwealth of the Northern Mariana Islands, and the Trust 
Territory of the Pacific Islands. 

"(6) TAXPAYER mENTITY.-The term 'taxpayer identity' means 
the name of a. person with respect to whom a return is filed, his 
mailing address, his taxpayer identifying number (as dMCribed 
in section 6109), or a combination thereof. 

"(7) INSPEC'l'ION.-The terms 'inspected' and 'inspection' mean 
anv examination of a return or return information. 

Z£ ( 8) l>rscLosURE.-The term 'disclosure' means the making 
known to any person in any manner whatever a. return or return 
information. 

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

"(c) DrscLOSURE OF RETURNS AND RETURN INFORMATION To DESIG
NF.E oF TAXPAYER.-The Secretary may, subject to such requirements 
and conditions as he may prescritJe by regulations, disclose the return 
of any taxpayer, or return information with respect to. such ~
payer, to such person or persons as the taxpayer may designate m a 
written request for or consent to such disclosure, or to any other per
son at the taxpayer's request to the extent necessary to comply with 
a !6<1.Uest for information or assistance made by the taxpayer to such 
other person. However, return information shall not be disclosed to 
such person or persons if the Secretary determines that such disclosure 
would seriously impair Federal tax administration. 

"(d) DrsCLOBURE TO STATE TAX OnlCIALS.-Returns and return 
information with respect to taxes irnposed by chapters 1, 2, 6 11, 12, 
21, 23, 24, 44, 51, and 52 and subchapter D of chapter 36, shall\,; open 
to inspection by or disclosure to any State agency, body, or commis
sion, or its legal representative, which is charged under the laws of 
such State with responsibility for the administration of State tax Jaws 
for the purpose of, and only to the extent necessary in, the admin
istration of such Jaws, includin~ any procedures with respect to locat
ing any J>0rson who may be entitled to a refund. Such inspection shall 
be pernutted, or such disclosure made, only upon written request by the 
head of such agency, body, or commission, and only to the representa
tives of such a~ncy, body, or commission designated in such written 
request as the mdividuals who are to inspect or to receive the return 
or return information on behalf of such agency, boCly, or commission. 
Such representatives shall not include any individual who is the chief 
executive officer of such State or who is neither an employee or legal 
representative of such agency, body, or commission nor a person 
described in subsection (n). However, such return information shall 
not be disclosed to the extent that the Secretary determines that such 
disclosure would identif1 a confidential informant or seriously impair 
any civil or criminal tax mvestigation. 

"(e) DISCLOSURE TO PERSONS HAVING MATERIAL INTEREST.-
"(1) IN GENERAL.-The return of a person shall, upon written 

request, be open to inspection by or disclosure to-
" (.A.) in the case of the return of an individual-

90 STAT. 1669 
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Regulatiou. 

26 USC 1, 1401, 
1501, 2001, 
2501, 3101, 
3301, 3401, 
PM4 p. 1754. 
26 USC 5001, 
5701, 4481. 
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"(i) that individual, 
"(il) if property transferred by that individual to a 

trust 18 sold or exchanged in a transaction described in 
section 644, the trustee or trustees, jointly or separately, 
of such trust to the extent necessary to ascertain any 
amount of tax imposed upon the trust by section 644, or 

"(iii) the spouse of that individual if the individual 
and such spouse have signified their consent to consider 
a gift reported on such return as made one-half by him 
an<i one-half by the spouse pursuant to the provisions of 
section 2513; 

" ( B) in the case of an income tax return filed jointly1 either 
of the mdividuals with respect to whom the return is tiled; 

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

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

" ( i) any person desi~ated by resolution of its board 
of directors or other similar governing body, 

"(ii) any officer or employee of such corporation upon 
written request siwied by any principal officer and 
attest:ed to by the secretary or other officer, 

" (iii) any bona fide shareholder of record owning 1 
percent or more of the out.standing stock of such corpora
ti 

°c!(iv) if the corporation was a foreign personal holding 
company t as defined by section 552, an.Y person who was a 
shareho1<1er during any part of a ~nod covered by such 
return if with respect to that perioo, or any part thereof, 
such shareholder was required under section 551 to 
include in his ~oss income undistributed foreign per
sonal holding company income of sue~ company, . 

"(v) if the corporation was an electing small bUSlDess 
corporation under subchapter S of chapter 1, any person 
who was a shareholder during any part of the period cov
ered by such return during wliich an election was in 
effect, or 

"(vi) if the corporation has been dissolved, any per
son authori7.ed by applicable State law to act for the 
corporation or any person who t.he Secret.ary ~ds to 
have a material interest which will be a1rected by infor
mation contained therein; 

"(E) in the case of the return of an est.ate-
"(i) the administrator, executor, or trustee of such 

estate, and . be efi . d 
"(ii) anv heir at law, next of kin, or n c1ary un er 

the will, of the decedent, but only if thA Sec~tary finds 
that such heir at law, next of kin, or bene~c1ary h~ a 
material interest which will be aifected by information 
contained therein; and 

"(F) in the case of the return of a trust-
"(i) the trustee or trustees, jointly or separatelY.• and 
"(ii) anv bt'neficiary of such trust, but only if ~he 

Secretary 'finds that such beneficiary h~ a matt;nal 
inteJ'el'!t which will be ail'ected by information contamed 
therein. 
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"(2) INOOXPBTENcr.-If an individual described in par&graph 
(1) is lega.lly ineompet,ent, the applicable return shall, upon 
written request, be open to inspection by or disclosure to the com
mittee, trustee, or guardian of his estate. 

"(8) DECEASED INDIVIDUALB.-The return of a decedent shall, 
upon written request, be open to inspection by or disclosure to

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

''(B) any heir at law, next of kin, or beneficiary under the 
will, of such decedent, or a donee of property, but only if the 
Secretary finds that such heir at law? ~ext of kin, 'beneficiary, 
or donee has a material interest which will be affected by 
information contained therein. 

"(4) BAN1DlUFTCY.-lf substantially all of the property of the 
person with respect to whom the return is filed 1s in the hands 
of a trustee in bankruptcy or receiver, such return or returns for 
prior years of such person sha.ll, upon written request, be open to 
lilSpection by or disclosure to such trustee or receiver, but only if 
the Secretary finds that such receiver or trustee, in his fiduciary 
capacity, has a material interest which will be ail'ected by infor
mation contained therein. 

"(IS) A'm>RNEY IN rAm.-Any return to which this subsection 
applies shall, upon written request, also be open to inspection 
by or disclosure to the attorney in fact duly authorized in writ
ing by any of the persons descnl>ed in paragraph (1), (2), (3), 
or ( 4) to inspect the return or receive the information on his 
behalf, subject to the conditions _provided in such paragraphs. 

"(6) RETURN lNFORXA.TION.-Retum information with respect 
to any t.axpayer may be open to inspection by or disclosure to any 
person authorized by this subsection to inspect anv return of such 
taxpayer if the Secret.ary determines that such disclosure would 
not seriously impair Federal tax administration. 

" ( f) DI8CL08UltE TO Coxvrrrm:s OF 0oNOJtll88.-
" (1) Co](J(l'M'EJIJ ON WA Y8 AND KEANS, 00.HMITTEE ON FINANCE, 

AND JOINT OOllMITTEE ON TAXATION.-Upon written request from 
the chairman of the Committee on Wavs and Means of the House 
of &pl'eeentatives. the chairman of ihe Committee on Finance 
of the Senate, or the chairman of the Joint Committ.ee on Taxa
tion, the Secretary shall furnish such committee with any return 
or return information specified in such request, except that any 
return or return information which can be associated with, or 
otherwise identify, directly or indirectly, a. particular taxpayer 
shall be furnished to such committee only when sitting in closed 
executive session unless such taxpayer otherwise consents in writ
ing to such di.scl08llre. 

"(2) CHJu OF STAFF OF JOINT OOXMITl'EE ON TAXATION.-Upon 
wi~n request bv the Chief of Staft' of the Joint Committee 
on Taxation, the Secretary shall furnish him with any return or 
return information specified in such request. Such Chief of Staff 
may submit such return or return information to anv committee 
described in paragraph (1), except that a.ny return or return 
information which. can be associated with, or otherwise identify, 
directlv or indirectlv, a particula.r taxpaver shall be furnished to 
such committee only when sittin1t in closed executive ses.5ion unless 
such taxpayer otherwise consents in writing to such disclosure. 

"(3) Orm!lR CQlOlJTTEE8.-Pursunnt to an nction by, and upon 

90 STAT. 1671 
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written request by the chairman of, a committee of the Senat.e or 
~he House of Representatives (other than a committee specified 
m paragraph (1)) specially authorized to inspect any return or 
return inform.a.tion by a resolution of the Senate or the House of 
Representatives or, in the case of a joint committee (other than 
the joint committee specified in paragraph (1)) by concurrent 
resolut~on, the Secretary shall furnish such committee, or a duly 
authoi:ized an~ des~ated subcommittee thereof, sittin~ ill closed 
executive session, with any return or return information which 
such resolution authorizes the committ.ee or subcommittee to 
inspect. Any resolution described in this paragraph shall specify 
the purpose for which the return or return information is to be 
furnished and that such information cannot reasonably be 
obtained from any other source. 

"(4) AGENTS OF COH:M.lTTEES AND SUBMISSION OF INFORMATION 
TO SENATE OR HOUSE OF Rl!ll'RESENTATIVES.-

14(.A.) Co:M:XITTEES DESCRIBED IN PARAGRAPH (1).-Any 
committee described in paragraph (1) or the Chief o:f Staff 
of the Joint Committee on Taxation shall have the a.uthority, 
acting directly, or by or through such examiners or agents as 
the chairman of such committee or such chief of staff' may 
designate or aippoint, to inspect returns and return informa
tion at such time and in such manner as may be determined by 
such chairman or chief of staff. Any return or return informa
tion obtained by or on behalf of such committee pursuant to 
the provisions of this subseotion may be submitted by the 
committee to the Senate or the House of Repmsentatives, or to 
both. The Joint Committee on Taxation may also submit 
such return or return information to any other committee 
described in paragraph (1), except that any return or retnm 
infonnation which can be associated with, or otherwise iden
tify, directly or indirectly, a particular taxpayer shall be fur
nished to such committee only when sitting m closed executive 
session unless such taxpayer otherwise consents in writing to 
such disclosure. 

"(B) Orun OOXHITTEE8.-Any committee or subcommittee 
described in para,rr&ph (3) shall have the rip;ht, act.in~ 
directly, or by or through no more than four examinel'S or 
agents, designated or appointed in writing in equal numbers 
by the ch.airman and ranking minority member of such com
mittee or subcommittee, to inspect returns and return infor
mation at such time and in such manner as may be determined 
by such chairman and ranking minority member. Any return 
or return information obtained by or on behalf of such com
mittee or subcommittee pursuant to the :t>rovisions of this sub
section may be submitted by the cormruttee to the Senate or 
the House of Representatives, or to both, except that any 
return or return information which can be associat.ed with, 
or otherwise identify, directly or indirectly, a particular tax
payer, shall be furnished to the Sena.re or the House of Repre
sentatives only when sitting in closed executive session unless 
such ta:xp&yer otherwise consents in writing to such disclo
sure. 

"(g) DrsoLOSURE ro PRESIDENT AND CERTAIN 0THF.Jt PERsoNs.
"(l) IN GENERAL.~Upon written request by the President, 

signed by him personally, the Secretary shall furnish to the Presi-

• 
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dent, or to such employee or employees of the White House Office 
as the President m&y designate by name in such request, a return 
or return information with respect to any taxpayer named in such 
request. Any such request shall state-

"(A) the name and address of the taxpayer whose return 
or return information is to be disclosed, 

"(B) the kind of return or return information which is 
to be disclosed, 

" ( C) the taxable period or periods covered by such return 
or return information, and 

"(D) the specific reason why the inspection or disclosure 
is requested. 

"(2) DrsoLOSUBE OF RETURN INFORMATION AS TO PRESIDENTIAL 
APl'OINTEES AND CERTAIN OTHER FEDERAL GOVERNMENT APl'OINT
l!IES.-The Secretary may dii:close to a duly authorized represent
ative of the Executive Office of the President or to the head of 
any Federal agency, upon written request by the President or 
head of such agency, or to the Federal Bureau of Investigation 
on behalf of and upon written request by the President or such 
head, return information with respect to an individual who is 
designated as being under consideration for appointment to a 
position in the executive or judicial branch of the Federal Go,·
erriment. Such return information shall be limited to whether 
such individual-

" (A) has filed returns with respect to the taxes imposed 
under chapter 1 for not more than the immediately preceding 
3 years; 

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

yea( rs; bee · d · · · f 'bl · · " C) has n or is un er mvestigation or poss1 e cr1m1-
nal offenses under the int.ernal revenue laws and the results of 
any such investigation; or 

"(D) has been assessed any civil penalty under this title 
for fraud. 

Within 3 days of the receipt of any request for any return infor
mation with respect to any individual under this paragraph, the 
Secretary shall notify such individual in writing that such infor
mation has been requested under the provisions of this par&graph. 

"(3) REsTRIOTION ON DISCLOSURE.-The employees to whom 
returns and return information are disclosed under this subsection 
shall not disclose such returns and return information to any 
other person except the President or the head of such agency with
out the personal written direction of the President or the head of 
such agency. 

"(4) RESTRICTION ON DISCLOSURE TO CERTAIN EMPLOYEES.-Dis
closure of returns and return information under this subsection 
shall not be made to any employee whose annual rate of basic pay 
is less than the annual rate of basic pay specified for positions 
subject to section 5316 of title 5, United States Code. 

"(5) REI'ORTING REQUIREXENTS.-Within 30 days after the close 
of each calendar quarter, tJ1e President and the head of any agency 
requesting returns and return information under this subsection 
shall each file e. report with the Joint Committee on Taxation set
ting forth the taxpayers with respect to whom such requests were 
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made during such <J.Uarter under this subsection, the returns or 
return information mvolved, and the reasons for such requests. 
The President shall not be ~uired t? ~eport on ~ny. r~uest for 
returns and return information pertaining to an mdiv1dual who 
was an officer or employee of the executive branch of the Federal 
Government at the time such request was. made. Reports filed _p~r
suant to this paragraph shall not be disclosed unless the Jomt 
Committee on Taxation determines that disclosure thereof 
(including identifying details) would be in the national interest. 
Such reports shall. he maintain~ by the Joint Co~i~tee on 
Taxation for '!- penod n!>t exceeding 2. years uni~ within su~h 
period, the J omt Committee on Taxation detenmnes that a dis
closure to the Congress is necessary. 

"(h) IhsCLOSURE TO CERTAIN FEDERAL OFFICERS AND EMPLOYEES FOR 

PUJU>OSF.B OF T.u: ADXINISTRATIO.N, ETC.-
. "(1) DEPARTHENT OF THE TimAsURY.-Returns and ret'!rn 

information shall, without written request, be open to inspection 
by or disclosure to officers and employees of the Depa.rtment of the 
Treasury whose official duties require such inspection or disclosure 
for tax a.dministration purposes. 

"(2) DEPARTJOD:NT OP JuSTie&-A return or return informa
tion shall be open to insyection by or disclosure to attorneys of 
the Department of Justice (including United States attorneys) 
persona1ly and directly e~ in, a~d sol~ly ~or the~ use in, 
preparation for any prooeedmg (or mvestigation which may 
result in such a proCeeding) before a Federal grand jury or any 
Federal or State court in a matter involving tax administration, 
'f:>ut onlx if-

' (A) the taxpayer is or may be a party to such proceeding; 
"(B) the treatment of an item reflected on such return 

is or may be related to the resolution of an issue in the pro
ceeding or investigation; or 

" ( C) such return or retll!'Il in!onnation relates or m11:y 
relate to a transactional relationship between a person who 1s 
or may be a party to.the proceeding and the taxpayer which 
attects, or may aft'ect, the resolution of an issue m such pro
ceeding or investigation. 

"(3) Foro.r or REQm.&T.-In any case in which the Secretary is 
authorU.ed. to disclose a return or return information to the 
Department of Justice pursuant to the provisions of this 
subsection-

" (A) if the Secreta.ry bas referred the case to the Depart
ment of Justice, or if the proceeding is authorized by sub
chapter B of chapter 76, the Secretary may make such 
disclosure on his own motion, or 

"(B) .if the Secretary receives a written request from the 
Attorney General, the Deputy Attorney General, or an 
Assistant Attorney General for a return of, or return infor
mation relating to, a. person named in such request a.nd set
ting forth the need for the disclosure, the Secretary shall 
disclose return or return the information so requested. 

" ( 4) DISOLOBURE IN JUDICIAL AND ADHINISTRATIVE TAX 
PROCEEDINos..-A return or return information may be disclosed 
in a Federal or State judicia] or administrative proceeding per
taining to tax administration, but only-
. " (A) if t.he taxpayer is a party to such proceeding; 

., 
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" ( B) if the treatment of an item reflected on such return 
is direCtly related to the resolution of an issue in the proceed-

~ i C) if such return ~r ret~rn information directly rel?Ltes 
to a transactional relationship between a. person who is a 
party to the proceeding and the taxpayer which directly 
affects the resolution of an issue in the proceeding; or 

"(D) to the extent required by order of a court pursuant 
to section 3500 of title 18, United States Code, or rule 16 of 
the Federal Rules of Criminal Procedure, such court ~ing 
authorized in the issuance of such order to give due consider
ation to congressional policy favoring the confidentiality of 
returns and return information as set forth in this title. 

However, such return or return information shall not be disclosed 
as provided in subparagraph (A), (B), or (C) if the Secretary 
determines tha.t such disclosure would identify a confidential 
informant or seriously impair a civil or criminal tax investigation. 

" ( 5) PROSPEOTIVE JURORB.-ln connection with any judicial 
proceeding described in paragraph ( 4) to which the Umted States 
1s a party, the Secretary shall respond to a written inquiry from 
an attorney of the Department of Justice (including a United 
States attorney) involved in such proceeding or any person (or his 
legal representative) who is a. party to such proceeding as to 
whether an individual who is a prospective juror in such proceed
ing has or has not been the subject of any audit or other tax 
investigation by the Internal Revenue Service. The Secretary 
shall limit such response to an affirmative or negative reply to such 
inquiry. 

" ( i) DISCLOSURE TO FEDERAL OmCERS OR EMPLOYEES roR 
AnllllNISTRATION OF FEDERAL LAws NOT RELATING TO T.u 
ADMINISTRATlON.-

" (1) NONTAJ: CRIMINAL INVESTIGATION.-
"(A) INFORMATION FROM TAXPAYER..-A return or tax

payer return information shall, pursuant to, and upon the 
grant of, an ex parte order by a Federal district court judge 
as provided by this paragraph, be open, but only to the extent 
necessary as provided in such order. to offiet>rs and employees 
of a Federal agency personally and directly e~ in and 
solely for their use in, preparation for a.nv admmistrative or 
judicial proceeding (or investi~tion which may result in 
such a proceedin1.r) pertainin~ t.o the enforcement of a specifi
cally designated Federal crimi11f\l statute (not involving tax 
administration) t.o which the United States or such agency 
is or may be a party. 

"(B) APPLteATION FOR OlmER.-The head of anv Fecleral 
neency described in subparagranh (A) or, in the case of the 
Department of .Justice. the Attornev Oeneral. .the Deputy 
Attorney f'"teneral, or an AsRistn.nt At.tornev f'Tf>n~ral. may 
llut.hori?.e an anpliration to a Federal diRtrict court iudge for 
the order referred to in subpar&Jrl'aph (A ) • noon such 
application, such judge mav llt'ant such ord~r if~ dPt1>rmines 
on the basis of the facts submitted bv the apnlicant th&t-

"(i) there is reasonable canSI' to believe, baRed n1>0n 
information believed to be reliable, tha.t a specific crimi
nal acl has been committed; 

"(ii) there is reason to believe that such return or 
return information is probative evidence of a matter in 

18 USC app. 
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issue related to the commission of such criminal act; 
and 

"(iii) the information sought to be disclosed cannot 
reasorui.bly be obtained from any other source, unless it is 
determined that, notwithstanding the reasonable availa
bility of the information from another source, the return 
or return information sought constitutes the most pro
bative evidence of a matter in issue relating to the 
commission of such criminal act. 

However, the Secretary shall not disclose any return or 
return information under this para~ph if he determines and 
certifies to the court that such disclosure would identify a 
confidential informant or seriously impair a civil or criminal 
tax investigation. 

"(2) RETURN INFORHATION CYI'HER THAN TAXPAYER RETUnN 
INFORHATION.-Upon written request from the head of a Federal 
agency described in paragraph (l.) (A), or in the case of the 
Department of Justice, the Attorney General, the Deput,y Attor
ney General, or an Assistant Attorney General, the SOOretary 
shall disclose return information (other than taxpayer return 
informa.tion) to officers and employees of such agency personally 
and directly enrged in, and sOiely for their use in, preparation 
for any administrative or judicial proceeding (or investigation 
which m~y result i.n such a proceedmg) described in paragraph 
(1) (Ai. Such request shall set forth-

' (A) the name and add:ress of the ta.xpayer with respect 
to whom such return information relate.s; 

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

"(C) the statutory authority under which the proceeding 
or investigation is bemg conduclted; and 

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

However1 the Secretary shall not disclose any return or return 
information under this paragraph if he determines that such 
disclosure would identify a confidential informant or seriously 
impair a civil or criminal tax investigation. 

'(3) DISCLOSURE OF RETURN INFORMATION CONCERNING l'OSSIBLE 
()Rll[INAL ACTIVITIE8.-The Secretary may disclose in writing 
return information, other than taxpayer return information, which 
may constitute evidence of a violation of Federal criminal laws 
to the extent necessa~ to apprise the head of the appropriate 
Federal agency charged with the reaponsibility for enforcing such 
laws. 

"(4) UsE IN JUDICIAL oR ADMINISTRATIVE PROCl!IBDING.-Any 
return or return information obtained under paragraph (1), (2), 
or (3) may be entered into evidence in any administrative or 
judicial proceeding pertaining to enforcement of a specifically 
desi~ated Federal criminal statute (not involving tax adminis
tration) to which the United States or an agency described in 
paragraph (1) (A) is a party but, in the case of any return or 
return information obtamed under paragraph (1), Only if the 
court finds thaf such return or return information is probative of 
a matter in issue relevant in establishing the commission of a crime 
or the guilt of .a party. However, any return or return information 
obtained under paragraph (1), (2)~ or- (3) shall not be admitted 
into evidence in such proceeding if the Secretary determines and 
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notifies the Attorney General or his delef te or the head of such 
agency that such admission would identi a confidential inform
ant or seriously impair a civil or crimina tax investigation. The 
admission into evidence of any return or return information 
contrary to the ~rovisions of this paragraph shall not, as such, 
constitute reversible error upon nppeal of. a judgment in such 
proceeding. 

" ( 5) RENEGOTIATION OF CONTRACTs.~A wturn or return infor
mation with respect to the tax imposed by chapter 1 upon a tax
payer subject to the provmio.µs of the Renegut1ation Act of 1951 
shall, upon request in writing by the Chairman of the Bimegotia
tion Board, be open to officers and employees of such board person
ally and directly en~aired in, and solely for their use in, verifying 
or analyzing finan.maf information required by such Act to be 
filed with, or otherwise disclosed to, the bo11ord, or to the extent 
necessary to implement the provisions of section 1481 or 1482. The 
Chairman of the Renegotiation Boa1'd. may, upon referral of any 
matter with respect to such Act to the Department of Justice for 
further legal action, disclose such return and return information 
to any employee of such department charged with the responsi
bility for handling such matters. 

" ( 6) COMPTROLLER GENERAL.-
" (A} RETUR...'\'8 AVAILABLE l<'OR IXSPECTION,-~ceptas pro

vided in subparagraph (B), upon written request by the 
Comptroller Genera[ of the United States, returns and 
return information shall be open to inspection by, or disclo
sure to, officers and employees of the General Accounting 
Office for the purpose of, and to the extent necessary in, 
ma~-

'(i) an audit of the Internal Revenue Service or the 
Bureau of Alcohol, Tobacco and Firearms which may be 
required by section 117 of the Budget and Accounting 
Procedures Act of 1950 (31U.S.C.67),or 

"(ii) any audit authorized by subsection (p) (6), 
excl}pt that no such officer or emp10yee ehall, except to the 
e:x;tent authorized by subsection (f) or (pH6), disclose to 
any person, other th&n another officer or employee of such 
office whose official duties require sueh dil!elosure, any return 
or return information described in section 4424 (a) in a form 
which can be associated with, or otherwise identify, directly 
or indirectly, _a particular taxpayer, nor shall such officer 
or employee discle$e any -0ther return or return informa
tion, except as otherwise expressly provided by law, to any 
person other than such other officer or employee of such office 
ma form which can be associated with, or otherwise identify, 
directly or indirectly, a partieula.r ta.xpayer. 

"(B) DI.S;\PPBOVAL BY JOINT COMMITTEE ON TAXATION.
Returns and retum information shall not be open to inspec
tion. or disclosed under subparagraph (A) with respect to an 
audit-

" ( i) unless the Comptroller General of the United 
States notifies in writing the Joint Gommittee on Taxa
tion of such audit, and 

"(ii) if the Joint Committee on Taxation disapproves 
sueh audit by a vote of at least two-thirds of its members 
within the 30..day period be~ng on the day the Joint 
Committee on Taxation receives such notice. 
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"(j) 8TATIBl'ICAL Ua.-
" ( 1) DliPARTMENT OF COJDCBRCE.-Upon ~uest in writing by 

the Becretary of Commerce, the Secretary shall furnish-
"(A) such returns, or return information reflected thereon, 

to officers and employees of the Bureau of the Census, and 
" ( B) such return information reflected on returns of cor

porations to officers and employees of the Bureau of Eco
nomic .Analysis, 

as the Secretary may preseribe by regulation for the purpose of, 
but only to the es:tent necessary in, the structuring of censuses and 
national economic accounts and conducting related statistical 
activities authorized by law. 

"(2) FmERAL TRADE OOJOCI88ION.-Upon request in writing by 
the Chairman of the Federal Trade Commission, the Secretary 
shall furnish such return information reflected on any return of 
a corporation with respect to the tax imposed by chapter 1 to offi
cers and employees of the Division of ~inancial Statistics of the 
Bureau of Economics of such commission as the Secretary may 
prescribe by regulation for the purpose of, but only to the extent 
necessary in, administration by such di vision of legally author
ized economic surveys of corporations. 

"(3) DEPARTHENT OF TREASURY.-Returns and return informa
tion shall be open to inspection by or disclosure to officers and 
employees of the Department of the Treasury whose official duties 
require such inspection or disclosure for the purpose of, but only 
to the extent necessary in, prepar~ economic or financial fore
casts, projections, analyses, and statistical studies and conducting 
related activities. Such inspection or disclosure shall be permitted 
only upon written request which sets forth the specific reason or 
reasons why such inspection or disclosure is necessary and which 
is signed by the head of the bureau or office of the Department of 
the Treaso.ry requesting the inspection or disclosure. 

"(4) ANoNncous FORlC.-No person who receives a return 
or return information under this subsection shall disclose such 
return or return information to any person other than the 
taxpayer to "Fhom it relates except in a form which cannot be 
associated with, or otherwise identify, directly or indirectly, a 
particular taxpay61'. 

"(k) DISCLOSURE OF CEllTAIN RrruB.Ns AND RE'ruBN IN:roRHATION' 
FOR TAX AnMINISTllATION PuJu..oos.-

"(l) DISCLOSURE OF ACCEl'TED ol'F&BS-IN-OOHPROKI8E.-Retum 
information shall be disclosed to members of the general public 
to the extent necessary to _permit inspection of any aeeeP.ted o1fer
in-compromise under section 7122 relating to the liability for a 
tax imposed by this title. 

"(2) D1sm:nsURE OF A:HOUNT OF OUTSTANDING LIEN.-lf a notice 
of lien has been filed pursuant to section 6323(f), the amount of 
the outstan~ obligation secured by such lien may be disclosed 
to any person who furnishes satisfactory written evidence that 
he has a rip:ht in the property subject to such lien or intends to 
obtain a right in such property. 

"(3) DISCL08URJ!l OF RETURN INFORKATION TO CORRECT :HIS
STA.TEMENTS OF FACT.-The Secretary may, but only following 
approval by the Joint Committee on Taxation, disclose such 
return information or any other information with respect to any 
specific taxpayer to the extent necessary for tax administration 
purposes to correct a misstatement of fact published or disclosed 

.. 

., 

• 

PUBLIC LAW 94-455-0CT. 4, 1976 

with respect to such taxpayer's return or any transaction of the 
taxpayer with the Internal Revenue Service . 

"(4:) DISCLOSURE TO COMPETENT AUTHORITY UNDER INCOHE TAX 

CONVENTION.-A return or return information may be disclosed 
to a competent authority of a foreign government which has 
an income tax convention with the United States but only to 
the ~xtent provided in, and subject to the terms and conditions 
of, such convention. 

"(5) S TATE AGENCIF.S REGULATING TAX RETURN PREPARERS.

Taxpayer identity information with respect to any income ta.x 
return preparer, and information as to whether or not any penalty 
has been assessed against such income tax return preparer under 
section 6694, 6695, or 7216, may be furnished to any agency, body, 
or commission lawfully charged under any State or local law 
with the licensi~, registration, or regulation of income tax return 
preparers. Such mformation may be furnished only upon written 
request by the head of such agency, body, or commission desig
nating the officers or employees to whom such information is to be 
furnished. Information may be ful'nished and used under this 
para.graph only for purposes of the licensing, registration, or 
regulation of income tax return preparers. 

..(6) DISCLOSURE BY INTERNAL REVENUE OFFICERS AND EXPWYEES 

FOR INVESTIGATIVE PU1U'08E8.-An internal revenue officer or 
employee may, in connection with his official duties relating to any 
audit, eollect1on activity, or civil or criminal tax investigation or 
any other offense under the internal revenue la.we; disclose return 
information to the extent that such disclosure is necessary in 
obtaining information, which is not otherwise reasonablY. avail
able, with respect to the correct determination of tax, liability for 
tax, 01· the amount to be collected or with respect to the enforce-
ment of any other provision of this title. Such disclosures shall be 
made only in such situations and under such conditions as the 
Secretary may prescrloo by regulation. 

" (l) DISCLOSURE OF RETURNS AND RETURN lNFORKA.TION FOR Pcra
l"OSES OTHER THAN TAX An11l1NISTRA.TION.-

"(1) l>IscLosURE OF CERTAIN RETURNS AND RJo.'TURN INFOlllA

TION TO SOCIAL SECURITY ADMINISTRATION A.ND RAILROAD RETmE
lrlENT BOABD.-The Secretar;y may, upon written request, disclose 
returns and return information with respect t<>-

"(A) taxes im.J>OS0d: by chapters 2, 21, and 24, to the Social 
Security Administration for purposes of its administration 
of the Social Security Act; 

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

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

"(2) Dl8CL08URE OF RETURNS AND RETURN INFORHATION TO THE 
DEPAir:nmNT Ol" LABOR AND PENSION BENEFIT GUAllANTY CORPORA

TION.-The Secretary may, upon written request, furnish returns 
and return information to the proper officers and employees of the 
Department of Labor and the Pension Benefit Guaranty Corpora
tion for purposes of, but only to the extent necessary in, the 
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administration ol titles I and IV of the Employee Retirement 
Income Security Act of 1974. 

"(3) DISCLOSUBE OF RETURNS AND RETURN INFORMATION TO PRI
VACY PROTECTION STUDY COMMISSION.-The Secretary m&y, upon 
written ~uest, disclose returns and return information to the 
Privacy Protection Study Commission, or to such members, offi
cers, or employees of such commission as may be named in such 
written request, to the extent provided under section 5 of the 
Privacy Act of 197 4. 

"(4) DISCLOSUBIJ OF RETURNS AND RETURN INFORMATION FOR USE 
IN PEBSONNEL OR CLADCANT REPRF.SENTATIVE HATTZBS.-The Sec
retary ma.y disclose returns and return information-

" (A) upon written request.-
" ( i) to an em_ployee or former employee of the Depart
ment of the Treasury, or to the duly authorized legal 
representative of such employee or former employee, 
who is or may be a party to any administrative action 
or proceeding affecting the personnel rights of such 
employee or former employee; or 
"(ii) to any person, or to the duly authorized legal 

representative of such {>t'l'SOn, whose rights are or may 
be affected by an administrative action or proceeding 
under section 3 of the Act of July 7, 1884 (23 St.at. 258; 
31 u.s.c. 1006), 

solely for use in the action or proceeding, or in preparation 
for the action or proceeding, but only to the extent that the 
Secretary det.ermines that such returns or return information 
is or may be relevant and material to the action or proceed
iwl · or 
~(B) to officers and emplo.Yees of the DeJ>artment of the 

Treasury for use in any aot1on or proceeding described in 
subparagraph (A), or in preparation for such action or pro
ceeding, to the extent necessary to advance or protect the 
interestBoftheUmtedState.s.. 

"(5) DEPABTHENT OF HEALTH, EDUCATION, AND WELFARE.
Upon written request by the Secretary of Health, Education, and 
Welfare, the Secretary may disclose information returns filed 
pursuant to part III of subchapter A of chapter 61 of this subtitle 
for the purpose of carrying out, in accordance with an agreement 
entered into pursuant to section 232 of the Social Security Act, 
an effective return processing program. 

"(6) DISCLOSUltE OF RETURN INFORMATION TO FEDERAL, STATE, 
AND LOCAL CHILD SUPPORT ENFORCEMENT AGENCIES.-

" (.A.) RETu1lN INFORMATION FROM INTERNAL REVENUE SERV
IOE.-Th& Secretary may, upon written request, disclose to the 
appropriate Federal, State, or local chila support enforce
ment ~cy-

(i) available return information from the master 
files of the Internal Revenue Service relating to the 
address, filing status, amounts and nature of income, and 
the number of dependents reported on an1 return filed 
by, or with respect to, any mdividual with respect to 
whom child support obligations are so~ht to be estab
lished or enforced pursuant to the provisions of part D 
of title IV of the Social Security Act and with respect 
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to any individual to whom such support obligations are 
o~ and 

"(11) available return information reflected on anI 
return filed by, or with respect to, any individual 
described in clause ( i) relating to the amount of such 
individual's gross income (as defined in section 61) or 
consisting of the names and addresses of payors of such 
income and the names of any dependents re:ported on 
such return, but only if such return information is not 
reasonably available from any other source. 

"(B) RESTRICTION ON DISCI.OSURE.-The Secretary shall 
disclose return information under subparagraph (A) only 
for purposes of, and to the extent neeessary in, establishing 
and collecting child suj>port obligations from, and locating, 
individuals owing such obligations. 

"(m) Disowsum: o:r ~AXPAYER IDENTITY lNFORMATION.-The 
~cy is authorized-

"(1) to disclose taxpayer identity information to the press and 
other media for purposes of notifying persons entitled to tax 
refunds when the Secretary, after reasonable effort and lapse of 
time, has been unable to locate such persons, and 

"(2') upon written request, to disclose the mailing address of a 
t;axpayer to officers and employees of an agency personally and 
directly engaged in, and solely for their use in, preparation for 
any adlninistrative or judicial proceedin~ (or investigation which 
may result in such a proceeding) perta.ming to the collection or 
compromise of a Federal claim against such taxpayer in accord
ance with the provisions of section 8 of the Federal Claims Col
lection Act of 1966. 

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

"(o) Dmcx.o8uu OF RETUllNs AND RETuRN lNFORHATION Wrm 
RESPECT TO CERTAIN TAXES.-

"(1) TAXES IMPOSED BY SUBTrru: E.-Returns and return 
information with respect to taxes imposed by subtitle E (relating 
to taxes on alcohol, toba.cco, and firearms) shaJl be open to inspec
tion by or disclosure to officers and employees of a Federal agency 
whose official duties require such inspection or disclosure. 

"(2) TAXES IMPOSED BY CHAPTER u.-Returns and retum 
information with n>.spect to taxes imposed by cha.pter 35 (relating 
to taxes on wagering) shall, notwithBta.nding any other provision 
of this section, be open to inspection by or disclosure only to such 
person or persons and for such purpose or purposes as are pre
scribed by section 4424. 

"(p) PROCEDURE AND RECOJIDXEEPING.-
"(1) 'MANNER, TDlE, AND PLACE OF INSPBCTIONS.-Requests for 

the mspection or disclosure of a return or return information and 
such inspection or disclosure shall be made in such manner and at 
such time and place as shall be prescribed by the Secretary. 

"(2) PROCEDUU.-
" (A) REPRODUCTION OF RETURNs.-A reproduction or 

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

"(;B) DISCLOSURE OF RETURN INFORXATION.-Return infor
mation disclosed to any person under the provisions of this 
title may be provided in the form of written documents, 
reproductions of such documents, films or photoimpressions, 
or electronically produced tapes, disks, or records, or by any 
other mode or means which the Secretary determines neces
sary or appropriate. A reasonable fee may be prescribed for 
furnishinjt such return information. 

"(C) UsE oF UPRODUCTioNs.-Any reproduction of any 
return, document, or other matter made m accordance with 
this paragraph shall ·have the same legal status as the origi
nal, and any such reproduction shall, if properly authen
ticated, be admissible in evidence in an_y judicial or 
administrative proceeding as if it were the onginal, whether 
or not the original is in existence. 

"(3) RECORDS OF INSPECTION AND DISCLCSURE.-
"(A) SYBTEllC OF RECORDKEEPINo.-Except as otherwise 

provided by this paragraph, the Secretary shall maintain a 
permanent system of standardized recordS or accountings of 
all requests for inspection or disclosure of returns and return 
information (including the reasons for and dates of such 
requests) and of returns and return information inspected or 
discloeed. under this section. N otwithstandinR: the provisions 
of section 552a ( c) of title 5, United States Coife, the Secretary 
shall not be required to maintain a record or accounting of 
requests for inspection or discloeure of returns and return 
information, or of returns and return information inspected 
or disclosed under the authority of subsections ( c), ( e), (h) 
(1), (8) (A), or (4), (i) (4) or (6) (A) (ii)t (k) (1), (2), or 
(6), (1) (1) or (4) (B ) or (5), (m), or (nJ. The records or 
accountings required to be maintained under this paragraph 
shall be available for eumination by the Joint Committee on 
Taxation or the Chief of Staff of such joint committee. Such 
record or accounting shall also be available for examination 
by such person or persons as may be, but only to the extent, 
authorized to make such examination under section 552a(c) 
( 3) of title ts, United States Code. 

"(B) REPORT BY THE SECRETARY.-The Secretary shall, 
within 90 days after the close of ea.eh calendar year, furnish 
to the Joint Committee on Taxation 11. rel?ort with respect 
to or summary of, the records or accountings described in 
suh1;>aragraph (A) in such form aud containing such infor
mation as such joint committee or the Chief of Staff of such 
joint committee may designate. Such report or summary shnll 
not, however include a record or accounting of any ~uest 
by the President under subsection (g) for, or the disclosure 
in response to such request of, any return or return informa
tion with respect to any individual who, at the time of such 
request, was an officer or employee of the executive branch of 
the Federal Government. Such report or summary, or any 
part thereof, may be disclosed by such joint committee to such 
persons and for such purposes ns the joint committee may1 
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bY: record vote of a majority of the members of the joint com
mittee, determine. 

" ( C) PoBLic REPORT ON DISCLOSUKES.-The Secretary shall, 
within 90 days after the close of each calendar year, furnish to 
the Joint Committee on Taxation for disclosure to the public 
a report with respect to the records or accountings described 
in sub.J?.aragra.ph (A) which-

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

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

"(Il) instances in which returns and return 
infonnation were disclosed pursuant to such 
~uests, 

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

"(ii) describes the general purposes for which such 
request.a were made 

"(4) SAFEGUARD8.-An1 Federal agency described in subsection 
(h) (2), (i) (1), (2) or (5), (j) (1) or (2), (1) (1), (2), or (5), 
or (o) (1), the General Aeeountmg Office, or any agency, body, or 
commission described in subsection (d) or (I) (3) or (6) shall, 
as a condition for receiving returns or return information-

'' (A) establish a.nd maintain, to the satisfaction of the Sec
retary, a permanent system of standardized records with 
respect to any request, the reason for such request, and the 
date of such request made by or of it nnd any disclosure of 
return or return information made by or to it; 

"(B) establish and maintain, to the satisfaetion of the Sec
retary, a secure area or place in which such returns or return 
information shall be stored; 

"(C) restrict, to the satisfaction of the Secretary, access to 
the. returns or re~~1"!1. inform~tion only to persons whose 
duties or respoDSibihhes require access and to whom dis
closure may be made under the provisions of this title; 

"(D). provide sue~ other safe~ards. which the Secretary 
det.enmne.s (and which he prescnbes m rej?ll}ations) to be 
necessary or approJ>riate to protect the confi<l.entiality of the 
returns or return information; 

"(E) furnish a report to the Secretary, at such time and 
oon.taining s!-lch information as the Secretary may prescribe 
which describes the procedures esta.blished and utilized by 
such agency, body, or commission or the General Accounting 
Office for ensuring the confidentialty of returns and return 
information required by this paragraph· and 
. "(F) ~pon completion of use of such returns or return 
informat1on-

" (i) in the case of an agency body, or commission 
deserJbed in subsection ( d) or (I) (6) 1 return to the Secre
tal'Y. such returns or return information (along with any 
oop1es made therefrom) or make such returns or return 
in~ormation undisclosable in any manner and furnish a 
written report to the Secretary describing such manner• 
md ' 
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" (ii) in the case of an ~c1. described in subsections 
(h) (2), (i) (l)t (2), or (5)., (J) (1) or.(2),.(1) (1), (2), 
or ( 5), or ( o) ( 1 J, the comm1ss~on deacn~ m subSeCtion 
(1} ( 3) or the General Accountmg Office, e1ther-

z' (l) return to the Secretary such re~urns or 
return information (along with any copies made 
therefrom), 

"(II) otherwU!e make such returns or return 
inf orme.tion undisclosable, or 

"(III) to the extent not so returned or made 
undisclosable, ensure that the conditions of subpara
graph& (A), (B), (C), (D), aJ?-d (E) of this para
graph contmue to be met with respect to such 
returns or return information, 

except that the conditions ofsubparagra.phs (A), (B), (C), (D), 
and (E) shall cease to apply with respect to any return or return 
information if and to the extent that, such return or return 
information is disclosed in the course of any ju~cial or administra
tive proceeding and made a part of the pubhc record thereof. If 
the Secretary determines that any sucli agency, body, or com
mission or the General Accounting Office .Das failed to, or does 
not meet the req~ts of i!!i:laragraph, he may, after any 
p~gs for review estab · under pa~graph (7), t&ke 
such actions as are necessary to ensure such reqwrements are met, 
including refusing to disclose returns or return information to 
such agency, body, or commission or the General Account~ 
Office until he determines that such requirements have been or will 
bemet. 

"(5) REPORT ON PROCEDURES AND 8AJ'EGUARD8.-After the 
close of each calendar quarter, the Secretary shall fUJ;nish to ~h 
committee described in subsection (f) (1) a report which descnbes 
the procedures and safeguards established and utilized by s1;1ch 
agencies, bodies, or commissio!IB. and the General Acco~tmg 
Office for ensuring the confidentiality of returns and return infor
mation as required by this subsection. Such report shall also 
describe instances of deficiencies in, and failure to establish or 
utilize, such procedures. 

" ( 6) AUDIT OF PROCEDUllES AND 8AFEGUARD8.-
" (A) AUDIT BY OOHI'TROLLER GENERAL-The Comptroller 

General may audit the procedures ~d ~fegu&rds establishe_d 
by such agencies, bodies, or collUill88ions pursuant to this 
subsection to determine whether such safeguards and pro
cedures meet the requirements of this subsection and ensure 
the confidentiality of returns and return information. The 
Comptroller General shall notify the Secretary before any 
such audit is conducted. 

"(B) REcoRDS OF INSPECTION AND REPORTS BY THE CO:JCP-
TROLLER oENERAi:..-The Comptroller General shall- . 

" ( i) maintain a J>6rm&nent system of standardized 
records and accountmgs of returns and return informa
tion insJ.>6Cted by officers and employees of the General 
Account~ Office under subsection (i) (6) (A) (ii) and 
shall, witlim 90 days after the close ol .each calendar 
year, furnish to the Secretary a report. w1~ respect to, 
or summary of, such records or accountings m such form 
and containing 13uch information as the -Secretary may 
prescribe, and 
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"(ii) furnish an annual report to each committee 
described in subsection (f) and to the Secretary setting 
forth his findings with respect to any audit conducted 
pursuant to subparagraph (A). 

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

"(7) ADHINISTRATIVE REVIEw.-The SeCretary shall by regula
tions prescribe procedures which provide for administrative 
review of any determination under paragra{>h (4) that any 
agency, body, or oommis&on described in subsection ( d) has failed 
to meet the requhements of such paragraph. 

"(8) STATE LAW REQUIREXENTS.-

"(A) SAFmuABD8.-Notwithsta.nding any otheshe.trovision 
of this section, no return or return information be dis
closed after December 31, 1978, to any officer or employee of 
any State which requires a taxpayer to attach to, or include in, 
any State tax return a copy of any portion of his Federal 
return, or information reflected on such Federal return, unless 
such State adopts provisions of law which protect the confi· 
dentiality of the copy of the Federal return (or portion 
thereof) attached to, or the Federal return information 
reftected on, such State tax return. 

"(B) DISCLOSURE OF RETURNS OR RETURN INFORMATION IN 
STATE RETUBNS.-Nothing in subparagraph (A) shall be ('On
strued to prohibit the disclosure by an officer or employee of 
any State of any copy of any portion of a Federal return 
or any information on a Federal return which is required to 
be attached or included in a State return to another officer 
or employee of such State (or political subdivision of such 
State) if suc,h disclosure is specifically authorized by State 
law. 

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

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

"Bee. 6103. Conftdenttallty and dlaclosure of returns and return 
Information." 

(b) STATISTICAL Pum.xOATIONB AND 8TuDu:s.-8ection 6108 (relating 
to publication of statistics of income) is a.mended to read as follows: 
"'SEC. 6108. STATISTICAL PUBLICATIONS AND STUDIES. 

"(a) PuuucATION OR OTuEa Dxscwsuo OF STATISTICS oF INCOKE.
The Secretary shall pre:P,are and publish not less than annually 
statistics reasonably available with res~t to the operations of 
the internal revenue laws, includinJP: classifioe.tions of taxpayers and 
of income, the amounts claimed or allowed as deductions, exemptions, 
a.nd eredits, and any other fact.s deemed pertinent and valuable. 

"(b) SPECIAL STATISTICAL 8Tut>IE8.-The Secretary may, upon writ
ten request b1 any party or parties, make special statistical studies 
and compilations involving return information (as defined in section 
6103(b) (2)) and furnish to such party or parties tTanscripts of any 
such sv.ecia.1 statistical study or compilation. A reasonable fee may be 
prescribed for the cost of the work or services performed for such 
party or parties. 
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"(c) ANoNYH01'8 Foax.-No publication or other disclosure of 
statistics or other information required or authorized by subsection 
(a) or special statistical study authorized by subsection (b) shall in 
any manner permit the statistics, study, or any information so pub
lished, furnished, or otherwise disclosed to 0e associated witli, or 
otherwise identify, directly or indirectly, a particular taxpayer." 

(c) INSPECTION OF CERTAIN RECORDS BY Loo.AL OnxOERS.-
(1) IN GENERA.L.-8ection 4102 (relating to inspection of rec

ords, returns, etc., by local officers) is amended to read as follows : 
"SEC. 410%. INSPECl'ION OF RECORDS BY LOCAL OFFICERS. 

"Under regulations prescribed by the Secretary, records required 
to be kept with respect to taxes under this .Part shall be open to inspec
tion by such officers of a State, or a. political subdivision of any such 
State, as shall be charged with the enforcement or collection of any 
tax on gasoline or lubricating oils." 

(2) CoNFORMING AHENDJCENT.-Tbe ta.ble of sections for sub
part B of part III of chapter 32 is amended by striking out the 
item relating to section 4102 and inserting in lieu thereof the 
following: 

"Sec. 4102. Inepect1on of records by local o11lcers." 

( d) PENALTY FOR UNAUTHORIZED DISCLOSURE OF INPORJU.TION.

Section 7213 (re.l~ing to una.utbo;ize<i disclosul!" of ~formation) is 
amended by striking out subsection ( c), redesignating subsections 
( d) and ( e) as ( c) and ( d), respectively., a.nd by amending subsec
tion (a) to read as follows : 

" (a) RETmlNs AND RETURN l:NFORHATION .-
" (1) FEDERAL EMPLOYEES AND OTHER PEB80N8.-lt sha.11 be 

unlawful for any officer or employee of the United States or an)' 
person described in section 6103(n) (or a.n officer or employee of 
any such person), or any former officer or employee, to disclose to 
~y penl<?n, except as auth.orized ~ this title, any return or return 
mformation (as defined m section 6103(b)). Any violation of 
this paragraph shall be a felony punishable upon conviction by a 
fine m any amount not exceeding $5,000, or imprisonment of not 
more than 5 years, or both> together with the costs of pro&ecution, 
a.nd if such offense is committed by any officer or e~~~%: of the 
United States, he shall, in addition to any other p · ent, be 
~~issed from office or discharged from employment upon con
viction for such offense. 

"(2) STATE AND CYI'HER EJilPLOYEES.-It shall be unlawful for 
any officer, employee, or agent, or former officer, employee, or 
agent, of any State (as defined in section 6103(b)(5)) or any 
local child support enforcement agency to disclose to an:y person 
e~cept as authorized in this title, any return or return mforma~ 
tion (as defined in section 6103 (b)) ~uired by him or another 
person under section 6103(d) or (l) (6). Any violation of this 
paragraph shall be a felony punishable by a fine in any amount 
not exceeding $5,0001 or imprisonment of not more than 5 years, 
or both, together witn the costs of proeecution. 

"(3} OruER PJ:RSONs.-lt shall be unlawful for any _penon to 
whom any return or return information (as defined m section 
6103(b)) is disclosed in a manner unauthorized by this title to 
thereafter print or publish in any manner not provided by law 
any such return or return information. An.I violation of this 
paragraph shall be a felony punishable by a fine in any amount 

• 
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not exceediniz $5,000, or imprisonment of not more than 5 years, 
or both, together with the costs of prosecution. 

90 STAT. 1687 

"(4) 8oL101TATION.-lt shall be unlawful for any person to offer 
!LD.Y item.of material vall!e in e~cha.nge for any return or return 
information (as defined m section 6103(b)) and to receive as a A.rue, p. 1668. 
result of such solicitation any such return or return information. 
Any violation of this paragraph shall be a felony punishable by 
a fine in any amount not exceeding $6,000, or imprisonment of not 
more than 5 years, or both, to~cther with the costs of prosecution. 

"(5) SBAUHoU>J!IB.8.-lt shall be unlawful for any person to 
whom a return or return information (as defined in section 6103 
(b)) is disclosed pursuant to the provimons of section 6103(e) (1) 
(D) (iii) to disclose such return or return information in any 
manner not provided by la.w. Any violation of this paragraph 
shall be a felony punishable by a fine in any amount not to exceed 
$5,000, or imprisonment of not more than 5 years, or both, together 
with the costs of prosecution." 

(e) CIVIL DAMAGES FOR UNAUTIIORIZF..D DlscLOSURE OF RETURNS 
AND RETURN lNFORlllATION .-

( 1) IN GENERAL.-Part I of subchapter A of chapter 75 (relo.t
inj{_to miscellaneous penalties and forfeitures) is amended by 
adding at the end thereof the following new section: 

"SEC. 7217. CIVIL DAMAGES FOR UNAUTHORIZED DISCLOSURE OF 26 USC 7217. 
RETURNS AND RETURN INFORMATION. 

" (a) GENERAL RULE.-Whenever any person knowingly, or by reason 
of negligence, discloses a return or return information (as defined in 
section 6103 (b)) with respect to a taxpayer in violation of the provi
sions of S('ction 6103, such taxpayer may bring a civil action for dam
ages against such person, and the district courts of the United States 
shall have jurisdiction of any action commenced under the provisions 
of this section. 

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

" ( 1) actual damages sustained by the plaintiff as a. result of the 
unauthori.7.ed disclosure of the return or return information and, 
in the case of a willful disclosure or a disclosure which is the result 
of gross negligence, punitive damages but in no case shall a plain
tiff entitled to recovery receive less than the sum of $1.000 with 
res~t to each instance of such unauthorized disclosure; and 

' ( 2) the costs of the action. 
" ( c) An action to enforce any liability created under this section 

may be brou~ht, without re~rd to the amount in controversy, within 
2 years from the date on which the cause of act.ion arises or at any time 
wlthin 2 years after discovery by the plaintiff of the unauthorized 
disclosure." 

(2) CoNFORlrllNG AHENI>MENT.-The table of sections for such 
part is amended by adding at the end thereof the following new 
item: 

"Bee. 7217. Ciril damages for unauthorised dl!lclOBllJ'e of returns and 
return information." 

(f) PBocir.ssINo OF RETURNS, Rl!TVKN INFORMATION, AND Ormm 
l>ocmoN'l'8.-8ection 7513 (relating to reproduction of returns and 26 USC 7513. 
other documents) is amended by striking out subsection ( c) and redes-
ignating subsection ( d) as subsection ( c). 
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(g) Orm:R APPLICABLE RULllS.-&ction 7852 (.relating to other 
rules applicable under title 26) is amended by adding at the end thereof 
the following new subsection : 

"(e) PRIVAOY Acr OF 1974.-The provisions of subsections (d) (2), 
(8), and (4), and (g) o:f section 5-02a of title 5, United States Code, 
sh8.ll not be applied, directly or indireetly, to the determination of the 
existence or possible existence of liability (or the amow1t thereof) of 
any person for any tax, penalty, interest, fine, forfeiture, or other impo
sition or offense to which the provisions of this title apply." 

(h) 'I'EOUNICAL AND CoNFORKINO .AxENDJRNTS.-
(1) Section 6106 (relating to publicity of unemployment tax 

returns) is hereby repe1:led. 
(2) Section 6828 (relating to validity and priority of tax liens 

against certain persons) is amended by striking out paragraph 
(3} of subsection (i). 

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

"(1) Penalties for disclosure of information by preparers of 
retum-For penalty for disclosure or use of information by preparers 
of retunm. see aection 7216." 
( 4) Section 7515 (relating to special statistical studies and com

pilations and other services on request) is hereby repealed. 
( 5) Subsection ( c) of section 7809 (relating to deposit of col

lections) is amended by st~ out in paragraph ( 1) "section 
7515 (relating to special statistical studies and compilations for 
other services on request) " and inserting in lieu thereof "section 
6103(p) (relating to furnishing of copies of returns or of return 
information), ana section 6108(b) (relating to special statistical 
studies and compilations)". 

(6) Subsection (d) of section 4424 (t•elat~ to disclosure of 
wagering tax information) is amended by striking out "6103 ( d)" 
and inserting in lieu thereof "6103 ( f) "· 

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

(a) Tu:F1:s1noN.-8ection 770l(a) (relating to definitions) is 
amended by adding a.t the end thereof the following new paragraph: 

"(36) INCOME TAX RETURN PREPABER.-
"(A) IN GENERAL.-The term 'income tax return preparer' 

means any person who prepares for compensation, or who 
employs one or more persons to prepare for compensation, 
any return of tax imposed by subtitle A or any claim for 
refund of tax imposed by subtitle A. For purposes of the pre
ceding sentence, the preparation of a substantial portion of a 
return or claim for refund shall be treated as if it were the 
preparation of such return or claim for refund. 

"(B) ExOEPTioNs.-A person shall not be an 'income tax 
return ereparer' merely because such person-

( i) furnishes typing, reproducing, or other mechani
cal as&stance, 

" (ii) prepares a return or claim for refund of the 
employer (or of an officer or employee of the employer) 
by whom he is regularly and continuously employed, 

"(iii) prepares a return or claim for refund for any 
trust or estate with respect to which he is a fiduciary, or 

i! 
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"(iv) prepares a claim for refwid for a taxpayer in 
response to any notice of deficiency issued to such tax
payer or in response to any waiver of ~riction after the 
commencement of a.n audit of such taxpayer or another 
taxpayer if a determination in such audit of such other 
·taxpayer directly or indirectly affects the tax liability of 
such taxpayer." 

(b) .Ass!:ssABLE PENALTIES WHERE PREPARER UNDERSTATES TAX
PAYER'S LliBn..ITT.-

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

90 STAT. 1689 

"SEC 6694. UNDERSTATEMENT OF TAXPAYER'S LIABILITY BY INCOME 26 USC 6694. 
TAX RETURN PREPARER. 

"(a) NEGLIGENT OR INTENTIONAL DISREGARD OF RuLF.S AND REGULA- Penalties. 
TIONs.-If any part of any understa.tement of liability with respect to 
any return or claim for refund is due to the negligent or intentional 
disregard of ntles and regulations by any person who is an income tax 
return preparer with rt'Spect to such return or claim, such person shall 
pe.l a penalty of $100 with respect to such return or claim. 

'(b) WILLFUL UNDERSTATEMENT OF LIABILITY.~If any part of any 
understatement of liability with respect to any return or claim for 
refund is due to a willful attempt in any manner to understate the lia
bility for a tax by a person who is an income tax return preparer with 
respect to such return or claim, such person sha.IJ pa)\ a penalty of $500 
with respect to such return or claim. With respect to any return or 
claim, the amount of the penalty payable by any person by reason of 
this subsection shall be reduced 'by the amount of the penalty paid hy 
such person by reason of subsection (a). 

"(c) EXTENSION oF PERioo OF CoLI.ll<l';t'IoN WHERE PREPARER PATS 
15 PEacENT OF PENALTY.-

" (I) IN OENEJtAL.-If, within 30 days after the day on which 
notice and demand of any penalty under subsection (a) or (b) is 
made against any person who is an income tax return preparer 
such person pays an amount which is not less than 15 percent of 
the amount of such penalty and files a claim for refund of the 
amount so paid, no levy or proceedina- in court for the collection 
of the remainder of such penalty shall be made, begun, or prose
cuted until the final resolution of a proceeding beguD. as provided 
in J>ar&graph (2). Notwithstanding the provisions of section 7421 
(a), the ~g of such proceedill!{ or lery during the time 
such prohiOition is in force may be enJoined l>y a proceeding in 
the ~roper court. 

" ( 2) PREPARER MUST BRING SUIT IN DISTRICT COURT TO DETERMINE 
ms LIABILITY FOR P.ENALTY.-If, within 30 days after the day on 
which his claim for refund of any partial payment of any ~rialty 
under subsection (a) or (b) is denied (or, if earlier, within 80 
days after the expiration of 6 months after the day on which he 
filed the claim for refund), the income tax return preparer fails 
to begin a proceeding in the aJ.>propriate United States district 
court for the determination of his liability for such penalty, para
graph (1) shall cease to apply with respect to such penalty, effec
tive on the day following the close of the applicable 30-day period 
referred to in this paragraph. 

"(8) SUSPENSION OF RUNNING OF PERIOD OF LllllTATIONS ON OOL· 
t.ECTION.-The running of the period of limitations provided in 
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section 6502 on the collection by levy or by a proceeding in court 
in respect of any penalty deseribed in paragraph (1) shall be 
suspended for the period during which the Secretary is prohibited 
from collecting by levy or a. prooeedina: in court. 

"(d) A.aATmn:NT OF PENALTY WHEBE "°TAXPAYEll's Lu.BIT.TTY N<Yl' 
UNDERSTATED.-U a.t any time there is a final administrative determi
nation or a final judicial decision that there was no understatement of 
liability in the case of any return or claim for refund with respect 
t.o which a penalty under subsection (a) or (b) has been assessed, 
such assessment shall be abated, and if any portion of such penalty 
has been paid the amount so pa.id shall be refunded to the person who 
made such payment as an overpayment of tax without regard to any 
period of limitations which, but for this subeect.ion, would apply to 
the making of such refund. 

" { e) u NDEBSTATDCENT OF LuBn..rrr Dmno:o.-For purposes of this 
section, the term 'understatement of liability' means any understate
ment of the net amount payable with respect t.o any tax im~ by 
subtitle A or any overstatement of the net amount c~ed1tabl~ or 
refundable with respect to any such tax. Except as otherwJ.Se pro~ded 
in subsection (d), the determination of whether or not there is an 
understatement of liability shall be made without regard to any 
administrative or judicial action involving the taxpayer. 

"(f) Caoss RBnnNOE.-
"For definition of income tax return preparer, see section 7701 

(•)(16)." 

(2) BURDEN OF PROOF UNDER 669-4 (b) .-
(A) Subchapter B of chapter 76 (relating to proceedings 

by taxpayers and th!rd parties) is am~nded _by redesignat~g 
section 7 427 as section 7 428 and by msertmg after section 
7 426 the following new section: 

"SEC. 7427. INCOME TAX RETURN PREPARERS. 
"In any proceeding involving the issue of whether or not an income 

tax return preparer has willfully attempted in a.ny manner to under
state the liability for tax (within the mea.ning of section 6694 (b) ) , the 
burden of proof in re.spect to such issue shall be upon the Secretary." 

(B) The table of sections for such subcha,Pter B is amended 
by striking out the last item and inserting m lieu thereof the 
following: 

"See. 7427. Ineome tax return preparers. 
"See. 7428. Cross references." 

(c) PREPARER MuST FURNISH CoPY OF RETURN TO TAXPAYER AND 
MusT RETA~N Copy OR LIST.-:Subchapter B o_f chapter 61 (relat~ng 
to information and returns) ts amended by mserttng after section 
6106 the following new section: 
"SEC. 6107. INCOME TAX RETURN PREPARER MUST FURNISH COPY OF 

RETURN TO TAXPAYER AND MUST RETAIN A COPY OR 
LIST. 

"(a) Frns1smxo CoPY TO TAXPAYER.-Any person who is an 
income tax return preparer with respect to any return or claim for 
refund shall furnish a completed copy of such return or claim to the 
taxpayer not later than the time such return or claim is presented for 
such taxpayer's signature. 

"(h) Copy oR Lurr To BE RETAINED BY INOOME TAX RETURN 
PBEPABER.-Any person who is an income tax return preparer with 

; 
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respect to a return or claim for refund shall, for the period ending 3 
years after the close of the return period-

" (1) retain a completed copy of such return or claim, or retain, 
on a list, the name and taxpayer identification number of the tax
paler for whom such return or claim was prepared, and 

'(2) make such copy or list available for inspection upon 
request by the Secretary. 

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

a(d) Dli:PmrnoNs.-For purposes of this section, the terms 'return' 
and 'cla.im for refund' have the respective m~ given to such 
terms by section 6696 ( e), and the term 'return period has the meaning 
given to such term by section 6060(c)." 

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

" ( 4) FuJtNISHINO IDENTIFYINO NUMBER OF INCOMF. TAX RETURN 
PREPABER.-Any return or claim for refund prepared by an income 
tax return prepa.rer shall bear such ident~ number for 
securing proper identification of such preparer, his employer, or 
both, as may be prescribed. For purposes of this paralP"8-ph, the 
terms 'return' and 'claim for refund' have the respective mean
ings given to such terms by section 6696 ( e). 

For purposes of this subsection, the identifying number of an indi
vidual (or his estate) shall be such individual's social security account 
number." 

(e) PREPARER MusT FILE ANNUAL lNFORHATION RE'l'URN.-.-Part III 
of subchapter A of chapter 61 (relating to information returns) is 
amended by adding at the end thereof the following new subpart: 

"Subpart F-Information Concerning Income Tax 
Return Preparers 

"See. 6060. Information returns of income tax return preparers. 
"SEC. 6060. INFORMATION RETURNS OF INCOME TAX RETURN 

PREPARERS. 
"(a) GENERAL RUJ.&-Any person who employs an income tax 

return preparer to prepare any return or claim for refund other than 
for such person at any time during a return period shall ma.ke a return 
eetting forth the name, taxpa.yer identification number, and place of 
work of each income tax return preparer employed by him at any 
time durin~ such period. For purposes of this section, any individua.l 
who in actmg as an income tax return preparer is not the employee 
of another income tax return preparer shall be treated as his own 
employer. The return required by this section shall be filed, in such 
manner as the Secretary may by regulations preseribe, on or before 
the first July 31 following the end of such return period. 

"(b) ALTERNATIVE REPORTINo.-In lieu of the retu~ require1. by 
subseCtion (a), the Secretary may approve an alternative reporttng 
method if he determines that the necessary information is available 
t.o him from other sources. 

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

(f) OTHER AssESSABLE PENALTIES WITH REsPEOT TO THE PREPARA

TION OF INooKE TAX RETURNs FOR OTHER PE1tS0Ns.-Subchapt.er B of 
chapter 68 (relating to assessa.ble penalties) is amended by adding at 
the end thereof the following new sections: 
"SEC. 6695. OTHER ASSESSABLE PENALTIES WITH RESPECT TO THE 

PREPARATION OF INCOME TAX RETURNS FOR OTHER 
PERSONS. 

"(a) FAILUBE To FURNISH CoPY TO TAXPAYD.-Any person who 
is an income tax return preparer with respect to any return or claim 
for refund who fails to comply with section 6107(a:) with respect to 
such return or claim shall pay a penalty of $25 for such failure, unless 
it is shown that such failure is due to reasonable cause and not due to 
willful neglect. 

"(b) FAILURE To SIGN :RETuRN.-.Any person who is an income tax 
return prepft.rer with respect to any return or claim for refund, who 
is required b7 regulations prt'J!leribed by the Secretary to sign such 
return or clarm, and who fails to comply with such regulations with 
respect to such return or claim shall r.ay a penalty of $25 for such 
failure, unless it is shown that such f1Ulure is due to reasonable cause 
and not due to willful neglect. 

" ( c) FAILURE To FmtNI8H lnENTIFYINo NmmEB.-Any person who 
is an income tax return preparer with respect to any return or claim for 
refund and who fails to comply with section 6109(a) (4) with n>Spect 
to such return or claim shall P.ay a penalty of $25 for such failure, 
unless it is shown that such failure is due to reasonable cause and not 
due to willful neglect. 

" ( d) FAIL URE To RETAIN CoPY OR Lurr.-Any person who is an 
income tax return preparer with respect to any return or claim for 
refund who fails to comply with section 6107 (b) with res~ to such 
return or claim shall paY. a penalty of $50 for each such failure, unlees 
it is shown that such failure is due to reasonable cause and not due to 
willful neglect. The maximum penalty imposed under this subsection 
on any person with respect to any return period shall not exceed 
$2!>,000. 

"(e) FAILUBE To FILE ComtEcr lNFORKATION RrroRN.-Any per80n 
~uired to make a return under section 6060 who fails to comply with 
the requirement.s of such section shall pay a penalty of-

" (1) $100 for each failure to file a return as required under 
such section, and 

"(2) $5 for each failure to set forth an item in the return as 
required under such section, 

unless it is shown that such failure is due to reasonable cause and not 
due to willful neglect. The maximum penalty imposed under this sub
section on any person with respect to any return period shall not 
exceed $20,000. 

"(f) NJl'JG<Yl'IATION OF Cimcx.-Any person who is an income tax 
return preparer who endorses or otherwise negotiates (directly or 
through an agent) any check made in respect of the taxes imposed by 
subtitle A which is issued to a taxpaver (other than the income tax 
return preparer) shall pay a penalty of $500 with respect to each such 
cheek. 
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"SEC. 6696. RULES APPLICABLE WITH RESPECT TO SECTIONS 6694 AND 
6695. 

"(a) PENALTIF.S To BE ADDITIONAL TO ANY OTHER PENALTIES.-The 
penalties provided by section 6694 and 6695 shall be in addition to any 
other penalties provided by law. 

"(b) DEl'IODJNOY PROCEDUBES Nar To APPLY.-Subchapt.er B of 
cha.pt.er 63 (relating to deficiency procedures for income, estate, gift, 
and certain excise taxes) shall not apply with respect to the assessment 
or collection of the penalties provided by sections 6694 and 6695. 

"(c) Paocmum: FOR Cx.AncxNo Rimi:ND.-Any claim for credit or 
refund of any ~nalty paid under section 6694 or 6695 shall be filed 
in accordance with regul&tions prescribed by the Secretary. 

"(d) PERxons OF LnlrrATION.-
"(1) .AssEssM:ENT.-The amount of any penalty under section 

6694 (a) or under section 6695 shall be assessed within 8 years 
aft.er the return or claim for refund with respect to which the 
penalty is assessed was filed, and no proceeding in court without 
assessment for the collection of such ta.x shall be begun after the 
expiration of such period. In the case of any penalty under section 
6694(b), the penalty may be assessed, or a proceeding in court for 
the collection of the penalty may be begun without assessment, 
at any time. 

"(2) CLAtx roR BZFUND.-Except as provided in section 6694 
( d}, any claim for refund of an overpayment of any penalty 
assessed under section 6694 or 6695 shall be filed within S years 
from the time the penalty was paid. 

"(e) DEFINITIONs.-For purposes of sections 6694 and 6695-
"(1) RETURN.-The term 'return' means a.ny return of any tax 
im~ by subtitle A. 

'(2) CLAIK FOR REFUND.-The term 'claim for refund' means a 
claim for refund of, or credit against, any tax imposed by sub
title A." 

(g) AUTHORITY To SEEK INJUNCTION AGAINST hooKE TAX RJJTURN 
PREPAREBS.-Subchapt.er A of chapter 76 (relating to civil actions by 
the Unit.ed Stat.es} is amended by red.esignating section 7407 as section 
7408 and by inserting after section 7406 the 1ollowing new section: 
"SEC. 7407. ACTION TO ENJOIN INCOME TAX RETURN PREPARER8. 

"(a) AUTHORITY To SEEK IN.TUNOTiow.-Except as provided in sub
section (c), a. civil action in the name of the United Stat.es to enjoin 
any person who is an income tax return preJ?arer from further engag
ing in any conduct described in subsection ( b) or from further acting 
as an income tax return preparer may be commenced at the request 
of the Secretary. Any action under this section shall be brought in 
the District Court of the United States for the district in which the 
income tax preparer resides or has his principal place of business or 
in which the taxpayer with respect to whose income tax return the 
action is brought resides. The court may exercise its jurisdiction over 
such action (as provided in section 7402(a)) separate and apart from 
any other action brought by the United States against such income 
tax P.rep&rer or any taxpayer. 

"(b) .AD.rnmc.\TION AND l>EcREF.s.-In any action under subsection 
(a), if the court finds-

"(1) that an income tax return preparer has-
" (A) engaged in any conduct subject to penalty under 

section 6694 or 6695, or subject to any criminal penalty pro
vided by this title, 

90 STAT. 1693 

26 USC 6696. 

Ante. p. 1689. 
Poat, p. 1878. 
Ante. p. 1692. 

26 USC 6211. 

Regu)atiom. 

26 USC 7407. 



90 STAT. 1694 PUBLIC LAW 94-455-0CT. 4, 1976 

.A.111e, P· 1689; 
Poll, p. 1878; 
A.Ille. p. 1692. 
26 USC 6503. 

26 USC 6504. 

26 use 6511. 

"(B) misrepresented. his eligibility to practice before the 
Intern&l Revenue Service, or otherwise misrepresented his 
e~rience or education as an income tax return preparer, 

(C) guaranteed the payment of any tax refund or the 
allowance of any tax credit, or 

"(D) engaged in any other fraudulent or deceptive con
duct which substantially interferes with the proper adminis
tration of the Internal Revenue laws, and 

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

the court may enjoin such person from further engaging in such 
conduct. If the court finds that an income tax return preparer has 
continually or repeatedly engaged in any conduct described in sub
paragraphs (A) through (D) of this subsection and that an injunc
tion prohibitrng such conduct would not be sufficient to prevent such 
person's interference with the proper administration of this title, the 
court may enjoin such person from acting as an income tax return 
preparer. 

"(c) BoND To STAY INJUNCTION.-No action to enjoin under sub
section (b)(l)(A) shall be commenced or pursued with respect to 
any income tax return preparer who files and maintains, with the 
Secretary in the internal revenue district in which is located such 
preparer's legal residence or principal place of business, a bond in 
a sum of $50,000 as surety for the payment of penalties under section 
6694 and 6695." 

(h) CRoss Rmu:ENCF.s.-
(1) Section 6503(h), as redesignat.ed by this .A.ct, is amended 

by adding at the end thereof the following new paragraph: 
"(4) Income tax return preparers, see section 6694(e)(ll)." 

(2) Section 6504? as amended by this Act, is a.mended 'by adding 
at the end thereof the following new paragraph: 

"(11) Asaessment of civil penalties under aeetion 669' or 6695, see 
.section 6696(d)(l)," 
(3) Section 6511(g) is amended by adding at the end thereof 

the following new paragraph: 
"(7) For a period of limitations for refund of an overpa)'lllent of 

penalties imposed under aec:tion 669' or 6695, see aeetion 6696(d)(J)," 
( i) 0oNFORXINO .AxEN1>JONTS.-

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

"Subpart F. Information concerning Income tax return preparers." 

(2) The table of sections for subchapter B of chapter 61 is 
amended by inserting immediately after the item relating to sec
tion 6106 the following new item: 

"Sec. 6107. Income tax return preparer must furnish copy of return to 
taxpa)'er and must retain a copy or list." 

(3) The table of sections for subchapter B of chapter 68 is 
&mended by adding at the end thereof the following new items: 

"See. 6694. Understatement ot taxpayer's liability by income tax return 
preparer. 

"Bee. 6695. Other 888eS88.ble penalties with respect to the preparation of 
income tax returns for other persons. 

"Sec. 6696. Rules applicable with respect to 18Ctlons 6694 and 66915." 
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(4) The ta.hie of sections for subchapter .A. of chapter 76 is 
amended by striking out the last item and inserting in lieu thereof 
the following: 

"Sec. 1401 • .Action to enjoin income tax return preparers. 
"Sec. 7408. OroBB references." 

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

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

"(a) ADJONISTRATIVE REVIEW.-
"(1) INFO.RKATION TO TAXPAYl!IR.-Within 6 days after the day 

on which an assessment is ma.de under section 6851(a), 6861(a), 
or 6862, the Secretary shall provide the ta.xpa;yer with a written 
statement of the information upon which tlie Secretary relies in 
making such assessment. 

"(2) REQUEST FOR REVIEw.-Within 30 days after the day on 
which the t&x{>ayer is furnished the written statement described in 
~ph 0), or within 30 days aft.er the last day of the period 
withm which such statement is required to be furnished, the tax
payer may request the Secretary t.o review the action ta.ken . 

"(3) RmETERlCINATION BY SEORETARY.-After a request for 
review is ma.de under paragraph (2), the Secretary shall deter
mine whether or not-

" (A) the making of the assessment under section 68lSl, 
6861, or 6862, as tlie case may be, is reasonable under the 
circumstances, and 

"(B) the amount so assessed or demanded as a result of the 
action taken under section 6851, 6861, or 6862 is appropriate 
under the circumstances. 

"(b) JUDICIAL REVIEW.-
"(1) AcrroNs PERHITI'ED.-Within 30 days after the earlier of

" (A) the day the Secretary notifies the taxpayer of his 
determination described in subSection (a) (3), or 

"(B) the 16th day after the request described in subsection 
(a) (2) was ma.de, 

the taxpayer may bring a civil action against the United States 
in a district court of the United States for a determination under 
this subsection. 

"(2) DETERMINATION BY DISTRICT OOURT.-Within 20 days after 
an action is commenced under paragraph (1), the district court 
shall determine whether or not-

"(A) the making o:f the assessment under section 68t>l, 
6861. or 6862, as the case may be, is reasonable under the cir
cumstances, and 

"(B) the amount so assessed or demanded as a result of the 
action ta.ken under section 6851, 6861, or 6862, is appropriat.e 
under the circumstances. 

"(3) ORDER OF DISTRICT OOURT.-lf the court determines that 
the making of such assessment is unreasonable or that the amount 
assessed or demanded is inappropriate, the court may order the 
Secretary t.o abate such assessment, to redetermine (in whole or 
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in part) the amount assessed or demanded, or to take such other 
action as the court finds appropriate. 

" ( c) EXTENSION OF 20-DAY PEmoo WHERE TAXPAYER So ~UF.8'1'8.
I f the taxpayer requests an extension of the 20-day period set forth in 
subsection (b) (2) and establishes reasonable grounds why such exten
sion should be granted, the district court may grant an extension of not 
more than 40 additional days. 

"(d) CoXPUTATION OF DAYB.-For purposes of this section, Satur
day, Sunday, or a legal holiday in the District of Columbia shall not 
be counted as the last day of any period. 

" ( e) V:ENUE.-A civil action under subsection (b) shall be com
menced only in the judicial district described in section 1402(a) (1) 
or (2) of title 28, United States Code. 

" ( f) FINALITY oF D1:rmua:NATION ..-Any determination made by a 
district court under this section shall be firial and conclusive and shall 
not be reviewed bv any other court. 

"(g) BURDEN OF PRooF.-
"(l) REASONABLENESS OF TERMINATION OR JF.OPARDY ASSEBS

HEJiT.-ln an action under subsection (b) involving the issue of 
whether the making of an assessment under section 6851, 6861, or 
6862 is reasonable under the circumstances, the burden of proof in 
~ct to such issue shall be upon the Secretarv. 

'(2) REASONABLENESS OF AMOUNT OF A88F..SBDNT.-In an action 
under subsection (b) involving the issue of whether an a.mount 
assessed or demanded as a result of action taken under section 
6851, 6861. or 6862 is appropriate under the circumstances, the 
Secretary shall provide a written statement which contains any 
information with respect to which his detem1ination of the 
amount assessed was based, but the burden of proof in respect of 
such issue shall be upon the taxpayer." 

( b) J F.OPARDY AssESSHENT OF INCOME T A:l:.-
( l) TERMINATION ASSESBJICENTS.-So much of section 6851 

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

"SEC. 6851. TERMINATION ASSESSMENTS OF INCOME TAX. 
"(a) AUTHORITY FOR MAKING.-

"(l} IN GENJl'.RAL.-If the Secretary finds that a taxpayer 
designs quickly to depart from the United States or to remove his 
property therefl'Om. or to f'ODP('al hilnSE'tf or his property therein, 
or to do any other act (including in the case of a corporation dis
tributing all or a pnrt of its assets in liquidation or otherwise) 
tending to prejudice or to render wholly or partially ineffectual 
proceedings to collect the income tax for the current or the imme
diately preceding taxable year unless such proceeding be 
brought without delav, the Secretary shalJ immediately mli.ke a 
determination of tax for the current' taxable venr or for the pre
ceding taxable year, or hoth, as the case may be, and notwith
standing any other provision of law, such tax shall become 
immediately due and payable. The SecrPtary shall immediately 
assess the amount of the tnx so deh>rmined (together with all 
interest, additional amounts, and additions to the tax provided 
by law) for the current taxable year or such preceding taxable 
year, or both, as the case may be, and shall cause notice of such 
determination and assessment to ·be given the taxpayer, t-Ogether 
with a demand for immediate payment of such tax. 
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"(2) CoMPUTATION OF T.u.-In the case of a current taxable 
year, the Secretary shall determine the tax for the period begin
ning on the first day of such current taxable year and ending on 
the date of the determination under paragraph (1) as though 
such period were a taxable year of the taxpayer, and shall take 
into account any prior determination made under this subsection 
with respect to such current taxable year. 

"(8) Tlu:ATKENT OF AMOUNTS COLLECTED.-.Any amounts col
lected. as a result of a.ny assessments under this siibsection shall, 
to the extent thereof, be treated as a payment of tax for such tax
able year. 

"(4) Tms SECTION INAPPLICABLE WHERE SECTION 6861 APPLIES.
This section shall not authorize any assessment of tax for the pre
ceding taxable year which is made after the due date of the 
taxpayer's return for such taxable year (determined with regard 
to any extensions). 

"(b) NOTICE OF DurcmNcY.-If an assessment of tax is made under 
the authority of subsection (a), the Secretary shall mail a notice under 
section 6212 (a) for the taxpayer's full taxable yea.r (determined with
out regard to any action taken under subsection (a) ) with respect to 
which such assessment was made within 60 da.ys after the later of (i} 
the due date of the taxpayer's return for such taxable year (determined 
with regard to any extensions), or (ii) the date such taxpayer files such 
return. Such deficiency may be in an amount greater or less than the 
amount assessed under subsection (a)." 

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

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

' ( f) CRoss REFERENCES.-
"(1) For provhliona permittinr immediate levy in case of jeopardy, see 

1eetion 6331(a). 
"(2) For proviliou relating to the review of jeopardy, see section 

7429." 

( C) TEcuNICAL AND CoNFORKING Ax!:NDHENT8.-
(1) Section 1346(e) of title 28, United States Code (relat

ing to jurisdiction of district courts with the United States as 
defendant) is amended by inserting "or section 7429" immedi
ately after "section 7426". 

(2) Section 443(a) (3) (relating to returns for terminated 
period) is repealed. 

(3) Section 6091(b) (relating to place for filing returns) is 
amended-

( A) by striking out "and" at the end of para~ph (1) (B) 
(ih) thereof and by striking out paragraph ( 1 )( B )(iv) and 
the matter folio~ such paragraph. and inserting in lieu 
thereof the following: 

j iv) nonresident alien persons, and 
v) pereons with respect to whom an assessment waa 
e under section 6851 (a) (relating to termination 

assessmenta) with respect to the taxable year, 
shall be made at such place as the Secretary may by regulations 
designa.t..e," • and 

(B) b:y strikinsr out "and" at the end of ~ragraph (2) (B) 
(ii), and by striking out paragraph (2) (B) (iii) and the 
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matter following such paragraph and inserting in lieu 
thereof the following: 

" (iii) foreign corporations, and 
" (iv) corporations with respect to which an assessment 

was made under section 685l(a) (relating to termina
tion assessments) with TeSpect to the taxable year, 

shall be made at such place as the Secretary may by regulations 
d~te." 

( 4 l Section 6211 (b )( 1) (relating to rules for determining defi
ciencies) is amended by stri.kina: out "and" after "31," and bl 
inserting before the period at tlle end thereof the follo~: , 
and without regard to any credits resulting from the collection 
of amounts assessed under section 6851 (relating to termination 
~ments)". 

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

(6) Section 6213(a) (relatm~ to time for filing petition with 
the Tax Court) is amended by mserting "section 6861 or" before 
"section 6861 "· 

(7) Section 6863(a) (relating to bond to stay collection) is 
amended-

( A) by striking out "6861" and inserting in lieu thereof 
"6861 6861 " . 

(B) by striking out "a jeopardy assessment" in the first 
sentence thereof and inserting in lieu thereof "an assess
ment"· and 

(C) 'by st~ out "the jeopardy assessment" ea.eh if.lace 
it appears therem and inserting in lieu thereof such 
assessment". 

(8) Section 6868(b) (3) (A) (relating to stay of sale of seized 
property) is amended to read as follows: 

"(A) GENERAL RULE.-Where, notwithstanding the provi
sions of section 6213 (a), an assessment has been made under 
section 6861 or 68611 the property seized for collection of the 
tax shall not be sold-

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

" (ii) before the issuance of the notice of deficiency 
described in section 6861 (b) or 6861 (b), and the expira
tion of the ~riod provided in section 6213 (a) for filing 
a ri;tition with the Tax Court, and 

' (iii) if a petition is filed with the Tax Court (whether 
before or after the making of such assessment), before 
the expiration of the period durintr which the assessment 
of the deficiency would be prohibited if neither sections 
6851 (a) nor 6861 (a) were applicable. 

Clauses (ii) and (iii) shall not apply in the case ofa termina
tion assessment under section 6861 if the taxpayer does not fi]e 
a return for the taxable year by the due date (determined 
with regard to any extensions)." 

(9) Section 6863 (relating to stay of collection of jeopardy 
assessments> is amended by adding at the end thereof the follow
ing new subsection : 

"(c) STAY OF SA.LE OF SF..IZED PRoPERTY PENDING DISTRICT CoURT 
DllTERMINATION UNDER SECTION 7429.-
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"(1) GENERAL RULE.-Where a jeopardy assessment bas been 
made under sect.ion 6862(a)~ the property seized for the collection 
of the tax shall not be sold-

" (A) if a civil action is commenced in accordance with sec
tion 7429(b), on or before the day on which the district court 
judgment in such action becomes final, or 

"(B) if subparagraph (A) does not apply, before the day 
after the exyiration of the period provided in section 7 429 (a) 
for requesting an administrative review, and if such review 
is 1"e9Uested, be~ore the day after the expi_ration of ~he I?«'riod 
provided in section 7429(b), for commencmg an action m the 
district court. 

"(2) ExOll!TioNs.-With ~ ~ any propert~ described 
in paragraph (1),; the exceptions provided by subsection (b) (3) 
(B) shall apply. 

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

(11) Section 7421(a,) (relating to prohibition of suits to 
restram assessment or collection of taxes) is amended by striking 
out "and 7 426 (a.) and ( b) ( 1) " and inserting in lieu thereof 
"7426 (a) and (b) (1), and 7429(b)". 

(12) The table of sections for part I of subchapter A of chapter 
70 is amended to read as follows: 

"Bee. 6851. Termination assessments of Income tax." 
(13) The table of sections for subchapter B of chapter 76 is 

amended by inserting after the item relating to section 7 428 
the following: 

"Sec. 7429. Review of jeopardy assessment procedures." 
( d) EFFECTIVE DATE.-The amendments made by this section a,pply 

with respect to action taken under section 6851, 68611. or 6862 of the 
Internal Revenue Code of 1954 where the notice ana demand takes 
place after December 31, 1976. 
SEC. 1%05. ADMINISTRATIVE SUMMONS. 

(a) IUQUDIEXBNT THAT NOTICE Bz SnVED ON PERsoN Wuoa 
Booxs, ETc., AllE BEING SmocoNED.-Subchapter A of chapter 78 
(relating to examination and inspection) is amended by redesignating 
section 7609 as section 7611 and by inserting after section 7608 the 
following new sections: 
"SEC. 7609. SPECIAL PROCEDURES FOR THIRD-PARTY SUMMONSES. 

"(a) NOTioz.-
"(1) IN GENERAL.-If-

" (A) any summons described in subsection (c) is served 
on any person who is a third-party recordkeeper, and 

"(B) the summons requires the production of any portion 
of records made or kept of the business transactions or affairs 
of anI person (other than the person summoned) who is 
identified in the de.9Cription of the records contained in the 
stunrnons, 

then notice o~ the summons shall be ~ven to any. ix;rson so 
identified within 3 days of the day on which such semce is made, 
but no later than the 14th day before the day fixed in the sum
mons as the day upon which such records are t.o be examined. 
Such notice shall be accompanied by a copy of the summons which 
has been served and shall contain directions for staying compli
ance with the summons under subsection (b) (2). 
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"(2) SUFPIOIENOY OF NOTIOE.-Such notice shall be sufticient if, 
on or before such third day, such notice~ served in the ma.nner 
provided in section 7603. (rela~ ~ semce o~ summons). upon 
the person entitled to notice, or IS mailed by certified or registered 
mail to the last known address of such person, or, in the absence 
of a last known address, is left with the person summoned. I:f 
such notice is mailed, it shall be sufficient if mailed to the last 
known address of the person entit!ed to notice or, in. the case of 
notice to the Secretary under section 6903 of the eXIStence ?f a 
fiduciary relationship, to the last known address of the fiduciary 
of such person, even if such person or fiduciary is then deceased, 
under a legal disability, or no longer in exist.ence. . 

"(3) Tmm>-PABTY REOORDKEEPER Dlll'INED.-For purposes of this 
subeeetion, the term 'third-party record.keeper' ~eans- . 

"(A) any mutual savings bank, cooperat1v~ ha~ d~m~tic 
building and loan association, or ?ther savmgs inst1~u~ion 
chartered and supervised as a savmgs and loan or srmilar 
association under Federal or State law, an~ bank (as ~efined 
in section 581), or any credit union (withm the meamng of 
section 501(c) (14) (A)); 

"(B) any consumer ~porting agency (!1'9 defined under sec
tion 603(d) of the Fair Credit Reportmg Act (15 U.S.C. 
1681a(f))); . 

"(C) any J?6rBOn extending credit through the use of credit 
cuds or similar devices; 

"(D) any broker (as defined in section 3(a) (4) of the 
Securitie.s Exchange Act of 1934 (15 U.S.C. 18e(a)(4))); 

"(E) any attorney; and 
"(F) a.nyaooountant. 

"(4) ExOEFrioN's.-Paragtaph (1) shall not apply to any 
summons- li b"l" "(A) served on the ~rson with respect to whose a 11ty 

the summons is issued, or any officer or employee of such 
person, . 

"(B) to determine whether or not records of the busmess 
tra.nsactions or affairs of an identified person have been made 
or kept, or 

"(C) described in subsection (f). 
"(5) NATURE OF suJOCoNs.-Any_su~mons to w~ch this ~ub

section applies (and any summons m aid of collect1on described 
in subsection (c) (2) (B)) shall identify the taxpayer to whom 
the summons felates or the other person to whom the records 
pertain and shall provide such other information as will enable 
the person summoned to locate the records required under the 
summons. 

"(b) RIGHT To INTERVENE· RIGHT To STAY CoHPLIANCE.-
"(1) INTERVENTION.-Notwithstandin~ any other law or rule of 

law, any person who is entitl~d to J!O~lce of '!' summons un~er 
subsection (a) shall have the nght to mtervene many proceed.?1g 
with respect to the enforcement of such summons under section 
7604. . 

"(2) RxoHT TO STAY 00.HPLIANCL-Notwithstanding any other 
law or rule of law, any person who is entitled to notice of a sum
mons under subsection (a) shall have the right to stay compliance 
with the summons if, not later than the 14th day after the day 
such notice is given in the manner provided in subsection (a) 
(2)-
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"(A) notice in writing is given to the person summoned 
not to comply with the summons, and 

" ( B) a copy of such notice not to comP.lY with the summons 
is mailed by registered or certified mail to such person and 
to such office as the Secretary may direct in the notice re
ferred to in subsection (a) (1). 

" ( c) SU)(Jr(ONS TO WHICH SECTION APPJDS.--
" ( 1) IN OENERAL.-Except as provided in yaragraph (2), a 

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

" ( 2) ExCEl'TioNs.-A summons shall not be treated as described 
in this subsection if-

"(A) it is solel;r to determine the identity of any ~rson 
havmg a numbered account (or similar arra~ent) with a 
bank or other institution described in subsection (a) (3) (A), 
or 

"(B) it is in a.id of the collection of-
"(i) the liability of any person against whom an 

assessment has been made or judgment rendered, or 
"(ii) the liability at law or in equity of any transferee 

or fiduciary of any person referred tom clause (i). 
"(3) RECOBD8j CERTAIN RELATF.D TESTIXONY.-For purposes of 

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

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

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

"(d) REsnuCTION ON EXAXINATION OF RECOllDS.-No examin~tion 
of any records required to be produced under a summons as to which 
notice is required under subsection (a) may be made-

"(I) before the expiration of the l4-da1 period allowed for the 
notice not to comply under subsection (b) ( 2), or 

"(2) when the requirements of subseetion (b) (2) have been 
met, except in accordance with an order issued by a court of com
petent jurisdiction authorizing examination of such records or 
with the consent of the person staying compliance. 

"(e) SusPENSION OF STATUTE OF LixriATIONs.-If any J>61'80n takes 
any action as provided in subsection (b) and such person IS the person 
with respect to whose liability the summons is issued (or is the agent1 nominee, or other person acting under the direction or oontrol o:t 
such person), then the running or any period of limitations under sec
tion 6501 (relating to the assessment and collection of tax) or under 
section 6531 (relating to criminal prosecutions) with respect to such 
person shall be SWJpended for the period during which a proceeding, 
and aJ>peals therein, with respect to the enforcement of such sum
mons 1s pending. 

"(f) AooITioNAL REQUIREMENT IN THE CAsz OF A JoHN Do11 
SuxxoNs.-Any summons described in subsection (c) which does not 
identify the person with respect to whose liability the summons is 
~ued may_ be served only after a court proceeding in which the Secre
tary establishes that-

" ( 1) the summons relates to the investigation of a particular 
person or ~rtainable group or class of persons, 
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"(2) there is a reasonable basis for believing that such person 
or group or class of persons may fail or may have failed to comply 
with any provision of any int.ernal revenue law, and 

" ( 3) the information SOU¥ht to be obtained from the examina
tion of the records (and the identity of the l!erson or persons with 
respect to whose liability the summons is 188ued) is not readily 
available from other sources. 

"(g) SPJ1JCIAL ExcEPrioN FOR CElrrAIN SUXKoNus.-In the case of 
any summons described in subsection ( c), the provisions of subsections 
(a) (1) and (b) shall not apply if, upon petition by the Secretary, the 
court determinet, on the b&Sl8 of the facts and circumstances alleged, 
that there is reasonable cause to believe the giving of notice may lead 
to att.empts to conceal, destroy, or alt.er records relevant to the exami
nation, to prevent the communication of information from other per-
80Il8 tluvugh intimidation, bl'ibery, or collusion, or to flee to avoid 
prosecution, t.estifying, or production of records. 

" (h) J URI8DICTION OF DISTJUC'l' CoUR'!'.-
" ( 1) The Unit.ed States district court for the district within 

which the person to be summoned resides or is found shall have 
jurisdiction to hear and determine proceedings brought under 
subsections (f) or (g). The determinations required to be made 
under subsections lf) and (g) shall be made ex pa.rte and shall be 
made solely upon the petition and supporting a.ilidavits. An order 
denying the petition Shall be deemed a final order which may be 
a.p~led. 

(2) Except as to cases the oourt considers of greater impor
tance, a proceeding brought for the enforcement of any summons, 
or a proceeding under this section, and ap{>S&ls, take precedence 
on the docket over all cases and shall be e.ssigned for hearing and 
decided at the earliest practicable date. 

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

rat.es and conditions under which payment may be made of-
" (1) fees and mileage to persons who are summoned to appear 

before the Secretary, and 
"(2) reimbursement for such costs that are reasonably neces

sary which have been directly incurred in searching for, reproduc
ing, or transporting books, papers, records, or other data required 
to be produced by summons. 

"(b) ExCEPI'IONs.-No payment may be made under paragraph (2) 
of subsection (a) if-

"(1) the person with respect to whose liability the summons is 
issued has a proprietary interest in the books, papers, records or 
other data required to oo produced, or 

"(2) the person summoned is the person with respect to whose 
liability the summons is issued or an officer, employee, &.g11nt, 
accountant, or attomey of such person who, at the time the sum
mons is t1erved, is acting as such. 

"(c) Smu10Ns TO Wmca SEC'I'IoN .Anr..nr&-This section applies 
1rit1i respect to any summons authorized under section 6420(e) (2), 
6421(f) (2), 6424(d) (2), 6427(e) (2), or 760'2." 

(b) Ci.ERi:cAL AKENDHENT.-The table of sections for such subc.hap
ter A is amended by striking out the it.em relating to section 7609 and 
inserting in lieu thereof the following: 
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"Sec. 7609. Special procedures for third·p&rlJ' summonses. 
"Sec. 7610. Fees and costs for witnesses. 
"Sec. 7611. CrOBS references." 

(c) EFFECTIVE DATE.-The amen~ents made by this section shall 
apply with respect to any summons lS8ued after December 31, 1976. 
SEC. 1206. ASSESSMENTS IN CASE OF MATHEMATICAL OR CLERICAL 

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

restrictions on assessment in certain cases) is amended-
(1) by redesignating paragraphs (2) and (3) as paragraphs 

(3) and (4), respectively, and . . . . 
(2) by striking out paragraph (1) and mserting m lieu thereof 

the following new paragraphs: 
"(1) AssFS!HENTS ARISING OtJT OP HA.THEHATIC.AL OR CLERIC.AL 

ERROBS.-If the taxpayer is notified tha.t, on account of a mathe
matical or clerical error a.ppearing on tbe return, an amount of tax 
in excess of that shown on the return is due, and that an assessment 
of the tax has been or will be made on the basis of what would have 
been the correct amount of tax but for the mathematical or clerical 
error such notice shall not be considered as a notice of deficiencJ 
for the purposes of subsection (a) (prohibiting ~ent and 
collection until notice of the deficiency has been mailed), or of 
section 6212 ( c) ( 1) (restricting further deficiency letters~ , . or of 
section 6612(a) (prohibiting credits or refunds after petit10n to 
the Tax Court), and the taxpayer shall have no right to file a 
petition with the Tax Court based on such notic.e, nor shall such 
88SMSJilent or collection be prohibit.ed by the provisions of sub
section (a) of this section. Each notice under thlS paragraph shall 
set forth the error alleged and an explanation thereof. 

"(2) ABATEHENT OF ASSF.SSHENT OF HATHEHATICAL OR CLERICAL 
ERRORS.- . • 

"(A) REQUEST FOR ABATEXENT.-Notwithstanding section 
640f:(b), a taxpayer may file with the Secretary within 60 
days after notice is sent under paraeph (1) a request for 
an abat.ement of any assessment specified in such notice, and 
upon receipt of such request, the Secretary shall abate the 
assessment. Any reassessment of the tax with respect to which 
an abatement is made under this subparagraph shall be sub
ject to the deficiency procedures prescribed by this subchapter. 

"(B) STAY OF OOLLECTION.-ln the case of any assessment 
referred to in paragraph ( 1), notwithstanding paragraph 
( 1), no levy or frocooding in court for the collection ?f such 
assessment shal be made, begun, or prosecuted durmg t~e 
period in which such assessment may be abated under thlS 
paragraph." 

(b) l>ErnnTroNs REI..ATING TO MATHEKATICAL OR CumcAL EruwR8.
Sect1on 6213 is amended by redesignating subsection (f) as subsection 
(g), and bY. inserting immediately after subsection (e) the following 
new enbsection: 

" ( f) DDINITioNs.-For purposes of this section-
" ( 1) RE'l'URN.-The term 'return' includes any return, state

ment, schedule, or list, and an7 amendment or supplement thereto, 
filed with respect to any tax imposed by subtitle A or B, or chap
ter 42 or4S. 

"(2) MATBEJUTICAL OR CLERICAL ERROR.-The term 'mathemati
cal or clerical error' means--
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d. "! ~) an error in addition, subtraction, multiplication or 
iVJSion shown on any return, ' 
" ( B) a.n inc,orrec~ use of any table provided by the Internal 

Rev~nue Se1'V1ce with respect to any return if such incorrect 
uhse IS apparent from the existence of other information on 
t e return, 

."(C) an entry on a return of a.n item which is inconsist.ent wi!J1 another ~try of th~ same or another it.em on such return 
(J?) an omlSSlon of information which is required to~ 

supplied on the return to substantiate a.n entl"V on the return 
and -~ ' 

"(E) an .entry on a return of a. deduction or credit in an 
amount which exceeds a statutory limit imposed by subtitle 
A or ~l ?r chapter 42 or 43, if such limit is expressed-

"(~) as a. specified monetary amount, or 
. ( 11). a.s a pe~nt~, ratio, or fraction, 

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

(c) TEcHNI~ AND CoNFOJlJl:I:No Alnm>JalNTS.-
(1) .Section 6213(b) (3) (relating to assessments arising out of 

t.en( )ta?ve carryedback adJustments), as redesignated by subsootion a , 18 amendE -
(A) b/i striking out "he may assess" and insert~ in lieu 

thereof he mal assess without regard to the provisions of 
para~ph (2). ·' and 
. (~) oy stnking out "mathematical error" and inserting 
m lieu .thereof "mathematical or clerical error". 

(2) Sec~1on 6201(a) (3) (relating to assessments regardin 
erroneous ~come tax prepayment credits) and section 6201(af 
( 4) . ( relatmg to assessments regarding erroneous credit under 
section 39 or 43) are each a.mended-

. (~) by st~ out "mathematical error" and insertin 
m lieu thereof mathematical or clerical eITOr" and g 

(B) by inse~ immediately before the peri~ at the end 
thereof the followmg: ", except that the provisions of section 
:13(b) (2) (relating to abatement of mathematical or cleri

error assessmen~) shall not apply with regard to any 
asses~ent under this paragraph". 

(3) Section 6212(c) (1) (relating t.o deficiency letters) is 
!lmen~ed ~y ~riking out "~relating to mathematical errors)" and 
msertmf' m heu tJiereof ' (relating to mathematical or clerical errors)'. 

(dl) E!'FECTIVE DAn:.-.The amendments made by this section shall 
app Y with respect to returns (within the meaning of section 6213 
(f) {1) of the Internal Revenue Code of 19M) filed after December 31 
1976. ' 
SEC. IZO'l. WITHHOLDING. 

(a) WITHHOLDING STATE AND Dmra:mr IN0010 Tuu FBox Cox
PENSATION OF MEMID!:ltB OF ABJCED FoRcu WHo An REsmmrTS OF THE 
STATE OR llisnuCT OF CoLUllBIA.-

(1) )VITHHOLDING oi: STATE INOOHE TADS.-The last sentence 
of sect10n 5517(a& of title 5, United States Code is amended to 
read as follows: In the case of pay for service ~s a member of 
the arm~d fol'_CeS, the {>recedin,i sentence shall be a lied b 
substitutmg 'who are residents of the State with which fse agrJ_ 
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ment is made' for 'whose regular place of F~era.l emf loyment 
is within the State with which the agreement 18 made'. 

(2) WITHHOLDING OF DISTRICT INCOME TAXU.-Subsection (a} 
of section 5516 of title 5, United States Code, is amended-

(A) by strikinl? out in the third sentence "pay for service 
as a member of tlie armed forces, or to"; &n.d 

(B) by adding after the third sentence the following new 
sentence: "In the case of pay for service as a member of the 
armed forces, the second sentence of this subsection shall be 
applied b7 substituting 'who are residents of the D~ri~ ~f 
Columbia for 'whose ~ar place of employment lS within 
the District of Columbia'." 

(b) WITHHOLDING STATE AND ClTr INOOME TAXES FRox THE Cox
PENBATION OF MEMBERS oF THE NATIONAL Gu.ARD OR THE READY R:e
SERVE.-Section 5517 of title 5, United States Code, is amended by 
adding at the end thereof the following new subsection: 

"(d) For the purpose of this section and sections 5516 and 5520, the 
t.erms 'serve as a member of the armed forces' and 'service as a member 
of the Armed Forces' do not include-

" ( 1) participation in exercises or the performance of duty 
under section 502 of title 32i United States Code, by a member 
of the National Guard; an<t 

"(9) participation in scheduled drills or training }>".riods, or 
service on active dut)' for training, under section 270(&) of title 
10 United States COO.e, by a member of the Ready Reserve." 

(c) VoLUNTABY WrrHHOLDING OF STATB !NOOKE TAXES FBoM THE 
CoKPENSATION OF Fm:mw. EXPLOn:u.-Paragraphs (1) and (2) of 
section 5517 (a) of title 5, United States Code, are amended to read as 
follows: 

" ( 1) provides for the collection of a tax either by imposing on 
employers generally the duty of withholding sums from the pay 
of employees and making returns of the sums to the State, or by 
grantmg to employers generally the authority to withhold sums 
from the pay of employees if any employee voluntarily elects 
to have such sums withheld; &n.d 

"(2) imposes the duty or grants the authority to withhold 
gsn~y with respect to the pay of employees who a.re residents 
of the State;". 

( d) WITHHOLDING TAX ON CEB'rAIN GAXBLINO WINNINGS.-Section 
3402 (relating to income tax collected at source) is amended by adding 
at the end thereof the following new subsection: 

"(q) EXTENSION OF WITHHOLDING TO CERTAIN GAMBLING WIN
NlNGS.-

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

"(2 EUXPTION WHERE TAX OTHERWISE WITHHELD.-In the 
case of any payment of winnings which are subject to withholding 

made to a nonresident alien individual or a foreign corporation, 
the tax imposed under paragraph (1) shall not apply to any such 
payment subject to tax under section 1441 (a) (relating to with
holding on nonresident aliens) or tax under section 1442(a) 
(relating to withholding on foreign rorporations). 
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"(3) WINNINGS WHICH ARE SUBJEcr TO WITHHOLDINo.-For 
purposes of this subsection, the t.enn 'winnings which are subject 
to withholding' means proceeds from a wager determined in 
accordance with the following: 

"(A) IN <J'ENDAL.-Except as provided in subparagra.:phs 
(B) and (C), proceeds of more than $1,000 from a wagering 
transaction, if the amount of such proceeds is at least 300 
times ns large as the amount wagered. 

"(B) 8TATE-CONDUOTED LOT'l'EJUEs.-Proceeds of more than 
$5,000 from a wager placed in a lottery conducted by an 
agency of a Stat.e acting under authority of Stat.e law, but 
only if such wager is J?laced with the Stat.e agency conducting 
such lottery, or with its authorized employees or agents. 

"(C) SWDPSTA:X:F..8, WAGERING POOLS, AND Ol'HER LOTI'ER
ms.-Proceeds of more than $1,000 from a wager placed in a 
sweepstakes, wagering pool, or lottery (other than a wager 
described in subparagraph (B)). 

"(4) RULES FOR DETERHINING PROCEEDS FROH A W.AOER.-For 
purposes of this subsection-

" (A) proceeds from a wager shall be determined by 
reducing the amount received by the amount of the wager, 
and 

"(B) proceeds which are not money shall be taken into 
account at their fair market value. 

"(5) EXEMPTION FOR BINGO, KENO, AND SLOT loCACHINES.-The 
tax imposed under paragraph (1) shall not apply to winnings 
from a slot machine, keno, and bingo. 

"(6) 8TATJ!!lBNT BY RECIPIENT.-Every person who is to receive 
a pal!"ent of winnings which are sub1ect to withholding shall 
furmsh the person making such payment a statement, made under 
the penalties of perjury, containing the name, address, and tax
payer identification number of the person receiving the payment 
and of each person entitled to any portion of such payment. 

"!7) CooRDINATION WITH OTHER 8EC'l'IONs.-For purposes of 
sections 3403 and 3404 and for purposes of so much of subtitle 
F (except section 7205) as relates to this chapter, payments to 
any person of winnings which are subject to withholding shall 
be treated as if they were wages paid by an employer to an 
employee." 

(e) WrmHOU>INo or FEDERAL TAXBS ON Cur.AIN INDIVIDUALS 
ENGAGED IN FisHINo.-

(1) IN OEN'ERAL.-

(A) Section 3121(b) (defining employment) is amended 
by st~ out "or" at the end of paragrafh (18)

1 
by strik· 

ing out the period at the end of paragraph 19) an<t insert~ 
in lieu thereof"; or", and by adding aft.er paragraph (19) 
the follo'!ing new paragraph: 

"(20) service performed by an individual on a boat engaged 
in catching fish or other forms of aquatic animal life under an 
a~ent with the owner or operator of such boat pursuant 
to which-

"(A) such individual doe,s not receive any cash remunera
tion (other than as provided in subparagraph (B) ), 

"(Ji) such individual receives a share of the boat's (or 
the boats' in the case of a fishing operation involving more 
than one boat) catch of fish or other forms of aquatic animal 
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life or a share of the proceeds from the sale of such catch, 

~~( C) the amount of such individual's share depends. on 
the amount of the boat's (or the boa.ts' in the case of a fishmg 
operation involving more than one boat) catch of fish or other 
forms of aquatic animal life, 

90 STAT. 1707 

but only if the operat~ crew of such boat (or each ~t from 
which the individual receives a share in the case of a fishing oreera
tion involving more than one boat) is normally made up of ewer 
than 10 individuals." . · ) · 26 USC 1402 

(B) Section 1402(c) (2\ (definmg trade or busmess is · 
amended by striking out iland" at tlie end of subparagraph 
(D) by striking out the semicolon at the end of subpara-

'h (E) and inserting in lieu thereof ", and", and by 
fd~ after subparagraph (E) the following new subpara-

graph: . d 'bed . secti 3121 (b) (20) ·" .4111e, P· 1706. "(F) service escn m on ' · f 
(C) Section 3401(a) (de~ wages for purposes o 26 USC 3401. 

withholding) is amended by strilOng out the period at the 
end of paragraph ( 16) and inserting in lieu t.hereo! "; or", 
and by adding after paragraph (16) the followmg new 

paragraph: . . (b) (20) " "(17) for service described m section 3121 . 
(2) CoNFORKING .AHENDHENTS.- • • ded 42 USC 410 

(A) Section 210la) of the Social Secunty Act is am~n. · 
by striking out "or'l at the end of paragraph ( 18), bY. strik!"g 
out the period at the end of pa~ph (19) and lll86rtmg 
in' lieu thereof"; or," and by nddmg after pnragraph (19) 
the following new paragraph: 

"(20) Service performed by &n indivi~ual ?n a l?<>at errged 
in catching fish or other forms of aquatic ammal life un er an 
arrangement with the owner or operator of such boat pursuant 
to wliich- . 

"(A) such individual doe.a not receive any cash remunera
tion (other than as provided in subparagraph (Bp, th 

" ( B) such individual receives a share of the boat s (or e 
boats' m the case of a fishing operation invol~ m_?re ~n 
one boat) catch of fish or other forms of aquatic ammal hfe 
or a share of the proceeds from the sale of such catch! and 

"(C) the amount of such individual's share depen<ts. on 
the amount of the boat's (or boats' in the case of a fisbmg 
operation involving more than one boat) catch of fish or 
other forms of aquatic animal life, 

but only if the operating crew of s~cb boat (or each !>oat from 
which the individual receives a share m the case of a fishmg ofura
tion involvin~ more than one boat) is normally made up of ewer 
than 10 individuals." . . . 

(B) Section 211(c) (2) of such Act is amended b~ s_triking 42 USC 411. 
out "and" at the end of sub~ragraph (D), by stn.king ~>Ut 
the semicolon at the end of subparagraph (E), and msertinlr 
in lieu thereof ", and" and by adding after subparagrapli 
(E\ thefollowingnewparagraph: " 

"'(F) service described in section 210(a) (20}; . 
(3) REPORTINGREQUIREHENT.-

(A) Subpart B of part Ill of !JUbehapter ~of e1!ai>ter 61 
(relating to information concemmg transactions wttli other 
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persons) is a~ended by adding at the end thereof the follow
ing new section: 

"SEC. 6050A. REPORTING REQUIREMENTS OF CERTAIN FISIDNG BOAT 
OPERATORS. 

"(a) REF?RTS.-The operator of a boat on ~hich on~ or n;iore ~di
vidua]s, durmg a calendar year, perform services descnbed m section 
312l{b) (20) shall submit to the Secretary (at such t~e, and in ~uch 
manner and form, as the Secretary shall by regulations prescnbe) 
information res~ing-

" {1) the identity of each individual performin~ such services; 
"{2) the percentage of each such individuals share of the 

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

"(3) if such individual receives his share in kind, the type and 
weight of such share, topher with such other information as the 
Secretary may prescribe by regulations reasonably necessary to 
determine the value of such share; and 

"(4) if such individual receives a share of the proceeds of such 
catehes, the amount so received. 

"(b) WRITTEN STATEJKENT.-Every person making a return under 
subSection (a) shall furnish to each person whose name is set forth in 
such return a written. statement showing the information relatin~ w 
such person conta.ined in SU<'h return. The written statement required 
under the preceding sentence shall be furnished to the person on or 
before January 31 of the year following the calendar year for which 
the return under subsection (a) was ma.de." 

(B) Section 6652(b) (relating to failure to file certain 
information returns) is amended b1 inserting after "with
held)," the following: "in the case of each failure to make a 
return required by section 6050A(a.) (relating to reporting 
requirements of certain fishing boat operators),". 

( C) Section 66:12 {b) is further amended bv insertin~ after 
''tips)," the followmg: ''or seetion 6050A(b) (relatmg to 
statements fumished by cert.ain fishing boat operators),". 

(f) EFFECTlVEDATES.-
(1) SUBSECTION (a).-The amendments made by subsection (a) 

shall apply to wages withheld after the 120-day i)eriod followin~ 
any request for an agreement after the date ol tne enactment of 
this Act. 

(2) SUBSECTIONS (b) AND (<·\.-The amendments made by sub
sections (b) and ( c) shall apply to wages withheld alter the 120-
day period following the date of thfl enactment of thiR Act. 

( 3) SUBSECTION ( d) .-The amendments made by snbseM-ion ( d) 
shall apply to payments of winnings ma.de after the 90th day after 
the date of the ennctment of this Act. 

( 4) SUBSECTION' ( e) .-
(A) The amendments made by pa.ragra.phs ( 1) (A) and 

(2)(A) of subsection (e) shall apply to services performed 
after December 31 1971. The amendments made by para
graphs (1) (B), (1} (C), aJld (2){B) of such subsection shall 
apply to taxable years ending after December 31, 1971. The 
amendments made by paragraph (3) of such subsection shall 
apply to calen~ar years beginning after the date of the 
enactment of tlus Act. 

(B) Notwithstandinir subparagraph (A), if the owner or 
operator of any boat treated a share of the boat's catch of fish 
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or other aquatic animal life (or a share of the proceeds there
from) received by an individual after December 31, 1971, 
and before the date of the enactment of this Act for services 
performed by such individual after December 31, 1971, on 
such boat as being subject to the tax under chapter 21 of the 
Internal Revenue Code of 1964 then the amendments made 
by paragraphs (1) (A) and (B) and (2) of subsection (e) 
shall not a,PJ>l;)' with respect to such services performed by 
such individual (and tlie share of the catch, or proceeds 
therefrom, received by him for such services). 

SEC. 1208. STATE-CONDUCTED LOTTERIES. 
(a) EXEHPTION Fllox WAGERING Tu:.-Paragraph (3) of section 

4400 (relating to State-conducted sweepstakes) is amended to read as 
follows: 

"(3) 8TATE-OONDUCTF.D L<n'TERIES, rrc.-On any wager placed 
in a sweepstake . wagerin~ pool, or lottery which is conducted by 
an agency of a t.ate actmg under authority of State law, but 
only if such wager is placed with the State a~·tmcy conducting 
such sweepstakes, wagering pool, or lottery, or with its authorized 
employees or a~nts." 

(b) EXEMPTION FROM 0ccuPATIONAL TAX ON COIN-OPERATED 
ThmCES.-Section 4462(b) (relating to exclusions from definition of 
coin-operated gaming devices) is amended-

( 1) by striking out "or" at the end of paragraph ( 1) , 
(2) by striking out the period at the end of paragraph (2) and 

inserting in lieu thereof"; or", and 
(3) by adding at the end thereof the following new paragraph: 
" ( 8) a vending machine which-

" (A) dispenses tickets on a sweepstakes, wagering pool, 
or lottery which is conducted by an agency of a State acting 
under authorit,Y of State law, and 

"(B) is mamt:ained by the State agency conducting such 
swee_pstakes, wagering pool, or lottery, or by its authorized 
employees or agents." 

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

respect to wagers placed after March 101 1964. 
(2) The amendments made by subsection (b) shall apply with 

respect to periods after March 10, 1964. 
SEC. 1209. MINIMUM EXEMPTION FROM LEVY FOR WAGES, SALARY, 

AND OTHER INCOME. 
(a) GENERAL RuLE.-Subsection (a) of eertion 6334 (relating to 

property exempt from levy) is amended by adding at the end thereof 
the following new para.graph: 

"(9) M)NIXUM EXF..MPTION FOR WAGE81 SALARY, AND OTHER 
INC.OME-.Any amount payable to or received by an individnal as 
wages or salary for personal services, or as income derived from 
other sources, during any period, to the extent that the total of 
such amounts payable to or received by him during such period 
does not exceed the applicable exempt amount det.ermined under 
subsection ( d)." 

(b) l>rrEnuNATION op EXEKl'T AxoUNT.-Section 6334 is amended 
by adding at the end thereof the following new subsection: 

"(d) EXEKPT AxouNT OP WAGES, SALABY, OR OruER lwcoXE.
"(1) INDIVIDUALS ON WEEKLY BASIS.-ln the case of an individ

ual who is paid or receives all of his wages, salary, and other in-
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come on a weekly basis, the amount of the wages, salary, and other 
income payable to or received. by him during any week which is 
exempt from levy under subsection (a) (9) shall be-

"(A) $60, plus 
"(B) $US for each individual who is specified in a written 

statement which is submitted to the person on whom notice of 
levy is served and which is verified in such manner as the Sec
retary shall prescribe by regulations and-

" ( i) over half of whose support for the payroll period 
was received from the taxpayer, 

"(ii) who is the spouse of the taxpayer, or who bears a 
relationship to the taxpayer specified in paragraphs (1) 
through (9) of section 152(a) (relating to definition of 
de~ndents), and 

' (iii) who is not a minor child of the taxpayer with 
respect to whom amounts are exempt from levy under 
subsection (a) (8) for the ~ayroll period. 

For purposes of subparagraph (B) (ii) of the preceding sentence, 
'payroll period' shall be substituted for 'taxable year' each place 
it appears in paragraph (9) of section 152(a). 

"(2) lNDIVIDUAL8 ON BASIS OTHER THAN WEEKLY.-In the case of 
any individual not described in para2raph ( 1), the ammmt ol he 
wages, salary, and other income payable to or received by him dur
ing any apJ>licable pay period or other fiscal period (as determined 
under reglllations prescribed by the Secretary) which is exempt 
from levy under subsection (a) (9) shall be an amount (det<'r
mined under such regulations) which as nearly as possible will 
result in the same total exemption from levy for such individual 
over a period of time RS he would have under paragraph (1) if 
(during such period of time) he were paid or received such wages, 
salary, and other income on a resrular weekly basis." 

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

'(8) JUOOHENTS FOR SUPPORT OF MINOR CHILDREN.-". 
( d) LEVY ON W AOF.S, ETC., To BE CoNTINUINo.-

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

u (3) CoNTINUINO l..EVY ON SALARY AND WAGES.-
" (A) EFFECT OF LEVY.-The eft'ect of a levy on salary or 

wages payable to or received by a taxpayer shall be con
tinuous from the date such levy is first made until the lia
bility out of whieh sueh levy arose is satisfied or becomes 
unenforceable by reason of lapse of time. 

"(B) RELEASE AND N<mCE OF RELEASE.-With respect to a 
levy described in subparagraph (A), the Secretary shall 
promptly release the levy when the lia.bility out of which such 
levy arose is satisfied or becomes unenforceable by reason of 
lapse of time, and shall promptly notify the person upon 
whom such levy was made that such le:vy has been released." 

(2) The second sentence of section 6331 (b) (relating to seizure 
!'nd. ~le ~f p~perty) is amended by striki~g out "A levy" and 
msert~m heu thereof "Except as otherwise provided m sub
section d) (3), a levy". 

(3) e first sentence of section 6332(c) fl) (relating to 
enfol"('ement of levy) is amended by st~ out }'from the date of 
such levy" and inserting in lieu thereof "from the date of such levy 

.. 
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(or. in the case of a levy deseribed in section 6331 ( d) ( 3), from the 
date such person would otherwise have been obligated. to pay over 
such amounts to the taxpayer)". 

(4:} Paragraph (1) of section 6881(d) (relating to levy on 
salaries and wages) is amended by striking out the last sentence. 

(e) E!'FWl'lvB DATE.-The amendnients made by this section shall 
apply only with respect to levies made after December 31, 1976. 
SEC. mo. JOINT COMMITIEE REFUND CASES. 

(a) IN GJJNERAL.-Section 6405(a) (relating to reports of refunds 
and credits) is amended to read as follows: 

"(a.) BY TREAsuRY TO JOINT CoHJ:UTTEE.-No refund or credit of 
any income, War profits, excess profits, estate, or gift tax, or any tax 
imposed with respect to private foundations and pehsion plans under 
ch&pter;s 42 and 43, in excess of $200,000 shall be made until after the 
expiration of 30 days from the date upon which a report giving the 
name of the person to whom the refund or credit is to be made the 
am?l!nt of such refund or c~it, an~ a summary o~ the facts and the 
declSlon of the Secretary, JS submitted to the Jomt Committee on 
Taxation." 

(b) TENTATIVE REFUNDS.-8ection 6405 ( c) is amended by striking 
out "$100,000" and inserting in lieu thereof ''$200,000". 
. (c) AUDIT.-Section 8003(a) (relating to powers to obtain 
information from the Internal Revep.ue Service) is amended by 
!ldd~ a~ the end th!"reof the. following m~w sentence: "In the 
mvestigation by the J omt Committee on Taxation of the administra
tion of_ the internal re~nue taxes by the Internal Revenue Service, 
the Chief of St.aft' of the Joint Committee on Taxa.tion is authorized 
to secure directly from the Internal Revenue Service such tax returns 
or copies of tax returns, and other relevant information, as the Chief 
of Staff deems necessary for such investigation, and the Internal 
Revenue Service is authorized and directed to furnish such tu: 
returns and information to the Chief of Staff together with a brief 
report, with respect to each return, as to any action taken or pronosed 
to be taken by the Service as a result of any audit of the return!' ___ _ 

{d) EFFECTIVE DATU.-
(1) The amendments made by subsections (a) and (b) shall 

take effect on the date of the enactment of this Act, except that 
such amendments shall not apply with respect to any refund or 
credit with respect to which a report has been made before the 
date of the enactment of this Act under subsection (a) or ( c) of 
section 6405 of the Internal Revenue Code of 1954:. 

(2) The amendment made by subsection (c) shall take effect 
on January 1, 1977. 

SEC. 1%11. SOCIAL SECURITY ACCOUNT NUMBERS. 
(a) Section 208(g) of the Social Security Act is amended, in the 

matt.er preceding clause (1) thereof, by striking out "entitled-" and 
inserting in lieu thereof "entitled, or for any other purpose-". 

(b) Section 205 ( c) ( 2) of such Act is amended by adding at the end 
thereof the following new subparagraphs: 

"(C) (i) It is the policy of the United States that any State (or 
political subdivision thereof) may, in the administration of any tax, 
general public assistance, driver's license, or motor vehicle registration 
!aw within its jurisdiction, utilize the social security account numbers 
issued by the Secretary for the purpose of establish~ the identifica
tion of individuals aft'ected by such law, and may reqwre any individ-
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ual who is or appears to be so affected to furnish to such State (or 
political subdivision thereof) or any agency thereof having adminis
trative responsibility for the law involved, the social security account 
number (or numbers, if he has more than one such number) issued to 
him by the Secretary. 

" (ii) If and to the extent that any provision of Federal law hereto
fore enacted is inconsistent with the policy set forth in clause ( i) of 
this subparagraph, such provision shall, on and after the date of the 
enactment of this subparagraph, be null, void, and of no effect. 

" (iii) For purposes of clause ( i) of this subparagraph, an a~ncy 
of a State (or political subdivision thereof) charged with the admin
istration of any general public assistance, driver's license, or motor 
vehicle registration law which did not use the social security account 
number for identification under a law or regulation adopted before 
January 1, 1975, may require an individual to disclose his or her social 
security number to such agency solely for the purpose of administer
ing the laws referred to in clause (i) above and for the purpose of 
responding to requests for information from an agency operating pur
suant to the provisions of part A or D of title IV of the Social Security 
Act. 

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

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

"(d) UsE oF SocIAL SECURITY AccouNT NuMBER.-The social secu
rity account number issued to an individual for purposes of section 
205 ( c) ( 2) (A) of the Social Security Act shall, except as shall other
wise be specified under regulations of the Secretary, be used as the 
identifying number for such individual for purposes of this title." 

( d) ( 1) Section 208 of the Social Security Act is amended by insert
in~ after subsection (g) the following new subsection: 

'(h) discloses, uses, or compels the disclosure of the social security 
number of any person in violation of the laws of the United States;" 

(2) section 208(g) (2) of such Act is amended by adding "or" at 
the end thereof. 
SEC. 1212. ABATEMENT OF INTEREST WHEN RETURN IS PREPARED 

FOR TAXPAYER BY THE INTERNAL REVENUE SERVICE. 
(a) IN GENERAL.-Section G404 (relating to abatements) is amended 

by adding at the end thereof the following new subsection: 
" ( d) ASSESSMENTS ATTRIBUTABLE TO CERTAIN MATHEMATICAL ERRORS 

BY INTERNAL REVEXL"E SERvicE.-In the case of an assessment of any 
tax imposed by chapter 1 attributable in whole or in part to a mathe
matical error described in section 6213(f) (2) (A), if the return was 
prepared by an officer or employee of the Internal Revenue Service 
acting in his official capacity to provide assistance to taxpayers in the 
preparation of ,income tax returns, the Secretary is authorized to abate 
the assessment of all or any part of any interest on such deficiency for 
any period ending on or before the 30th day following the date of 
notice and demand by the Secretary for payment of the deficiency." 

(b) EFFECTIVE DATE.-The amendment made by subsection (a) 
shall apply with respect to returns filed for taxable years ending after 
the date of the enactment of this Act. 
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TITLE XIII-TAX EXEMPT 
ORGANIZATIONS 

SEC. 1301. DISPOSITION OF PRIVATE FOUNDATION PROPERTY UNDER 
TRANSITION RULES OF TAX REFORM ACT OF 1969. 

(a) IN GENERAL.-Paragraph (2) of section 101 (I) of the Tax 
~eforn;i Act of 1969 (relatmg to private foundations savings provi- 26 USC 4940 
Sions) IS amended- · note. 

(1) by striking out "and" at the end of subparagraph (D) · 
(2) by ~tri~ing out the period at the end of subparagraph (E) 

and msertmg ~n heu thereof " ; and"; and 
( 3) by addmg at the end thereof the following new subpara

graph: 
"(F) the sale, exchange, or other disposition (other than 

by lease) of property which is owned by a private foundation 
to a disqualified person if-

" ( i) such foundation is leasing substantially all of 
such.property under a lease to which subparagraph (C) 
apphes. 

" (ii) the disposition to such disqualified person occurs 
before January 1, 1978, and 

"(iii) such foundation ' receives in return for the dis
position to such disqualified person an amount which 
equals o~ exceeds the f~ir m.a~ket value of such property 
at the time of the disposit10n or at the time (after 
June 30, 1976) .a contract f~r the ~isposition was previ
ously executed m a transaction which would not consti
tute. a prohibited transaction (within the meaning of 
section 503 (b) or any corresponding provision of prior 
law).". 

(b) EFFEC~ D~~.-The amendments made by subsection (a) 26 USC 4940 
~hall apply to d1sp~s1tlons after the date of the enactment of this Act note. 
m taxable years endmg after such date. 
SEC. 1302. NEW PRIVATE FOUNDATION SET-ASIDES. 

(a) ~N G:"'Nl'.RAL .. -Sec.tion 4942(g) (2) (relating to definition of 26 USC 4942. 
quahfymg d1stribut10ns) is amended to read as follows : 

"·(2) CERTAIN SET-ASIDES.-
"(A) IN GENERAL.-For .all taxable years beginning on or 

after January 1, 1975, sub1ect to such terms and conditions 
as may be.prescri~ed by the Secretary, an amount set aside 
for a specI~c pr?Ject which comes within one or more pur
poses ~es~nbe<;l I~ se~tio~ l!O(c) (2) (B) may be treated as 
a quahfymg d1stribut10n if it meets the requirements of sub
paragraph (B). 

"(B) REQUIREMENTs.--:-An amount s~t aside for a specific proj
e~t shall meet th.e requirements of this subparagraph if at the 
time of the set-aside the foundation establishes to the satisfaction 
of ~he S~cr~tary that the amount will be paid for the specific 
proJect w1thm 5 years, and either-

" (i). at the time '?f th~ set-aside the private foundation 
estll;bhshes t~ the satlsfact10n of the Secretary that the proj
ect is on~ wh1c~ can better be accomplished by such set-aside 
th~n.J:>y Immediate payment of funds, or 

(n) (I) the pro1ect will not be completed before the end 
?f the taxable year of the foundation in which the set-aside 
IS made, 
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"(II) the private foundation in each t.axablelear begin
ning after December 31, 1975 (or after the ~nd o t~e fourt~ 
t.axable year following the year of its .oreatl?n, whichever 1s 
later) distributes amounts, m cash or its equ1yalent, equal to 
not l~ than the distributable amount determined under sub
section (d) (without regard to su~tion. (i)) for pu;~s 
described in section 170(c) (2) (B). (inclu~mg but notllDllted 
to payments with respect to set-asides whi~h were treated as 
qualifying distributions in on~ or more. p~or years), and. 

"(III) the private foundat1?n has d1str1buted ~melu~ 
but not limited to ~~y~ents with respect to set-&Sides wh~cli 
were treated as qua.lifying distributioi;is in 01;1-e or more px:ior 
years) during the four taxable years munediately preceding 
its first taxable year beginnin~ after December .31, 1975? or 
the fifth taxable year following the y~ar of its. creat~on, 
whichever is later, an aggregate amount, m cash or its equiva
lent of not less than the sum of the following: 80 percent of 
the 'first preceding taxa~le ear's distributable amount; 60 
percent of the second p · taxab!e year's distrib~ta~le 
amount; 40 percent of the thi precedmg taxable year s ~s
tributable amount; and 20 percent of the fourth preceding 
taxable year's distributable amount. 

"(C) CERTAIN FAILUBES TO DISTJUBUT&-If, for any ~axable 
year to which clauee (ii,) (II) of subparagraph (B) app~es, the 
private foundation fails to distribut.e in cash or its eqmvalent 
amounts not less than those required by such clause and- . 

"(i) the failure to distribute such amounts was not willful 
and was due to reasonable cause, and . 

"(ii) the foundation distributes an amount in cash or its 
equive.lent which is not less ~han the difference ~~ween the 
amounts required to be distributed under clause (11) (II) of 
subparagraph (B) and th': amounts actually dist~bu~ in 
cash or its ecJ,Wvalent during that taxable year within the 
initial correction period provided in subsection (j) (2), 

such distribution in cash or its equivalent shall be treated for the 
purposes of this subparagraph as made during such year. . 

"(D) REDUCTION IN DISTRIBUTION AXOUNT.-If, durmg t~e 
taxable years in the adjustment period for wh~ch th~ oi:garu
zation is a private foundation, the foundation distributes 
amounts in Cash or its equivalent which exceed the amount 
required to be distributed. under clause (ii) (Il) of subpa~
graph (B) (including but not limited to pal.~ents .wit~ 
resf;l0ct to set-asides which were treated as quah!ylng dis~ri
but1ons in prior yea~) , then for purpos~~ of this subsection 
the distribution required under clause (n) (II) of subpara
graph (B) for the taxable year shall he reduced by an 
amount equal to such excess. 

"(E) Al>roSTMENT PERIOD.-For purposes of subparagraph 
(D), with respect to &1;\Y taxabl~ year of a private founda
tion the taxable years m the ad1ustment period are the tax
able' years (not exceeding 5) beginning after December 31, 
1975, and immediately J.>ieced~n~ the taxabl~ year. 

In the case of a eet-a.side which satISfies the reqwrements o~ clause 
(i) of subparagraph (B), for good cause shown, the penod for 
paying th~ amount set aside may be ~xtended by th~ Secretary." 

(b) STATUTE oF LnnTATIONs.-Subseet1on (n), of ~tlon 6501 (re
lating to limitations on assessments and collections) JS amended by 
add.big at the end thereof the following new paragraph: 

... 
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"(3) CJmTAIN SET-ASIDES DESCRIBED IN SECTION 4942(g) (2).-Jn 
the case of a. deficiency attributable to the fa.ilure of an amount 
set aside by a private foundation for a specific '.l?rojeet to be 
treated as a qualifyinR distribution under the proVIsions of sec
tion 4942(g)(2) (B) (11(II), such deficiency may he assessed at 
any time before the expiration of 2 yea.rs after the expiration of 
the period within which a deficienc~ may he assessed for the taxa
ble year to which the amount set wde relates." 

( c) EFPBCTIVE DATE.-The amendments made by this section sha.11 
apply to taxable years beginning after December 31, 197 4.. 
SEC. 1303. MINIMUM DISTRIBUTION AMOUNT FOR PRIVATE FOUN

DATIONS. 
(a) IN GBNERAL.-Subsection (e) of section 4942 (relating to mini

mum investment return) is amended to read as follows: 
" ( e) M:INuroK INVESTMENT RETURN.-

" ( 1} IN GENERAL.-For purposes of subsection (d), the mini
mum mvestment return for any private foundation -lor any tax
able year is 5 percent of the excess of-

" (A) the aggregate fair market value of all assets of the 
foundation other than those which are used (or held for use) 
directly in carrying out the foundation's exempt purpose, 
over 

"(B) the acquisition indebtedness with respect to such 
&S8ets (determined under section 514(c) (1) without regard 
to the taxable year in which the indebtedness was incumd). 

"(2} VALUATION.-
"(A) IN GENEB.AL.-For purposes of pa.ragraph (1) (A), 

the fair market value of securities for which market quota
tions are readily available shall be determined on a monthly 
basis. For a.11 other assets, the fair market value shall be deter
mined at such times and in such manner as the Secretary shall 
by reitnlations prescribe. 

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

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

closelr. held corporation, or . . 
" (hi) the fact that the sale of such securities would 

result in a forced or distress sale, 
the securities could not. be liquidated within a rt>asonable 
period of time except at a price less than such fair market 
value. Any reduction in value a..llowabl~ under this subpara
graph shall not exceed 10 percent of such fair market value." 

(b) EFFECTIVE DATB.-The amendment made by this SPction applies 
to taxable years beginning after December 31, 1975 . 
SEC. 1304. EXTENSION OF TIME TO AMEND CHARITABLE REMAINDER 

TRUST GOVERNING INSTRUMENT. 
(a) EXTENSION OF TncE.-Section 2055 ( e) ( 8) (relating to the allow

ance of deductions in certain cases) is amended-
(1) by strikin~ out "Sentember 21. 1974," and inS(>rtinl? in lien 

thereof "December 31, 1977,", and 
(2) by strikin1: out "December 81, 1975" each place it appears 

and inserting in lieu thereof "Deeember 31. 1977". 
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(b) EXTENSION OF PERIOD FOR FII.ING CLAU[ FOR REFUND OF ESTATE 
T.u: l>A.ID.-A claim for refund or credit of an overpayment of the tax 
imposed by section 2001 of the Internal Revenue Code of 1954 allow
abfe under section 2055(e) (3) of such Code (as amended.by subsec
tion (a)) shall not be denied because of the expiration of the time for 
filing such a claim under section 6511(a) if such claim is filed not 
later than June 30 1978. 

(e) EFFECTIVE DAn.-The amendments made by this section shall 
apPly in the ease of decedents dying after December 31, 1969. 
SEC. 1305. UNRELATED TRADE OR BUSINESS INCOME OF TRADE 

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

neE) is amended by adding at the end thereof the followmg new 
subsection: 

"(d) CERTAIN ACTIVITIES oF TRADE Saows, STATE FAIBS, ETC.-
" ( 1) GENERAL au~.-The te.rm 'unrel!'ted trade. O! . business' 

does not include qualified pubhc entertainment act~vities of an 
organization described in pa.ragraph (2) (C), or qualified conven
tion and trade show activities of an organization described in 
paragraph (3) (C). 

"(2) Qu.ALIFIED PUBLIC ENTERTAINMENT ACTIVITIE8.-For pur-
poses of this subsection- . 

"(A) PUBLlo ENTERTAINHENT ACTIVITY.-The term 'pubhc 
entertainment activitt means any entertainment or n;crea
tional activity of a kmd traditionally conduc~ at fairs or 
expositions promoting agricultural and educational purposes, 
including, but not limited to, any ~tivity. one of the. J?Ur
poses of which is to attract the pubhc to fBirs or expositions 
or to promote the breeding of animals or the development of 
products or equipment. 

"(B) QUALIFIED .PUBLIC E0NTERTAIN~•:~T AOTIVITY.-T~e term 'qualified pubhc entertamment activity' means a pu~hc 
entertainment activity which is conducted b~ a qualifymg 
organization descriht>a in subparagraph (Cl m-

"(i) conjunction with an international, national, State, 
re2'ional, or 10<.'al fair or exposition, 

U (ii) accordance with the provisions of State law 
which permit the activity to be operated or conducted 
solely by such an organization, or by an agency, instru
mentality, or political subdivision '?f. such State, or 

"(iii) accordance with the .Pl'OVISJons of Stat~ law 
which permit such an organization to be granted a license 
to conduct not more than 20 days of such activity on 
payment to the State of a lower percentage of the reve
nue from such licensed activity than the State requires 
from orenizations not descritied in section 501 ( c) ( 3) ' 
( 4), or (6). . 

"(0) Qu.ALIFYINo OJIOANIZATioN.-For purposes of this 
parapph.. the term 'qualifying or~ization' means an orga
nization which is de.scribed in section 501(e) (3), (4), or 
(5) which regularly conducts, as one ?fits su~ntial ex~~pt 
purpoeee, an agricultural and educational fair or exp0S1tion. 

"(3) QUALIFIED OONVENTION AND TRADE SHOW AcrIVITIES.-
"(A) CoNVENTION AND TRA~E .SHOW ACTIVITY.-'!1?-e term 

'convention and trade show act1VIty' means any achv1ty of a 
kind traditionally conducted at conventions, annual meetings, 
or trade shows, iii.eluding, but not limited to, any activity one 

I • 
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of the pur~ of which is to attract persons in an industry 
generally (without regard to. membership in the sponsoring 
organization) as well as members of the public to the show 
for the purpose of displaying industry products or to stimu
late interest. in, and demand for, industry products or serv
ices, or to educate persons engaa:ed in the industry in the 
development of new products an<I services or new rulee and 
re~lations affecting the industry. 

'(B) QuALIFIED CONVENTION AND TRADE SHOW ACTIVITY.
The term 'qualified convention and trade show activity' means 
a convention and trade show activity carried out b:y a qualify
ing o~nization described in snbpara_graph ( C) m conjunc
tion with an international, national, State, regional, or local 
convention, annual meeting, or show conducted by an orga
nization described in subparagraph ( C) if one of tlie purposes 
of such organization in sponsoring the activity is the promo
tion and stunulation of interest in, and demand for, the prod
ucts and se1·vices of that industry in genera.I, and the show is 
designed to achieve such purpose through the character of 
the exhibits and the extent of the industry products displayed. 

"(C) QUALIFYING ORGANIZATION.-For purposes of this 
pam~aph, the term 'qualifying organization' means an orga
nization described in section Ml(c) (5) or (6) which regu
larly conducts as one of its substantial exempt purposes o. 
show which stimulates interest in, and demand for, the prod
ucts of a. particular industry or segment of such industry. 

90 STAT. 1717 

" ( 4) Suca ACTIVITIES NOT TO AFFECT EXEMPT STATUS.-An orga
niza~ion described in.section 501(c) (3)., (4), or (5) shall not be 
considered as not entitled to the exemption allowed under section 
501 (a) solely because of qualified pul>lie entertainment activities 
conducted by it.'' 

(b) EFFECTIVE DATES.-The amendments made by subsection (a) 26 USC 513 
app.ly ?> qualified public entertainment a.cth-it!es m taxable years note. 
begmnmg after December 31, 1962, and to quahfied convention 11.nd 
trade show activities in taxable years begillning after the date of 
enactment of this Act. 
SEC. 1306. DECLARATORY JUDGMENTS WITH RESPECT TO SI:CTION 

501(c)(S) STATUS AND CLASSIFICATION. 
(a) GENERAL Ruu:.-Subc~apter ~of ~pter 76 (relatin~ to pro
~ by taxpayers and t~1rd ~rt1es) is ame!lded by redes1gnat.ing 
section 7;128 as 7480, and by msertmg after section 7427 the following 
new section : 
"SEC. 7428. DECLARATORY JUDGMENTS RELATING TO STATUS AND 26 use 7428. 

CLASSIFICATION OF ORGANIZATIONS UNDER SECTION 
501(c)(8), ETC • 

• 1 ".i•),,Ca&ATioN OF REMEDY.-ln a case of actual controversy 
mv'o1~ 

" ( 1) a detel"f!lination by the Secretary-
" (A) with respect to the initial qualification or continuing 

9.ualifi~ion of an or~iza~ion as an organization described 
m section 501 ( c) (3) which 1s exempt from tax under section 
50l(a) or as an organization described in section l'TO(c) (2) , 

"(B) with respect t.o th~ initial classification or CQntinuing 
classification of an organization as a private foundation (as 
defined in section 509 (a) ) , or 



90 STAT. 1718 

26 USC4942. 

PUBLIC LAW 94-455-0CT. 4. 1976 

" ( C) with respect to the initial classification or continu
ing classification of an organization as a private operating 
foundation (as defined in section 4942(j) (8) ), or 

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

upon the fil!n¥ of an appropriate pleading, the United States Tax 
Court, the Uruted States Court of Claims, or the district court of the 
United States for the District of Columbia may make a declaration 
with respect to such initial qualification or continu~ qualification or 
with respect to such initial classification or continuing classification. 
hy such declaration shall have the force and eft'ect of a decision of 
the Tax Court or a final judgment or decree of the district court or 
the Court of Claims, as the case may be, and shall be nwiewable as 
such. 

"(b) LlJuTATIONS.-
" ( 1) PETITIONEJL-A plea.ding ma,,- be filed under this section 

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

"(2) EXHAU8TION OF .ADKINISTRATIVE B.Ell.EDIF.S.-A declaratory 
judgment or decree under this section shall not be issued in any 
proCeeding unless the Tax Court, the Court of Cl&ims, or the dis
trict court of the United States for the District of Columbia deter
mines that the organization involved has exhausted administrativo 
remedies available to it within the Internal Revenue Service. An 
organization i:eq.uesting the determination of an issue referred to 
in subsection (a) ( 1) shall be deemed to have exhausted it.a admin
istrative remedies with respect to a failure by the Secretary to 
make a determination with respect to such issue at the expiration 
of 270 days after the date on which the request for such deter
mination was made if the organization has taken, in a timely 
manner, all reasonable steps to secure such determination. 

" ( 3) Tun: FOR BRINGING AD.l'ION .-If the Secretary sends by cer
tified or registered mail notice of his determination with respect 
to an issue referred to in subsection (a) ( 1) to the organization 
referred to in J>&ragr&ph (1), no prOceeding may be initiated 
under this section by such organization unless the pleading is 
filed before the 91st day after the date of such mailing. 

"(c) VALIDATION OF CUTAlli CoNTJUBUTIONs MADE DuluNG PEND
ENCY OF PltooEEDINGS.-

" (l) lNOENERAL.-lf-
"(A) the issue referred to in subsection (a) (1) involves 

the revocation of a determination that the organization is 
described in section 170(c) (2), 

"(B) a proceeding under this section is initiated within 
the time provided by subsection (b) (8), and 

"(0) e1ther-
"(i) a decision of the Tax C-0urt has become final 

(within the meaning of section 7481), or 
"(ii) a judgment of the district court of the United 

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

entered,". 
and such decision or judpent, as the case may be, deter
mines that the organtzat1on was not described in section 
170(c) (2), 
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t!ien, notwithstanding such decision or judl?Dlent, such organiza
tion shall be treated !ls having been described in section 170(e) (2) 
for pu~poses of ~tion 17-0 for the period beginning on the date 
on which the noti~ of the revocation wae :published and ending 
~m the date on wh1ch the court first determmed in such proceed.
In§ that the organization was not described in section 170 ( c) (2). 

(2) LnnTATION.-Paragraph (1) shall apply only-
"(A) with respect to individuals, and only to the extent 

that the aggregate of the contributions made by any individ
ual~ or .for the use of the. organization during the period 
specified m P.aragraph (1) does !lot exceed $1,000 (for this 
pu~ t~ting a husband and wife as one contributor) and 

" B) with ,!6Spect to organizations described in ~tion 
170 e) (¥) which are exempt from tax under section 501(a) 
(for this purpose ex~ludmg. any such organization with 
reepect.to 'Yh1ch there is.pendm~ a proceeding to revoke the 
determmation under section 170 ( e) ( 2) ) . 

. "(8) ExCEPTION.-This subsection shall not apply to any indi
vidual.who was responsible, in whole or in part, for the activities 
(or fa1!ures to act) on t?e Part of the organization which were 
the basis for the revocation.". 

(b) TEcHNmAL AND CowroRHING AvmmJONTS.-
(J) ~on 7461 (relatin~ to fee for filing petition) is amended 

by insertmg l?efore the period at the end thereof the following· 
"or under section 7428". • 

(~) Se_ction 745~,(c) (relating to date of decision) ·is amended 
~y mse~ after . under Dart IV of this subchapter" the follow
ing: "or unaer soot1on 7 428;'. 

(3) Section 7476(c). (~latinlf to.use of Tax Court commission
~rs) IS amel!-ded by stnking out 'this section" and inserting in lieu 
thereof "this section or section 7428" 

(4) ~i~n 748~(b) (1) (relating ·to venue for rev.iew of Tai:: 
Court dec1Sions) 1s amended by striking out "or" at the end of 
subparagraph (C}, by strikin~ out the period at the end of sub
paragraph (D) and inserting m lieu thereof", or'', and by insert
mg after su~paragraph (D) the following new subparagraph• 

".(~) m the case of an organization seeking a declaratocy 
demSion 1!Ild~r section 7428, the principal office or agency of 
the organization.". 

" (5). Section 7482(b) (1) is fuxther amended by striking out 
section 7476" m the last sentence and insert;n ... m lieu thereof 

"section 7428, 74!'T6,". ........,.. 
(6) The table of sections for eubchapter B of chapter 76 ie 

~men4ed ~y .striking out the item relating to section 7428 and 
meertmg m lieu thereof the following: 

"Sec. 7428. Declaratory judgments relating to status and clasaltlcation 
,..,,_ 

7
,,°" C of organlzattom under section l501(c) (3) etc. 

<>=- .,,..,.,. roes reference&.., ' 

(!) ~i?n 1846(e) o~ title 28, United Stat.es Code (relating 
to JUrisd1ction of distnct courts with the United States ae 
defendant), is amended by inserting "or section 7428 (in the case 
~f the pnited States distnct court for the District of Columbia)" 
unmediately after "section 7426". 

(8~ Section 2201 of title 28, United States Code (relating to 
~reat1on of declaratory ju~ent remedy) is amended by strik-
1ng out ''taxes" and insertmg in lieu the;eof "taxes other than 
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actions brought under section 7 428 of the Internal Revenue Code 
of 1954". 

(9) (A) Chapter 92 of title 28, United States Code1 is amended 
by adding nt the end thereof the following new section; 

"§ 1507. Jurisdiction for certain declaratory judgments 
"The Court of Claims shall have jurisdiction to hear any suit for 

and issue a declarato7 judgment under section 7428 of the Internal 
Revenue Code of 1954 .• 

(B) The table of eections for sueh chapter is amended by add
ing at the end thereof the following new item: 

"1507. Jurisdiction for certain deelaratory judgments." 

(e) EFFECTJYE DATE.-The amendments ma.de by this section shall 
appfy with res_Peet to pleadings filed with the United States Ta.x 
Co\lrt, the district court of the United States for the District of Colum
bia, or the United States Court of Claims more than 6 months after the 
date of the enaC'tment of this Act but only with respect to determina
tions (or requests for determinations) made after J&nuary 1, 1976. 
SEC. 1307. LOBBYING BY PUBLIC CHARITIES. 

(a) Loss OF Enxl'T STAros.-
(1) Loss OF EXEM.l'T STATUS BECAUSE OF SUBSTANTIAL LOBBY

ING.-Section 501 (relating to exemption from income tax) is 
amended by red~ignatingsubsection (h) as subsection (i) and by 
inserting after subSection (g) the following new subsection: 

"(h) EXPE1''1>ITURF.S BY Ptrauc CHAJUTIE8 To INFLUENCE 
LEGISLATION.-

" (1) GENERAL RULE.-In the case of an orpnization to which 
this subsection applies, exemption from taxation under subsection 
(a.) shall be deruOO. because a substantial part of the activities of 
such organization consists of carrying on propaganda, or other
wise attempting, to influence legislation, but only if such organi
zation normally-

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

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

'' ( 2) l>EnNrrloNs.-For purposes of this subsection-
" (A) LoBBTING F..xFENDITUREB.-The term 'lobbying 

expenditul'\18' means expenditures for the purpose of influ
encing legislation (as defined in section 4911 (cl)). 

" ( B) LoBBYING CEILING AMOUNT.-The lobbying ceiling 
amount for an.}' oq~anization for any taxable year is l.50 J;>er
cent of the lobbying nontaxable a.mount for sue~ orgaruza
tion for such taxable year, deternuned under section 4911. 

"(C) GRASS ROOTS EXPENDITURES.-The term 'grass roots 
expenditures' means expen.ditures for the purpose of influ
encing legislation (as defined in section 4911(d) without 
re~rd to paragraph (1) (B) thereof). . . 

"(D) GRAss ROOTS CEILING AXOUNT.-The grass roots ceilmJ! 
amount for any organi~tion for any taxable year is UO J_>el'· 
cent of the grass roots nontaxable ~mount for sue~ organiza
tion for such taxable year, determmed under seetion 4911. 

"(3) ORGANIZATIONS TO WHICH TH.rs spBSEO~OS APPLIF.S.-Th:is 
subsection shall apply to any or~ntzahon which has elected (m 
such manner and at such time as the Secretary may prescri?e) 
to have the provisions of this subsection apply to such orga.mza-
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tion and which, for the taxable year which includes the date the 
election is made, is described in subsection (c)(8) a.nd-

"(A) is described in paragraph (4), and 
" ( B) is not n disqualified organization under paragraph 

{5). 
"(4) 0RGA¥IZ.\'tIONS PERMITI'ED TO ELECT TO HAVE THIS SUB

SJo:CvrION .\PPLY.-An organization is described in this paragraph if 
it is described in-

" (A) section 170(b)(l) (A)(ii) (relating to educational 
institutions), 

" ( B) section 170 (b) ( 1) (A) (iii) (relating to hospitals a.nd 
medical research or~nizations) 1 

"(C) section 170(b) (1) (A) (1v) (relating to organizations 
supporting government schools), 

''(D) section 170(b) (1) (A) (vi) (relati~toorganizations 
publicly sup parted by charitable contributions), 

"(E) sect10n 509(a) (2) (relating to organizations publicly 
supported by admissions, sales, etc.), or ' 

"(F) section 509(a) (3) (rt'lating- to organizations sup
porting certain types of public charities) except that forfur
poses of this subparagraph, section 509(a.)(3) shat be 
applied without regard to the last sentence of section o09(a}. 

" ( 5) l>ISQU4LIFIED ORGANIZATIONs.-For purposes of paragraph 
( 3) an organization is a disqualified organization if it is-

" (A) described in section 170(b)(l) (A)(i) (relating to 
churches), 

"(B) an integrated auxiliary of a church or of a conven
tion or association of churches, or 
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".(C) a membe~ of an af!iliated group of organizations 
(within the meanmg of section 49ll(f) (2)) if one or more Poat, p.1723. 
members of such group is described in subparagra.ph (A.) 
or (B). 

"(6) YEARS FOR WHICH ELECTION IS mTECTIVE.-An election 
by an organization under this subsection shall be e6ective for all 
taxable years of such organization which-

" (A) end after the date the election is made, and 
"(B) begin before the date the election is revoked by such Regalatione. 

organization (under regulations prescribed by the Secretary). 
"(7) No EFFECT ON CERTAIN ORGANIZATIONS.-With respect to 

any or~nization for a taxable veo.r for which--
"(A) sueh organization is a disqualified organization 

(within the meaning of para~raph ( 5)), or 
"(B) an eleC'tion under this subsection is not in effect for 

such organization, 
nothing in this subsection or in Sf>Ction 4911 s"all be constn1ec1 
to aft'e<:t ~~e interpl"!'ta~on of t~e phrase, 'no substantial part. of 
the act1y1ties o! wh1eb is ~rry~g on propaganda, or otherwise 
a~mftmg, to mftuence le1?1slation.' under subsection (c) (3). 

( 8 AiFILIA TED ORGANIZA TION8.-
"For rules regarding affiliated organizations, see section 4911(0.". 

(2) '8TATt'8 OF ORGANIZATION wmcH CEASF.8 TO QUALIFT FOR 26 USC 504. 
EXEMPTION UNDER SECTION 1101 (C) (8) BECAUSE OF SUBSTANTIAL 

LOBBYINo.-Part I of snbchapter F of chapter 1 (relating to gen
eral rules as to exempt orgamzations) is amended by adding at the 
end thereof the following new section: 
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"SEC. 504. STATUS AFTER ORGANIZATION CEASES TO QUALIFY FOR 
EXEMPI'ION UNDER SECTION 501(c:)(S) BECAUSE OF SUB
STANTIAL LOBBYING. 

"(a) GENEllAL RULE.-A.n organization which-
"(l) was exempt (or was determined by the Secretary to be 

exempt) from taxation under section 501 (a) by reason of being 
an or8&nization described in section 501 ( c) ( 3), and 

"(2) is not a.n organization described m sec~ion 50l(cH3) by 
reason of carrying on propaganda, or otherwise attempting, to 
influence le~ation, 

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

~(b) RmUI..ATIONS To PREVENT AvomANe&-The Secretary shall 
prescribe such regulations as may be necessary or appropriate to pre
vent the avoidance of subsection (a) , including regulations relating f:<> 
a direct or indirect transfer of all or part of the assets of an orgaru
zation to an organization controlled (directly or indirectly) by the 
same person or persons who control the transferor organization. 

"(e) CHURCHES, Ero.-Subsection (a) shall not apply to anY: orga
nitation which is a disqualified organization within the meanmg of 
section 501(h) (5) (relating to churches, etc.) for the taxable Y.ear 
immediately preceding the first taxable year for which such orgamza
tion is described in paragraph (2) of subsection (a).". 

(3) RULES OF INTEBPRETATION.-lt is the intent of Congress that 
enactment of this section is not to be regarded in any way as an 
approval or disapproval of the decision of the Court of Ap~ls 
for the Tenth Circuit in Christian Echoes National Ministry, 
Inc. versus United States, 470 F.2d 849 (1972), or of the reason
ing' in any of the opinions leading to that decision. 

( 4) DISCLOsuu..::...Section 6033 (b) (relating to information 
reqaired to be furnished annually by certain exempt organiza
tions) is amended by striking out "and" at the end of paragraph 
(6), by striking out the ~riod at the end of paragraph (7) and 
inserting in lieu thereof', and", and by adding at the end thereof 
the following: 

"(8) in the case of an organization with respect to which an 
election under section 50l(h) is eil'ective for the taxable year, the 
following amounts for such organization for such taxable year: 

" (A) the lobbying expenditures (as defined in section 4911 
(cL(l)), 

(B) the lobbying nontaxable amount (as defined in sec
tion 491l(c)(2)), 

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

" ( D) the grass roots nontaxable amount (as defined in sec-
tion 49ll(c) (4) ). 

For purposes of paragraph (8), if section 4911(f) applies to the orga
nization for the taxable yea!?.~ch organization shall furnish the 
amounts with respect t-0 the atli.liated group as well as with respect to 
such organization.'!', 

(b) TAXES oN ExCESs EXPENDrruus To INFLUENOE LmlllLATION.
Subtitle D (relating to miscellaneous excise taxes) is amended by 
inserting before chapter 42 the following new chapter: 

.. 
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"CHAPTER 41-PUBLIC CHARITIES 

"Sec. 49ll. Tax on excess expenditures to ln:fluence legislation. 

"SEC. 4911. TAX ON EXCESS EXPENDITURES TO INFLUENCE LEGISLA
TION. 

"(a) Tu IXPOSED.-
" ( 1) IN GENERAL.-There is hereby imposed on the excess lobby

ing expenditures of any organization to which this section applies 
a tax eql'al to 25 percent of the amount of the excess lobbying 
ex~ditures for the taxable year. 

1(2) ORGANIZATIONS TO WHICH THIS SECTION .APPLIJ:s.-Tbis 
section applies to any organization with respect to which an elec
tion under section 501(h) (relating to lobbying expenditures by 
public charities) is in effect for the taxable year. 

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

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

" ( 2) the amount by which the grass roots expenditures made 
by the organization during the taxable year exceed the grass roots 
nontaxable amount for such organization for such taxable year. 

" ( c) DEFINITioNs.-For purposes of this section-
" (1) LoRBnNo EXPENDITUllES.-The term 'lobb~ expendi

tures' means expenditures for the purpose of influencmg legisla
tion (as defined m subsection ( d) ) • 

"(2) LoBBYING NONTAXABLE AJCOUNT.-The lobbying nontaxable 
amount for any organization for any taxable yeer is the lesser of 
(A) $1,000,000 or (B) the amount determined under the follow
ing table: 

"If the proposed ex- The lobbying nontauhJe 
penditures are- amount ill--

Not over '300,-000----------------- 20 percent of the exempt purpose 
expenditDl'eS. 

Over $1i()0,000 but not over $1,000,000.- $100,000, plus 15 percent of the excess 
of the exempt purpose expenditures 
over $!i00,000. 

Over $1,000,000 but not over $1,ll00,000 __ $171J,000 plus 10 percent of the exce81 
of the exempt purpose expenditures 
over Sl,000,000. Over f].,ISOO.OOO _________ ~.000 plus I> percent of the excess of 
the exempt purpose expenditures over 
$1,ll00,000. 

" ( 3) GRASS Roors EXPENDITURES.-The term '~ roots 
expenditures' means expenditures for the t>urpose of in:fluenoing 
legislation (as defined in subsection ( d) without regard to para
g~h (1) (B) thereof). 

(4) GRASS ROOTS NONTAXABLE AHOUNT.-The grass roots non
taxable amount for any organization for any taxable year is 25 
percent of the lobbying nontaxable amount (determined under 
para.graph (2)) for such organization for such taxable year. 

"(d) INFLUENCING LroISLATION.-

"(l) GENERAL RULE.-Except as otherwise provided in para
~~h (2), for purposes of thiS section, the term 'influencing leg
islation' mea.ns-

"(A) any attempt to influence any legislation through an 
attempt to affect the opinions of tlie general public or any 
segment thereof, and 
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"(B) any attempt to influence any le2islation thr01q~h com
munication with any member or emi)loyee of a leg1slative 
body, or with any government official or employee who may 
participate in the formulation of the legislation. 

" ( 2) ExCEPTIONs.-For purposes of this section, the term 'influ
encing legislation', with respect to an organization, does not 
include-

"(A) making available the results of nonpartisan analysis, 
study, or research; 

"(B) :provi~ of t.echnical advice or assistance (where 
such advice would otherwise constitut.e the inftuencing of leg
islation) to a governmental body or to a committee or other 
subdivision thereof in response to a written request by such 
body or subdivision, as the case may be; 

"(C) appearances before, or communications to, any legis
lative body with respect to a possible decision of such body 
which might affect the existence of the orga.nization, its pow
ers and duties, tax-exempt status, or the deduction of con
tributions to the organization; 

"(D) communications between the organization and its 
bona tide members with respect to legislation or pro~ 
legislation of direct in.t.erest to the organization and such 
members, other than communications described in pa.ragraph 
(3)c; and 

' ( E) any communication with a government official or 
employee, other than-

" ( i) a communication with a member or employee of a 
legislative body (where such communication would 
otherwise const1tut.e the influencin({ of legislation), or 

"(ii) a communication the principal purpose of which 
is to influence legislation. 

"(3) CoJOt:UNIOATIONS WITH MEHBERS.-
" (A) A communication between an organization and any 

bona fide member of such organization to directly encourage 
such member to communicate as provided in paragraph ( 1) 
(B) shall be treated as a communication described in para
graph (l)(B). 

" ( B) A communication between an organization and any 
bona fide member of such organization to directly encourage 
such member to urge ~rsons other than members to com
municat.e as provided m either subparagraph (A) or sub
paragraph (B) of v.a~ph (1) shall be treated as a 
communication described. m paragraph (1) (A). 

" ( e) Orm:R DlmNITIONS AND SPECIAL RULEs.-For purposes of this 
eection-

"(1) EXEHl'T PURPOSE EXPENDITURES.-
"(A) IN GENERAL.-The term 'exempt purpose expendi

tures' means, with respect to any organization for any taxable 
year, the total of the a.mounts paid or incurred by such orp
nization to accomplish purposes described in section 170 ( c) 
(2) (B) (relating to religious, charitable, educational, etc., 

PVJ~AIN AHOUNTS INOLUDED.-The term 'exempt pur
pose e~nditures' includes-

(i) administrative expenses paid or incurred for pur-
poses described in section 170(c) (2) (B), and 

• 
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" (ii) amounts paid or incurred for the purpose of 
inftuencin~ legislation (whether or not for purposes 
described m section 170(c)(2)(B) ). 26 use 170. 

" ( C) ~AIN AMOUNTS E~OLUDm.-The term 'exempt pur-
pose expenditures' does not include amounts paid or incurred 
toorfor-

"(i) a separate fundraising unit of such organization 
or ' 

"(ii) one.or more ot~er o:ganizations, if such amounts 
are paid or incurred prnnanly for fundraising. 

"(2) LEo1SLA~ON.-The t.erm 'legislation' includes action with 
nspect to Ac~s. bills, resolutions, or similar items by the Congress, 
any State 1egi~la~ure, any local council, or similar governing bodv. 
or by the pu?hc In a referendum, initiative, constitutional amena~ 
ment, or sum Jar procedure. 

"(3) AcnoN.-The term 'action' is limited to the introduction, 
am~nd.me~t, enactment, defeat, or repeal of Acts bills resolutions 
or srmilar items. ' ' ' 
"~4) DE~IATION, ~.,TREATED AS EXPENDITURES.-In com

put!ng eXJ?6nd!tures :pai~ or incurred for the purpose of influ
encm~ legislation (within the meaning of subsection (b)(l) or 
(b)(2)) or exempt purpose expenditures (as defined in para
graph (1) ), ~mounts properly chargeable to capital account shall 
not be taken into account. There shall be taken into account a rea
sonabl.e al]owance for exhaustion, wear and t.ear, obsolescence, or 
amortizatt?n. S~ch allowance shall be computed only on the basis 
of t~e straight-lip.e ~ethod of depreciation. For purposes of this 
section, a d~rmmation of whether an amount is properly charge
able to capital accoun~ shall be made on the basis of the principles 
that apply unner subtitle A to amounts which are paid or incurred 26 USC 1. 
ma trade or busmess. 

" ( f) Ann.u.TED 0RGANIZATIONB.-
" (~)IN GENDAL.-Except as otherwise provided in paragraph 

S 4), t~ for a taxable year two or more organizations described 
1~ ~tion 501(c) (3). are member$ of an affiliated group of orga
~zations as ~efined ~paragraph (2), and an election under sec
tion 501 (h) 18 effective for at least one such ormtn1H.tion for ~ suchyear,then- e- "''*' P· 1720. 

"(A). the determination as to whether excess lobbying 
expenditures have been made and the determination as to 
whether the expenditure limits of section 501(h)(l) have 
been exceed~d s~all be ma.de as though such affiliated group 
is one organization, 

"(B) if sue~ gi:oup has. ex~ess lobbY4tg expenditures, 
each such orgamzatlon as to which an election under section 
5~1 (~) is e'f!ective for such ye~r shall be treated as an orga
mz!'tion which has excess lob'bymg expenditures in an amount 
which equals such organization's proportionate share of such 
~up's ~cess lobb~ ex~n~itures, 

(C) if the expenditure lmuts of section 501(h)(l) are 
exceeded, each such or1?&nization as to which an election 
under sectio!1 50.1 (h) is. eff~tive for so~h year shall be treated 
as an orgaruzation which is not descnbed in section 501 ( c) 
(8) by reason of the application of 501 (h) and 

"(D) subparagraphS (C) and (D) of subsection (d) (2) 
paragraph (3) of subsection (d), and cl11use (i) of subSec: 
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Regulationa. 

Anu, p. 1720. 

26USC170. 

tion (e)(l)(C) ~all be applied as if such affiliated group 
were one organization. 

"(2) DEnmrioN or .AFFILIATION.-For purposes of paragraph 
(1), two or~ations are members of an affiliated group of 
organb;ations but only if-

" (A) the governing instrument of one such organization 
requires it to be bound by decisions of the other organization 
on legislative issues, or 
. " ( B) the governing board of one such organization 
mcludes .P6rsons who-

" ( i) are specifically designated representatives of 
another such organization or are members of the 
governing board, officers, or paid executive staft' members 
of such otner organization, and 

"(ii) by aggregating their votes, have sufficient voti~ 
power to cause or {>rtwent action on legislative issues by 
the first such orgamzation. 

"(3) Dlrn:m:NT TAXABLE YEABS.-If members of an affiliated 
~roup of organizations have different taxable years, their expend
itures shall be computed for purposes of this section in a manner 
to be vrescribed by regulations promulgated by the Secretary. 

"{4) LDaTED CONTROL.-If two or more organizations are 
members of an affiliated group of organizations (as defined in 
paragraph (2) without regard to subparagraph (B) thereof), no 
two members of such affiliated group are affiliated (as defined in 
paragraph (2) without regard to subparagra{>h (A) thereof), 
and the governing instrument of no such orgamzation requires it 
to 1?6 bo!"l~ by decisions of any of t~e oth~r such organizations on 
legislative issues other than as to action with respect to Acts, bills, 
resolutionsl or similar items by the Congress, then-

" (A} in the case of any organization whose decisions bind 
~>ne. or more membe~ of. such affiliated group, directly or 
mdirectly, the determmation as to whether such organization 
has paid or incurred excess lobbying expenditures and the 
determination as to whether such organization has exceeded 
the expenditure limits of section 50l(h) (1) shall be made as 
though such organization has paid or incurred those amounts 
paid or incurrea by such members of such affiliated group to 
influence l~lation with respect to Acts, bills, resolutions, or 
similar items by the Congress, and 

"(B) in the case of any organization to which subpara
graph (A) does not apply, but which is a member of such 
a~1ated gro"!p, th~ determmation as to ~hether such organi
zation has P.aid !lr mcurred excess lobbymg expenditures and 
the deternunabon as to whether such organization has 
exceeded the expenditure limits of section 501 ( h) ( 1) shall be 
made as thougli such organization is not a member of such 
affiliated group.". 

( c) DlsALLOWINo or DmuCTio.N FOR CONTRIBUTION To INFLUENCE 
LEGIS;fA~ON.-Secti!ln l!O(f) (:r,:elating ~ disallowance of charitable 
contribution deductions m certam cases) 18 amended by striking out 
pa~ph ( 6) and inserting in lieu thereof the following: 

"(6) DmucnoNS FOR OUT-OF-POCKET EU'ENDITUBES.-No deduc
tion Sh.all be allowed under this section for an out-of-~ket 
expenditure made by any pel'80n on behalf of an organization 
~escril?ed in subsection ( c) J other than an organization described 
m section 501 (h) (5) (relatmg to churches, etc.)) if the expendi-

.. 

PUBLIC LAW 94.-455-0CT. 4. 1976 

ture is made for the purpose of influencing legislation (within the 
m~of section 501 ( c) (3)) .". 

( d) Tl:cHNICAL AloJNDJCENTS.-
(1) .AJaNDXENT8 CONFORMING TO NEW SECTION 501 (h~.-

(.A) Section 501(c) (3) is amended by striking out no sub
stantial part of the activities of which Hi carrying on propa
pnd~, or .oth~rwise attempting, to in~uence legislationi" and 
mserting m lieu thereof "no substantial part of the activities 
of which is carrying on propaganda, or otherwise attempting, 
to influence legislation (except as otherwise provided in sub· 
section (h) ),". 

(B) Tlie following sections are MDended by striking out 
''no substantial part of the activities of which is ca~ on 
propaganda, or otherwise attempting, to influence legisla
tion," each place it appears and mse~ing in lieu thereof in 
each such place "which is not disqualified for tax exemption 
un~er ~ion 501 ( c) ( 3) by reason of attempting to influence 
legislation,": 

( i} section 170 ( c) ( 2) ( D) (relating to the definition of 
charitable contributions) ; 

(ii) section 2055 (a) ( 2) (relating to transfers for pub
lic, charitable, and religious uses) ; 

(iii) section 2106(a) (2) (A) (i1) (relating to transfers 
for public, charitable, and religious uses) ; 

(iv) section 2522(a) (2) (relating to writable and 
similar gifts of citizens or residents) ; and 

(v) section 2522(b) (2) (relating to charitable and 
similar gifts of nonresidents). 

. (C) Sections 2055(a)_(3) an~ 2106(a) (2) (A) (iii) (relat
mg to transfers for public, chantable, and religious use,s) are 
amended by striking out "no substantial part of the activities 
of such trustee or trustees, or of such fraternal society, order, 
or association, is carrying on propaganda, or otherwise 
attemptin~, to influence legislation," each place it appears and 
insertmg m lieu thereof in ea.ch such place "such trust, fra
ternal society, order, or association would not be disqualified 
for tax. exemption under. ~ion 501 ( c )( 3) by reason of 
attempting to influence legislation,". 

(2) AXENDJl(ENTS OONFORMJNG TO NEW CHAPTER 41.-

(A) Paragraph (6) ofsection275(a) (denyingdeductions 
for certain taxes), as amended by this .Act, is amended to read 
as follows: 

"(6) Taxes imposed by chapters 41, 42, 43, and 44." 
(B) Section 6104(c) (1) (B) (.relating to notification of 

state officers regarding taxes im~sed on certain exempt orga
nizations), is amended by striking out "chapter 49" and 
inserting in lieu thereof "chapter 41 or 42". 

(C) Section 616l('b) (relating to extensions of time for 
paying tax) is amended-

(i) m paragraph (1) ht striking out "12" and insert
ing m lieu thereof "19, •1 '; and 
. (ii) in the second sentence b~ striking out "42," and 
inse~ in lieu thereof "41, 42, . 

(D) Section 6201(d) (relating to assessment authority~ 
is amended by striking out "chapter 42, and chapter 43 taxes ' 
and inserting in lieu thereof "and certain excise taxes". 

77-975 0 - 76 - 14 
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26 USC 6211. 

26 use 6212. 
26 USC 6213. 

26 use 6214. 

26 USC6344. 
26 USC 6501. 

26 USC 6512. 

26 USC 7422. 

26 USC 6212. 

26 USC 501 
note. 
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26 USC 2001. 

26 USC 2501. 

(E) Section 6211(a) (de~ deficiency) is amended by 
striking out "chapters 42" and" inserting in lieu thereof 
"'chapters 41, 42,". 

(F) The following sections are amended by striking out 
''chapter 42" each place it appears and inserting in lieu 
thereof in each such place "chapter 41, 42 "; 

. (i) su~ions (a) and (b)(2) of section 6211 (defin
ing deficiency) ; 

{ii) section 6212( a) (rela~ to notice of deficiency) ; 
(ih) section 6213(a) (relating to restrictions appli

cable to deficiencies and petitions to Tax Court) ; 
(iv) subsections (c) and (d) of section 6214 (relat.ing 

to det.erminations by Tax Court) ; 
(v) section 6844(a) (1) (relat~ to cross ~ferences); 
(vi) section 6501(e) (3) (relatmg to limitations on 

assessment and collection) ; 
(vii) subsections (a) and (b) (1) of section 6512 (relat

ing to limitations in case of petition to Tax Court) ; and 
(viii) section 7422(e) (relating to civil actions for 

refund). 
(G) Section 6212 (relating to notice of deficiency) is 

amended-
(i) in subsection (b) (1) by st~ out "chapter 42" 

eaCh place it appears and inserting in hen thereof in each 
place "chapter 41 chapter 42" • and 

(ii) in subsection (c) (1) by strikitur out "of chapter 
43 tax for the same taxable years," and" inserting in lieu 
thereof "of chapter 41 tax for the same taxable year, of 
chapter 43 tax for the same taxable year,". 

(H) The headings of section 6214(c) (relating to determi
nations by Tax Court) and 6601(c) (relating to interest on 
underpayments, etc.) are amended by striking out "Chapter 
42" and inserting in lieu thereof in each such place "Chapter 
41, 42.". 

(3) AKENDJONTB TO TABLES OF CHAPTERS AND SEC'llIONS.-
(.A) The table of chapters for subtitle Dis amended by 

inserting before the item relating to chapter 42 the following: 
"Chapter 41. Public charities." 

(B) The table of sections for part I of subchapter F of 
chapter 1 is amended by adding at the end thereof the fol
lowing: 

"Sec. ll04. Status after organization ceases to quallty tor exemp
tion Ullder section 501(c) (8) becauae ot substantial 

lobbying.'' 

(e) '.EFFEC1.rIVE DAn.-The amendments made by this section shall 
apply-

(1) except as otherwise specified in paragraph {2), in the case of 
amendments to subtitle A, to taxable years beginmng after Decem
ber 31, 1976; 

(2) in the case of the amendments made by subsection (a) (2), 
to activities ~ after the date of the enactment of this Act· 

(3) in the case of amendments to chapter 11, to the estates of 
deCedent.s dying after December 31, 1976; 

( 4) in the case of amendments to chapter 12, to gifts in calendar 
years beginning after December 31, 1976; 
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( 5) in the case of amendments to subtitle D, t.o taxable years 
beginning after December 31, 1976; and 

(6) in the case of amendments to subtitle F, on and after the 
date of the enactment of this Act. 

SEC. 1308. TAX LIENS, ETC., NOT TO CONSTITUTE ACQUISITION 
INDEBTEDNESS. 

(a) GENERAL RULE.-Section 514(c)(2) (relat~- t.o property 
acquired subject to mortgages, etc.) is amended by adding at the end 
thereof the following new subparagraph: 

"(C) LIENs FOR TAXES oR A88ESSKENTS.-Where State law 
provides that-

" ( i) a lien for taxes, or 
" ( h) a lien for asseam>ents, 

made by a State or a political subdivision thereof attaches to 
property prior to the time when such taxes or assessments 
become due and payable, then such lien shall be treated as 
similar to a mortgage (within the meaning of subparagraph 
(A)) but only after such taxes or assessments become due 
and payable and the organization has had an opportunity to 
pay such taxes or assessments in accordance with State law.". 

(b) EFFEOTIVE DATE.-'l'he amendment made by this section shall 
apply to taxable years ending after December 31, 1969. 
SEC. 1309. EXTENSION OF SELF-DEALING TRANSITION RULES FOR 

PRIVATE FOUNDATIONS. 
(a) ErrENSION OF RULE.-Section 101~1) (2) (B) of the Tax Reform 

~ct !>f ~969 is amended by strikin2 out January 1, 1975" and insert
mg m lieu thereof "January 1; 19'17". 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply to dispositions made after the date of the enactment of this 
Act. 
SEC. 1310. IMPUTED INTEREST. 

(a.) GENERAL RULE.-Section 4942(f) (2) (relating to income modi
fications) is amended-

~
!) by striking out "and" at the end of subparagraph (B>, 
2) by striking out the period at the end of subparagraph ( C) 

an inserting in lieu thereof "; and", and 
(3) by adding at the end thereof the following new sub

paragrarh: 
" D} section 483 (relating to imputed interest) shall not 

app y in the case of a binding contract made in a taxable 
year beginning before January 1, 1970.". 

(b) EFFEOrIVE DATE.-The amendments made by this section shall 
ap.PIY to taxable years ending after the date of the enactment of 
this Act. 
SEC. 1311. CERTAIN HOSPITAL SERVICES. 

(a) IN GENERAL.-8ection 513 (relating t.o unrelated trade or 
business) is amended by adding at the end thereof the following new 
subsection: 

"(e) CmrrAIN HOSPITAL SEJlVICF.8.-In the case of a hospital 
described in section 170(b) (1) (A) (iii), the term 'unrelated trade or 
business' does not include the funushing of one or more of the services 
described in section 501(e) (1) (A) t.o one or more hospitals described 
in section 170(b) (1) (A) (iii) if-
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"(1> such services are furnished solely to such hospitals which 
have facilities to serve not more than 100 inpatients; 

"(2) such services, if performed on its own behalf by the 
recipient hospital, would constitute activities in exercising or 
performinJ the purpose or function constituting the basis for 
its exemption; and 

"(3) such services are provided at a fee or cost which does not 
exceed the act.ual cost of provi~ such services, such cost includ
ing straight line depreciation ancf a reasonable amount for return 
on capital goods used to provide such services." 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply to all taxable years to which the Internal Revenue Code of 
1954 applies. 
SEC. 131.Z. CLINICAL SERVICES OF COOPERATIVE HOSPITALS. 

(a) IN GENEBAL.-Section 501(e) (1) (A) (relating to cooperative 
hospital service organizations) is amended bv inserting "clinical " 
after "food,". " ' 

(b) EFFECTIVE DATB.-The amendment made by this section shall 
apply to taxable years ending after December 81, 1976. 
SEC. 1313. EXEMPTION OF CERTAIN AMATEUR ATHLETIC ORGANIZA

TIONS FROM TAX. 
(a) IN 9-~t..-:Paragraph (3) of section 501(c) (relating to 

~xempt reh~ous, char:table, etcn organizations) is amended by insert
mg. after ?r educ~tlonal purposes," the following: "or to foster 
national ?r m~r~a.ho~al amateur spo~ ~ompetition (but only if no 
part of its activ1t1es mvolve the provt81on of athletic facilities or 
equipment),". 

(l>) 'I'REATJrCENT OF GDTS TO SucH ORGANIZATIONS FOR booKE 
EB'rATE AND Girr TAx Pum>osF.s.- ' 

. (1) Subparagraph (B) of section 170(c) (2) (relat~ to defi
~tion of r:harita.ble contribution) is _amended by inserting after 
or. educati~nal purposes" the followm~: ",or to foster national 

or i~ternational amateur sports competition (but only if no part 
of its activities involve the provision of athletic facilities or . ) " eqwpment , . 

(2) P!1ragraP.h (2) of sec~i~n 2055(a). (relating to transfers 
for pubhc, charitable, and religious uses) 18 amended by inserting 
a~r "the e~coura~ment of art" the following: ", or to foster 
national or mternational amateur sports competition (but only 
if no part of its activities involve the provision of athletic facili
ties or equipment),". 

(3). P!l'~Ph (2) of section 2f>22(a) (relatirur to charitable ana sumla.r gifts) IS amended by mserting a.fter J"or educations.} 
purposes') the followin¥.: '', or to foster national or international 
amateur sports competition (but only if no part of its activities 
involve the P.rovision of athletic facilities or equipment) ". 

(c) An orgaruzation which (without rell!lrd to the ame~dments 
made by this section) is an organization. described in section 170 ( c) ( 2) 
(B), 501(c) (8), 2056(a) (2), or 2522(a) (2) of the Internal Revenue 
Code of 1954 shall not be treated as an organization not so described a.s 
a result of the amendments made by this section. 

(d) EFFECTIVE DATE.-The amendments made by this section shall 
apply on the da.y following the date of the enactment of this Act. 
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TITLE XIV-TREATMENT OF CERTAIN 
CAPITAL LOSSES; HOLDING PERIOD FOR 
CAPITAL GAINS AND LOSSES 

SEC. 1401. INCREASE IN AMOUNT OF ORDINARY INCOME AGAINST 
WHICH CAPITAL LOSS MAY BE OFFSET. 

(a) GENERAL Rm..E.-SubP.aragraph (B) of section 1211(b)(l) 
(relating to limitation on capital losses for ta.x~yers other than cor
porations) is amended by striking out "$1,000' and inserting in lieu 
thereof ''the applicable amount". 

(b) APPLICABLE AMOUNT DEFINED.-Paragraph (2) of section 
121l(b) (relating to limitation on capital losses for taxpayers other 
than cor~rations) is amended to read as follows: 

"(2) A.PPLICABLEAHOUNT.-'Forpurposesofparagraph (1) (B), 
the term 'applicable amount' means-

"(A) $2,000 in the case of any taxable year beginning in 
1'971· and 

"c,h) $3,000 in the case of any taxable year beginning after 
1971. 

In the case of a serarate return by a husband or wife, the appli
cable amount shal be one-half of the amount determined under 
the preceding sentence." 

( c) EFFECTIVE DATE.-The amendments made by this section shall 
apply to taxable years beginning after December 31, 1976. 
SEC. 1402. INCREASE IN HOLDING PERIOD REQUIRED FOR CAPITAL 

GAIN OR LOSS TO BE LONG TERM. 
(a) INCREASE IN Two STEPS FRox 6 MoNTHS TO 1 Y&AB.-

(1) TAXABLE YEARS BEGINNING IN 1977.-Eftective with res~ 
to taxable years beginning in 1977, paragraphs (1), (2), (3), and 
(4) of section 1222 (relating to other terms relating to capital 
g&J.DS and losses) are each amended bl striking out "6 months" 
and inserting in lieu thereof "9 months' • 

(2) TAXABLE YEARS BF.GINNING AFI'ER 1977.-E.tfective with 
respect to taxable 1-ears beginning after December 31, 1977, para
graphs (1), (2), (3), and (4) of section 1222 are each amended 
by striking out ''9 months" and inserting in lieu thereof "1 year". 

(b) CONFORMING AMENDHENTS.-
(1) TAXABLE YEARS BEGINNING IN 1977.-Effective with respect 

to taxable years begiiining in 1977, the following provisions are 
each amended by striking out "6 months" each place it appears 
and inserting in lieu thereof "9 months'': 

(A) Paragraph (l)(B) of section 166(d) (relatingtonon
busine&<; debts). 

(B) ubsection (a) of section 341 (relating to tl'eatment 
of gain to shareholders in the case of collapsible corpora
tions). 

(C) Paragraph (2) of subsection (a) of section 402 (relat
ing to capital gains treatment for certain distributions in the 
case of a beneficiary of an exempt employees' trust) and sub
paragraph (L) of paragraph (4) of section 402(e) (relating 
to election to treat pre-1974 participation as post-1973 par
tici .e..a:tion}. 

(lJ) Subparagraph (A) of section 403(a) (2) (relating to 
capital gains treatment for certain distributions in t11e case of 
a beneficiary under a qualified annuity plan). 
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26 USC 1235. 

26 use 1246. 

26 USC 1247. 

26 USC 1248. 

26 use 1251. 

(E) Paragraph (1) of section423(a) (relatingtoemployee 
stock purchase plans). 

(F) Paragraph (1) of subsection (a) and paragraphs (1) 
and ( 2) of subsection ( c) of section 424, ( relatmg to restrict.eel 
st.ock options). 

{ G) Paragra.ph (2) of section 582 ( c) (relating to capital 
gams of banks). 

(H) Subpara.gra.phs (A) and (B) of section 584(c)(l) 
(relating to inclusions in taxable mcome of participa.nts in 
common trust funds}. 

(I) Section 631 (relatlng to gain or loss in the case of 
timber, coal, or domestic iron ore). 

(J) Paragraphs (3) and (4) of section 642(c) (relating 
to charitable deductions for certain trusts), 

(K) Section 644 (relating to special hold.ilur period rules 
for gain on property transferred to trust &t leas than fair 
market value). 

(L) Paragraphs (1) and (2) of section 702(a) (relatingto 
income and credits of partner). 

(M) Sub,Paragrapn (A) of section 817{a) (1) (relating to 
certain ga.ms and losses in the case of life insurance 
companies). 

(N) Subparagraph (B) of paragraph (3) and paragraph 
( 4), of section 862 ( b) (relating to taxation ~j shareholders of 
regulated investment companies). 

(0) .Subparagraph (~) of section 8lS6(e)(4) (relating to 
definition of real estate investment trust). 

(P) Subparagraph (B) of paragraph (3), and paragraph 
( 5), of section 8lS7 (b) (relating to taxation of sh&reholders 
of real estate investment trusts). 

(9) Paragraph (11) of section 1223 (relating to holding 
penod of property). 

(R) Sectio!l 1281 (relating to J?l'Operty used in the trade or 
busmess and involuntary conversions). 

(S) Paragraph (2) of section 1282(a) (rel~ to sale 
or exchange in the case of bonds and other evidences of 
indebtedness). · 

(T) Subsections (b), (d), and (e) of section 1233 (relat
ing to gains and losses from short sales). 

(U) Paragraph (1) of section 1234(b) (relating to special 
rule for gain on lapse of an option granted as part of a 
straddle), as amended by this Act. 

(V) Subsection (a) of section 1235 (relating to sale or 
exchange of patents). 

(W) Paragraph (4) of section 1246(a) (relating to hold
ing period in the case of gain on foreign investment company 
stock). 

(X) Subsection (i) of section 1247 (relatinl;' to loss on sale 
or exchange of certain stock in the case of foreign investment 
companies electing to distribute income currently) . 

(Y) Subsection (b), and subparagraph (C) of subsection 
(f) (3), of section 1248 (relating to gam from certain sales 
or exchanges of stock in certain foreign corporations). 

fZl Paragraph (1) of section 125l(e) (defining farm 
l'eCtlPtnre property). 

(2) TAXABLE YEARS BEGINNING il'TER 197T.-E1fective with 
respect to taxable years beginning after December 31, 1977, each 

• 
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'Provision referred to in paragraph (1) is amended by striking out 
f49 months" each place it appears and inserting in lieu thereof 
"1 year" . 

(3) TECHNICAL AXENDHENT.-Effective with respect to taxa~le 
years ~n~ after Decem~r 31, 1976, section 631(a) .(i:elating 
to gain or loss m the case of trmber) 18 amended by striking out 
"before the be~ing of such year". 

(c) 1'RAN81TIONAL RULE FOR CERTAIN !NsTALLlllENT OBLIGATIONS.
In the case of amounts received from sales or other dispositions of 
capital assets pursuant to binding contracts, including sales or other 
diS~tions the income from whfoh is returned on the basis and in the 
manner prescribed in section 453 (a) ( 1) of the Internal Revenue Code 
of 19541 if the gain or loss was treated as long:-term for the taxable year 
for which the amount was realized, such gam or loss shall be treated 
as long-term for the taxable year for which the gain or loss is returned 
or otherwise recognized. 

(d) Rrn:NTION OJ!' 6-MoNTH PERIOD FOR FUTDBEB 'fuNSACTIONS 
IN CoJOCoDITIES.-Section 1222 (relating to other terms relating to 
capital gains and losses) is amended by &ading at the end thereof the 
following new sentence: 
"For purposes of this subtitle, in the case of futures transactions 
in any commodity subject to the rules of a board of trade or com
modity exchan~ the length of the holding period ta.ken into account 
under this section or under any other section amended by section 1402 
of the Tax Reform Act of 1976 shall be detemlined without ~rd to 
the amendments made by subsections (a) and (b) of such section 
1402." 
SEC. HOS. ALLOWANCE OF 8-YEAR CAPITAL LOSS CARRYOVER IN 

CASE OF REGULATED INVESTMENT COMPANIES. 
(a.) GENERAL RULL-Paragraph ( 1) of section 1212 (a) (relating to 

capit.al loss ca~backs and carryovers for corporations) IS amenaed 
by striking out' and" at the end of subparagraph (A) and by striking 
out subpara~ph ( B) and inserting in lieu thereof the following: 

(B) except as provided .in subparagraph ( C), a capital 
loss carryover to each of the 5 taxable years suooeeding the 
loss year; and 

" ( C) a capital loss carryover-
'' ( i) m the case of a regulated investment company (as 

defined in section 851) to each of the 8 taxable years 
succeeding the loss year, and 

" (ii) to the extent such loss is attributable to a foreign 
~~;tion capital loes, to each of the 10 taxable years 
ex · the loss year." 

(b) EFl'EO'I'lVE DATE.-The amendments made by this section shall 
apply to loss years (within the meaning of section 1212 (a) ( 1) of the 
Interna.l Revenue Code of 1954) ending on or after January 1, 1970. 
SEC. 1404. SALE OF RESIDENCE BY ELDERLY. 

(a) IN GENERA.L.-Section 121(b) (1) (relating to gain from sale 
or exchange of residence of individual who has attained age 65) is 
amended 6y striking out "$20,000" each place it appears therein and 
inserting in lieu thereof "$35,000". 

(b) EJ!'FECTIVE DAn.-'l'he amendment made by subsection (a) 
sh&ll apply to taxable years beginning after ~mber 31, 1976. 
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26 use 220. 

TITLE XV-PENSION AND INSURANCE 
TAXATION 

SEC. 1501. R~~EMENT SAVINGS FOR CERTAIN MARRIED INDIVID-

(a) .A.u.o~.ANCE OF DmuCTiow.-Pa.rt VII of subcha_pter B of cha 
ter 1 (relating to additional itemized deductions for mdividuals} 1s 
am~nded by redesignating section 220 as 221 and by inserting after 
section 219 the following new section: 

"SEC. 220. RETIREMENT SA VlNGS FOR CERTAIN MARRIED INDIVID
UALS. 

n"(a) DEDUCTION .A.u.owm.-In the case of an individual, there is 
a owed as a deduction amount.a paid in cash for a taxable ear b or 
on be~ of such ~di~~ual for ~e benefit of himself and~ spot!.-

ll} to an individual ret:irement account described in section 
408 a , 

" 2 for an individual retirement annuity described in section 
408 b ,or 
. " 3 ~ for a retirement bond described in section 409 (but onl 
~f the bond is not redeemed within 12 months of the date of i' 
lSSuance). 

Fo~ purposes of this title, any amount paid by an employer to such a 
retu~ment account or for sucn a retirement annuity or retirement bond 
corif itutes

1 
paY.Dle~t. of compe~tion to the emJ>lo.Yee (other than a 

se :emp oyed md1vi.dual 'Yho ~ ~ employee w1thm the meaning of 
section. 401(c)(l)) mcludible m his gross income, whether or not a 
deduction for such payment is allowable under this section to the 
emgloyee after the application of subsection (b). 

(b) Lncrr.ATIONS .AND RBSTJUCTIONS.-

. "(l) M.unrox DEDUCTION.-The amount allowable as a deduc
tion under subsection (a) to an individual for any taxable year 
may not exceed-

" (A) twice the amount paid to the account or annuity or 
for the bond,. established for the individual or for his spo~ 
to or for which the lesser amount was paid for the taxable 
year, 
. "(B). an amount equal to 15 percent of the compensation 
mclud1ble in the individual's gross income for the taxable 
year, or 

. "(C) $1,700, 
whichever 18 the smallest amount. 

"(2) .Alm:RN.ATI.VE DEDUC'l'ION.-No deduction is allowed under 
su~1on (a) for the t.ax!'1>le year if the individual claims the 
d~uction allowed by section 219 for the taxable year. 

(3) CoVEJl.AoE UNDER CERTAIN OTHER PLANs.-No deduction is 
allo~ed under subsection (a) for an individual for the taxable 
year if for any part of such year-

" (A) he or his spouse was an active participant in-
" ( i) a. plan described in section 401 (a) which includes 

a trust exempt from t.ax under section 001 (a) ;; <m an anntp.ty plan described in section 403 (a), 
. (w) a qu,alifi.ed bond purchase plan described in sec

tion 405(a), or 
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"(iv) a plan established for its employees by the United 
St.ates, by a St.ate or political subd1vis1on thereof, or by 
an agency or instrumentality of any of the foregoing, or 

"(B~ amount.s were contributed by his employer, or his 
~uses employer for an annuity contract described in sec
tion 403 (b) (whether or not his, or his spouse's, rights in such 
contract are nonforfeitable). 

"(4:) CoNTRIBUTIONS ilTER .AGE TO~.-No deduction is allowed 
under subsection (a) with res:pect to any payment which is made 
for a taxable year of an individual if either the individual or his 
spouse has att.ained age 701h before the close of such taxable year. 

"(5) REcoNTRIBUTED AKOUNTS.-No deduction is allowed under 
this section with respect to a rollover contribution described in 
section 402(a) (5), 403(a) (4), 408.(d) (3), or 409(b) (3) (C). 

"(6) AxoUNTS CONTRIBUTED UNDER ENDOWMENT OONTRACT.-ln 
the case of an endowment contract described in section 408 (b), no 
deduction is allowed under subsection (a) for that portion of the 
amounts paid under the contract for the taxable year properly 
allocable, under regulations prescribed by the Secret.ary, to the 
cost of life insura-nce. 

"(T) EMPLOYED SPOUSES.-No deduction is allowed under sub
section (a) with respect to a payment described in subsection (a) 
made for any taxable year of the individual if the spouse of the 
individual has any compensation (determined without regard to 
section 911) for the taxable year of such spouse ending with or 
within such ta.:x:a.ble year. 

" ( c) l>EnNITIONS AND SPECIAL RULBS.-
" ( l) CoHPENSATION.-For purposes of this section, the term 

'oom~on' includes earned income as defined in eectiop 401 

(c~~2~·.M.ummD INDIVIDUALS.-This section shall be applied with
out regard t.o any community property laws. 

" ( 3) DETERKIN.ATION OF :MARITAL 8TATUS.-The determination Of 
whether an individual is married for fUrpoae8 of this section shall 
be made in accordance with the provl8ions of section 143 (a). 

" ( 4) Tno WHEN CONTRIBUTIONS DEEMED KADE.-For purposes of 
this section, a t.axpayer shall be deemed to have made a contribu
tion on the last day of the preceding taxable year if the contri
bution is ma.de on account of such taxable year and is made not 
later than 45 days after the end of such t.a:x:able year. 

"(5) PARTICIPATION IN GOVERNMENTAL PLANS BY CERTAIN INDl
VIDUAUl.-A member of a reserve component of the armed for<»& 
or a volunteer firefighter is not considered to be an active par
ticipant in a plan described in subsection (b) {3) (A) (iv) if, 
under section 219(c) (4), he is not considered to be an active 
participant in such a pla.n." 

(b) CoNFORJONG Am:NDMENTB.- • 
(1) Paragraph (10) of section 62 (relating to retirement sav

ings) is amended by inserting before the veriod the following: 
"and the deduction allowed by section 220 (relating to retirement 
sa~ for certain married individuals)". 

(2) Paragraph (2) of section 408(c) is amended by inserting 
"{or spouse of an employee or member)" after "member". 

(3) Subsection (a) of section 415 (relating to limitations on 
benefit.s and contributions under qualified plans) is amended

( A) by striking out "In the case" in paragraph (2) and 
in.eei:ting in lieu thereof "Except as provided in paragraph 
( 3), in the case", and 
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( B) by adding at the end thereof the following new para
graph: 

"(3) Accou. "T ·,ETC., ESTABLISHED FOR NON-EMPLOYED Sl'OUSE.

Paragraph (2) shall not apply for any year to an account, 
annuit.y, or oond described in section 408(a), 408{b), or 409, 
r~spectn"ely,_ est~blished for the benefit of the spouse of the indi
y1dual contnbutmg to such account, or for such annuit;v or bond

1 if a deduction is allowed under section 220 to such mdividua.l 
with respect to such contribution for such ;year.". 

( 4) Section 219 {relating to retirement savmgs) is amended-
( A) by striking out "during'' in subSection (a) and 

inserting in lieu thereof "for", 
(B) by adding at the end of subsection (b) the following 

new paragraph: 
"(6) ALTERXATIVE DEDUCTION.-No deduction is allowed under 

subSeCtion (a) for the taxable year if the individual claims the 
deduction allowed by section 220 for the taxable year.", 

(C) by adding at the end of subsection (c) (2) the follow
~ new sentence: "For .Purp0&>.s of this section, the deter
nunation of whether an mdividual is married shall be. made 
in accordance with the provisions of section 143(a).", and 

(D) by adding at the end of subsection (c) the following 
new paragraph: 

"(~) T~ WHEN CONTRIBUTIONS DEEMED HADJC.-For purposes 
of thlS section, a taxpayer shall be 'deemed to have made a contri
bution on the last day of the preceding taxable year if the contri
bution is made on account of such taxable year and is made not 
later than 45 days after the end of such taxable year." 

(5) Paragraph (4) of section 408(d) (relat~ to excess con
tributions retumed before due date of return) is amended

(A) by inserting"or 220" after "219", and 
( B) by striking out the last sentence and inSlrling in Heu 

thereof the following: "In the case of such a distribution, for 
purposes of section 61, any net income described in subpara
graph (C) shall be deemed to have been earned and receiv
able in the taxable year in which such excess contribution is 
made." 

(6) Paragraph (4) of section 409(a) (relating to retirement 
bonds) is amended by striking out "in anl, taxable year'' and 
inserting in lieu thereof "for an.Y taxable year '. 

(7) Paragraph (12) of section 3401(a) (relating to definition 
of wages) is amended by inee1ting "or 220(a)" after "219(a)". 
~ (8) Section 4973 (relating to t.a:x on excess contributions to 

individual retirement accounts, etc.) is amended-
( A) by striking out "such individual" in the last sentence 

of subsection (a) and inserting in lieu thereof the following : 
"the individual to whom a deduction is allowed for the tax
able year under section 219 (determined without regard to 
subseCtion (b) (1) thereof) or section 220 (determined with
ou~ rem.rd to subSection (o) ( 1) th61'e0f), whichever is appro
pnate"; 

(B) by ineerti.n.g "or 220" after "219" in subsection (b) (1) 
(B);a.nd 

(C) by striking out paragraph (2) of subsection (b) and 
inserting in lieu thereof the following: 

"(2) the amount determined under this subsection for the 
p~ taxable year, reduced by the excess (if any) of the 
maximum amount allowable as a deduction under secttion 219 
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or 220 for the taxable year over the amount contributed to the Allk. P· 1734. 
accounts or for the annuities or bonds for the ta.xable year and 
reduced by the sum of the distributions out of .the acco1;lllt (for 
the taxable year and all prior taxable years). which were included 
in the gross income of the payee und~r ~ion ~8 (~) ~ 1) •• 

For purposes of this subsection, any contr:ihu.hc;>n which_ IS distributed 
from the individual retirement acoounti mdiVIdual retirement an~u
ity, or bond in a distribution to w~ch sec~ion 408{d) f 4) .applies 
shall be treated as an amount not contnbuted if such distribut~on ?on
sists of an excess contribution solely because of employer contributions 
to a plan or contract described in section 219(b)(2) or by reason of 
the ap:plication of section 219(b) (1) (without regard to the $1150,0 
limitation) or section 220(b) (1) (without regard to the $1,750 lum
tation) and only if such distribution does not e:x~d !Jie excess of 
$1 500 or $1,750 if applicable, over the amount descnbed m paragraph 

' ) " 
(l)(B (9) Subsection (d) of section 6047 (relating to other pro- 26 USC 6047. 

grams) is amended by inserting "or 220(a)" a~r ''219(a)'. 
(10) Par~raph (1) of section 408(d) ,(relatmg to tax treat- 26 USC 408. 

ment of distributions) is amended by strikin(l: out the ~nd sen-
tence and inserting in lieu the':'eo~ the ~ollow~ng: "Notw1thstand-
. any other provision of this title (mcluding chaJ?ter~ 11 an,~ 

the basis any person in such an account or annruty 18 zero. . 
(c) ~CAL A.lom>HENT.-The table of ~tions for p~rt VII of 

suOOhapter B of chapter 1 is amended by ~ out the !tem relat
ing to section 220 and inserting in lieu thereof tlie following: 

"Sec. 220. Retirement savlnga for certain married iDcllviduals. 
"Sec. 22L Crou references.". 

( d) EFFECTIVE DAT&-The amendments made by this section, other 26 USC 220 
than the amendment made by subsection (b) (3), shall apply to taxa- note. 
ble years beginning after December 31, 191.6. pie amendment made 
by subsection (b) ( 3) shall apply to years begmnmg after December 31, 
1976. 
SEC. 1502. LIMITATION ON CONTRIBUTIONS TO CERTAIN PENSION, 

ETC., PLANS. 

(a) IN GZNEBAL.- · lim' 
(1) LnaToN CONTBIBUTIONS.-Seetion 415(c) (relating~ 1- 26 USC 415. 

t&.tion for defined contribution plans) is amended by adding at 
the end thereof the following new paragraph: 

"(5) A.PPLICATIO"N WITH SECTION •O•(e) <•>.-In the case of a 
plan which provides contributioxIS or benefits f~r employ~ some 
or all of whom are employee.a within the mearung of section ¥>1 
(c) (1) the amount determined under paragraph (1) (B) with 
respect' to any participant shall not be less than ~e a.m~unt deduc~
ible under section 404(e) with respect to _any md1v1dual who ts 
an employee within the meaning of section 491(c) (1)." 

(2) Mumrox DEDUCTION LIMITATJ;ON.-Sect1on 4o4(e) (4). of 26 use 404. 
such Code (relating to minimum de~uct.ib~e amou~t for pension 
plan contributions by self-employed mdivi~u~~ IS. amended bL 
adding after subparagraph (B) the following: This paragrap 
does not apply for any taxable year to any employee whose 
adjusted gross income for such taxable year ( determmed seea-
rately for each individual, without regard to any commuruty 
property laws, and without regard to ,pie deduction allowable 
under subsection (a) ) exceeds ljill>,000. 
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(b) ~ DA'l'll.-The amendm t ad b · 
sh&lJ. apply t.o yea.rs ~nning fte 611 m e L subsection (a) (1) 
ment made by subsection (a) (2) ~ll ~ppl to tar 3 il1975. The 8:Jll~d
after December 81, 1975. Y DJ:> e years begmnmg 

SEC. 1503. p~~~~N BY MEMBERS OF RESERVES OR NATIONAL 

RETIREMENT v~c~': ~~FIGHTERS IN INDIVIDUAL 

~ ~{; !=~o~ 219<j (:i;elat~g to definitions and 
at the end thereof the fi ll · vmgs d uction) lS amended by adding 

"(4) p o owmgnew para.graph: 
AllTICIPATION IN GOVEBNJa 

INDIVIDU.AUJ.- NTAL PLANS BY CERTAIN 

"(A) MmmERS OF RESERVE COXPONEN'1'8 A be 
reserve component of the ar d f .- me~ r o! a 
~61 (a) of title 10) is not conshlered~ ~~ :;,~eed mrt· ~tJon 
m a pian described in subsecf b pa ICip&nt 
year solely because he is a ion ~ (3f) (A) (iv) for a taxable 
unless he has se d . mem r o a reserve component 
than active dutyrf~r ~izri~essg) d~9r0i"11dgatyhs on active duty (other 

"(B) VOLUNTEER eye!'r ... 
partici ati · FIREFio~:-An mdJVJdual whose 
(iv) is Q so"Ier plan t:cn~ m subsection (b) (3) (A) 

;::. w~'!'ot -=.!IE1:!. ~~~er;~~/;!! 
expl"eS8e!l as a single Jife annuity commencin ... i t e~ 
not considered to 6e an active participant · --e ah agel 5) JS 
the taxable year " m sue a p an for 

(b) EFFEC'l'IVl!I DATE._:_ The ame dm t d . . 
apply to taxable years beginning after 'DeceU::~r tz,tli75~tion shall 
SEC. 1504. CERTAIN INVESTMENTS BY ANNUITY PLANS. 

(a) IN GENERAL.-Paragraph (7) f f 
custodial accounts for regulated · O r IOn 408(b) (relating to 
amended by striking out" and whi h~ves m~,t company stock) is 
subt}~). ' c issues O=Y redeemable stock" in 

apiJes to taxable ~~-:- begin~e ni'::!ean~enDecemt mabede by this section 
s ~ i~ r&tm. 

EC. 1505. SEGREGATED ASSET ACCOUNTS. ' 
(a) SmREGATED A88ET AOOOUNTS op LIPE IN 

Pa~~h,g) (~). ofsection801(R) isamended~Oll CoHPANDS.
follo1Ving~riking out clause (n) and inserting in lieu thereof the 

"(ii) which is described in subparagm h (A) (B) 
~CliJD), or ,(E) of section 805( d) (1) ( otiferthan'a life' 
a:e co°:t:=:t~!' ;~j~rty, ~dialty, or liability insur~ 
annuities, and" d provi es for the payment of 

1. (2th) by strilrina out"~ ::nuities" in clause (m···) and. rting. 
b ieu ereof "00.tf'. mse m 

( ) CoNFOJUCINo AxmmxzNT.-Beetion 401 (relat" · 
pensu~n, etc. plans) is amended b riki mg. t.o qualliied 
I~rtmg in lieu thereof the follo~ ~ ng out subseCt1on ( f) and 

(f) CERTAIN CuBTODIA.L ACCOUNTS Co 
of this title, a custodial accoun AND • NTBACTS.-For purposes 
(other than a life, health or acJa an annwty contract, or a contract 
insurance contract} issued by an ~nt, property, casualty, or liability 

msurance company qualified to do 
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business in a State shall be treated as a qualifi.ed trust under this 
section if-

"(1) the custodial account or contract would, except for the 
met that it is not a trust, constitute a qualified trust under this 
section, and 

"(2) in the case of a custodial account the assets thereof are 
held by a bank (as defined in subsection ( d) ( 1) ) or another per
son who demonstrates, t.o the satisfaction of the Secretary, that 
the manner in which he will hold the assets will be consistent with 
the requirements of this section. 

For purposes of this title, in the case of a. custodia.l account or contract 
treated as a qualified trust under this section by reason of this subsec
tion, the person hol~ the ~ of such account or holding such 
contra.et shall be tree.tea as the trustee thereof.". 

( c) EFncTIVE DATE.-The amendments made by this section apply 
for taxable years beginn4ig after December 31, 1975. 
SEC. 1506. STUDY OF SALARY REDUCTION PENSION PLANS. 

Section 2006 of the Employee Retirement Income Security Act of 
197 4 is amended-

(1) by striking out "January 1, 1977" each place it appears and 
inserting in lieu thereof "January 1, 1978", and 

{2) by striking out "December 81, 1976" in subsection ( d) and 
inserting in lieu thereof "December 81, 1977". 

SEC. 1507. CONSOLIDATED Iml'URNS FOR LIFE AND OTHER INSUR
ANCE COMPANIES. 

(a) IN GENERAL.-Section 1504 ( c) (relating to the definition of 
inciudible insurance companies) is amended to read as follows: 

" ( c) INCLUDIBLE INSURANCE CoHPANIEs.-N otwithstanding the pro
visions of paragraph (2) of subsection (b)-

" ( 1) Two or more domestic insurance companies each of which 
is subject to tax under section 802 shall be treated as includible 
corporations for purposes of applying subsection (a) to such 
insurance companies a.lone. 

"(2HA) If an affiliated group (determined without regard to 
subsection (b) (2) includes one or more domestic insurance com
panies taxed under section 802 or 21, the common parent of such 
group may elect <runnmnt to regulation prescribed by the Sec
retary) to treat al such companies as includible corporations for 
purposes of applying subsection (a) except that no such company 
shall be so treated until it has been a member of the affiliated 
group for the 5 taxable years immediately preceding the taxable 
year for which the consolidated return is filed. 

"(B) If an election under this paragraph is in effect for a 
taxable xear--

"\i) section 248(b) (6) and the exception provided under 
section 243(b) (5) with respect to subsections (b) (2) and (c) 
of this section, 

"(ii) section 542(b) (5), and 
"(ih) subsection (a) (4) and (b) {2)(D) of section 15631 

and the reference to section 1563(b) (2) (D) contained in sec
tion 1563(b) (3) (C), 

shall not be effective for such taxablel:!'· 
(b) SPECIAL RULES AND CoNFORHING NDKENTll.-

(1) Section 821 (relating to tax on mutual insurance companies 
to which part II appliesi as amended by section l901(a) (104) (C) 
of this Act,) is amendect by redesigns.ting subsection (e) as sub-
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section (f),. and by adding after subsection (d) the followin .. 
new subsection: ·· -e 

" ( e) Tu: ~OABLB. TO MEMBER OF GROUP FJLINO CoxSOLIDATED 
Rm-Uim:-Notwithstanding any other pro\lision of this eection if a 
m~tual msuranc~ company to w~ch th~ section applies joins hi the 
filing of a con~hdated return (or is .r:eqwred to so file), the applicable 
!ax sh~U consist of a normal tax and a surtax computed as provided 
m section 11 as though the mutual insurance companv taxa.ble income 
of such compa~y were the ta:x::able income referred tO in section 11 " 

(2) Section 8~3 (relating to annual accounting period) ·i~ 
~mUendded by ad~mg at the. end thereof the following sentence: 

n er regn.lab<?n~ p~scnbed by the Secretary, au insurance 
~ompa~y which )Oms m the filing of a consolidated return (or 
Is required to ~ file) may adopt the taxable year of the common 
parent corporation even though such year is not a calendar year " 
. (3) Section 150~ (relating to computation and payment of ta~) 

"(is amended by addmg the following new subsection: 
c) SPECIAL RULE FOR APPLICATION OF CERTAIN LoSSES AOAINAT 

lNco~ OF INSURANCE CoHPANIEs T~ UNDER SE<moN 802.-
. (1) IN GHNERAL.-If an election wider section 1504(c) (2) is 
m effect for the taxable year and the consolidated taxable income 
?f the me~bers of the group not taxed under section 802 results 
lD a consohd~ted net o~rating loss for such taxable year, then 
under ~at1011s prescribed by the Secretary the amount of such 
loss.whiCh cannot be. absorbed m the applicable carryback periods 
a~amst the taxable mcome of such members not taxed under sec 
tion 802 shall. be taken into account in determining the consoli: 
dated taxable mcome of the affiliated group for such. taxable ear 
!<> the extfent of 35 percent of such loss or 35 percent of the to.x!ble 
mcome o the m~mbers taxed under section 80'2 whichever is less. 
Th~ unused portion f!f ~uc1?- lo~ shall be available as a car over 
fubjht to the same limitations (applicable to the sum of :le l~ 
or t e. carryoyer year and the loss (or losses) carried over to such 

l-8ar)7 m/pph.~!ll~le carryover years. For purposes of this subsec
ion, Ill .etermuung the taxable income of each insurance com 

r;auy sub1~ct to tax under section 802, section 802(b) (3) shall not 
e1 taken mto account. For taxable years ending with or within 

ca e~dar year 1~81, '25 pez:cent' shall be substituted for '35 ~r
Fnt t eactfelace it ap~rs ":1 the first sentence of this subsection. 

or axa e years ending with or within calendar year 1982 '30 
percent' shall be substituted for '35 pe1-cent' each pl 't ' m that sentence. ace I appears 

"(2) ~.ES OF RECENT NONLIFE An'ILIATU.-Notwithstandin 

Y
t!!f1fv1Slons obef pafragraph ( 1), a net operating loss for a taxabl! 

o a meJ?l r o the group not taxed under section 802 shall 
not be taken mto account in determining the taxable income f 
member taxed under section 802 (either for the taxable year 0~ a! 
:a~~hlyover or hrrybackbe) if such taxable y-ear precedes the sixth 
ated e year sue m.em 1'l! have been members of the same affili-

( ) E group (deternuned without.regard to section 1504(b)(2))" 
c rnCTIVE DATE AND ThANSITCONAL RULES.- • 

( ) EFncnvE DATE.-The amendments made by subsections t) 3alnd (bO) shall apply to taxable years beginning after Decemr , 198 • 
(2) T!wts.tTroN RULES WITH BE8PECT 

BACKS RELATING TO PRE-ELECTION T TO CAIUlYOVERS OR CARBY
TION OF GkOUP.- :AXA.BLE YEARS AND NO.NTERlUNA-
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(A) LnaTATIONS ON CARRYOVERS OB CAIUtYBACKS FOB GROUPS 
ELECTING UNDER SECTION 1604 (C) ( 2) .-If an affiliated group 
elects to file a consolidated return pursuant to section 1504 
(c) (2) of the Internal Revenue Code of 1954, a carryover of 
a loss or credit from a taxable year ending before January 1, 
1981, and losses or credits which may be carried back to tax
able years ending before such date, shall be taken into account 
as if this section had not been enacted. 

(B) NoNTERM'INATION OF AFFILIATED GROUP.-The mere 
election to file a consolidated return .{'Ursuant to such sec
tion 1504(c) (2) shall not cause the termmation of an affiliated 
group filing consolidated returns. 

SEC. 1508. TREATMENT OF CERTAIN LIFE INSURANCE CONTRACTS 
GUARANTEED RENEW ABLE. 

(a) '.IN GENEJtAL.~Paragraph (d) (5) of section 809 (relating to 
certain nonpartici.pating contracts) IS amended by adding at the end 
thereof the followmg sentence: "For purposes of this paragraph, the 
period for which any contract is issued or renewed includes the period 
for which such contract is guaranteed renewable." 

(b) EFFECTIVE DAT&.-Tbe amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1957. 
SEC. 1509. STUDY OF EXPANDED PARTICIPATION IN INDIVIDUAL 

RETIREMENT ACCOUNTS. 
The Joint Committee on Taxation shall carry out a study with 

respect to broadenin~ the class of individuals who are eligible to claim 
a deduction for retirement sa~ under section 219 or 220 of the 
Internal Revenue Code of 1954 to mclude individuals who are partici
pant.a in pension plans described in section 401 (a) of such Code 
(relating to qualified pension, profit-sharing, and stock bonus plans) 
or similar plans established for it.a employees by the United States, 
by a. State or p<>litical division thereof, or by an agency or instru
mentality of the United States or a State or political division thereof. 
The Joint Committee shall report its fin~ to the Committee on 
Ways and Means of the House of Representatives and to the Commit
tee on Finance of the Senate. 
SEC. 1510. TAXABLE STATUS OF PENSION BENEFIT GUARANTY 

CORPORATION. 
(a) IN GENERAL.-Section 4002(.,;) (1) of the Empl<>yee Retirement 

Income Security Act of 1974 (29 U.S.C. 130'2(f) (1)) is amended by 
inserting "by the United States (other than taxes imposed under 
chapter 21 of the Intomal Revenue Code of 1954, relating to Fl'<ieral 
Insurance Contributions Act,, and eha~ 23 of such Code, relating to 
Federal Unemployment Tax Act). or' immediately after "imposed". 

(b) EFFECTIVE DATE.~The amendment made by subsection (•).sh~ 
take effect on September 2, 1974. 
SEC. 1511. LEVEL PREMIUM PLANS COVERING OWNER·EMPLOYEES. 

(a) IN GENERAL.-Section 415 ( e) (relating to limitation for defined 
contribution plans) is a.mended by adding after paragraph (6) the 
follow~ new pa~ph: 

"(1) CERTAIN LEVEL PREMILll ANNUITY CONTRACTS t::'"SUER PLANS 
BENEFITINO OWNER-EMPLOYEES.-Paragraph (1) (B) shall not 
apply t.o & contribution described in section 401 ( e) which is made 
on behalf of a participant for a year to a plan which benefits an 
owner-employee (within the meaning of 86('tion 40l(c) (3) ), if-
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"(A) the annual addition determined under this section 
with respect to the participant for such year consists solely 
of such contribution, and 

"(B) the participant is not an active participant at any 
time dudng such year in a defined benefit plan maintained 
by the employ_er. 

For purposes of this section and section 40l(e), in the case of a 
plan which provides contributions or benefits for employees who 
are not owner-employees, such plan will not be treated as failing 
to satisfy section 401(a)(4) merely because contributions made 
on behalf of employee,s who are not owner-employees are not 
{>0rmitted to exceed the limitations of paragraph {l) (B)." 

(b) En.ronvE DATIL-The amendment made by this section sh&ll 
apply for years beginning after December 31, 1976. 
SEC. 1512. LUMP-SUM DISTRIBUTIONS FROM QUALIFIED PENSION, 

ETC., PLANS. 
(a) IN GENEIU.L.-Section 402 ( e) ( 4) (relating to definitions and 

special rules) is amended by adding at the end thereof the following 
new snbpa~raph: 

"(L) ~ON TO TREAT PRE-1974 PARTICIPATION AS POST-
1973 PARTIOIPATION.-For purposes of subparagraph (E), 
subsection (a) (2), and section 403(a) {2), if a taxpayer elects 
(at the time and in the manner provided under regulations 
prescribed by the Secretary), all calendar years of an employ
ee's active participation in all plans in which the employee 
has been an active participant shall be considered years of 
active partici:pation by such employee after December 31, 
1973. An election ma.de under this subparagraph, once made, 
shall be irrevocable and shall apply to all lump-sum distri
butions received by the taxpayer with respect to the emplo_yee. 
This subparagraph shall not apply if the taxpayer received 
a lump-sum distribution in a previous taxable year of the 
employee beginning after December 31, 1975, unless no por
tion of snch lump-sum distribution was treated under sub
section (a) (2) or section 403(a) (2) as gain from the sale or 
exchange of a e&J>ital asset held for more than 6 months." 

(b) EFFECTIVi: DATE.-The amendment made by this section shall 
apply to distributions and payments made after December 31, 1975, in 
taxable years beginning after such date. 

TITLE XVI-REAL ESTATE INVESTMENT 
TRUSTS 

SEC. 1601. DEFICIENCY DIVIDEND PROCEDURE. 
(a) IN Gl'!NERAL.-

(1) Part II of subchapter M of chapt.er 1 (relating to real 
estate investment trusts) is amended by addingu the end thereof 
the following new section: 

"SEC. 859. DEDUCTION FOR DEFICIENCY DIVIDENDS. 
"(a) GENERAL RULE.-If a determination (as defined in subsec

tion ( c)) with resi;>ect to a real estate investment trust results in any 
adjustment (as denned in subsection (b){l)} for any taxable ,vear, 
a deduction sball be allowed to such trust for the amount of deficiency 
dividends (as defined in subsection (d)) for purposes of determining 

• 

• 

... 
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the deduction for dividends paid (for purposes of section 857) for 26 USC 857. 
such year . 

"(b) RuLF.S ron APPLICATION OF SECTioN.-
"(1) AD.rosTHENT.-For purposes of this section, the term "AdjnatmenL" 

'adjustment' means--
" (A) any increase in the sum 0f-

" (i) the real estate investment trust taxable income 
of the real estate investment trust (determined without 
regard to the deduction for dividends paid (as defined 
in section 561) and by excluding any net capital gain), 
and 

" (ii) the excess of the net income from foreclosure 
property (as de.fined in section 857 (b) ( 4) (B) ) over the 
tax on such income imposed by section 857(b)(4)(~)1 " ( B) any increase in the amount of the excess descnbeCI 

in section 857(b) (3) (A) (ii) (relating to the excess of the Po11, p. 1756. 
net capit&l gain over the deduction for capital gains dividends 
paid), nnd 

"(C) any decrease in the deduction for dividends paid (as 
defined in section 561) d~rmined without regard to capital 
gains dividends. 

"(9) INTEREST AND ADDITIONS TO TAX DETERMINED WITJI 
RESPECT TO THE AMOUNT OF DEFICIENCY DIVIDEND DEDUCTION 
ALLOWED.-For purposes of determining interest, additions to tax, 
and additional amounts-

"(A) the tax imposed by this chapter (after taking into 
account the deduction allowed by subSection (a)) on the real 
estate investment trust for the taxable year with respect to 
which the determination is made shall be deemed to be 
increased by an amount equal to the deduction allowed by 
subsection (a) with respect to such taxable year, 

"(B) the last date prescribed for payment of such increase 
in tax shall be deemed to have been the last date prescribed 
for the payment of tax (determined in the manner provided 
by section 6601 ( c)) for the taxable year with respect to which 
the determination lS made, and 

"(C) such increase in ta.x shall be deemed to be paid as 
of the date the claim for the deficiency dividend deduction 
is filed. 

"(3) Cea>IT OR REFUND.-lf the allowance of a deficiency 
dividend deduction results in an overpayment of tax for any tax
able year, credit or refund with respect to such overpayment shall 
be made as if on the date of the determination 2 years remained 
before the expiration of the period of limitations on the filing of 
claim for refund for the taxable year to which the overpayment 
relates. 

" ( c) DFJI'ERMIN ATION .-},or purposes of this section, the t.erm "Determina-
'determination' means- tion." 

"(l} a decision by the Tax Court, or a ju~ent, decree, or 
other order by any court of competent jurisdiction, which bas 
become final; 

"(2) a closing agreement made under section 'T121; or 
"{3) under regulations presoribed by the Secretary, an agree- Regulation.a. 

ment signed by the Secretary and by, or on behalf of, the real 
estate investment trust relating to the liability of such trust for 
tax. 

7'-975 0 - '19 - 15 
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"(d) DEFlOIENcYDlvmmm&.- . . 
"(1) ~~ox.-For pur~. of. this section, the term 

'deficiency dividends' means a distnbution of property made by 
the real estate investment trust on or after th~ date of th~ detenm
nation and before filing claim under subsection ( e), 'Yhich wo~J~ 
have been includible in the computation of the deduc~1on for divi
dends paid under eection 561 for the taxable year ~th !E'8pec~ to 
which the liability for tax resulting from the ~ete~~tlon exists, 
if distributed during such taxab~e year .. ~o distnbution of prop
erty shall be conside~ ~ defie1en~y ~vidends for purposes of 
subsection (a) unless distnbuted wit~ 90 daY.s _after the def:er
mination and unless a claim for a deficiency dividend deduct!on 
with resPoot to such distribution is filed pursuant to subsection 
(e). 

"<2) LIJDTA.'l'IONS.- . 
"(A) ORDINARY orm>nos.-The. ~mount of ~e~ciency 

dividends (other than deficiency dividen~ quahfymg as 
capital gain dividends) paid by a rea.l es~te mves?n~~t trust 
for the t.xable year with respect t.o which the liability for 
tax resulting from the determination exists shall not exceed 
the sum.of- . 

" ( i) the excess of the amount of mcrease referred to 
in subparagraph (A) o! subsection .(b)(l) C?V~r the 
&mount of any increase m the deductio~ for di_vide!l~s 
paid (computed without regard to capital gun divi
dends) for such taxable year which results from such 
detennination, and . 

" (ii) the amount of decrease referred to m subpara-
graph (C) of subsection (b)(l). . 

"(B) CAPITAL GAIN DlVIDEND8.-The amount of deficiency 
dividends qualifying as capital gain dividends paid by a real 
estate investment trust for the taxable year Wlth respect. to 
which the liability for tax resulting fro"? the _detent?-mation 
exiats shall not exceed the amount by which (1) the mcrease 
referred to in subparagraph (B) of subsection (b) ( 1) exceeds 
(ii) the amount of any dividen~s pai~ d1;1t1ng such taxable 
year which are designated as capital gam dividends after such 
determination. 

"(3) EFFECTONDIVIDENDSPAIDDEDUOTION.- . 
"(A) FoR TAXABLE YEAR IN WHICH PAID.~Defic1en<:y 

dividends paid in any taxable year shall not be mcluded m 
the amount of dividends pa.id for such year for purposes of 
com~ting the dividends paid deduction for such year. 

" ( B) Fon PRIOR TAXABLE YEAR.-Deftciency dividends paid 
in any taxable year shall n~t be allow:~ for pui:poses of 
section 858 (a) in the computation of the dividends pai_a ded?c
tion for the taxable year preceding the taxable year m which 

"d. 
" ( e) J:. ReQu:om>.-No deficiency dividend deduction ~all be 

allowed under subsection (a) unless (under regulations prescnbed by 
the Secretary) claim therefor is filed within 120 days after the date of 
the determination. 

"(f) SusPENSION OP STATUTE OF LmrrATJONS AND STAY OF Co1..-
LEOTION-

"(1) SUSPENSION OF RUNNING OF STATOTE.-If the real estate 
investment trust files a claim as provided in subsection ( e), the 

• 
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running of the statute of limitations provided in section 6501 on 
the making of assessments, and the bringing of distraint or a 
proceeding in court for collection, in respect of the deficiency 
established by a determination under this section, and all interest, 
additions to tax, additional amounts, or assessable penalties in 
respect thereof, shall be suspended for a period of 2 years after 
the date of the determination. 

"(2) STAY OF COLLECTION.-ln the ca.c;e of any deficiency estab
lished l>l a determination under this section-

' (A) the collection of the deficiency, and all interest, addi
tions to tax, additional amounts, and a~ble penalties in 
respect thereof, shall, except in cases of jeopardy, be stayed 
until the expiration of 120 days after the date of the deter
mination, and 

"(B) if claim for a deficien~y dividend deduction is filed 
under subsection ( e), the collection of such part of the 
deficiency as is not reduced by the deduction for deficienc1. 
dividends provided in subsection (a) shall be stayed Wltil 
the date the claim is disallowed (in whole or in part), and if 
disallowed in part collection shall be made only with respect 
to the part diSallowed. 

No distraint or proceeding in court shall be begun for the 
collection of an amount the collection of which is stayed under 
subparagraph (A) or (B) during the period for which the 
collection of such amount is stayed. 

"(g) I>imuCTioN lliNIEDIN CABE OF FaAun.-No deficiency dividend 
deduction shall be allowed under subsection (a) if the determination 
contains a finding that any part of any deficiency attributable to an 
adjustment with respect to the taxable year is due to fraud with intent 
to evade tax or to willful failure to file an income tax return within 
the time prescribed by law or prescribed by the Secretary in pursuance 
of law. 

"(h) PENALTY.-

"For assessable penalty with respeet to liability for tu: of real eatate 
investment trust which is allowed a deduction under subsection (a), see 
section 6697.'' 

(2) The table of sections for such part Il is amended by adding 
at the end thereof the following new item : 

"Bee. 869. Deduction for de1lclency dividends." 

(b) PENALTY.-
(1) Subchapter B of chapter 68 (relating to assessable penal

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

90 STAT. 1745 

"SEC. 6697. ASSESSABLE PENALTIES WITH RESPECT TO LIABILITY FOR 26 USC 6697 . 
TAX OF REAL ESTATE INVESTMENT TRUSTS. 

"(a) Cxvrr.PENALTY.-In addition to any other ~nalty provided by 
law, any real estate investment trust whose tax liability for any tax-
able year is deemed to be increased pursuant to section 859(b) (2) (A) .4111e, p. 1742. 
(relating to interest and additions to tax determined with res~ 
to the amount of the deduction for deficiency dividends allowed) 
shall pay a penalty in an amount equal to the amount of interest for 
which such trust is liable that is attributable solely to such increase. 

"(b) 50-PERCENT LnnTATio:it.-The penalty payable under this 
section with respect to any determination shall not exceed one-half 
of the amount of the deduction allowed by section 859 (a) for such 
taxable year. 
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"(c) lknCIENCY PROOEDURF.S NOT To Ai>PLY .. ~ubchapter B. of 
chapter 63 (relating to deficiency procedure for income, estate, gift, 
and certain excise taxes) shall not apply in res~t of the assessment 
or collection of any penalty imposed by subsection (a:)." 

(2) The table of sections for such subchapter B lS amended by 
adding at the end thereof the following: 

"Sec. 6697. Auesuble penalties with respect to liability for tax of real 
estate investment trasta." 

(c) LATE DEslaNATION AND PAYMENT oF CAPITAL GAIN D1vnnum.
The first sentence of subparagraph (C) o~ secti~n 85'T(b)(3) (de~
ing capital gain dividend) is amended by msert~ng befo!6 th~ period 
at the end thereof the following:"; except that,.~f there~ an mcrease 
in the excess described in subparagraph (~) (n) of this pa~uraph 
for such year which results from a determmat1on. (as defined m sec
tion 859 ( c) ) , such designation may ~ made with respect to such 
increase at any time before the expiration of 120 days after the date 
of such determination". . . 

(d) DEFINITION OF D.mt>END.-Subsection (b) of ~t1on 316 
(relating to the definition of dividend) is amended by adding a new 
paragraph (3) at the end thereof, to read as follows: 

" ( 3) DEFICIENCY DIVIDEND DISTRIBUTIONS BY A REAL • ES'i'.ATE 
INVE81'Ml!INT TRUST.-The term 'dividend' also means any distnb~
tion of pl'Q~rty (whether or not a dividend as defined m 
subsection (a)) Which constitutes a 'deficiency dividend' as defined 
in section 859(d)." . ) ( l · 

( e) CABRYovm or DEncn:NCY Tuvm~~--8ec?tlon 381 ( c re at~ng 
t-0 carryovers in certain corporate acqms1tions) IS amended by addmg 
a new paragraph (25) at the end thereof, to read as follows: 

Cl (25) J>EnCIENCY DIVIDEND OF REAL F.STATE l:'fVESTH~N:r TRUST.
If the acquiring corporation pays a deficiency dividend (as 
defined in section 859((1)) with respect to the distributor .or trans
feror corporation, such distributor or t~ansferor co~~tlon sh.al~, 
with respect to such payments, be entitled to the deficiency divi
dend deduction provided in section 859." 

( f) TroHNlCAL AKENDJIENTS.- • 
(1) Section 6422 (relating to certain cross references) is 

amended by adding a new paragraph (14) at the end thereof to 
read as follows: 

"'(14) for credit or refund in case of cle8cienq dlvidenda paid b7 • 
real estate inveatment trust, see section 859." 
(2) Section 6503(i) (relating to certain cross references) is 

amended by adding a new paragraph ( 5) at the end thereol, to 
read as follows: 

"(5) Deftdenq dividenda of a real e1tate investment trust, see section 
859(f).•. f ) . 
(3) Section 6515 (relating to certain cross re erences is 

amended by adding a new paragraph (8) at the end thereof, to 
read as follows: 

"'(8) Defidenq dlridenda of a real estate investment trust. see section 
859,• 

SEC. 1602. TRUST NOT DISQUALIFIED IN CERTAIN CASF.S WHERE 
INCOME TESl'S WERE NOT MET. 

(a) DxsQuALIPICATION' Norr A.l'PLIED.-Section 856(c) (relating: to 
limitations) is amended by adding at the end thereof the following 
new paragraph: 

• 

• 
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"(7) A corporation, trust, or association which fails to meet the 
requirements of paragraph (2) or (3), or of both such para· 
graphs, for any taxable year shall nevertheless be considered to 
have satisfied the requirements of such paragraphs for such tax
able year if-

"(A) the nature and amount of each item of its gross 
income described in such paragraphs is set forth in a schedule 
attached to its income tax return for such taxable year i 

"(B} the inclusion of any incorrect information m the 
schedwe referred to in subparagraph (A) is not due to fraud 
with intent to evade tax; and 

"(C) the failure to meet the requirements of paragraph 
(2) or (3), or of both such paragraphs, is due to reasonable 
cause and not due to willful neglect.". 

(b) hcPosITION' OF SPECIAL Tum-
( 1) Section 857(b) (relating to method of taxation of real 

estate investment trusts, etc.) is ·amended by redesignating para
~ph (lS) as paragraph (7) and by inserting after paragraph ( 4J the following new paragraph: 

'(5) lHPOSITION OF TAX IN CABE OF FAILURE TO MEET CERTAIN 

ltEQUIREKENTS.-lf section 856(c)(7) applies to a real estat.e 
investment trust for any taxable year, there is hereby imposed on 
such trust a tax in an amount equal to the great.er of-

"(.A) the excess of-
" ( i) 96 percent ( 90 percent in the case of taxable years 
~ before January 1, 1980) of the gross income 
(excludiiig gross income from prohibited. transactions) 
of the real estate investment trust, over 

"(ii) the amount of such gross income which is derived 
from sources referred to in section 856(c) (2); or 

"(B) the excess of-
" (i) 75 percent of the gross income (excluding gross 

income from prohibited. transactions) of the real estate 
investment trust, over 

" (ii) the amount of such gross income which is derived 
from sources referred to in section 856 ( c) (3)? 

multiplied by a fraction the numerat.or of which 18 the real 
estate in vestment trust taxable income for the taxable year 
(determined without regard to the deductions provided in 
paragraphs (2) (B) and (2) (E), without regard to any net 
operating loss deduction, and by excluding any net capital 
gain) ana the denominator of which is the gross income for 
the taxable year (excluding gross income from prohibited. 
transactions; gross income and gain from foreclosure prop
erty (as defined in section 856 ( e), but only to the extent such 
S!OSS income and~ is not described in subparagraph (A), 
(B), (C), (D), (E), or (G) of section 856(c) (3)); long
term capital gain; and shoxt-t.erm capital gain to the extent 
of any short-t.erm capital loss)." 

(2) SeCtion 857(b) (2) (relating to real estate investment trust 
taxable income) is amended by inserting after subparagraph (D) 
(as redesignated. by section 1606(a) of this Act) the following 
new subf:aragra.ph: 

" E) There shall be deducted. an amount ~ual to the tax 
imposed by paragraph ( 5) for the taxable year. '· 
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SEC. 1603. TREATMENT OF PROPERTY HELD FOR SALE TO CUSTOMERS. 
(a) ELDnNATION OF HoLDING FOR SALE RULE AS QuALIFIOA.TION 

lb:QuIREHENT.-Section 856( a) (defining real estate investment trust) 
is amended by striking out paragraph ( 4). 

(b} TAX ON INcoME FROM PROPERTY DEsCRIBED IN SECTION 1221(1) 
THAT Is NOT FOREoLOSURE PaoPEBTY.-Section 857(b) (relating to 
method of taxation of real estate investment trusts1 etc.) is amended 
by inserting after paragraph (5) (as added by section 16W(b) (1) of 
this Act) the following new paragraph: 

" ( 6) INCOXE FROM PROHIBITED TRANSACTIONS.-
" (A) IHPOSITION OF TAX.-There is hereby imposed for 

each taxable year of every real estate investment trust a tax 
equal to 100 percent of the net income derived from pro
hibited transactions. 

" ( B) Du1NITI0Ns.-For purposes of this part--
" ( i) the term 'net mcome derived from prohibited 

transactions' means the excess of the gain from prohib
ited transactions over the deductions allowed by this 
chapter which are directly connected with prohibited 
transactions; 

"(ii) the ienn 'net loss derived from prohibited trans
actions' means the excess of the deductions allowed by 
this chapter which are directly connected with prohib
ited transactions over the gain from prohibited trans
actions; and 

"(iii) the term 'prohibited transaction' means a sale 
or other disposition of property described in section 
1221 ( 1) which is not foreclosure property." 

( c) TECHNIOAL AHENDHENTS.-
( 1) So much of paragraph ( 3) of section 866 ( c} (relating to 

limitations) as precedes subparagraph (A) thereof is amended to 
read as follows : 

"(3) at least 76 percent of its gross income (excluding gross 
income from prohi6ited transactions) is derived from-". 

(2) Section 856(c) (2) (relat~ to limitations) is amended by 
inse~ before the semicolon m subparagraph (D) thereof 
"which IS not property described in section 1221(1)". 

(3) Section 81S6(c) (8) (relatin~ to limitations) i amended by 
inse~ before tb.e semicolon m subparagraph (0) thereof 
''which 1S not property described in section 1221(1)". 

( 4) Section 866 ( e) ( 1) (defining foreclosure property) is 
amended by adding at the end thereof the followmg sentence: 
"Such term does not include property acquired by the real estate 
investment trust as a result of indebtedness arising from the sale 
or other disposition of property of the trust descnbed in section 
1221(1) which was not originally acquired as foreclosure 
property." 

(5) Section 857(b) (~) (relating to rea.l estate investment trust 
taxable income) is amended by adding a new subparagraph (F) 
immediately after subparagraph (E) (as added by section 16W 
(b) (2) of this Act), to read as follows: 

"(F) There shall be excluded an amount equal to any net 
income derived from prohibited transactions and there shall 
be included an amount equa.l to any net loss derived from pro
hibited transactions." 

• r 
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SEC. 1604. OTHER CHANGES IN UMITATIONS AND REQUIREMENTS. 
(a) INCREASE IN 90-PERCENT GRoss INcoHE REQUIREMENT TO 95 

~c.ENT.-Seetion 856(c) (2). (relatin'i to limitations) is amended by 26 usc 856. 
striking out "90 percent of its gross income" and inserting in lieu 
thereof "95 percent (90 percent for taxable years beginning before 
January 1, 1980) of its gross income (excluding gross income from 
prohibited transactions)"· 

(b) AProRT10NMENT OF RENTAL INCOME AND CHARGES roa CuSTOx

ARY SER.VICES i CHANGE .IN DEFINITION OF INDEPENDENT 0owmACTOR.
Subsection ( <1) of section 856 (defining rents from real property) is 
amended to read as follows: 

" ( d) RENTS FRox REAL PRoPERTY n_ ___ -" ~~. 
(1) .Alirou~INCLUDED.-Forpurposesof paragraphs (2) and 

(3) ~f subsection (c), the term 'rents from real property' includes 
(suh1ect to paragraph (2) )-

" (A) rents from interests in real property, 
. "(B) ch~rges for services customarily furnished or rendered 
in connection with the rental of real property, whether or not 
such charges are separately stated, and 

" ( C) re~t attribu~ble to. persona.I property which is leased 
under, or m connection with, a lease of real property but 
only if the rent attributable to such personal property for 
the taxable year does not exceed 15 percent of the total rent 
for the taxable year attributable to bOth the real and personal 
property leased under, or in connection with, such lease. 

For purposes of subparagraph (C), with respect fu each lease of 
real pro~rty, rent attributa~le to personal property for the tax
able year is that amount which bears the same ratio to total rent 
for the taxable year as the average of the adjusted bases of the 
personal property at the be~inning and at the end of the taxable 
year hears to the average or the aggrega.te adjusted bases of both 
the real property and the personal property at the beginning and 
at the end of such taxable year. 

"(2) AxouNTS EXCLUDED.-For purposes of paragraphs {2) and 
.< 3) of subsection ( c), the term 'rents from real property' does not 
mclude-

" (A) except as provided in para.graph ( 4), any amount 
received or accrued, directly or indirectly, with respect to any 
real or personal property, if the determination of such amount 
depends in whole or in part on the income or profits derived 
by any. person from such property (except that any amount 
so received or accrued shall not be excluded from the term 
'rents from real property' solely by reason of being based on a 
fixed percentage or percentages of receipts or sales~• 

"(B) any amount received or accrued directly oqiidirectly 
f~om any ~er~n if the real estate investment trust owns, 
directll ?r ?1dll'ectly-

" (i) m the case of any person which is a corporation 
stock of such person possessing 10 percent or more of th~ 
total combined voting power of all c1asses of stock 
entitled to vote, or 10 percent or more of the total number 
of11~~n>:8 of all classes of stock of such person; or 
. (11) 1;Jl the case of any person which is not a corpora

tion, an mterest of 10 percent or more in the assets or net 
profits of such person; and 

." ( C) any amount received or accrued, directly or indirectly 
with respect to any real or personal property if the real 
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estate investment trust furnishes or renders services to the ten
ants of such property, or manages or operates such property, 
other than through an independent contractor from whom the 
trust itself does not derive or receive any income. 

" ( 3) INDEPENDENT CONTRACTOR DEFINED.-For purposes of this 
subsection and subsection ( e), the term 'independent contractor' 
means any _person-

" (A) who does not own, directly or indirectly, more than 
35 percent of the shares, or certificates of beneficial interest, 
in the real estate investment trust; and 

"(B) if such person is a corporation, not more than 35 per
cent of the total combined voting power of whose stock (or 35 
percent of the total shares of all classes of whose stock), or, if 
such person is not a corporation, not more than 35 percent of 
the interest in whose assets or net profits is owned, directly or 
indirectly, by one or more persons owning 35 percent or more 
of the shares or certificates of beneficial interest in the trust. 

" ( 4) SPECIAL RULE FOR CERTAIN CONTINGENT RENTS.-Where a 
real estate investment trust receives or accrues, with respect to real 
or personal property, any amount which would be excluded from 
the term 'rents from real property' solely because the tenant of the 
real estate investment trust receives or accrues, directly or indi
rectly, from subtenants any amount the determination of which 
depends in whole or in part on the income or profits derived by 
any person from such property, only a proportionate part (deter
mined pursuant to regulations prescribed by the Secretary) 
of the amount received or accrued by the real estate investment 
trust from that tenant will be excluded from the term 'rents from 
real property'. 

" ( 5) CONSTRUCTIVE OWNERSHIP OF STOCK.-F or purposes of this 
subsection, the rules prescribed by section 318 (a) for determining 
the ownership of stock shall apply in determining the ownership 
of stock, assets, or net profits of any person; except that '10 per
cent' shall be substituted for '50 percent' in subparagraph (C) 
of section 318(a) (2) and 318(a) (3)." 

( c) COMMITMENT FEES.-
( 1) IN GENERAL.- Paragra phs ( 2) and ( 3) of section 856 ( c) 

(relating to limitations) are each amended by striking out "and" 
after the semicolon at the end of subparagraph (E), by inserting 
"and" after the semicolon at the end of subparagraph (F), and 
by adding at the end thereof the following new subparagraph: 

" ( G) amounts (other than amounts the determination of 
which depends in whole or in part on the income or profits of 
any person) received or accrued as consideration for entering 
into agreements ( i) to make loans secured by mortgages on 
real property or on interests in real property or (ii) to pur
chase or lease real property (includin&' interests in real prop
erty and interests in mortgages on real property) ; ". 

( 2) CONFORMING AMENDMENT .-Section 85 7 (b) ( 4) ( B) ( relat
ing to net income from foreclosure property) is amended by strik
ing out "(D), or (E)" in subdivision (i) and inserting in lieu 
thereof"(D), (E),or (G)". 

( d) INCOME FROM SALE OF MORTGAGES HELD LESS THAN 4 y EARS.
Section 856 ( c) ( 4) (relating to limitations) is amended to read as 
follows: 

" ( 4) less than 30 percent of its gross income is derived from 
the sale or other disposition of-

.. 
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"(A) stock or securities held for less than 6 months· 
"(B) . ' sect10n 1221 ( 1) property (other than foreclosure 

property) ; and 
" ( 9) real r.roperty (including interests in real property 

and mterests m mortgages on real property) held for less 
than 4 years other than-

." (D property. compulsorily or involuntarily converted 
w1thm the meanmg of section 1033, and 

" (ii) property which is foreclosure property within 
the definition of section 856 ( e) ; and". 

( e) OPTIONS To PURCHASE REAL PROPERTY TREATED AS INTERESTS 
IN REAL PROPERTY.-Section 856 ( c) ( 6) ( C) (relating to limitations) is 
amended to read as follows : 

" ( C) The term 'interests in real property' includes fee own
ership and co-ownership of land or improvements thereon 
leaseholds of land or improvements thereon, options to acquir~ 
land or improvements thereon, and options to acquire lease
holds of land or improvements thereon, but does not include 
mineral, oil, or gas royalty interests." 

(f) REAL ESTATE INVESTMENT TRUSTS MAY BE INCORPORATED.
( 1) IN GENERAL.-So much of subsection (a ) of section 856 

(defining real estate investment trust) as precedes paragraph (3) 
thereof is amended to read as follows : 

. " (a) IN GENERAL.-For purposes of this title, the term 'real estate 
investment trust' means a corporation, trust, or association-

" ( 1) which is managed by one or more trustees or directors; 
"(2) the beneficial ownership of which is evidenced by trans

ferable shares, or by transferable certificates of beneficial 
interest;". 

( 2) EXCEPTION FOR FINANCIAL INSTITUTIONS AND INSURANCE COM
PANIES.-Section 856 (a) (defining real estate investment trust) 
is amended by inserting after paragraph (3) the following new 
paragraph : 

" ( 4) which is neither (A) a financial institution to which sec
tion 585, 586, or 593 applies, nor (B) an insurance company to 
which subchapter L applies;". 

( 3) CONFORMING AMENDMENTS.-
( A) So much of section 856 ( c) (relating to limitations) as 

precedes paragraph (1) thereof is amended by striking out 
"A trust or association" and inserting in lieu thereof "Acor
poration, t rust, or association". 

( B) The second sentence of section 857 ( d) (relating to 
earnings and profits) is amended by strikin,g out "a domestic 
unincorporated trust" and inserting in lieu thereof "a domes
tic corporation, trust,". 

(g) INTEREST.-Section 856 (relating to definition of real estate 
investment trust) is amended by adding after subsection ( e) the 
following new subsection : 

"(f) INTEREST.-Forpurposesofpa.ragraphs (2) (B) and (3) (B) of 
subsection ( c), the term 'interest' does not include any amount received 
or accrued, directly or indirectly, if the determination of such amount 
depends in whole or in part on the income or profits of any person 
except that: 

"(1) any amount so received or accrued shall not be excluded 
from the term 'interest' solely by reason of bein,g based on a fixed 
percentage or percentages of receipts or sales, and 

"(2) where a. real estate investment trust receives or accrnes 
any amount which would be excluded from the term 'interest' 
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( 1) 11' GBNEBAL.-8ection 856 ( relati~ to definition of real 26 USC856. 
solely because the debt.or of the real estate investment trust receiv!!S 

• 
estate investment trust) is amended by ding after subsection 

or accrues any amount the determination of which depends m (f~af! added by section 1604(g) of this Act) the following new 
whole or in part on the income or profits of any pe~n, only a su tlon: 
pro~onate ~ (determined pursu&nt ~ regulations ar&o "(g} TEuaN.A.TION 0.11' ELECTION.-
scri by the retary) of the amount received .or accrue by "jl) FAILURETOQUALIFY.-Anelection undersubsectio~ (c) (1) 
the real estate investment trust from such debtor will be excluded ma e by a corporation, trust, or association shall terminate if 
from the term 'interest'. . the corporation, trust, or association is not a real estate invest-

The provisions of this subsection shall ay,ply only with rifa,ect to ment trust t.o which the provisions of this part apiZ for the tax-
amounts received or accrued pursuant t.o oans m11;de aft:er Y 21, able year with respect to which the election ism e, or for any 
1976. For purposes of the preceding sentence, a loan is conside~ ~be succeedin~ taxable year. Such termination shall be effective for 
made before May 28, 1976, if such loan is made pursuant to a bmding the t&xai:..Jear for which the corporation, trust, or association 
commitment entered into before May 28, 1976." is not a estate investment trust to which the provisions of 

26 USC858. (h) CERTAIN DIVIDl!:NDS.-The first ~tence of section 858(a) (relat- this &art apply, and for all succeeding taxable years. 
ing to dividends paid by real estate mvestment trust after close of " ) bvOO.ATION.-An election under subsection <j ~) made 
taxable year) is amended- by a co~ration, trust, or association may be revok ~it for 

(1) by inserting "(and specifies in dollar amounts)" after "to any taxa le Je&r after the first taxable year for which elec-
the extent the trust elects in such return", and . tion is effective. A revocation under this paraflph shall be effec-

(2) by striking out "paid during such taxable ~ear" and msert- tive for the taxable year in which made an for all succeed~ 
ing in heu theAof "paid only during such ta::s:a le year". taxable years. Such revocation must be made on or before the 9 

(i} AooPl'ION oF NNUAL AccouN'rING PERtoo.- . day after the first day of the first taxablesfuear for which the 
(1) Part II of subch":pter M of chapte: 1 ( relatmg t.o real revocation is to be effective. Such revocation all be made in such Regulationa. 

estate investment trusts) is amended by adding at the end thereof manner as the Secretary shall prescribe by regulations. 
the following new section: "(SJ ELF.CTION A.Fl'ER TERMINATION OR REVOC.ATION.-Except as 

26 USC 860. "SEC. 860. ADOPTION OF ANNUAL ACCOUNTING PERIOD. ~vi ed in paragraph ( 4), if a corporation, trust, or association 
"For purposes of this subtitle a real estate investment trust shall made an election under subsection { c) ( 1) and such election 

not change t.o or adopt any ann~al acoounting period other than the has been terminated or revoked under paragraph (1) or para-

calendar year." · ded b adding graph (2), such corporation, trust, or association (and an~ sue-
(2) The table of sections for such part II 18 amen Y cessor corporation, trust, or association l shall not be eli~ le to 

at the end thereof the following: make an election under subsection ~ for a.nth taxab e year 
"Sec 860 Adoption of annual aecounting period." prior to the fifth taxable year which · after e first taxable 

(') CuA~oE ~DISTRIBUTION REQUIREHENTS.-Section 857(a) (ll year for which such termmation or revocation is effective. 
26 USC 857. "(4) ExcEPrioN.-If the election of a corporation, trust, or (reiatin~ to requirements applicable to real estate investment trusts association has been terminated under paragraph (1), paragraph 

is amen ed to read as follows: (3) shallnot~plyif-" ( 1) the deduction for dividends P,aid d~ring the taxable ye11;r 
"(AJi t e corporation, trust, or association does not will-(as defined in section 561, but determmed without regard t.o ca.pi-

fully ail t.o file within the time prescribed by law an income 
tal gains dividends) :Juals or exceeds- tax return for the taxable year with respect to which the ter-"(At the sum o - mination of the election under subsection (c) (1) occurs; (i) 96 percent (90 percent for taxable y~rs begin-

" ( B) the inclusion of any incorrect information in the ning before January 1, 1980) of the real estate mv~ent 
return referred to in subparagraph (A) iR not due to fraud trust taxable income for the taxable year ( determmed with intent to evade tax; and without regard t.o the deduction for dividends paid .(as 

"(C) the corporation, trust, or association establishes to defined in section 561) and by excluding any net capital 
the satisfaction of the Secretary that its failure to qualify aa gain); and . a real estate investment trust t.o which the provisions of this " (ii) 95 percent ( 90 percent for taxable years begm- • 

ing before J anua2; 1, 1980) of the excess of . the net part apgly is due to reasonable cause and not due to willful 
neglect. income from forec osure properti over the tax imposed (2) CoNrommra AxmmHENTS.-on such income by subsection (b) 4) (A); minus 

(A) Section 856(c) (1) (relat~ to limitations) is amended "(B) the sum of- • 
bfu st~ out the senncolon at t e end and inserting in lieu "(i) the amount of any penalty imposed on the real 
t iereof ", and such election has not been terminated or revoked 

Ante, p. 1745. estate investment trust by section 6697 which is paid by 
under subsection (fi) ;". such trust during the taxable year; and 

( B) Section 8lS7 a) (relating to requirements applicable to real 26 USC857. "~ii) the net loss derived from prohibited transactions, 
estate investment trust} is amended 6/ striking out " (other than and. subsection ( d) of this section) " an inserting in lieu thereof (k) MANNER AND EFFEOT OF TERMINATION OR Rl:VOC.ATION OF 
"(other than subsection (d) of this section and subsection (g) of ELEC1l'ION.- section 856) "· 
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SEC. 1605. EXCISE TAX. • • 
{ & ) IxrosITioN oF TAX.-Subtitle D (relating to miscellaneo~s exc188 

taxes) is amended by adding at the end thereof the followmg new 
chapter: 

"CHAPTER 44-REAL ESTATE INVEST
MENT TRUSTS 

"See. '981. Excise tax based on c.ertain real estate investment trust 
taxable income not distributed dunng the taxable year. 

"SEC. '981. EXCISE TAX BASED ON CERTAIN REAL ESTATE INVEST
MENT TRUST TAXABLE INCOME NOT DISTRIBUTED 
DURING THE TAXABLE YEAR. 

"Effective with respect f;o taxable years beginning aft.er Decem
ber 31, 1979, there is "hereby imposed on each rea.l estate mvestm~t 
trust for the taxable year a tax equal to 3 percent of the amount (if 
an ) b which 75 percent of the real estate investment ~rust ~xable 
in~mey (as defined in section 857(b) (2) but determined .witho~t 
regard to section 857(b) (2) {B), and by exciuding11:ny netca1;>1tal gam 
for the taxable year) exceeds the amount of th«: dividends paid d~uc
tion (as defined in section 5611 but computed without regard to c.ah1tal 
gains dividends as defined in section 857(b) (3) (C) and wit out 
regard to any dividend paid after the el~ of the taxable year) for.the 
taxa.ble year. For puryoses of the preceding ~ntence, the determma
tion of the real estate investment trust taxable income shall be ?Jlade by
taking into account only the amount and cha~!" of the items of 
income and deduction as reported by such trust m 1t.s return for the 
taxable year." 

(b) TEcHNIQAL A.KENDKENTS.- • d • l f 
(1) Para.graph (6) of section 275(a) (relatiJ.?.g. to em~ o 

deduction for certain taxes) is amended by striking out and 
chapter 43." and inserting in lieu thereof", chapter 43, and chap-

ter 44." . f I te • est t (2) Section 857 (relating- to taxation o rea es~ mv men 
trusts and their bei>.efician.es) is amended by adding at the end 
thereof the following new subsection: 

" ( e) CRoss REFERENCE.-

"For pro'riaiona relating to excise tax baled on certain real estate 
investment trust taxable income not distributed during the taxable 
year, see section 4981. • 
(3) Section 6161(b) (1) relatin~ to extensions of time for.P!l-Y

ment of tax) as amended by this Act, is amended by striking 
out "42 or 43\, and inserting in li~u thereof "42, 43? ~r 44". !he 
second sentence of section 6161(b) IS amended by stnking out or 
chapter 43" and inserting in lieu thereof "48, or 44". 

( 4) Section 6211 ( defulin2' deficiency) is a.mended-
( A) by striking out ""and 43" in subsection (a) and insert

. in lieu thereof "48 and 44" Inlf B) by st~ o~t "or 43/, in subsection (a) and insert
ing in lieu thereo£"43, or 44", and 
. (C) by striking out "or 43" in subsection (b)(2) and 
inserting in lieu thereof "43, or~"· . . 

(5) Section 6212 {relatiru!'to noti~ of defic1~cy) IS am~ded
(A) by striking out"or 43" m subsection (a) and msert

ing in lieu thereof "43, or 44", 

• 
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(B) by striking out "or chapter 43" in subsection (b~ (1} 
and inserting in lieu thereof "chapter 43, or chapter 44 ', 

(C) by striking out "chapter 43, and this chapter" in sub
section (b) (1) and inserting in lieu thereof "chapter 43, chap
ter 44, and this chapter", and 

(D) by striking out "of chapter 43 tax for the same tax
able years," in subsection (c) (1) and inserting in lieu thereof 
"of chapter 43 tax for the same taxable years, of chapter 44 
tax for the same taxable years,". 

(6) Section 6213(a) (relating to restrictions applicable to defi
ciencies and petition t:o Tax Court) is amended by striking out 
"or 43" and inserting in lieu thereof "48, or 44". 

(7) Section 6214 (relating to determinations by Tax Court) is 
amended-

( A) by striking out "or 43" in the heading of subsection 
( c) and inserting in lieu thereof "48, or 44", and 

(B} by striking out "or 43" each place it appears in sub
section (c) and insertinl! in lieu thereof "43, or 44", and 

(C) by striking out or 43" in subsection (d) and insert
ing in lieu thereof "43, or 44". 

(8) Section 6344(a) (1) (relat~ to cross references) is 
amended by striking out "or 'S" and mserting in lieu thereof "48, 
or«". 

(9) Section 6512 (relating to limitations in case of petition to 
Tax Court) is amended by strik~ out "or 43" each place it 
ap~rs and inserting in lieu thereof' 43, or 44". 

(10) Section 6601(c) (relating to Sl!BP6nsion of interest in cer
tain income, etc. tax cases) is amended by st~ out in the head
ing thereof "or 43" and inserting in lieu thereof ' 43, or 44". 

(11) Section 7422 {relating to civil actions for refund) is 
amended by striking out "or 43" in subsection ( e) and inserting 
in lieu thereof "43, or 44". 

(c) CLERICAL AMENDMENT.-The table of chapters for subtitle D 
is amended by adding at the end thereof the following: 

"Chapter 44. Real estate investment trusts." 

SEC. 1606. ALWWANCE OF NET OPERATING LOSS CARRYOVER. 
(a) ALwwANCE OF DmUCTION.-Seetion 857(b) (2) (relating to 

real estate investment trust taxable income) is amended by striking 
out subparagraph (E) and by redesignating subparagraph (F) as 
subparagraph (D). 

(b) YEARS TO WmcH Loss MAT BE CARRIED.-Section 172(b) (1) 
(relatin,!! to years to which a net operating loss may be carried) is 
amended by inserting after subparagraph (D) thereof the following: 

"(E) In the case of a taxpayer which has a net operating 
loss for any taxable year for which the provisions of part II 
of subchapter M (relating to real estate investment trusts) 
apply to such taxpayer', such loss shall not be a net operating 
loss carryback to any taxable year preceding the taxable year 
of such loes and shall be a net operating loss carryover to 
each of the 8 taxable years following the taxable year of such 
loss, except, in the case of a net operating loss for a taxable 
year ending before January 1, 1976, such loss shall not be car
ried to the 6th, 7th, or 8th taxable year follo!ring the taxable 
year of such loss unless part II of subcha.pter M applied to the 
taxpayer for the taxable year to which the loss is carried nnd 
for all intervening taxable years following the year of loss. 
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A net operating loss shall not be carried back to a taxable 
year for which part II of subchapter M applied to the 
taxpayer." 

(c) DETERHINATION oF THE AMOUNT OF THE NET On:liTING Loss 
AND THE CARBYOVJ:R.-Section 172(d) (relating to modifications in 
computing net operating loss) is amended by adding a new paragraph 
(7) at the end thereof, to read as follows: 

"(7) In the case of a.ny taxable year for which part II of sub
chapter M (relating to real estate investment trusts) applies to 
the taxf.ayel'-

(A) the net Oj>6r&ting loss for such taxable year shall be 
computed by taking int.o account the adjustment.s described 
in section 857 (b) (2) (other than the deduction for dividends 
paid described in section 857{b) (2) (B)) ·and 

" ( B) where such taxable year is a zprior taxable year' 
referred to in paragraph ( 2) of subsection (b), the term 
'taxable income' in such paragraph shall mean 'real estate 
investment trust taxable income' (as defined in section 857 
(b)(2)).'' 

(d) CoNFORMINO AMENDMENT.-Subparagraph (B) of section 857 
(b) ( 2) (relating to rear estate investment trust taxable income)' as 
l'edesignated by section 1607(b) of this Act, is amended by striking 
out "st1bparagrnph (F)" and inserting in lieu thereof "subparagraph 
(D)". 
SEC. 1607. ALTERNATIVE TAX IN CASE OF CAPITAL GAINS. 

(a) ALTERNATIVE Tu:.-Section 857(b} (3) (A) (relating to imposi
tion of tax on capital gain) is amendoo to read as follows: 

"(A) ALTERNATIVE TAX IN CASE OF CAPITAL GAINS.-If for 
any ta.xable year a real estate investment trust has a net 
eai;>ital gain, then, in lieu of the tax imposed by subsection 
(b) (1), there is hereby imposed a tax (if such tax is less 
than the tax imposed by such subsection) which shall con
sist of the sum of-

"(i) a tax, computed as proVided in subsection (b) (1), 
on the real estate mvestment trust taxable income (deter
mined by exclilding such net capital r.in and by com
puting the deduction for dividends paid without regard 
to ca.v.ital gain dividends), and 

" (ii) a tax of 30 percent of the excess of the net capital 
gain over the deduction for dividends paid (as defined 
m section 561) determined with reference to capital gains 
dividends only." 

(b) CoNFORMING AMENDMENTS.-
(!) (A) Section 857(b) (2) (relating to method of taxation 

of real estate investment trust taxable income) is amended by 
deleting sub1>aragraph (A) and redesignating SUPJ?.aragraphs 
(B), (C), a.nd (D) as subparagra.phs (A), (B), and (C), respec
tively. 

(B) Subsection (e) (2) of section 46 (relating to investment 
credit) is amended-

( i) by striking out "857(b) !2)(C)" in subparagraph (B) 
and inserting in lieu thereof '857(b) (2) (B)", and 

(ii) by inserting "determined without regard to any deduc
tion for capital gains dividends (as defined in section 
857(b)(3)(C)) and by excluding any net capital gain" 
immediately before the period at the end of the last sentence 
thereof. 

I I 

• 
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(C) Section 443(e) (5) (relati~to cross references) is amended 
by striking out "857(b)(2)(D)' and inserting in lieu thereof 
"857(b) (2) (C)". 

(2) ~ubparagraph (B) of se_ction 857(b) (2) (relating to real 
estate mvestmen~ trust ta:x;able.mcome)1 as redesignated by oara
graph (1) of t~lS subsection, is amended by striking out 'tshall 
be compute.d without regard to capital gains dividends and". 

{8) .~tion ~57(b) (3)(0) (refating to definition of capital 
gam dividend) is amended by inserting after the second sentence 
thereof .the fo~lowing: "For purposes of this subparagraph, the 
!let capital gam shall be deemed not to exceed the real estate 
mvestment. trust ta~a~le incom~ (determined without regard to 
the deduction for dividends paid (as defined in section 561) for 
the taxable year)." 

SEC. 1608. EFFECTIVE DATE FOR TITLE. 

( ~) ThmCIENcY D1vmE~ PROCEI>uus.-The ~endments made by 
~tion. 1601 shall apply with respect to determmations (as defined 
m section 859(c) of the Internal Revenue Code of 1954) occurring 
after t~e date of the enactment of this Act. If the amendments made 
by section 1601 !1PP1Y to a taxable year ending on or before the date of 
enactment of this Act: 

(1) the reference to section 857(b) (3) (A) (ii) in sections 
8'57(b) (3)(C) and 859(b) (1) (B) ofsuch CO<le, as amended shall 
be cons1d~red to~ a ref~rence to section 8~7(b) (3) (A) of such 
Code, as in eft'ect lDlUlediately before the enactment of this Act 
and ' 

(2) the reference to section 857(b) (2)(B) in section 859(a) 
of s!1ch Codel as amended, shall be considered to be a reference to 
section 857(bJ (2) (C) of such Code, as in eft'ect immediately before 
the enactment of this Act. 

(b) TRUST N<Yr DlsQUALll'IED IN ClmTAJN CA!IES WHERE lNOOME 
'IEsTS NOT MET.-The amendment made by section 1602 shall appl to 
taxable years of real estate investment trusts beginning after the date 
of t~e enactment of this Act. In addition, the amendments made by 
section 1~02.shall apply to a taxable year of a real estate investment 
trust begmmng ~fon; the date of th~ enactment of this Act if, as the 
result of a determmation ( ~ defined ID section 859 ( c) of the Internal 
Revenue Code of 1954) with respect to such trust occ'!l'ring after the 
date of the enactment of this Act, such trust for such taxable years 
does not meet the requirements of section 856{c)(2) or section 856 
(c) (3), or of both such sections, of such Code as in efrect for such tax
able .~ear. In any case, the amendment made by section 1602(a) 
reqmrmg a. schedule to be attached to the income tax return of certain 
real estate. m~estment trusts shall apply only to taxable years of such 
trusts hegmnmg after the. date of the enactment of this Act. .. If the 
amendments made by section 1602 apply to a taxable year ending on 
o~ befo~ the d~te of enactment of this Act, the reference to paragraph 
(2) (B) m section 81S7(b) (5) of such Code as amended shall be con
sidered to be ~ referen~ to ~aragraph (2} (C) of section 857(b) of 
such( )CX!e, as ID effect unmediately before the enactment of this Act. 

c ~TIVE TAX AND NET 0nRATING Loss.-The amendments 
made by sections 1606 and 1607 shall a.pply to taxable years endin 
after the date of the enactment of this Act ~xcept that in the case o'J 
a taxpayer which has a. net operating loss ( ~ deffned in section 172 ( c) 
of the Internal Revenue Code of 1954) for any taxable year endi 
after the date of enactment of this Act for which the provisions ~ 

90 STAT. 1757 

26 use 443. 

26 USC 857. 

26 USC 859 
note. 

Ank, p. 1'742. 

26 use 856 
note. 

Ante, p. 1747. 

26 USC 857 
no&e. 
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note. 
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part II of subchapter M of chapter 1 of subtitle A of such Code apply 
to such taxpayer, such loss shall not be a net operating loss carryba.ck 
under section 172 of such Code to any taxable year ending on or before 
the date of enactment of this Act. 

( d) 0rHER Alo:NDHBNTS.-
(1) Except as provided in paragraphs (2) and (3) the amend

ments made by sections 1603, 1604, and 1605 shall apply to taxable 
years of real estate investment trusts beginning after the date of 
the enactment of this Act. 

(2) If, a.s a result of a determination (as defined in section 
859 ( c) of the Internal Revenue Code of 1954), occurring after 
the. date of enactment of this Act, with respect to the real estate 
investment trust, such trust does not meet the requirement of sec
tion 856(a) (4) of the Internal Revenue Code of 1954 (as in effect 
before the amendment of such section by this Act) for any tax
able year beginning on or before the date of the enactment of this 
Act, such trust may elect, within 60 days after such determina
tion in the manner provided in regulations prescribed by the Sec
retary of the Treasury or his delegate, to have the provisions of 
section 1603 (other than paragraphs (1), (2), (3), and (4) of 
section 1603(c)) apply with res~ to such taXa.ble year. Where 
the provisions of section 1603 apply to a real estate investment 
trust with respect to any taxable ye.ar beginning on or before the 
date of the enactment of this Act-

{A) credit or refund of any overpayment of tax which 
results from the application of section 1603 to such taxable 
yea.r shall be made as if on the date of the- determination (as 
aefined in section 859 ( c) of the Internal Revenue Code of 
1954) 2 years remained before the expiration of the period of 
limitation prescribed by section 6511 of such Code on the 
filing of claim for refund for the taxable year to which the 
overpayment relates, 

(B) the running of the sta.tute of limitations provided in 
section 6501 of such Code on the making of assessments, and 
the bringing of distraint or a proceeding in court for collec
tion, in respect of any deficiency (as defined in section 6211 
of such Code) established by such a determination, and all 
interest, additions to tax, a.dditional amounts, or asse,ssable 
penalties in respect thereof, shall be suspended for a period 
of 2 _years after the date of such determination, and 

(C) the collection of hsh deficiency (as defined in section 
6211 of such Code) estab · ed by such determination and all 
interest, additions to tax, additional amounts, and assessable 
pena.lties in respect thereof shall, except in cases of jeopardy, 
be stayed until the expiration of 60 aays after the date of 
such determination. 

No distraint or proceeding in court shall be begun for the collec
tion of an amount the collection of which is stayed under sub
paragraph (C) during the period for which the collection of 
such amount is stayed. 

(3) Section 856(g) (3) of the Internal Revenue Code of 1954, 
as added by section 1604 of this Act: shall not apply with respect 
to a termination of an election, file<t by a taxpayer under section 
856 ( c) (1) of such Code on or before tlie date of the enactment of 
this Act, unless the provisions of part II of subchapter M of chap
ter 1 of subtitle A of such Code apply to such taxpayer for a tax
able year ending- after the date of the enactment of this Act for 
which such election is in effect. 
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TITLE XVII-RAILROAD AND AIRLINE 
PROVISIONS 

SEC. 1701. CERTAIN PROVISIONS RELATING TO RAILROADS. 
(a) TREATMENT OF CERTAIN RAILRoAD Tms.-Section 263 (relating 

to ca.pital expenditures) is amended by adding at the end thereof the 
following new subsection : 

"(g) R.w.aoAD Tms.-In the case of a domestic common carrier by 
rail (including a ra.ilroad switching or terminal company) which uses 
the retirement-replacement method of accounting for depreciation of 
its railroad track, expenditures for acquiring and installing replace
ment ties of any material (and fastenings related to such ties) sliall be 
accorded the same tax accounting treatment as expenditures for 
replacement ties of wood (and fastenings related to such ties)." 

(b) INCDASEIN 50-PERCENTLDl:ITATION.-Subsection (a) of section 
46 (relating to determination of amount of investment credit) is 
amended by adding at the end thereof the following new paragraph: 

"{8) Al.TERNA'fIVE LIMITATION IN THE CASE OF CERTAIN 

RAILROADS.-
'' (A) IN GENBRAL.-If, for a taxable year ending after 

calendar year 1976, and before calendar year 1983, the amount 
of the qualified investment of the taxpayer which is attribut
able to railroad property is 25 percent or more of his ~gre
gate qua.lified investment, then subparagra.ph (C) of 
paragra.ph (3) of this subsection shall be applied by sub
stituting for 50 percent his applicable percentage for such 
year. 

"(B) APPLICABLE PERCENTAGE.-The applicable percentage 
?f any taxpayer for any taxable ye1:r under this paragraph 
J.S--

"(i) 50 percent, plus 
"(ii) that portion of the tentative percenta.ge for the 

taxable year which the taxpayer's amount of qualified 
investment which is ra.ilroad property bears to his a.ggre
gate qualified investment. 

If the proport}on referred to m clause (ii) is 75 percent or 
more, the applicable ~rcentage of the taxpayer for the year 
shall be 50 percent plus the tentative percentage for such 
year. 

"(C) TENTATIVE PERCENTAGE.-For purposes of subpara
graph (B), the tentative percentage shall be determined 
under the following table: 
"If the taxable The tentative 

year ends in: percentage is: 
1977 or 1978----------------------------------------- 50 
1979 ----------------------------------------~----- 40 
1980 ----------------------------------~-~--~---- 30 
1981 --------~----------~------------------~----- 20 
1982 ----------------------------------------------- 10 

"(D) RAILROAD PROPERTY DEFINED.-For purposes of this 
paragraph, the term 'railroa.d prol_>0rty' me.ans section 38 
property used by the taxpayer directly in connection with the 
trade or business carried on by the taxpayer of operating 
a railroad (including a railroad switching or terminal 
company)." 

77-875 0 - 78 -18 
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26 USC 263. 

26 USC46. 
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SEC. 1702. AMORTIZATION OVER 50-YEAR PERIOD OF RAILROAD GRAD
ING AND TUNNEL BORES PLACED IN SERVICE BEFORE 
1969. 

(a) IN GENEBAL.-8eotion 185 (relating to amortization of railroad 
gradrng and tunnel bores) is amended oy redesignating subsections 
(d), (~), (f), (g), and (h) as subsections (f), (g), (h)

2 
(i), and (j), 

respect~vely, and by inserting after subsection (c) the tollowing new 
subsections : 

" ( d) ELF.CTION WITH RESPECT TO Pu-1969 PRoPERTY.-A taxpayer 
may, for any taxable year beginning after December 31, 1974, elect for 
purposes of this section to treat the t.erm 'qualified railroad grading 
and tunnel bo~' as including pre-1969 railroad grading and tunnel 
bores.. An election under this subsection shall be made by ~ with 
the Secretary, in such manner, in such form, and within such tune, as 
t!te Secretary may by regulations prescribe, a statement of such elec
tion. The election under this subsection shall remain in effect for all 
taxable years, after the first year for which it is effective, for which an 
election under subsection ( c) is effective. The election under this sub
section shall apply to all pre-1969 railroad grading and tunnel bores of 
the ~xpayer, un~ess, on applicat~~n by the taxpayer, the Secretary 
pernnts him, subJect to such conditions as the Secretary deems necessa2, to revoke such election. 

' ( e) AnJuSTED BASIS FOR Pu-1969 RAILROAD GRADING AND TuN°NJJL 
BoBES.-

" (~) IN GENERAL.-The a<ljust.ed basis of any pre-1969 railroad 
grading and tunnel bore shall be determined under this subsection. 

"(2) PJwP.EBTY ACQUIRED OR CONSTRUCTED AFTER FEBRUARY 28, 
1913.-

"(.A.) In the case of pre-1969 railroad grading a.nd tunnel 
bores-

" ( i) acquired by the taxpayer after February 28, 1913, 
or 

"(ii) the construction of which was completed by the 
taxpayer after February 28, 1913, 

th~ adjusted, basis of such. ~roperty shall be equal to the 
adJust.ed b8.81S (for detenmrung gam} of such property in 
the hands of the taxpayer. 
"(~) In the case of property described in subparagraph 

(A}(1)-
"(i) which was in exist.ence on February 28, 1913, 
"(ii) for which the taxpayer has a sul:istituted. basis, 

and 
"(iii) such substituted basis for which would, but for 

the provisions of this section, be determined under sec
tion 10lS3, 

th~ the adjusted basis of such property shall be determined 
as if such property were property described in paragraph 
(3) (.A.). 

~(3) l>BOP.arl'Y AOQUIRED OR CONSTRUCTED BEFORE KARCH 1, 
1913.-

"(.A.} In the case of pre-1969 railroad grading and tunnel 
boree-

" ( i) acquired by the taxpayer before Ma.reh 1, 1913, or 
"(ii) the construction of which was completed by the 

taxpayer before March 1, 1918, 
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the adjusted basis of such property shall be dete1mined 
under the provisions of subparagraph (B), (C}, or (D) of 
this paragra.ph. . . 

"(B) In the case of any property valued under t1;n ~mgmal 
valuation made by the Interstate Commerce Commission pur
suant to section 19a of part I of the Int.erstate Commerce Act 
(49 U.S.C. 19a), the adjusted basis of such property shall be 
equal to the amount ascertained by the Interstat.e Commerce 
Commission as of the date of such valuation to be such prop
erty's cost of reproduction new (as the term 'cost of repro
duction new' is Used in such section 19a). 

"(C) In the case of pro~rtl w~ich was not valued.by ~e 
Interstate Commerce ComID1S81on m the manner descnbed m 
subparagraph (B}, but which was valued under an original 
valuation made by a comparable State regulatory body, the 
adjusted basis of such property shall be equal to the amowit 
ascertained by such State regulatory body as of the date of 
its o~nal valuation to be such property's value. 

"(D) If, in the case of any property to which this para-
graph ·Nt>lies- . 

" iJ. neither subparagraph (B} nor (C) apphes, or 
" ii) notwithstaliding subparagraphs (B) and (C), 

either the taxpayer or the Secretary can establish the 
adjusted basis (for purposes of determining gain) of 
such property in the hands of the taxpayer, 

then the adjusted basis of such property shall be equal to its 
adjusted basis (for purposes of determining gain) in the 
hands of the taxpayer." 

(b) DEFINITION oP PRE-1969 RAn..lloAn GRADING AND TuNNEL 
Bons.-Subsection ( f) of section 1815 (as redesignated by subsection 
(a) of this section) is amended by adding at the end thereof the 
following new paragraph: 

"(3~ J>ai-1969 RAILROAD GRADING AND TUNNEL BOBE&-The 
term pre-1969 railroad grading and tunnel bores' means rail-
1'0&d grading and tunnel bores the original use of which com
mences before January 1, 1969.". 

SEC. 1703. CERTAIN PROVISIONS RELATING TO AIRLINES. 
Subsection (a) of section 46 (relating to determination of amount 

of investment credit) is amended by Mlding at the end thereof the 
follo~ new paragraph: 

"(IJ) ALTERNATIVE LlllrrATION IN THE CASE OF CERTAIN 
AIRLINES.-

"(.A.) IN GENERA.L.-If, for a taxable year ending after 
calendwr year 1976 and before calendar year 1983, the amount 
of the qualified investment of the taxpayer which is attribut
able to airline property is 215 percent or more of his aggregate 
qualified investment, then subpara~ph (C) of paragraph 
(8) of this subsection shall be applied by substituting for lSO 
percent his applicable percentage for such year. 

"(B) APPLICABLE PERCENT.&GE.-The applicable percent;aae 
of any taxpayer for any taxable year under this paragra:Ph 
i&-

) lSO percent, plus 
11) that portion of the tentative percen for the 
le year which the taxpayer's amount ~ualified 

26 USC 185. 

26 USC46. 
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investm61;1t w¥ch is airline property bears to his 

19 use 1330. 

19 use 2251. 

19 USC 2436. 

gate qualified investment. aggre-
If tlie proportion referred to · I (.. . 
more, the applicable percent~of tltuset u) IS 7~ percent or 
shall be t;O percent plus the te t f e axpayer or the year 
yea.r. n a ive percentage for such 

"(C) TmNTATIVE PEROIENTAGB.-For purposes of b 
graph (B), the. tentative pereentage shall be de:1 ~raed-
under the lollowmg table: rmm 
"If the taxable 

year enda in: The tentath·e 
1977 or 197 percentage ii: 
1979 --------~------------------------------- 50 

"(~~ ~~==~~~=~~=~~==~~:~~~~~~~~~~~~~~=~~~~~~~~~~~ ~ 
p:i,ra~h, th~~r:?:h.li~ ~~~Y~::n;::s3~f this 
:rJe nor b bY, the ta.x~3er directly in connection with~fi; 
ing or sa1:S~~C:.S1;,~1:1 by the taxpayer of tl~e furnish-

:'>j:ctedto the j~.sdiction ;f~heascivil=~~:~~ air 
e .r , eral .A VI&tion .Administration." or 

TITLE XVIIl-INTERNATIONAL TRADE 
AMENDMENTS 

SEC. 1801. UNITED STATES INTE 
(a) TERMS Onz RNATIONAL TRADE COMMISSION. 

Tarift' .A.ct of f:30 {19 Tisbh~Jaagt(b~n) t:ence of section 330('b) of the 
"The term of office of ~h ~ . l 18 amen~ed to read as follows: 
shall expire 9 years fro th dmnusmoner appointed after such date 
which his predecessor w m e ~teted,of the expiration of the term for 

"{1) . ~ appoin except that-
. any CODllillSS1oner appointed to fill a . 

pnoi: to the expiration of the term for hich hisyacancy occurnng 
apoointed shall be anpo· ted i w . Predecessor was 

'"("2) any 00 • ~ m or ~e remainder of such term_ and 
mnuSSioner may continue to se ~-. 

after. an expiration of his term of office .:;~rJs COmmtssion~r 
appomted and qualified " successor 18 

(b) VOTING PaoomUBEs ~ti ( 
is amended by- · on 33o d) of the Tari:fl' .A.ct of 1930 

<'JI :1ki~8;!~~g paragrafh (2) as P.aragi:aph. (5); and 
th: follo~ new p~a;;!;p~: {l) and msertmg m lieu thereof 

dA~ Proceeding m which the Commission is required to 

in:~ un~er section 201 of !he Trade Act of 1974 whethe 
serious in .impor;!; ~:e atlt article are a substantial' cause of 

=~~!!r;!o~afn ~ctt;)! tlh::i&a: i~~~~~~ 
"(B) d Jury ,or 

ruption~~ section 406 of such .A.ct, whether market dis-
and tlie comrnissi t · 
to suc]1 deterrnina~i:: ;he~nfh:d ~ua~Jy t~ivided with respect 

' e rmina ion agreed upon by 
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either group of commissioners ma;v be considered by the President 
as the determination of the Comnussion. 

"(2) If under section 201or406 of the Trade .A.ct of 1974 there 
is an affirmative determination of the Commission, or a determina
tion of the Commission which the President may consider an 
affirmative determination under paragraph (1), that serious 
injury or market disruption exist.a, respectively, and a majority of 
the commissioners voting are unable to ~ on a finding or rec
ommendation described in section 201 ( d) ( 1) of such Act or the 
finding described in section 406( a) (3) of such Act, as the case may 
be (hereafter in this subsection referred to as a. 'remedy finding') , 
then-

" (A) if a plurality of not less than three coounissioners so 
voting agree on a remedy finding, such remedy findiiig shall, 
for purposes of sections 202 and 203 of such Act, be treated as 
the remedy finding of the Commission, or 

"(B) if two groups, both of which include not less than 3 
commissioners, each agree upon a remedy finding · and the 
President reports under section 203 (b) of such Act tha~ 

"(i) he is ta.king the action agreed upon by one such 
group, then the remedy finding agreed upon by the other 
group shall, for purposes of sections 202 and 203 of 
such Act, be treated as the remedy finding of the Com
mission, or 

"(ii) he is taking action which di:fl'ers from the action 
agreed upon by bOth such groups, or that he will not 
take any action, then the remed~ finding agreed upon 
by either such group may be considered by the Conpss as the remedy finding of the Commission and shall, for 
purposes of sections 202 and 203 of such Act, be treated 
as the remedy finding of the Commission. 

"(3) In any ~roceeding to which paragra_ph (1) applies in 
which the commissioners voting are equally divided on a. deter
mination that serious injury exists, or that market disruption 
exists, the Commission sh&ll report to the President the deter
mination of each ~p of commissioners. In :h~ifroceeding to 
which paragraph (2) applies, the Commission report to the 
President the remedy finding of each group of commissioners 
vot~. 

"(4) In a case to which paragraph (2) (B) (ii) applies, for 
purposes of section 203(c) (1) of the Trade Act of 1974, notwith
standing section 152{a)(l)(A) of such Act1 the second blank 
space in the concurrent resolution described m such section 152 
shall be filled with the appropriate date and the following: 
'The action which shall take effect under section 203(c}(l) of 
the Trade Act of 197 4 is the finding or recommendation 
agreed upon bl Commissioners , , and 
-----. The three blank spaces shall be filled with the 
names of the appropriate Commissioners." 

( c) El'l'ECTIVE D.a.TE.-The amendments made by subsection (b) 
shall appl~ to determinations, findings and recommendations made 
under sections 201 and 406 of the Trade Act of 197 4 after the date 
of the enactment of this Act. 
SEC. 1802. TRADE ACT OF 1974 AMENDMENTS. 

Section 502(b) of the Trade Act of 1974 (Public Law 93-618; 88 
Stat.1978) is amended-

( 1) by striking out "and" at the end of paragraph ( 5) , 

19 USC 2251, 
2436. 

19 USC 2252, 
2253. 

Congreeaional 
consideration. 

Report to 
President. 

19 USC 2253. 
19 USC 2192. 

19 USC 1330 
note. 

19 use 2462.' 
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26 USC2. 

26 USC 35. 

26 USC 39. 

26 use 46. 

26 USC48. 

(2) by striking out the period at the end of paragraph (6) and 
inserting in lieu thereof " · and" 
. (3) by inserting immeduuely after paragraph (6) the follow
~ new raragra.ph: 

'(7) i such country aids or abets, by granting sanctuary from 
prosecution to1 any individual or group which has committed an 
act of international terrorism." ·and 

( 4) by striking out "and ( 6)" in the unnumbered paragraph 
at the end of such section and inserting in lieu thereof " ( 6), and 
(7) "· 

TITLE XIX-REPEAL AND REVISION OF 
OBSOLETE, RARELY USED, ETC., PROVI
SIONS OF INTERNAL REVENUE CODE 
OF 1954 

SUBTITLE A-AMENDMENTS OF INTERNAL 
REVENUE CODE GENERALLY 

SEC. 1901. AMENDMENTS OF SUBTITLE A; INCOME TAXES. 
(a) IN Gmmw..-

(1) AxENDHENT OF SECI'ION 2.-Subeection (c) of section 2 
(relating to certain married individuals living apart) is amended 
to read as follows: 

"(c) CurAIN .MAmum lNDIVIDuALS LlvINo APART.-For purposes 
of thiS part, an individual shall be treated as not me,rried at the close 
of the ta;y;able year if such individual is so treated under the provi
sions of section 143 (b) ." 

{2) REPEAL OF SECTION 311.-Bection 85 (relating to partially 
tax-exempt interest received by individuals) is re.J?ealed. 

(3) AMENDMENT OF SECTION 39.-Section 39 (relahn~ to certain 
uses of p.soline, special fuels, and lubricating oil) JS amended 
by striking out subsections (b) and (c) and inserting after sub
section (a) the following new subsection: 

"(b) ExcEFrtoN.-Credit shall not be allowed under subsection (a) 
for any amount _payable under section 6421, 6424, or 6427, if a claim 
for such amount 18 timely filed and, under section 6421 ( i), 6424 ( f), or 
6427(f), is pl'yable under such section." 

( 4) AlCENDllENTS OF SECTION 46.-

(A) The second sentence of section 46(a)(4), as redesig
nated by this Act, is amended bl strUdng out "section 408 ( e)" 
and inserting in lieu thereof ' section 408 ( f) ". 

(B) Clause (iii) of section 46(c) (3) (B) (relating to pub
lic utility rro~rty) is amended by striking out "47 u.s.c., 
sec. 222(a (6)" and inserting in lieu thereof "47 U.S.C. 
222(a) (5) '· 

( 5) Axl:NDHENTS OF SECTION "8,~ 
(A) Section 48(a) (2) (B) (vi) (relating to section 38 J;>rop

erty used outside the United States) is amended by striking 
out "l 43 U.S.C., sec. 1331) '' and inserting in lieu thereof " ( 43 
U.S.v. 1331) }". 

(B) Section 48(a) (2) (B) (viii) is aMended by strikine: ont 
"47 U.S.C., sec. 702" and inserting in 1ieu thereof "47 U.S.C. 
702". 
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(6) AKENDXENT op SECTION ftOA.-The second ~ntence of sec
tion IJOA(a) £3) (relating to li~ility. foi: ta~) is ame1!!1ed .by 
stri~ out "'section 408 ( e)" and inserting m heu thereof section 
408(£} • 1 . 

(7) REPEAL OF SECTION 111.-Subohapter A of chapter 18 

amended by striking out part V (relating.to tax surchi;i.rge}. d fi 
(8) .AMENDMENTS OF SECTION 62.-SeCtion 62 (relat~ to ~ -

nitxon of adjusted gross income} is amended by redesigna\,ilt 
paragraph (11), as added by the Act of October 26, 1974 (Pu c 
Le.w 93-483), as paragraph (12}. . ( ) 

( 9) .AoDITIONAL AMENDMENT OF SECTIO:'f 62.-Section. 62 12 d d 
rede ignated by subparagrap~ (A) of this pa~t, 3'· 18 ~g ln 
b7 striking out "trade or busmess to the ext.en an mse 
heu thereof ''trade or business, to the ext.ent". B 

(10) DEFINITION OF ORDINARY INCOHE.-Part I of subchaJ?ter 
of chapter 1 (relating to definitions of gross income? adJUStehd 
gross income, and taxable income) is amended by adding at t e 
end thereof the following new section : 

"SEC. 64. ORDINARY INCOME DEFINED. • . , • 
"For purposes of this subtitle, the term 'erdmary l!lco~ ~eludes 

any gain from the sa.le or exchange of property which 18 neither. a 
capital asset nor property described in section 1231 (b) . Any gam 
from the sale or exchange of property which is treated or co:ns1dei!; 
under other provisions of this subtitle, as 'ordinary inC?me: shaµ 
treated as ga.m from the sale or ex.cha~ of l?roperty whi~h 18 neither 
a. capital asset nor property descnbed m section 1231 (b). 

(11) DEn:NITlON oF oRD~~Y LOss.-Pai:t I of su~pter R of 
chapter 1 (relating to defimtions of gross mcomei .adJuSt.ed gross 
income and taxable income) is amended by adcung at the end 
thereof' the following new section: 

"SEC. 65. ORDINARY LOSS DEFINED. , . , • 
"For purposes of this subtitle the term o~n~ry loss mc~udes any 

loss from the sale or exchange of property which 1~ nC!t a capital asset. 
Any loss from the sale or exchange of property which 18 treated or con
sidered, under other provisions of this subtitle, as 'ordina~ l<>f!B' shall 
be treated as loss from the sale or exchange of property which 18 not I\ 

capital asret." · 7 (d) ( ) ( 1 t" 
(12) AxENDXENT OF SECTION 12.-Sectio~ .2 1 re & mg 

to employees' annuities) is amended by striking out " (whether 
or not before January 1, 1954)" and b~ striking out " (under this 
paragraph and prior mcome tax laws)' . . 

(13) ADl>rm>NAL AMENDMENT OF SECTION 12.-:Section 72(m) 
( 4) (.A) (relating to assignments or pledges) is ame}lded . by 
striking out "an individual retirement amount'' and msertmg 
in lieu thereof "an individual retirement account". 

(14) REPEAL OF SECTION 76.-Seetion 76 (relating to.mortgages 
made or obligations issued by joint stock l!'nd banks) is repea~ed. 

(16) AMENDMENT OF SECTION 83.-8ee~1on 83(b) (2) (relatmg 
to election to include the value of rest:cicted property m gross 
income) is amended by striking out " (or, if later, 30 day. after 
the date of the enactment of the Tax Reform Act of 1969) "· 

(16) Ala:NDMENT OF SECTION lOt.-Sectio~ 101 is amend~d by 
striking out subsection (f) (relating to effective date of section). 

(17) AMENDllCENTSOFSEOTION 103.-
(A} Section 103(a) (relating to tax-exempt interest}, as 

amended by this Act, is amended by insertin,g "and" at the 

26 USC SOA. 

26 use s1. 

26 use 62. 

26 USC61. 

26 USCM. 

26 USC 61. 

26 use 65. 

26 USC 72. 

26 USC 76. 

26 USC83. 

26 USC 1 note. 

26USC101. 

26 use 103. 
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26 use 103. 

26 use 104. 

Arue. p. 1567. 

26 use 115. 

26USC116. 

26 USC 124. 

end of garagrap~ (1),. by striking out :{>&re.graphs (2) and 
(3), an bJ: re<fes1~atmg paragraph (4) as paragraph (2) 

( 
( B ). Section 103. IS amend_ed by striking out subSOOtion (b )

0 

rel!1tmg to certam exceptions) and by redesi a.tin sub
seet1obs (~), (d), (e), (f), and (g) (as added~ thif Act) 
as su sect10!1s (b), (c), (d), (e), and (f) respectivel 

(~)008dt)1on 108(b~ {1) (relating to industrial de~~lOJ.>
men n s., as redes1gnated by subparagi:aph (B) of tilts 
paragr~, .1s amended by inserting "or (2)" after " (a) (1)" 
t~)bo j;)on 10red3(c) (2) (A) (relatjng to definition of a.rbi: 
--e- n , as esJ.gnat:ed b~ subpara~ph (B) of this 

paragra_ph, _is amended by insertmg "or ( 2) " after " (a) ( 1)" 
(E) S_ect1011 103(e) (relating to certain cross references). 

~ redes1gnated by subparagraph (B) of this h 
" IS amended to read as follows: paragrap ' 

( e) CROSs lb:FERENCEs.-

';!or provision!' relating to the taxable statu8 of
am!!~S{~8tt~~~~4~~ds, see section 3 of the Act of March 2, 1917, as 

"(2) Virgin Island& insular and ici I ho · 
Act of October 27, 1919 (48 U.S.C. 1'40~). pa nda, see section J of the 

"(3) Certain obligations issued unde titl I f h B • 
1941. aee section 102(g) of title I of auch Acte ('2 °ulC. 1:S~{g)~lct of 
(18) AKEND~NTS OP SECTION 104.-

(A). Seet10~ .l~(a)(4) (relating to exclusion of com
r'nsat1on for imunes or Sickness) is amended bv striking" t 
'; 60 Stat. 1021 ';. .r ou 

this(B) Se~tion 104(c) (2) as redesignat.ed by section 505 of 
Act, is amended to read as follows: 

ap;~~~t~:: ~xclusion of part of disability retirement pay from the 
10, United Sta:::c!:.~n( <j>~~) oft this aection, see section 1403 of title 

re a mg o career compensation laws)." 

inc~1;2e ~MF.NT OF. ~EC~o!i iu.-Section 115 (relating to 
follows : o tat.es, mumcipalities, etc.) is amended to read as 

"S~C. 115. .INCOME OF STATES, MUNICIPALITIES, ETC. 
G~ m<l!'me does not includ&-

( 1) mco~e derived from any public utility or the exercise 
~! :~ =ti~l 9 gbdfr~enib1 funfction and .acc_ruing to a State 
or u VISlon ereo 'or the Distnct of Columbia; 

"(2) . 
the l1 . mcome accruing to th~ _government of any possession of 

(20)11~Stat.es, or any political subdivision thereof." 
116 ( l . NDJl:tENT OF SECTION 110.-Subsection (a) of section 

. d r)a~mg to partial exc~~on of dividends received by indi
Vl ua s is a.mended by strikiiur out "Effective with 
~y t~xa~le year endinu after .f uly 31, 1954, gross m=!.n~ 
mserting m lieu ther00£1?Gross income" 

(21) Alooo>JOlln' OF SECTION 12• • ...:.seeuon 124 (:relating to 
cross references to other .Acts) is a.mended to read as follows : 

"SEC. 124. CROSS REFERENCES TO OTHER ACTS. 
"'(a) For exemption of-

"9) Adjustments of indebtedness under wa • 1 
~hon 679 of the Bankruptcy Act (11 U.S.C. 1079)~ earners P ans, see 

(2) Al~owances a~d expenditures to meet Ionea susta· ed b 
sons serving the Umted States abroad d t I m Y per
currencies, lee section 5943 of title 5, Untt~d os~fe~8C:~:.n of foreign 
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"(3) Amounts credited to the Maritime Administration under sec
tion 9(b)(6) of the Merchant Ship Sales Act of 1946, see section 
9(c)(l) of that Act (50 U.S.C. App.1742). 

"(4) Benefits under laws administered by the Veterans' Admin· 
istration, see section 3101 of title 38, United States Code. 

"(5) Earnings of ship contractors deposited in special reserve funds, 
see section 607(d) of the Merchant Marine Act, 1936 (46 U.S.C. 1177). 

"(6) Income derived from Federal Reserve banks, including capital 
stock and surplus, see section 7 of the Federal Reserve Act (12 U.S.C. 
531). 

"(7) Railroad retirement annuities and pen1ions, see section 12 of 
the Railroad Retirement Act of 1935 (45 U.S.C. %281). 

"(8) Railroad unemployment beneftta, aee section Z(e) of the Rail
road Unemployment Insurance Act (45 U.S.C. 352). 

"(9) Special pensions of persons on Arlll7 and Navy medal of honor 
roll, see 38 U.S.C. 562(a)-(c). 

"(b) For extension of military income-tax-exemption benefits to commi•
sioned officers of Public Health Service in certain circumstances, see section 
212 of the Public Health Service Act (42 U.S.C. 213)." 

(22) .AxENDHENT OF SECTION ua.-Section 143 (rela~ to 
determination of marital status} is amended by striking out ' this 
part" eac}iplace it appears and mserting in lieu thereof "this part 
and part V'~. 

(23) AHENDKENTOFSF.CTION 1111.-Seetion 151(e) (4) (defining 
student and educational institution) is amended to read as 
follows: 

"(4) STUDENT DDINm.-For purposes of paragraph (1) (B) 
(ii), the term 'student' means an individual who during each of 
5 calendar months during the calendar year in which the taxable 
year of the taxpayer~ 

" (A) is a full-tune student at an educational organization 
described in section 170(b) (1) (A) (ii); or 

"(B) is pursuing a fUil-time course of institutional 
on-farm training under the supervision of an accredited 
agent of an educational organization described in section 
170(b) ~l) (A) (ii) or of a State or political subdivision of 
a State.' 

(24) AHENDHENT8 OF SECTION 1112.-
(A) Section 152(a) (defining dependent) is amended-

?!
") by insertmg "or" at the end of paragraph (8), 
11) l>y stri~ out", or" at the end of paragraph (9) 

an inserting in lieu thereof a period, and 
(iii) by striking out paragraph (10). 

(B) SeCtion 152(b) (3) (relating to rules concerning the 
definition of dependent) is amended to read as follows: 

"(3) The term 'dependent' does not include any individual who 
is not a citizen or national of the United States unless such 
individual is a resident of the United States or of a country con
tigiious to the United States. The preceding sentence shall not 
exclude from the definition of 'dependent' an~ child of the tax
payer legally adopted by him, if, for the taxable year of the tax
payer, tpe child has as his principal place of abode the home of the 
taxpayer and is a member of the taxpayer's household, and if the 
taxpayer is a citizen or national of the United States." 

(25) AxENDHENTS OF SECTION 1u.-8ection 164(d) (2) (relat
ing to apportionment of taxes on real property between the seller 
and purchaser) is amended by striking out subearagraphs (B) 
and (C), and by redesigns.ting subparagraph (D) as subpara
graph (B). 

(26) AMENDMENTS OF SECTION tea.-Section 165 (relating to 
deduction of losses) is amended by striking out subsection (i) 

9() STAT. 1767 

26 USC 143. 

26 USC 151. 

26 USC 152. 

"Dependent." 

26 USC 164. 

26 USC 165. 
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26 USC 167. 
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(relating to property confiscated b Cuba) 
subsection (j) as sulisection (i) 'Y 'and by redesignating 

(27) .A..JOND~ OF 8ECTIO~ 187.-

foJ tlp~f~~i:,~r7 ~ ~m'::~n: to afirl:ment as to useful life 
of enactment of this title'' and fus st~. n~ 0

1
1!-t "after the date 

August 16, 191S4". er mg m ieu thereof "after 
(B) Section 167(f) (2) (d finin 

amended by striking out "th e d g personal property) is 
Revenue Act of 1962" and . e :t_~e of. tht? enaetment of the 
her 16, 1962". mse mg m lieu thereof "Octo-

. (C) Section 167(1) (4) (A) (relating to electi 
~~di8op~ty 1&pegy) is amended by st.ili as o:::. 
subparagraph" ;:/ms:rt· e ~~ ofhthe enactment ~this 
1970,". mg m ieu t ereof "before June 29, 

(28) AME~DHENTS OF SECTION 170.-
(A) (1) Section 170 (relatinD' to h · b . 

amended by strikin t b ~ c ar1ta le deductions) is 
to l!1lli!11ited charit~W~ d~i:f~:sa~fJ~6~ fnd (g) (relating 
begit.nnmg_ before Januarv 1, 1971S) and bye redoesr ~axatinbJe yeabrs 
see ions (h) (') d (r.) ' • igna gsu -
resmrtively.' 

1 
' an l as subsections (g), (h), and (i), 

on :Ud~it!: }!~<!;!~~d~~ati~g to percentage limit&tions 
subpara~raph (C) (relating~ -:J~~~d by st~ out 
by rede 1gnatin0' sub ar ra hs (D Iml deductions), and 
par~~raphs (C)~ (D):an?°(~ >/E(,, and (F) as sub-

(111) Section 170(b) (1) (Af(~ Ive Y· 
out "subparagranh (E)" and ~·is ~menlided by striking 
par!lgraJ>h (D) '~ mg m eu thereof "sub-

(1v) Section 170(b) (1) (B) (") · 
"subpar~raph (D)" and inse~~ is.am1~nded by striking out 
graph (C) ". mg m ieu thereof "subpara-

(v) SeCtion 170(c) (relat' to d fini · 
contribution) is amended b ~~~;,,._ e .tion of charitable 
"subsection (h)" and ~rt··~ 011!t m the last sent.ence 
tion (g) "· IDg m ieu thereof "subsec-

( vi) Section 170(e) {1) (B) ('") (rel · 
tributions of ordina mcom 11 .atmg ~ certain oon-
!l'De!td~d by striking ~ut "su~~ti~ncaR,1tal gain p,rope~y) is 
mg m heu t.hereof ''subsection (b) (l) (H) ~~ )(E) and insert-

(B) Section 170(d) (1) (A) ( 1 t • 
charitable contributions) is re d~ {;° carry?ver of excess 
percent, in the case of a oontrlb~i· 'Y s00triI?~ out "(30 
Januacy 1, 1970)". ion year gum.mg before 

(C) Section 170(h) (relat' to d' 1 tions in certain cases) as :fe . isa Iowa.nee of deduc-

s( A) (i) of this paragr~ph i! a:'~~:~b bystrlktJ>;ragrafh 
tat. 996 •". ' Y out ' 64 

reJ~fgn~ibn 17~ ( i) (relating to cross references) as 
amended to rea~ :1f~j~~ph (A) (i) of this paragraph, is 

OrHER CROBS REFERENCES._:_ 

u:J~~!). charitable contributions of estates and trusts, see see-

.. 
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"(2) For nondecluctibilit7 of contributions b7 common trust funcla, 
see section 584. 

"(3) For charitable contributions of partners, see section 702. 
"( 4) For charitable contributions of nonresident aliens, see sec-

tion 873. , 
"(5) For treatment of gifts for benefit of or use in connection with 

the Naval Academy as gifts to or for use of the United States, see 
section 6973 of title 10, United States Code. 

"(6) For treatment of gifts accepted by the Secretary of State under 
the Foreign Se"ice Act of 1946 as gifts to or for the use of the United 
States, see section 102l(e) of that Act (22 U.S.C. 809(e)). 

"(7) For treatment of gifts of money accepted by the Attorney Gen
eral for credit to the 'Commissary Funds, Federal Prisons' as «ift• 
to or for the use of the United States, see section 2 of the Act of May 15. 
1952. u amended b7 the Act of July 9, 1952 (Sl U.S.C. 7258-4).• 

(29) .AJaNDKENT8 OF SECTION 1 T2.-
(A)(i) Section 172(b) (1) (relating to years to which loss 

~\be carried) is amended by striking out subparagraph 

(E(li) Section 172 (b) (3) is amended by striking out subpara
graJ>hB (E) and (F). 

(B). Section 172( c) (relating to definition of net operating 
loss) is amended by striking out "(for any taxable year end· 
ing after December 31, 1953) ". 

(C) (i) Section 172 (relating to net operating loss deduc
tion) is amended by striking out subseCtions (f), (g), and 
(i), and by redesignating subsections (h), (j), (k), and (1) 
as S11bsections (f), ( g), (h);and (i) 1 respectively. 

(ii) Section 172(b) (1) (C) (relating to regulated transpor
tation eo~rations) is amended by striking out ''subsection 
~ j )( 1) " and "S11bsection ( j) ", and inserting in lieu thereof 
'Sll~tion (g)(l)" and "subsection (g)"1 respecth:ely. 
(m~ Paragraphs (1) (D) and (8) (C) (1) of section 172 

(b) relating to net o ratin loss carryovers and ca.rry
baeks are each amend:Jby stn~g out "subsection (k)" and 
insertin~ in lieu thereof "subsection (h)". 

(iv) Section 172(b) (2) (relating to amount of carrybaeks 
and. ca~overs) is amended by strik~ out "subsections ( i) 
and (j)' and inserting in lieu thereof 'subsection (g) ". 

(D) Section 172(e) {relating to law applicable to compu
tations) is amended by striking out the last sentence. 

(E) Section 172(g) (2) (relating to certain regulated 
transportation corporations), as redesignated by subpara· 
grapli (C) of this paragraph, is amended by striking out 
paragraph (4). 

(30) A:HJOO>MENTS OF SECTIONS t '74 AND 1111.-Section 174(a) (2) 
(A) (1) (relating to research and development expenditures) 
and section 171S(d) (1) (A) (relating to soil and water conserva
tion expenditures) are each amended by striking out "the date on 
which this title is enact.ed," apd inserting in lieu thereof 
"August 16 1954,". 

(31) R~L OF SECTION 1s1.-8ection 187 (relating to rapid 
amortization for certain coal mine safety equipment) is repealed. 

(32) AJC!l?m)(ENT OF SECTION 219.--Section 219(b) (2) (A) (iv) 
(disqualifying governmental plan participants from contributinp; 
to individual retirement accounts, etc.) is amended by striking out 
"division" and inserting in lieu thereof "subdivision". 

(88) REPEAL OF SECTION u2.-Section 242 (relating to par
tially tax-exempt interest received by corporations) is repealed. 

(34) AMENDMENTS OF SECTION' ua.-

90 STAT. 1769 

Anle. p. 1755. 

26 USC 172. 

Poli, p. 1920. 

26 USC 174, 
175. 

26 USC 187. 

26 USC 219. 

26 USC 242. 



90 STAT. 1770 

26 use 243. 

26 use 247. 

Regulations. 

26 USC 1081. 

53 Stat. 1. 
26 use 248. 

26 use 265. 
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(A) _Secti~m 243(a) (2) (relating to the dividends received 
deduct10n) is amended by inserting after "Small Business 
Investment Act of 1958" the followinu · " ( 15 U s· C 661 d 
foll ·)" e· ··. an owmg . 
b (B) Section 243(b) (~)(A) (relating to dividends received 
Y ~'member of a~ affiliated group) is ·amended by striking 

out ( e~ceI?t th.at m the case of a taxable year of a mem
~er beg~rmmg m 1963 and ending in 1964, if the election 
IS e:ff~ctive £_or t~e taxable year of the common parent cor
porat10n which mcludes the last day of such taxable ear 
of such member, such election shall be effective for such lax
able _year ?£ such member, if such member consents to such 
elect10n with respect to such taxable year)". 

(35) AMENDMENT ?F SECTION 247.-Section 247(b) (2) (relating 
to preferred stock) 1s amended to read as follows · 

"(2) PREFERRED STOCK.- . 
. " (A) IN GENERAL.-The term 'preferred stock' means stock 
ISsued before October 1, 1942, which during the whole of the 
taxable year ( o: ~he par~ of the taxable year after its issue) 

1:va~ stock the dividends m respect of which were cumulative 
1m1ted to the sa~e. amount, and payable in preference t~ 
th~ payment of dividends on other stock. 

(B) CERTAIN STOCK ISSUED ON OR AFTER OCTOBER 1, 1942 -
Stock ISsued o~ or after October 1, 1942, shall be deemed for 
burposes of ~h1~ paragraph to have been issued before Octo-

d
er 1, 1942,_ if 1t was issued to refund or replace bonds or 
ebent.ures issued before October 1, 1942 or to refund or 

replace other preferred stock (includin~ stock which is 
preferred stock by reason of this subparagraph or subpara
graph (D) ), but only to the extent that the par or stated 
value of the new stock does not exceed the par stated or face 
value of the bonds or debentures issued before Octobe; 1 1942 
or the other preferred stock, which such new stock is issued 
to refund or replace. 

".(C) DETERMINATION UNDEa REGULATIONS.-The determi
nat10n of whet~er stock was issued to refund or replace bonds 
or debentures issued before October 1, 1942, or to refund or 
i::eplace othf'.r preferred stock, shall be made under reuula-
t10{!-s prescnbed by the Secretary. 0 

(1?) IssUANCE OF ST?CK.-Fo! purposes of subparagraph 
(B), Issuance of st?ck. mcludes issuance either by the same 

O! another corpor~t10n ma transaction which is a reorganiza
tion. (as defined I? secti?n 368(a) ), a transaction to which 
se~t10n 371 (relatmg- to rnsolvency reorganizations) applies 
or a transacti~n sub1ect to part VI of subchapter O (relating 
to exchang_es m SE_C_ obedience orders), or the respectively 
~~~~~~pondmg prov1s10ns of the Internal Revenue Code of 

( 36} A~ENDMENT OF SECTION 2 4 s .-Section 248 ( c) ( relatin to 
drgamzat10nal expenditures) is amended by striking o~t '~he 
"Aate of enactment of this title" and inserting in lieu thereof 

ugust 16, 1954". 
(37) AM~NDMENT ?F SECTION 265.-Section 265(2) (relatin to 

tax :exempt mtere~t) IS amended by striking out " (other than oili
ga;t1?ns11o£ the U~uted States issued after September 24 1917 and 
or1gma y subscribed for by the taxpayer)". ' ' 
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(38) AMENDMENT OF SECTION 269._-Section 26? (relating to 
acquisitions made to evade or av~id mcome tax) ~s a~ended by 
striking out subsection ( c) ( relatmg to presumpt10n m the case 
of disproportionate purchase price). 

(39) AMENDMENT OF SECTION 275.-Section 275(~).(1) (C) 
relating to nondeductible taxes) is amended by str1kmg out 
(", and corresponding provisions of prior revenue laws". 

( 40) AMENDMENTS OF SECTION 2 81.- . . . 
(A) Section 281 ( d) ( 1) (A). ( relatrng to de?mt1~n of ter

minal railroad corporat10n) 1s amended by msertmg after 
"Interstate Commerce Act" the following:" ( 49 U .S.C. 1 and 
following)". 

(B) Section 281 (relating t~ terminal railroad. c?rpora
tions and their shareholders) 1s amended by stnkmg out 
subsection ( e) (relating to taxable years ending before O~to
ber 23, 1962) and by redesignating subsection ( f) as subsect10n 

( e). s . ( 1 . t d" ( 41) AMENDMENT OF SECTION 301.- ect10n 301 re atmg 0 IS-
tributions of property) is amended by striking out subs~c
tion ( e) (relating to certain distributions by personal service 
.corporations) . 

( 42) AMENDMENTS OF SECTION 311.-
( A) Section 311(d) (1) (relating to appreciated property 

used to redeem stock) is amended by striking out "then again 
shall be recognized" and inserting in lieu thereof " then a gain 
shall be recognized". 

(B) (i) Section 311(d) (2) (relating to exceptions and 
limitations) is amended by striking out subparagraph (C) 
(relating to certain distributions before December 1, 1974) 
and by redesignating subparagraphs (D), (E), (F), and (G) 
as subparagraphs (C), (D) , (E), and (F), respectively. 

(ii) The amendments made by clause (i) shall apply only 
with respect to distributions after November 30, 197 4. 

(C) Section 311(d) (2) (C), as redesignated by subpara
graph (B) of this paragraph, is amended by striking out 
"26 Stat. 209 ;"and "38 Stat. 730 ;". 

( 43) AMENDMENTS OF SECTION 312.-
( A) Section 312 ( d) ( 1) (relating to certain distributions 

of stock and securities) is amended by striking out "this 
Code" each place it appears and inserting in heu thereof 
"this title". 

(B) Section 312 (relating to earnings and profits) is 
amended by striking out subsection (h) (relating to per
sonal service corporations) and by redesignating subsections 
(i) and (j) assubsections (h) and (i),respectively. 

(C) Subsection (i) of section 312 (relating to distribution 
of proceeds of certain loans) , as redesignated by subpara
graph (B ) of this paragraph. is amended to read as follows: 

" ( i) DISTRIBUTION OF PROCEEDS OF LOAN INSURED BY THE U NITEJ) 
STATES.-If a corporation distributes property with respect to its stock 
and if, at the time of distribution-

" ( 1) there is outstanding a loan to such corporation which 
was made, guaranteed, or insured by the United States (or by any 
agency or instrumentality thereof) , and 

"(2) the amount of such loan so outstanding exceeds the 
adjusted basis of the property constituting security for such loan, 

then the earnings and profits of the corporation shall be increased by 

90 STAT. 1771 

26 USC 269. 

26 USC 275. 

26 USC 281. 

26 USC 301. 

26 USC 311. 

26 USC 311 
note. 

26 USC 312. 
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26 USC 312. 

26 USC 333. 

26 USC 334. 

26 USC 337. 

26 USC342. 

26 USC 351 

26 USC 351 
note. 

the amount of such excess, and (immediately after the distribution) 
shall be decreased by the amount of such excess. For purposes of para
graph (2), the adjusted basis of the property at the time of distribu
tion shall be determined without regard to any adjustment under 
section 1016(a) (2) (relating to adjustment for depreciation, etc.). For 
purposes of this subsection, a commitment to ma.ke

1 
guarantee, or 

msure a loan shall be treated as the making, guara.nteemg, or insuring 
of a loan." 

(D) Section 312(j) (3) (relating to foreilP-1 investment 
companies), as redesignated by subsection (b) {39) (B) (i), is 
amended to read as follows: 

"(3) PARTIAL LIQUIDATIONS AND REDEKPTIONS.-lf a foreign 
investment company (as defined in section 1246) distributes 
amounts in partial liquidation or in a redemption to which sec
tion 302(a) or 303 applies, the part of such distribution which is 
properly chargeable to earnings and profits shall be an amount 
which is not in excess of the ratable share of the earnings and 
profits of the company accumulated after February 28, 1913, 
attributable to the stock so redeemed." 

( 44) AHl'INDHENT OF SECTION 3 3 3.-Section 333 (a) ( 1) ( relatinic 
to election as to recognition of gain in certain liquidations) lS 
amended by striking out "on or after June 22, 1954". 

(45) .A.:MENDKENT OP SECTION 334.-Section 834(b) (2)(A) 
(relating to liquidation of subsidiary) is amended to read as 
follows: 

" (A) the distribution is pursuant t.o a plan of liquidation 
adopted not more than 2 years after the date of the transac
tion described in subparagraph i~J (or, in the case of a series 
of transactions, the date of the such transaction); and". 

(46) AMENDMENTS OF SECTION 337.-
( A) Section 337 (a) (relating to nonrecognition of gain 

or loss on certain liquidatiollS) is amended to read as follows: 
"(a) GENERAL RuLE.-lf, within the 12-month period b~inni~ on 

the date on which a corporation adopts a plan of complete liquidation, 
all of the assets of the corporation are distributed in complete liquida
tion, l~ assets retained to '!1eet claims, then no gain or loss shall be 
recognized t.o such corporation from the sale or exchange by it of 
property within such 12-month period." 

(B) The first sentence of section 33'1(d) (rela~ t.o cer
tain minority stockholders) is amended by striking out "on 
or after January 1, 1958". 

• (~'T) ~EAL OF ~oN. u2.-8ection ~ (relating to the 
liqmdation of certam foreign personal holding companies) is 
repeal~ 

( 48) AHENDJIENT8 OF SECTION 8111.-
(A) Section Ml(a) (relating to transfer to corporation 

controlled by transferor) is amended by strikmg out 
"(including, in the case of tra11Sfers made on or before 
June 30, 1967, an investment company)". 

(B) Section 361(d) (relating to application of June 30, 
1967, date) is amended to read as follows: 

"(d) E.x~oN.-This section shall not apply to a transfer of 
property to an mvestment company." 

(C) 'rbe amendments made by this paragraph shall take 
effect with respect to transfers of property occurring after 
the date of the enactment of this Act. 
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(49) REPEAL OF SECTION 363.-Bection 363 (a cross reference to 
other sections) is·repealed. 

(50) AKENl>HENTS OF SECTION an.-8ection 37l(a) (1) (relat
ing to certain reorga.nization exchanges by corporations) is 
amended-

( A) by striking out "49 Stat. 922 ; " and 
(B) by striking out " ( 52 Stat. 888-905; 11 U.S.C., chapter 

10) or the corresponding prorisions of jrior law" and 
inserting in lieu thereof "(11 U.S.C. 501 an follo~)". 

(51) A.xiNDHENT OF SECTION a12.-Section 372(a~ (relating 
to baSis in connection with bankruptcy proceedings) JS amended 
by striking out "54 Stat. 709 ;". 

(52) REPEAL OF SECTION 373.-Seetion 373 (relat~ to nonrec
ognition of loss in certain railroad reorganiz&tio11S) is repealed. 

( 53) .Am:NDHENT OF SECTION 314.-Section 374 (a) ( 1) (relating 
to nonrecognition of gain or loss in certain railroad reorganiza
tions) is amended by striking out "49 Stat. 922 ;". 

(54) AMENDMENT OF SECTION 381.-Section 381{c) (relating to 
items carried over in certain corporate acquisitions) is amended 
by striking out paragraph (20). 

{55) REPEAL OP SECTIONS 391 THROUGH 8911.-Subchapter c of 
chapter 1 (relat~:: corporate distributions and adjustments) 
is amended by st · gout part VII (relating to eflective dates 
of subchapter C). 

( 56) .AMENDMENTS OF SECTION 401.-
( A) Paragraphs (12) and (18) of section 40l(a) Jrelat

~to requirements for qualification) are each amen ed by 
striking out "the date of the enactment of the Employee 
Retirement Income Security Act of 1974" and inserting m lieu 
thereof "September 2, 197 4~'. 

(B) Paragraph (15) of section 40l(a) is amended by 
str~king out "the date of the enactment of the Employee 
Retirement Income ~urity Act of 1974" and inserting m lieu 
thereof "September 2, 1974,". 

(C) Pa~ph (19) of section 401(a) is amended by 
striking out enactment of the Employee Retirement Income 
~ecnrity Act of 1974" and inserting in lieu thereof "Septem
ber 2, l!J74: ", 

(D) The last sentence of section 401 (a) is &mended to read 
as follows: 

"Paragraphs (11), (12), (13), (14), (15), (19), and (20) shall apply 
e>nly in the case of a plan to which section 411 (relating to minimum 
vesting standards) applies without regard to subaection ( e) ( 2) of such 
section." 

( 57) AHENl>HENTS OF SECTION 402.-
(A) Section 402(a)(4) (relating to distributions made to 

non-resident alien mdiVIduals) is amended by striking out 
"basic salary" each place it appears therein and inserting in 
lieu thereof "basic pa.y", and 6y amending the last sentence in 
such paragraph to read as follows: 

"In the case of distributions under the civil service retirement 
laws, the term 'basic pay' shall have the meaning provided in 
section 8381(3) of title 5 United States Code." 

(B) Section 402 (relating to taxability of beneficiary of 
employees' trusts) is amended by striking out subsection (d) 
(relating to certain trust agreements made before October 21, 
1942). 
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(C) (i) So much of the third sentence of section 402(e) (4) 
(A) (relating to definition of lumJ> sum distributions) as pre
cedes "a distribution of an annmty contract" is amended to 
read as follows: "Excegt for purposes of subsection (a) (2) 
a.nd section 403(a}(2), . 

(ii) The a.mendment made by clause (i) shall apply with 
respect to distributions or payments made after December 31, 
1973, in taxable years beginning after such da.te. 

(58) .AxENI>MENT OF SECTION 403.-The last two sentences of 
section 403(a)(4) (relating to taxation of employee annuities) 
are amended to read as follows: "For purP.oses of this title, 
a transfer described in subparapph (B) (i) shall be treated 
as a rollover contribution described in section 408(d) (3). Sub
paragraph (B) (ii) does not apply in the case of a transfer to an 
employees' trust, or annuity plan if anY' part of a payment 
described in subparagraph (A) is attributable to e.n annuity pla.n 
under which the employee was an employee within the m~ 
of section 401(c) (1) at the time contributions were me.de on hiS 
behalf under the plan." 

(59) AMENDMENT OF SECTION 404.-Section 404 (relating to 
deduction for contributions to pension plans, etc.) lS amended 
by striking out subsection (d) (relating to carryover of pre-1954 
unused deductions). 

(60) AMENDMENT OF SECTION 409.-Section 409(b) (3) (C) 
(relating to tax-free rollovers of individual retirement bOnds) 
is amended by striking out "section 403 ( d) ( 3) . " and inserting 
in lieu thereof"section408(d) (3)." 

{61) .AMENDHENTB OF SECTION 410.-
(A) Subparagra\>hs (0) and (D) of section 410(a) (5) 

(relating to breaks m service) are each amended by striking 
out "purposes of subsection (a) (lJ" and inserting in lieu 
thereof "purposes of paragraph (1) . 

(B) Paragraph (1) (C) of section 410(c) (relating to 
application of minimum participation standards) is amended 
by striking out ''the date of the enactment of the Employee 
Retirement Income Security Act of 1974" and inserting in 
lieu thereof "September 2, 197 4,". 

(C} Paragraph (2) of section 410(c) is amended by strik
ing out "the day before the date of the enactment of this 
section" and inserting in lieu thereof "September 1, 1974". 

(62) .AMENDHENTS OF SECTION 01.-
( A) Subsection (a) of section 411 (relating to minimum 

vesting standards) is amended by stnking out "subsection 
(a) (8)'' and insert~ in lieu thereof "paragraph (8)". 

(B) Subsection (a) (3) (D) (iii) ofsection411Isamended-
(i) by striking out "the date of the enactment of tlie 

Employee Retirement Income Security Act of 1974" and 
"the date of the enactment of such Act" and insertinl 
in lieu thereof in both such places "September 2, 1974 , 
and 

(ii) by striking out "the date of the enactment of the 
Act" and inserting in lieu thereof "September 2, 1974,". 

(0) The heading for subparagraph (C) of section 411 
(a) {7) is amended to read as follows: 

"(0) REPAYMENT OF SUBPARAGRAPH (B) DISTBIBUTIONS.-" 
(D) Subsection (b)(l)(D)(i) and (e) pHC) of section 

411 are each amended by striking out 'the date of the 

• 

• 
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enactment of the Employee Retirement Income Security Act 
of 1974" and inserting in lieu thereof "September 2, 197~"· 

(E) Subsection (e) (2) of section 411 is amended by strik
ing out "the date before the date of the enactment of the 
Employee Retirement Income Security Act of 1974" and 
inserting in lieu thereof "September 1, 197 4": 

( 63) .AMENDMENTS OF SECTION 4.12.- . • • 
(A) Subsection (h) of section 412 (r~l~tmg to i:::m1mum 

funding standards) is amended by str1kmg out ~he day 
before the date of the enactment of the Employee Retirement 
Income Security Act of 1974" and inserting in lieu thereof 
"September 1 1974". 

(B) Subse~tion (h) (5) of section 412 is amended by st~
ing out "the date of the enactment of the ~mplo;ree ~t1!6-
ment Income Security Act of 1974" and msertmg m heu 
thereof"September2, 1974". 

( 64) AHENDMENTS OF SECTION 414.- , • 
(A) The heading for section 414(f) (relatmg to mult1-

employer plans) is amended to read as follows: 
"(f) MULTIEMPLOYER PLAN.-" 

( B) Section 414 (I) (relating to mer.gers and consolid&:ti?ns 
of plans or transfers of plan assets) lS amended by striking 
out ''the date of the enactment of the Employee Retirement 
Income Security Act of 1974" and inserting in lieu thereof 
"Se tember2, 1974". 

(65) :lMENDXENTS OF SECTION 4111.-
(A) Section 415(b) (2) (~) (relating to a~j!1stmen~, for 

cert.am forms of benefits) ls amended by stnkmg out and 
4-09(b) (3) (C)" and inset'ting in lien thereof "and 409(b) (3) 

(C))". b "k" t (B) Section 415{b) (2) (B) is amended y stn mg ou 
" (as defined in s~et1on 401( a )(11) (II)( iii))" and in~~tii~¥ 
in lieu thereof "(as defined in section 401(a) (11) (G) (m)) ··. 

(66) A.KENDMENTS OF SECTION 453.-
(A) Section 453(0) (3) (relating to adjustment in tax for 

amounts previousl.Y taxed) is amended by striking out "cor:, 
respondin~ proviSions of the Intemal Revenue C~e. of 1939 
and inserting in lieu thereof "corresponding provlSlons of the 
Internal Revenue Code of 1954''· 

(B) Section 453(d) (4) (~) (relating to li9~idations"to 
which section 337 applies) 18 amended by strikin§ out or 
section 617(d) (1)" and inserting in lieu thereof , 617(d) 
(1)" 

(67) ..A..mroKENT OF SECTION 4H.-Section 455(c) (3} (B) 
(relating to prepaid subscription income) i~ amended by striking 
out "for his first taxable year (i). whi~h be~1ns aft<'r. D~e~hl'r 31, 
1957 and (ii) in which he receives 1;>repa1d subscr1pt1on mcome 
in the trade or business" and inserting in lieu thereof "for his 
first taxable year in which he receives prepaid subscription income 
in the trade or business". 

(68} AloNDXENT OF SECTION \lll8.-Section 456{e) (3) (B) 
( re'latmg to election without consent with respect to treatment of 
prepaid dues) is amended by striking out "for its first .. taxable 
1ear {i) which begins after December 31, 1960, and (u)" and 
mserting in lieu thereof "for its first taxable year". 

(69) AloNDKENTS OF SECJTION 01.-
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(A) Section 461(0) (relating to accrual of real property 
taxes) is amended by striking out paragraph (2) and by 
redes1gnnting iiaru:rrnph (3) as J>a~ph (2). 

(B) Section 461(c) (2) (relating to elections without con
sent), as!l'edesignated by subparagra:ph (A), is amended by 
striking out "his first taxable year which begins after Decem
ber 31, 191>3, and ends after the date of enactment of this title 
in which the taxpayer" and inserting in lieu thereof "his fil'8t 
taxable year in which he". 

(70) A.xENDHENTS OF SECTION f81.-
(A) Section 48l(b) (relating to limitation on tax where 

substantial adjustments are re<iuirecl by a change in account
ing method) is amended by striking out paragraphs ( 4), ( 5), 
and {@) (relating to pre-191>4 adjustments). 

(B) Section 481(b) (1) and (2) are each amended by 
stnk:ing out ", other than the amount of such adjustments to 
which paragraph (4) or (5) applies," each place it appears. 

(71) .ADNDKENTS OF SEOTION 1108.-
(A) Subsections (a) and (b) of section 508 (relating to 

specii.l rules relating to 501 ( c) ( 3} organizations) are ea.ch 
amended by strikinp: out the le.st sentence therein. 

(B) Section 508(e} (2) (relating to special rules for exist
ing ~rivnte foundations) is a.mended by striking out subpara
graph (A) (relating to taxable years beginning before 1972), 
by i:edesigne.ting subparagraphs (B) and (C) as subpara
~phs (A} and (B), respectively, and by strikmp; out "(B}" 
m subparagra,P.h lB) (as so redesiO'nated) and inserting in 
lieu thereof "(A)'l. 

(C) Section ~~d)(2)(A) (relating to disallowance of 
deductions for cert am charitable gifts or bequests) is amended 
by striking ont " ( e) ( 2) ( B) and ( C) " and inserting in lieu 
thereof "(e) (2)". 

(72) AMENDMENTS OF SECTION U4.-
(A) Section 1>14(c) (1) (relating to definition of ~quisi

tion indebtedness) 1S amended by striking out the comma at 
the end of subparagraph (C) and all that follows, and insert
il,lg in lieu thereof a period. 

(B) Section 614 (relating to unrelated debt-financed 
income) is amended by strikin.r out subsection (f) (relating 
to definition of business lease) ;by strikin.r out subsection (~) 
(relating to definition of business lease inaebtedness), and by 
redesigt!atingsubsection (h) as subsection (f). 

(C) Section 514(b) (3) (C} (iii} (relatinJt to definition of 
debt-financed property) is amended to read as follows: 

"(iii) ..sball not apply to property subject to a lease 
which is. a business lease (as defined in this section 
immediately before the enactment of the Tax Reform Act 
of 1916)." 

(D) Section 614(f) (relating to i;>ersonal property leased 
with real property), e.s redesignateG by subparagraph (B) 
of this par&gl'&ph, JS amended by striking out "and the tenn 
'premises' include" and inserting in lieu thereof "includes". 

(73) AloNJ>KENTS OF 8ECTION 1184.-
. (A) Section 534(b) (relating to mailing notices of 

deficiency) is amended by striking out the ·last sentence. 
(B) Subsection (e) of section 534 (relating to effective 

date of section) is repealed. 
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(74). AKENOX":NTOF SECT~ON llU.--Sectiou o35(b) (1) (relatillJ 26 USC 535. 
to adJustments ~n. computing accumulated. ta.xabie meome) 18 
~mended by str1kmg out "(other than the excess pl"Ofits tax 
imposed by subdiapter E of chaptei· 2 of the Inteinal Revenue 
C0tle of 1939 for taxable years bemnning after December 31 
19-10) ". e· ' 

(75) A:m:x1>)IKNTS oF sEm"ION li37.-
(::\.) Secti~n 537 ( b) ( 2). (relating- to definition of excess 26 USC 537. 

lms1:
1
1ess. holdmgs redemption needs) is amended by striking 

out , with 1-espect to tnxn.ble yenrs of the corporation ending 
ufter llay 26, 1969,". 

(B) section 537{b) (4) (relating to inferences as to prior 
years) is amended by striking out "or (2) ". 

(76) AMENDM!!NT8 OF SECTION llU.-

(~) Section M2(a) (2) (releting to definition of personal 26 USC 542. 
holding company) IS amended by striking out the last 
sentence. 

(B) ~tion 542(b)(2) ,(relatin¥ to ineligible affiliated 
group} 18 a~ended by etnI?ng out ' , other than an affiliated 
group of ra~li:oad corporations tl}e common parent of which 
would be eligible to file a consolidated return under section 
141 of the Internal Revenue Code of 1939 prior to its amend
ment by the Revenue Act of 1942 " 
. (C) Section 542(c) (2) ~relating'~ financial institutions) 
is amended by strikin2' out 'without regard to subparagrapbs 
(D) and (E} thereof'": 

(D) Sectio?t 54~(c) (8) (relat~ng to small business invest
ment comparues) IS amended by msertinff after "Small Busi
ness Invest!llent Act of 1958" the followmg: "(16 U.S.C 661 
and following}". · 

(77) AHENDMENT8 OF SECTION Hli -

(A) ~ection .545.(b) (1) (rel~ting to deduction of taxes in 26 USC 545. 
~omputmg und1stnbuted personal holding company income) 
is amended-

( i) in the first sen~nce, by striking out " (other than 
the excess profi,ts tax rmposed by subehapter E of cha • 
ter 2 of t~e ~nternal Revenue Code of 1939 for taxab~e 
Y~ begmn~n~ after December 81, 1940)"; and 

(u) by_ striking out the last two sent.ences (rel1&ting 
to ded~ction of taxi's). 

~~) ~ion 545(b) (reln~ing to adjustments in computing b ist~1~uted personal hold mg company income) is amended 
• Y str1kmg ?ut paragraph (7) (relating to payment of 
mdebtednes~ mcurred before 1934). 

{C) Sec~.ion ~5(c} (2) (A) (n>lnting to corporations to 
wlnch special ndJustment applies) is amended by striking 
?Ut ."the date of enactment of this subsection" and inS('ttin 
m heu thereof "February 26, 1964". g 

(78). AHENDHE~T OF 8E<?1'!0N 1147.-8ection 547 (telati to the deduct~on of defic1en~y d1v1dends) is amended by st.rikfn out 
26 

USC 
547

· 
subsection (h) (relating to the effective date). g 
j (~9) A.xENDHENT OF ~ECTION 11111.~ion 561(c) (relating to 26 usc 551. 
ore1frl pet'SOllal holding compn.ny mcome tax returns) 
byd:1~~ed b{ ~,~bsec~1i~ (b) (1) (F).of this 9e<'tion, is ame~d!j 

g ou axa e mcome, foreign personal holding com-
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pany ," and inserting in lieu thereof ''taxable income, foreign per
sonal holding company income,". 

(80) AlaNDHENT OF SEOTION H6.-The first sent.ence of section 
656(b)(l) (l'elating to deduction of taxes in computing undis
tribut.ed fol'eign ~rsonal holding company income) is amended 
by striking out ' (other than the excess profits tax imposed by 
subchapter E of chaJ.>ter 2 of the Internal Revenue Code of 1939 
for taxable years begmning aft.er December 1, 1940) "· 

(81) AXENDKENT OF SECTION Gu.-Section 564 (relating to 
dividend carryovers) is amended by striking out subsection ( c) 
(relating to carryovers from pre-19M years). 

(82) REPBAL OF SECTION 683.-Section 583 (relating to deduc
tion of dividends paid on certain preferred stock by banks or 
trust companies) is repealed. 

(83) REPEAL OF SECTION 1592.-Section 592 (rela~ to the 
deduction by mutual savings banks for repayment of- certain 
loans) is repealed. 

(84) AllrlENDHENTB OF SEC'l'ION 693.-
(A) Section 593(b) (2) (relating to additions to bad debt 

reserves for mutual savings banks, etc.} is amended by strik
ing out, in the table in subparagraph (A), the following: 

"1969 ------------------------------------ 60 percent. 
1970 ------------------------------------ 57 percent. 
1971 ---------------------------------- IS4 percent. 
1972 ------------------------------------ 51 percent. 
1973 ------------------------------------ 49 percent. 
1974 ------------------------------------- 47 percent. 
1975 ----~----------------------------- 4G percent." 

(B) Section IS93(c) (relating to reserves for mutual sav
ings banks) is amended by striking out paragraphs (2), (3), 
(4), and (IS), by redesignating paragraph (6) as paragraph 
( 3), and by inserting immediately after paragraph (1) the 
following: · 

"(2) CDTAIN PRE-1968 RESERVES.-Notwithstanding the second 
sentence of paragraph (1), any amount allocated pursuant to 
paragraph ( 6) (as in effect immediat.ely before the enactment of 
the Tax Reform Act of 1976) during a taxable year beginning 
before January 1, 1977, to the reserve for losses on quali~ real 
property loans out of the surplus, undivided profits, -amI bad 
debt reserves (determined as of December 81, 1962) attributable 
to the period before the first taxable year beginning after Decem
ber 31, 191Sl, shall not be treated as a reserve for bad debts for any 
purpose other than determining the amount referred to in subseC
tion (b)(l) (B), and for such purpose such amount shall be 
treated as remaining in such reserve." 

( C) &etion 693 is amended by striking out subsection ( d) 
(relating to taxable years beginnin~ in 1962 and ending in 
1963), and by redesignating subsections (e) and (f) as sub
sections (d) and (e) respectively. 

(D) Section 693(b) (2) (E) (i) is amended by striking out 
"subeeetion ( f)" and inserting in lieu thereof "subsection 
( e) "· 

(81) REPEAL OF SECTION 601.-Subcha_pter Hof chapter 1 relat
ing to banking institutions) is amended by_ striking out part ill 
(relating to special deduction for bank afBliatee). 

• 

• 
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(86) AHENDJUNTSOFSECl'ION 018.A..-
(A) Section 613A(b) (1) (C) (relating to exemption for 

certain domestic gas wells) 18 amended by striking out "within 
the meaning of section 613 ( b) ( 1) (A)". 

(B) Section 613A(c) (6) (i) (relating to limitations on 
percenta~ depletion in case of oil and gas wells) is amended 
by striking out "determined with" and inserting in lieu 
thereof "detel'mined without". 

(87) AMENDMENTS OF SECTION 6U.-
(A) (i) Section 614(c) (relating to aggregation of mineral 

int.erests in mines) is amended by striking out paragraph ( 4) 
(i-ei.ting. to special rule as to exploration deductions prior to 
aggl_'eg9.t;1011) . 

(ii) The amendment made by clause (i) shall .apply with 
respect to elections to form 1i~1-egations of operating min
eral intel'ests made under section 614(c)(l) of the lntl'l·1111.l 
Rt•veime ('ode of 1954 for tn.xablc years beginning after 
D<>cetnoor 31 1976. 

( l~) The tl1ird ~nteu~e of section 614 ( c) ( 2) ( 1-elating to 
~lect1on to treat n smgle mtc1·est as mom than one pl'Opel'ty) 
IS amended to read ns follows: "A separate pl'operty so 
for!ned may, under regulations pt'CSC~·i~.l by the Secretary, 
be mcluded as a part of an aggregation m aceo1·dance with 
pal'~r1q>hs ( 1) and ( 3) . " 

(t.;) Section 614(c) (3) {relating to manner and scopt1 of 
election) is amendec:l to read as fol lows: 

"(3) MANN•:R AND SCOPE OF El,Et,'TION.-The elections pmvided 
by pa~phs (1) and (2) shall be ma.de, in accordance \vith 
regula.tions p1'llSCr1bed by tl1e Sec1-etary, not Inter than the time 
prescr1bea for filing the return (including ex~sions thereof) for 
tho first taxable year-

" (A) in whic~, in the cnse of 1m election under paragraph 
( 1), any expenditure :£01· development 01· operation in 1-espt\Ct 
of the separate operating mineral inte1"eSt is made by the 
taxpayer aft.er the acquisition of sucl1 interest, or 

"(B) in which, in the case of an election 1mder paragl'ltph 
(2), expenditures for development or operation of more than 
one mine in res~ of a pl'Opcrty are made by the taxpayer 
after the acquisition of the prope1·ty. 

An election made under parngm.ph (1) or (2) for a ta.."<able yenr 
shall be binding upon the taxpayer for such year and all subse
q1;1ent taxable years, excep~ that the Secretary may consont to a 
~1fferent ti-eatment of any interest with respect to which an elec
tion hns been made.,, 
. (88) REPEAL Ol!' SECTI?N 6111.-Section 615 (relating to deduc

tion of pre-H>70 cixploration expenses) is repealed. 
(89} A11U:ND11U:NT OF SEC'l'ION 617.-Scction 617(a) (2) (B) 

(relatmg to time and Sl'ope of t>leetion t.o deduct certain mining 
exploration expenditures) is amended by striking out "may not be 
!'6vok~d after the last day i;>f th~ third month following tht• month 
m wh1~h the final r~~nlnti.on iesuetl nnder the authority of this 
~ubse<:tto'! are publishPtl lll the Fede1·al R<-gister, unless" and 
msert1ng m hen t herrof "may not be revoked unless". 

(90) Rr.n.AL OF s>;CTioN u2.-Section 632 (relating to ta.x in 
case of Mle of oil and gas propcl'ties) is repealed. 

(91) AMKN"DMENT OF SECTroN 691.-Section 69l(c) (1) (B) 
(relating to deduction for estate t&K) is amended by striking out 
the last sentence. 
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(92) AMKNDMENT OP MF..CTION 692.-The heading of section 6~2 
(relating to income taxes of me111be1-s of Armetl Forees who d10 
in a combat zom•) is 1unendecl b)' strikin~ out '.'ON." tl~e first ti.me 
it ap1>l'ars in the Meetion l11:1•admg and m~rtmg m heu thereof 
"OF". . 

( 98) A.:an:Nt>~IENT o•· ~lW'l'lON 1~1 .-Set·t~~ 751 ( c) "(relating to. 
unrealized recew11ble11) is nmencled by sh1kmg out 1254(a), or 
1250(a)," and inserting in lieu thet-eof "1~45(a), hU>O(a),". 

(94) R•:1•F.AL oF 11t:cT10N. 1n.-Part IV of subch~pt.er K of 
dlapter 1 (1"l'l11.tin1? to etfeetl\'e dat.e of suheha1>ter K) is repealed. 

(95) A.MF.NDJiOlNTI! OF tltX,'TlON 802.-
(A) Section 80'..!(a) (1) (relating to tax im~d on life 

insut'8.nce companies) is amended by striking out "beginning 
after Deeember 31, 1957,". 

(B) Section 802(a) (2) (relatinl{ to n.ltemative tax in case 
of capital l,l'ft.ill8) is amended by striking out "beginning after 
December at, 1tl61,". 

(C) Section 802(a) is amenclecl by sttiking out paragraph 
(3) (relating to special rules for 191)9 and 1960). 

(96) AMENl>MENT8 OF AEC'l'ION 80f,-
(A) Seetion 804(a) is amended by striking out paragraph 

(G) (relatin~ to ce1tain exceptions). 
(R) Het•t.1011 804(b)(2) (relating to short-term capital 

gains) is amended by st.riking out "In t.he case of a taxable 
year beginnitlQ after Deoomber 31, 1958, the" and insetting in 
lieu t.hereof 'lThe". 

(97) AMENPM'~NTS OP Ht!CTtON 805.-
(A> Section 805(b)(3) (B) (l'elating to avemge earnings 

rate) is amended to read as follows: 
"(B) S1"1«llAL aur.E.-For pnrposm1 of subparagraph (A), 

t.he current earnings rate for any t.aimble year of 1my company 
which, for 1mch year, iR an insurance company (bnt not a lifo 
insurance company) shall be determined as if this part 
applied to such company for such yen.r." 

(B) Section 801S(b)(4)(B) (relat.ing to basis of assets) is 
amended by striking out " (determined without n-gard to fair 
market value on Deeember :u, 1958) "· 

(C) Section 805(d) (relating t.o pension plan reservc.<i) is 
amended to 1-ea.d as follows: 

"(d) PzlfmoN Pl.AN REsuvES.-For purposes of this part, the 
term 'pension plan reserves' means that portion of the life msurance 
reserves which is allocable to contract&-

" ( 1) purchased under contracts entered into with trusts which 
(as of the time the contracts were entered into) were deemed to be 
(A) trusts described in sect.ion 401 (a) ancl exempt from tax under 
section 501 (a>, or ( H) tmsts exempt from t.ax under section 165 of 
t~e Intem~I Revenue C.ode of 1939 or the corresponding provi
sions of pnor revenue laws; 

"(2) purchased under contracts entered into under plans which 
(as of the time the contract.s were entt'red into) were dt>em<'d. to be 
plans described in 800tion 403(a), or plans meeting the require
ments of paragraphs (3), (4), (5), and (6) of section 165{a) of 
the lnt.ernal Revenue (',ode of 1939; 

"(3) provided for employees of the life insurance company 
under a plan which, for the taxable year, meets the requirements 
of paragraphs (3), (4), (5), (6), (7), (8), (11), (12). (13), 
(14), (15) 1 (16), (19), and (20) of section 401(a); 

• 
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"(4) p~ ~ provi~e retirement annuities for it.s employ
ees by an orgaruzation which (as of the time the contracts were 
p~ased) was an organization described in section 501 ( c) ( 3) 
w;h1~1 was exempt from tax under section 501 (a) or was an orga
mzation exempt from tax under section 101(6) of the Internal 
Revenue Code of 1939 or the corresp~mdin~ provisions of prior 
revenue laws, o~ purchased to provide retirement annuities for 
em.ploY.ees described in.~ion 40~(~). (1) (.A.) (ii) by an employer 
wh!ch ts a Sta~, a political subd1vimon of a State, or an agency 
or instrumentality of any one or more of the f~ing· or 

" ( 6) pt~t-ehased under contract.s entered into with t~sts which 
(a~ the time the cont~ w.ere entered into) were individual 
retneme~1t acco~mts.d~i;tbecl m ~ion 408(a) <;>r. under contract.a 
entered mto with md1vidual retirement annmbes described in 
section 408 ( b) . " 

90 STAT. 1781 

(98) AUENDlllENTS OF SECTION 809.-
(A) Section 809(b) (relating to definition of gain and loss 26 USC 809. 

from OP.e~a.tions) is amended b;y striking out paragraph (4). 
( B) ( i) Section 809 ( d} ( relatmg to life insurance company 

\lcchwt.ions) is amended by striking out paragraph (11) 
relating to mutualization dlstributions before 1963), and by 
redesig!lating paragraph (12) as paragraph (11). 

(ii) Section 809 ( e) 1S amended by striking out "snbeection 
(d) (12)" aud insertmg in lieu thereof ''subltection (d) (11)". 

(C) Section 809 (relating to computation of gain and loss 
from operations) is amended by striki.IlQ out subsection (g) 
(relating to deduction for certain mutualization distributions 
before 1963). 

(99) Alo:NDXENT OF SECTION s12.-Section 812{b) (1) (relat- 26 USC 812. 
ing to years to which operating losses of an insurance company 
may he carried), other than the last sentence thereof, as added by 
section 806 ( d) ( 1) (A.) of this Act, is amended to read as follows : 

"(1) YEARS TO WHICH LOSS KAY BE OARRIED.-The loss from 
operations for any taxable year (hereinafter in this section 
referred to 11s the 'loss year') shall be-

"(A) an operations loss carryb&ck to each of the 3 taxable 
years prl'cedmg the loss year, 

"(R) an operations loss carry-over to each of the 5 taxable 
years following the loss year, and 

"(C) subject to subsection (e), if the life insurance com
pany 18 a new company for the loes year an operations loss 
cnrryover to each of the 3 taxable years follow'mg the 5 tu· 
able years described in subparagraph (B)." 

(100) AHENDMENTS OF SECTION 81 T • .:__section 817 (relating to 26 USC 817. 
rules applicable to certain gains and losses) is amended by strik-
ing out subsection (c) (relating to treatment of pre-1959 capital 
losses) and subsection (e) (relating to certain 1958 reinsurance 
transactions). 

(101) AMENDMENT OF SECTION su.-Section 818 (relating to 26 USC 818. 
life insurance accounting provisions) is a.mended h:v striking out 
subsection (e) (relating to certain rules applicable to taxahle 
years 1957, 1958, and 1959), and by redE>sit?Jlating subsections (f) 
and (tx) as subsections (e) and (f), respl'ctively. 

(102) AMENDME ·Ts OF SECTION sn.-
(A) ~e first se!1~ee of section 819(a). (2)(~) .(relating 26 USC 819. 

to definition of mm1mum figure for foreit?Jl hfe msumnce 
companies) is amended to read RS follows : "The minim nm 
figure is the amount determined by multiplying the tax-
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payer's total insurance liabilities on United States business 
by a percentage for the taxable year to be determined and 
proclaimed by the Secretary." 

(B) The second sentence of section 819(a) (9) (A) is 
amended by striking out ''undt>r clause (ii)" and inserting in 
lieu thereof ''under the preceding sentence". 

(C) Clause (i) of section 819{b) (2) (B) (relating to dis
tributions pursuant to certain mutualizations) is amended to 
read as folfows: 

"(i) the minimum figure for 1958 determined under 
subsection (a) ( 2) (A) computed by using a percentage of 
9 percent in lieu of the percentage determined and pro
claimed by the Secretary, or". 

(1-o&} A.JoNDJIENTS OF SECTION 820.-
( A) Section 820 ( c) (relating to optional treatment of cer

tain reinsured policies) 'is amended by striking out paragraph 
(6) (relating to reimbursement for 1957 income taxes), and 
by redesignating paragraph (7) as paragra{>h (6). 

(B) The last sentence of section 820(c) is amended by 
stnking out "(5). and (6) and the rules prescribed under 
paragraph ( 7) " and inserting in lieu thereof "and ( !S) and 
the rules prescribed under paragraph (6)". 

(104) AXENDHENT8 OF Sl:CTION 821.-
(A) Section 82l(a) (relating to imposition of tax oncer

tain mutual insurance companies) is amended by striking out 
"beginning after December 31, 1963,". 

(B) SeCtion 821(c)(1) (relating to alternative tax for 
certain small insurance companies) is amended by striking 
out "In the case of taxable years beginning after Decembel" 31, 
1963. there is'' and inserting in lieu thereof "There is". 

(C) Seetion 821 (relating to tax on certain mutual insur
ance companies) is amended by striking out subsection (e) 
(relating to 1962 transitional rules) and by redesignating 
subsection ( f) as subsection ( e). 

(10~~ AXENDXJ:NTS OF SECTION 822.-
(A) Section 822(c) (5) (relating to deduction of interest) 

is amended by striking out " (other than obligations of the 
United States issued after September 24, 1917, and originally 
subscribed for by the taxpayer)"· 

(B) The last sentence of section 822(d) (2) (relating to 
amortization of premium and accrual of discount) is amended 
by striking out "For taxable years ~ after Decem
ber 31, 1962, no accrual" and inserting in lieu thereof "No 
accrual". 

(106) AxENJ>XENTS OF SECTION 825.-Section 825(g) (relating 
to unused loss deduction of certain insurance companies) is 
amended by striking out paragraph (1) and by redesignating 
paragraphs (2) and (3) as paragraphs (1) and (2), respectively. 

(107) AxEND)IE:ST OF SECTIO:s 831.--Section 83l(a) (relating 
to tax on certain insurance companies) is amended by striking out 
"or the taxable income" and inserting in lieu thereof "on the tax
able income." 

(108) AKENDXENT8 OF 8EC'TION 832.-Paragraphs (1) and (6) 
of sect.ion 832 (b) (definitions relating to insurance company tax
able income) are ench amended by strikinjl out "Convention'' and 
inserting in lieu thereof "Association". 
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(109) AxElm.MENTS OF SECTION 861.-
(A,) Section 851(a) (1) (relating to definition of regu

lated investment company) is amended by striking out 
"M Stat. 789 ·". 

(B) Sectio~ 85l(b) (1) (relating to regulated investment 
companies) is amended by striking out ''which began after 
December 31, 1941". 

(110) .AHENDXENTS OF SECTION 8112.-
(A) Subparagraph (C) of section 8J2(b) (3) (relating 

to method of taxation o{ regulated investment compe.nies 
and their shareholders) is amended by striking out the third 
sentence. 

(B) (i) Section 852(b) (3) (D) (iii) is amended by strik
ing out "by 75 percent of so much of such amounts as equals 
the amount subject to tax in accordance with section 1201 
(a) (1) (A) and by 70 percent (72 percent in the case of a 
taxable year beginning after December 31, 1969, and before 
January 1, 1971) of so much of such amounts as equals the 
amount subject to tax in accordance with section 1201 (a) 
( 1) ( B) or ( 2) " and inserting in lieu thereof "by 70 percent 
of so much of such a.mounts as eque.ls the amount subject to 
tax in e.ccordance with section 1201(a)". 

(ii) The amendment ma.de by clause (i) shall not be con
sidered. to affect the amount of any increase in the basis 
of stock under the provisions of section 852 ( b) ( 3) ( D) (iii) 
of the Internal Revenue Code of 1954 which is based upon 
amounts subject to tax under section 1201 of such Code in 
taxable _years beginning before January 1, 1975. 

( C) Section 852 ( d) is amended by inserting after "Invest
ment Company Act of 1940" the following: "(15 U.S.C. 
80a-l and following)''· 

(111) AHENDXENTS OF SECTION 866.-
(A) Section 8J6(c) (1) (relating to real estate investment 

trusts) is amended by striking out "which began after 
December 31, 1960". 

(B) Section 856(0) (6) (D) (relatin§ to definition of other 
terms) is amended by inserting after Investment Company 
Act of 1940, as a.mended" the following: "(15 U.S.C. 80&-1 
and following)". 

(112) AMENDMENT OF SECTION sn.-Bection 857(b) (3) (C) 
(relating to the taxation of capital gains in the case of real estate 
investment trusts) is amended by striking out the last sentence. 

(113) bENDXENTS OF SECTION 884,-
(A) Subsection (a) of section 864: (definitions relating to 

determinations of sources of income) is amended to read 
as follows: 

"(a) PRoouoED.-For purposes of this part, the term 'produced' 
includes created, fabricated, manufactured, extract.ed, processed, 
cured or aped." 

' (B) Clauses (i) and (iii) of section 864(c) (4)(B) and 
subparagraph (C) of section 864(c) (5) (relatinl! to effec
tively connected income) are each amended by striking out 
"sale" each place it appears and inserting in lieu thereof" ale 
or exchange". 

(C) SeCtion 864(c) (4) (B) (iii) (relating to effectively 
connected income) 18 amended by striking out "sold" and 
inserting in lieu thereof "sold or exchanged". 

90 STAT. 1783 

26 USC 851. 

26 USC 852. 

Poll, p. 1786. 

26 USC852 
note. 

26 USC856. 

26 USC857. 

26 USC 864. 

"Produced." 



90 STAT. 1784 

26 USC905. 

26 USC 911. 

26 use 921. 

26 USC 931. 

26 USC934. 

26 use 951. 

26 USC 972. 

26 USC 1001. 

26 USC 1015. 

26 USC 1016. 

26 USC 1018. 

26 USC 1020. 

26 USC 1022. 

26 USC 1022 
note. 

26 USC 1024. 

PUBLIC LAW 94-4.55-0CT. 4, 1976 

(114) AKmn>KENT OF SECTION 9011.-Section 905(b) (relating 
to proof of foreign t&x credits) is amended by striking out the last 
sent.ence (relating to the treatment of certain royalty payments). 

(115) AinNDKENT OF SECTION 911.-Section 911(c) (relat~ 
to earned income from sources without the United States) IS 
am~nde~ by striking out paragraph (7) {relating to taxable yea.rs 
ending m 1963, 1964, or 1965). 

(116) AxENDHENT OF SECTION 921.-Section 921 {relating to 
deflnit1on of W est.e.rn Hemisphere Trade Corporation) is amended 
by striking out the last sentence (relating to taxable years before 
1954:). 
. (117) AlBNDXENT8 OF SECTION 981.-Section 931 (relating to 
income .from sources ~ithin ~ion) is amended by striking out 
strbeeet1on (h) (relating to certain pereons taken as prisoners of 
war while working in a possession), and by redesignating sub
section ( i) as subsection (h). 

(118) ~JDJNDJONT OF SECTION 984.-Section 934(b) (relating 
to gross mcome received by a corporation from the Virgin 
Islands) is amended by striking out the last sentence. 
. {119) AxENDHENT OF SECTION 9Gt.-8eetion 951(a) (1) (relat
mg t;<> t!"atment of subpart F income) is amended by striking out 
"begmnmg after December 31, 1962". 

(120) REPEAL 01' SECTION 972.-Section 972 (relating t-0 con
solidation of export trade corporations) is repealed. 

(121) All:itNDXENT OF SECTION 1001.-Section lOOl(c) (relat-
ing to recognnion of gain or loss) is amended to read as follows: 

. "(«:) R~NlTION or GAIN OR Loss.-Except as ot.herwise provided 
m this subtitle, the entire amount of the gain or loss, determined under 
this section, on the sale or exchange of property shall be recogniY.ed." 

{122) AJo:NDKENT8 OF SF.CrlON 1011.-
(A) Subpara~raph (A) of section 1016(d) (1) (relatin$r 

to mcreased basis for gift tax paid) is amended by strikine 
out "the date of the enactment of the Technical AmendmentA 
Act of 1958" and inserting in lieu thereof "September 2, 
1968". 

(B). ~ubparagraph (B) of section 1016(d) (1) is amendt>d 
by stnking out "the date of the enactment of the Technics 1 
Amendments Act of 1958" and inserting in lieu thereof 
"September 21 1958," • 

. (123) AxENDKENT OF SECTION 10te.-8ection 1016(a) (relat
mg to adjustments to basis) is amended by striking out paragraph 
(19). 

(124) AxENDKENT OF SECTION 101s.-Section 1018 (relat~ to 
adjustment of capital structure before September 22 1938) is 
amended by strikiiig out "M Stat. 709;". ' 

(125) REPEAL OF SECTION 1020.-Section 10'20 (relating to elec
tion in respect of depreciation allowed before 1952) is repealed. 

(126) REPEAL OF SECTION 1022.-
(A) Section 10'22 (relating to the basis of certain foreign 

pel'80nal holding company stock) is repealed. 
,(B) The repeal made by su6paragraph (A) shall apply 

with respect to stock or securities acquired from a decedent 
dying after the date of the enactment of this Act. 

(127) AxENDXENT OF SF.CTION 1024.--Section 1024 (containing 
cross references) is amended by striking out paragraph (4). 

.. 

• 
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(128) A.Jo:NDllD'TS OF SECTIOY 1083.-
• (A) Section 1~(!-) (relating to involunt&ry conversions) 26 USC 1033. 
IS ~ended by striking out paragraph (2) and by redesig-
nat~ parapph (3) as paragraph (2). 

(B} Section 1033(a) (~) (relating to conversion into 
money) , as redesignated by subparagraph (.A) of this para
graph and as amended bv thi Act, is amended-

( i) by striking otit "WHERE DISPOSITIOX OCCURRED AFTER 
1no" in the paragraph heading; 

(ii) by striking out "(g)" each place it appears and 
inserting in lieu thereof " ( h)"; 

(iii) by striking out "and the disposition of the con
verted property (as defined in paragraph (2)) occurred 
aft~r Decembe~ 31, 1900," in the text; and 

(1v) by adding at the end thereof the following new 
subparagraph: 

"(Ei pui.."(I'f!O!lt'B.-For purposes of this paragraph-
(1) Co'.NTRoL.-The term 'control' means the owner

ship of stock possessing at least 80 percent of the total 
combined voting power of all classes of stock entitled to 
vote and at least 80 percent of the total number of 
shares of all other classes of stock of the corporation. 

"(ii) DtsP08ITION OF THE CONVERTED PROPERTY.-The 
term 'disposition of the converted property' means the 
destruction, theft, seizure, requisition, or condemnation 
of the converted property, or the sale or exchan~ of 
such propert.v under threat or imminence of requiS1tion 
or condemnation." 

(C) Section 1033 (relating to involunta.cy conversions) is 
amend~ by striking out subsection (b) (relating to certain 
conversions~ before 1954) and by redesignating sub
sections {c), (d), (e), (f), (g), and (h), as subsections (b), 
(c), (d), (e), (f), and (g), respectively. 

(D) The first sentence of section 1033(b) (:oolat~ to basis 
of a ~roperty acquired through involuntary conversions), as 
redesignated hr. subparagraph ( C) of tliis .paragraph, is· 
amended by striking out "or ( 2)" and inserting m lieu thereof 
"or section 112(f) (2) of the Internal Revenue Code of 1939". 

(E) Section 1033(f) (2) (relating to condemnation of real 
prope~), as redesignated by subparagraph (C) of this par
aP-ph, 1S amended to read as follows: 

''(2) LIMITA~ON.-Paraw:a.P~l (1) shall not apply to the pur
chase of stock m the acqms1bon of control of a corporation 
described in subsection (a) (2)(A)." 

(F) Section 1033 ( g) ( 4) (relating to condemnation of real 
property)_, as amended by section 2140(a) of this Act is 
11;mended by striking out "(a)(3){B) (i)" and inserting in 
lieu thereof"(a) (2) (B) (i)". 

(129) AMENDHENTSOFSECTION 1084.-
(A) Section 1034{a) (relating to gain on sale of residence) 26 USC 1034. 

is amended by st~ out "after December 31 1953 ". 
(B) Section 1034(6) ( definina adjusted ~es price) is 

amended by st~~ out paragrapn ( 3} (relating to effective 
date of subSect1on (o) ). 

{C) Section 1034(d) (relating to certain limitations) is 
amended by striking out "or section 112 ( n) of the Internal 
Revenue Code of 1939". 
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(D) Section 103-!(i) (relating to involuntary connrsions) 
is amended to read as follows: . 

·'(ii) SPECL\L RrLE FOR. CoxoDrx.~Tiox.-In the case of the seizure, 
requisition. or condemnation. of a. residence. or the sale or: l'.xchan~e <?f 
a residence under threat or unmmence thereof, the prons10ns o.f tlns 
::;ection. in lieu of section 1033 (relating to involuntary C?nv~rs10ns), 
shall be applicable if the taxpayer so elects. If such elect10n is made, 
such seizure, requisition. or condemnation shall be tre:'lted as t~e sale 
of the residence. Such election shall be made at such tune and m such 
manner as the Secretary shall prescribe by regulations." . . . 

(E) Section 103-!(j) (relating to statute of lmutat10ns) 
is amended by striking out ''after December 31, 1950,". 

(130) Al\IE"!l.l):llEXT OF SECTIOX 1?37.-Section ~03~(b) (1) 
(relating to certain exchanges of Umted States obliga~10ns). is 
amended by striking out "section 1232(a) (2) (A)" and msertmg 
in lieu thereof "section 1232 (a) (2) (B) ". 

(131) Al\IEXD:IIENT OF SECTION 1~51.-Se?ti?n 10?1 (relating to 
property acquired before 1929 durmg affihat10n) is amended by 
striking out the last two sentences. 

( 132) Al\IEND:IIENTS OF SECTION 10 81.- . . . 
(A) Subsection (c) of se~tion 1081 (relating to distribu

tions required by the SEC) is amended to read as follo.ws =. 
"(c) D1sTRIB"CTION OF STOCK OR SECCRITIES ON~:-·-If there IS dis

tributed in obedience to an order of the Securities and Exchange 
Commis~on. to a shareholder in a corporation " ·hich is a registered 
holding company or a majority-own.e? subsi.diary company, stock or 
securities (other than stock or securities which are nonexempt p~~p
erty), without th.e surrend~r by such ~ha:eholder of stock or ~ecnnties 
in such corporat10n, no gam to the d1stribntee fr~m the receipt of the 
stock or securities so distributed shall be recogmzed." . 

(B) Section 1081(f) (relating to conditions :fo~ applica
tion of section) is amend~d by striking out "Except in the cas.e 
of a distribution described in subsection (c) (2), the provi
sions" and inserting in lieu thereof "The provisions", and by 
striking out "49 Stat. 820 ;". . . . . 

(C) Section 108l(g) (relati!lg to applicabiht:y o~ ot~er 
provisions) is amended by striking out "If a distribut10n 
described in subsection (c) (2), or an" and inserting in lieu 
thereof "If an". and by striking out the comma after "Com
mission". 

(133) Al\IENDMENTS OF SECTION 1083.-
( A) Section 1083 (a) is amended by striking out "49 Stat. 

820 ;". 
(B) Section 1083(b) is amended by striking out "49 Stat. 

804 :". 
( C) Section 1083 ( e) ( 4) is amended by striking out "49 

Stat. 820 ;". 
(134) REPEAL OF SECTION 111i.-Part IX of subchapter 0. of 

chapter 1 (relating to distributions pursuant to orders enforcmg 
the antitrust laws) is repealed. 

(135) Al\fENDMENTS OF SECTION 1201.-
(A) Section 1201(a) (relating to the alternative tax on 

capital gain) is amended to read as follows: 
" (a) CoRPORATIONs.-If for any taxab~e year a corpo:ation has a 

net capital gain then, in lieu of the tax imposed by sect10ns 11, 511, 
821 (a) or ( c) ;nd 831 (a), there is hereb:y impose~ a tax (if sue? tax 
is less than the tax imposed by such sect10ns) which shall consISt of 
the sum of-
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" ( 1) a tax computed on .the taxable income. reduced by the 
amount of the net capital gain, at the rates and m the manner as 
if this subsection had not been enacted, plus 

"(2) a tax of 30 percent of the ~et capital gain.". 
( B) Section 1201 ( c) ( relatmg to com putat10n of alterna

tive tax) is amended to read as follows: 
" ( c) COMPUTATION OF TAX WHERE CAPITAL GAIN EXCEEDS $50,000.

The tax computed for purposes of subsect~on (b) (3) shall be the 
amount by which a tax determined under sect10n 1 or 511 on an amount 
equal to the taxable income (but not less than 50 percent. of the net 
capital gain) for the taxable year exceeds a tax determmed under 
section 1 or 511 on an amou11t equal to the sum of (A ) the amount 
subject to tax under subsection (b) (1 ) plus (B) an amount equal to 
50 percent of the sum referred to in subsection (~) ~2) (A)." . 

( C) ( i) Section 120.1 is amen~ed by stnkmg o.ut su?sect10n 
( d) (defining subsec~10n ( d) gam) and by redesignating sub
section ( e) as subsect10n ( d). 

(ii) Section 1201(b) (2) (A) (relating to alternative tax 
on noncorporate taxpayers) is ame.nded by ~trikii_i.g o1:1t "~he 
amount of the subsection ( d) gam" and insertmg m lieu 
thereof "the sum of the long-term capital gains for the taxable 
year, but not to exceed $50,000 ($25,000 in the case of a 
married individual filing a separate return)". 

(iii) Section 1201 (b) ( 3) is ame!lded by ~triki.r~g 01;1t "~he 
amount of the subsection ( d) gam" and msertmg m lieu 
thereof "the sum referred to in subparagraph (A)". 

(136) AMENDMENTS OF SECTION 1222.-
(A) Paragraph (9) of s~ction ~222 (relating t? definition 

of terms applicable to capital gams and losses) IS amended 
to read as follows : 

"(9) CAPITAL GAIN NET INCOME:-The term 'capital gain net 
income' means the excess of the gams from sales or exchanges of 
capital assets over the losses from such sales or exchanges." 

(B) Paragraph (11) of ~ection .1222 (relating t? definition 
of terms applicable to capital gams and losses) IS amended 
to read as follows: 

"(11) NET CAPITAL GAIN.-The term 'net capital gain' means 
the excess of the net long-term capital gain for the taxable year 
over the net short-term capital loss for such year." 

(137) AMENDMENT OF SEC:.noN 1233.-Sectio:i ~233( C) srelating 
to certain options to sell) IS amended by stnkmg out the date 
of enactment of this title" and inserting in lieu thereof "August 
16 1954". 

'< 138) AMENDMENT OF SECTION 12 3 7 .--Section 12·37 (relating 
to real property subdivided for sale) is amended by striking out 
subsection ( d) (relating to effective date). 

(139) REPEAL OF SECTION.1240.----;Sec~ion 1240 (rela~ing to tax
ability to employee of certam termmat10n payments) is repealed. 

(140) AMENDMENT OF SECTION 1245.-S.ecti~m 1245(b) (7) (B) 
(relating to transfers to tax-ex;empt o.rgamzat10n where.p~operty 
will be used in unrelated busmess) IS amended by strikmg out 
"such organization acquiring such property,". 

(141) AMENDl\.rnN'r: OF SECTION 124G.-Section 12~6(f) (relating 
to gain on foreign investment company stock) 1s amended by 
striking out "beginning after December 31, 1962". 
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(142) AMENDMENT OF SECTION 1311.-Paragraphs (2) (A), (2) 
(B), and (3) of section 1311 (b) (relating to mitigation of effect of 
limitations) are each amended by striking out "Tax Court of the 
United States" and inserting in lieu thereof "Tax Court". 

(143) REPEAI. OF SECTION 1315.-Section 1315 (relating to effec
tive date of part II of subchapter Q of chapter 1) is repealed. 

(144) REPEAL OF SECTION 132i.-Part III of subchapter Q of 
chapter 1 (relating to involuntary liquidation of LIFO inven
tories) is repealed. 

(145) REPEAL OF SECTIONS l 331 THROUGH l:J37.-
(A) Part IV of subchapter Q of chapter 1 (relating to war 

loss recoveries) is repealed. 
(B) The repeal by subparagraph (A) shall apply with 

respect to war loss recoveries in taxable years beginning after 
December 31, 1976. 

(146) AMENDMENT OF SECTION 1341.-Section 1341(b) (2) 
(relating to claim of right) is amended by striking out the last 
sentence. 

(147) REPEAL OF SECTION 1342.-Section 1342 (relating to com
putation of tax on certain amounts recovered as a result of a patent 
infringement suit) is repealed. 

(148) REPEAL OF SECTION 1346.-Section 1346 (relating to 
recovery of unconstitutional Federal taxes) is repealed. 

(149) A11rnNDMENTS OF SECTION 1372.-
( A) Section 1372 ( b) ( 1) (relating to effect of election 

under subchapter S) is amended by striking out" (other than 
the tax imposed by section 1378)" and inserting in lieu there
of "(other than as provided by section 58(d) (2) and by sec· 
tion 1378) ". 

(B) Section 1372 ( c) (relating to subchapter S elections by 
small business corporations) is amended to read as follows : 

"(c) WHERE AND How MADE.-An election under subsection (a) 
may be made by a small business corporation for any taxable year at 
any time during the first month of such taxable year, or at any time 
during the month preceding such first month. Such election shall be 
made m such manner as the Secretary shall prescribe by regulations." 

(C) Section 1372 is amended by striking out subsection 
(g) (relating to certain elections for years beginning before 
1961). 

(150) AMF.XDMENTS OF SECTION 1374.-
( A) Section 137 4 (b) (relating to net operating losses of 

subchapter S corporations) is amended by adding at the end 
thereof the following new sentence: "The deduct10n allowed 
by this subsection shall, for purposes of this chapter, be con
sidered as a deduction attributable to a trade or business car
ried on by the shareholder." 

(B) Subsection ( d) of section 137 4 (relating to treatment 
of net operating losses of subchapter S corporations) is 
repealed. 

(151) A11rnNDllIENTR OF SECTION 1375.-
( A) The heading of subsection (b) of section 1375 is 

amended by striking out "Rv.cEIVED \'mmTT ~OT ALLOWED" 
and inserting in lieu thereof "NoT TREATED AS SucH FOR 
CERTAIN PURPOSES". 

(B) Section 1375 (f) (relating to elections a,s to certain dis
tributions) is amended by striking out paragraph (3). 
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(152) AMENDMENT OF SECTION 1378.-Section 1378(b) (relat- 26 USC 1378. 
ing to the taxation of capital gain in the case of electing small 
business corporations) is amended by striking out the last sentence. 

(153) AMENDMENTS OF SECTION 1388.-
( A) Section 1388 ( c) ( 2) ( B) ( i) (relating to patronage 26 USC 1388. 

dividends) is amended by strikmg out "the date of the enact-
ment of the Revenue Act of 1962" and inserting in lieu there-
of "October 16, 1962". 

(B) Section1388(h) (2) (B) (i) (relatingtoper-unitretain 
certificates) is amended by striking out "the date of the enact
ment of this subsection" and insertmg in lieu thereof "Novem
ber 13, 1966". 

(154) AMENDMENTS OF SECTION 1401.-
(A) Section 140l(a) (relating to rate of tax on self- 26 USC 1401. 

employment income) is amended to read as follows: 
" (a) OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE.-In addition 

to other taxes, there shall be imposed for each taxable year, on the 
self-employment income of every individual, a tax equal to 7.0 percent 
of the amount of the self-employment income for such taxable year." 

(B) Section 1401 (b) (relating to rate of tax on self-employ
ment income for hospital insurance) is amended by striking 
out paragraphs (1) and (2) and by redesignating paragraphs 
(3), (4), (5), and (6), as paragraphs (1), (2), (3) and (4), 
respectively. 

(155) AMENDMENTS OF SECTION 1402.-
(A) Paragraph (1) of section 1402(b) (relating to defini- 26 USC 1402. 

tion of self-employment income) is amended to read as follows: 
" ( 1) that part of the net earnings from self-employment which 

is in excess of (i) an amount equal to the contribution and benefit 
base (as determined under section 230 of the Social Security Act) 42 USC 430. 
which is effective for the calendar year in which such taxable year 
begins, minus (ii) the amount of the wages paid to such individual 
during such taxable years; or". 

(B) Section 1402 amended by striking out subsection (g) 26 USCJ.402. 
(relating to treatment of self-employment income for years 
prior to 1962), and by redesignating subsections (h) and (i) 
as subsections ( g) and (h) , respectively. 

(C) Section 1402(g) (2) (relating to self-employment 
income of members of certain religious faiths), as redesig
nated by subparagraph (B) of this paragraph, is amended to 
read as follows: 

"(2) TIME FOR FILING APPLICATIONS.-For purposes of this sub
section, an application must be filed on or before the time pre
scribed for filing the return (including any extension thereof) 
for the first taxable year for which the individual has self-employ
ment income (determined without regard to this subsection or 
subsection ( c) (6)), except that an application filed after such date 
but on or before the last day of the third calendar month follow
ing the calendar month in which the taxpayer is first notified in 
~riting by the Se_cretary that a. timely application for an exemp
tion from the tax imposed by tlus chapter has not been filed by him 
shall be deemed to be filed timely." 

(156) REPEAL OF Sl~CTION 1465.-Section 1465 (relating to defini- 26 USC 1465. 
tion of withholding agent) is repealed. 

(157) AMENDMENTS OF SECTION 1481.-
( A) Section 1481 (a) ( 1) (A) (relating to mitigation of 26 USC 1481. 

effect of renegotiation of Government contracts) is amended 
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by striking out "within the meaning of the Federal renegotia
tion act applicable to such transaction" and inserting in lieu 
thereof "within the meaning of the Renegotiation Act of 
1951, as amended (50 U.S.C. App. 1211 and following)". 

(B) Section 1481(a) (1) (relating to renegotiation) ir> 
amended by striking out subparagraph (D). 

(C) Subparagraphs (B) and (C) of section 1481(a) (1) 
are each amended by striking out "applicable Federal rene
gotiation act" and inserting in lieu thereof "Renegotiation 
Act of 1951, as amended". 

(158) AMENDMENT OF SECTION 1551.-Section 1551 (a) (relating 
to disallowance of surtax exemption) is amended by striking out 
"determined under subsection ( d)" and inserting in lieu thereof 
"determined under subsection ( c) ". 

(159) AMENDMENT OF SECTION 1552.-The first sentence of sec
tion 1552 (a) (relating to earnings and profits of an affiliated 
group) is amended by striking out "beginning after December 31, 
1953, and ending after the date of enactment of this title,". 

(b) CONFORMING AND CLERICAL AMENDMENTS.-
(1) AMENDMENTS CONFORMING TO REPEAL OF SECTIONS 35 AND 

242.-

( A) Section 36, as amended by this Act, is amended by 
striking out "sections 32 and 35" and inserting in lieu thereof 
"section 32". 

(B) Section 4l(b) (2) is amended by striking out "section 
35 (relating to partially tax-exempt interest),". 

(C) Section 46(a) (3) is amended by striking out sub
paragraph (B), by inserting "and" at the end of subpara
graph (A), and by redesignating subparagraph (C) as 
subparagraph (B). · 

(D) Section 50A(a) (3) is amended by striking out sub
paragraph (B) and redesignating subparagraphs (C), (D), 
and (E), as subparagraphs (B), (C), and (D), respectively. 

(E) (i) The heading of paragraph (1) of section 171(a) is 
amended to read "(1) TAXABLE BONDS.-". 

(ii) The heading of paragraph (2) of section 17l(a) is 
amended to read "(2) TAX-EXEMPT BONDS.-". 

(iii) Section 171 (a) is amended by striking out paragraph 
(3) and by redesignating para~raph (4) as paragraph (3). 

(iv) Section 17l(b) (1) (B) (i1) is amended by strikin/? out 
"subsection ( c) ( 1) ( B)" and inserting in lieu thereof sub
section (a) (1)". 

(v) So much of section 17l(c) as precedes paragraph (2) 
is amended to read as follows: 

" ( c) ELECTION As TO TAXABLE BoNDs.-
" ( 1) ELIGIBILITY TO ELECT; BONDS WITH RESPECT TO WHICH ELEC

TION PERMITTED.-In the case of bonds the interest on which is not 
excludible from gross income, this section shall apply only if 
the taxpayer has so elected." 

(F) (i) Section 551 is amended by striking out subsection 
( c), and by redesignating subsections ( d), ( e), ( f) , and ( g), 
as subsections (c), (d), (e), and (f), respectively. 

(ii) Section lOl?(a) (13) _is a!llended by striki_ng out "sec
tion 551 ( f)" and msertmg m lieu thereof "sect10n 551 ( e) ". 

(G) Section 584( c) (2) is amended to read as follows: 
" ( 2) DIVIDENDS RECEIVED.-The proportionate share of each 

participant in the amount of dividends received by the common 

PUBLIC LAW 94-455-0CT. 4, 1976 90 STAT. 1791 

trust fund and fo which section 116 applies shall be considered 
for purposes of such section as having been received by such 
participant." 

(H) (i) Section 642(a) is amended by striking out para
graph ( 1), and by redesignating paragraphs ( 2) and ( 3) 
as paragraphs (1) and (2), respectively. 

(ii) Section 41 ( d) is amended by striking out "section 
642 (a) ( 3)" and inserting in lieu thereof "section 642 (a) ( 2) ". 

(iii) Section 901(g) (3), as amended by this Act, is 
amended by striking out "section 642 (a) ( 2) " and inserting 
in lieu thereof "section 642 (a) ( 1) ". 

(I) (i) Section 702(a) is amended by striking out para
graph (7) and by redesignating paragraphs (8) and (9) as 
paragraphs (7) and (8), respectively. 

(ii) Section 702 (b) is amended by striking out "paragraphs 
( 1) through ( 8)" and inserting in lieu thereof "paragraphs 
(1) through (7) ". 

(iii) Section 1402 (a) is amended by striking out "702 (a) 
(9)" each place it appears and inserting in lieu thereof "702 
(a) (8)". 

(J) (i) Section 804(a) is amended by striking out para
graph (3), and by redesignating paragraphs (4) and (5) as 
paragraphs (3) and (4),respectively. 

(ii) Section 243(b) (3) (C) (iii), as <redesignated by para
graph (21) (A) of this subsection, is amended by striking 
out "sections 804 (a) ( 4)" and inserting in lieu thereof "sec
tions 804(a) (3)". 

(iii) Section 804(a) (2) is amended by striking out "para
graph ( 5)" and inserting in lieu thereof "paragraph ( 4) 1', 
and by striking out "paragraph ( 4)" and inserting in lieu 
thereof "paragraph (3) "· 

(iv) Section 809 ( d) ( 10) is amended by striking out "sec
tion 804 (a) ( 4) ", and inserting in lieu thereof "section 804 
(a) (3)". 

( v) Section 1561 (a) ( 3) is amended by striking out "sec
tions 804 (a) ( 4)" and inserting in lieu thereof "sections 804 
(a)(3)". 

(vi) Section 1564 (a) ( 1) ( C) is amended by striking out 
"sections 804 (a) ( 4)" inserting in lieu thereof "sections 804 
(a)(3)". 

(K) Section 804(a) (2) (A) is amended by striking out 
clause (ii), by insertin~ "and" at the end of clause (i), and 

by redesignating clause (iii) as clause (ii). 
( L) ( i) Section 809 ( d) ( 8) (A) is amended by striking out 

clause (ii ), by inserting "and" at the end of clause ( i), and 
by redesignating clause (iii) as clause (ii). 

(ii) Section 809(d) (8) (B) is amended by strikin~ out 
"subparagraph (A) (iii)" and inserting in lieu thereof 'sub
paragraph (A) (ii)". 

(M) Sections 804(a) (1), 804( a) (2), 809 (a) (1), 809 (b) (1) 
(A) and 809(b) (2) (A) are each amended by striking out 
", pa.rtially tax-exempt interest,". 

(N) Section 80~(e) i.s amended by striking out paragraph 
(6), and by redes1gnatmg paragraph (7) as paragraph (6). 

(0) Section 815(b) (2) (A) (iii) is amended by striking 
out "the deduction for partially tax-exempt interest provided 
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by section 242 (as modified bfc section 804(a) (3) ),"and by 
striking out the comma after ' 809 ( d) ( 8) ( B) ) ". 

(P) Section 822(c) (2) is amended by striking out "par
tially tax-exempt interest and". 

( Q) Section 822 ( c) ( 6) (A) is amended by striking out "or 
to the deduction provided in section 242 for partially tax
exempt interest". 

(R) Section 822(c) (7) is amended by striking out "par
tially tax-exempt interest and to". 

( S) Section 822 ( d) ( 2) is amended by striking out ", the 
deduction provided in subsection (c) (1), and the deduction 
allowed by section 242 (relating to partially tax-exempt 
interest)" and inserting in lieu thereof "and the deduction 
provided in subsection ( c) ( 1) ". 

(T) Section 832(c) (5) (A) is amended by striking out "or 
to the deductions provided in section 242 for partially tax
exempt interest". 

(U) Section 832(c) (12) is amended by striking out "par
tially tax-exempt interest and to". 

(V) Sections 852(b) (1) and 857(b) (1) are each amended 
by striking out the last sentence. 

(W) Section 1244(c) (1) (E) is amended by striking out 
"sections 172, 242, 243" and inserting in lieu thereof "sections 
172, 243". 

( X) Section 1402 (a) ( 2) is amended by striking out" (other 
than interest described in section 35) "· 

(Y) Section 1503(b) (3) is amended by striking out sub
paragraph (C). 

(Z) The table of sections for subpart A of part IV of 
subchapter A of chapter 1 is amended by striking out the 
item relating to section 35. 

(AA) The table of sections for part VIII of subchapter B 
of chapter 1 is amended by striking out the item relating to 
section 242. 

(2) AMENDMENT CONFORMING TO REPEAL OF SECTION 51.-The 
table of parts for subchapter A of chapter 1 is amended by 
striking out the item relating to part V. 

(3) AMENDMENTS CONFORMING TO ADDITIONS OF SECTIONS 64 AND 
65.-

(A) Paragraphs (1) (C), (5) (A), (6) (D), and (12) of 
section 341(e) are each amended by striking out "gain from 
the sale or exchange of property which is neither a capital 
asset nor property described in section 1231 (b)" each place 
it appears and inserting in lieu thereof "ordinary income". 

(B) Section 483 ( f) ( 3) is amended by striking out "no 
part of any gain on such" and inserting in lieu thereof "all of 
the gain, if any, on such" and by striking out "gain from the 
sale or exchange of a capital asset or property described in 
section 1231" and inserting in lieu thereof "ordinary income". 

(C) Section 707(b) (2) is amended by striking out "as 
gain from the sale or exchange of property other than a capi
tal asset" and inserting in lieu thereof "as ordinary income". 

(D) Paragraphs (1) and (2) of section 735(a) are each 
amended by striking out "gain or loss from the sale or 
exchange of property other than a capital asset" and inserting 
in lieu thereof "as ordinary income or as ordinary loss, as the 
case may be". · 
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( E) Section 1236 (b) is amended by striking out "loss from 26 USC 1236. 
the sale or exchange of property which is not a capital asset" 
and inserting in lieu thereof "ordinary loss". 

(F) Sections 1242 and 1243 are each amended by striking 
out "a loss from the sale or exchange of property which is 
not a capital asset" each place it appears and inserting in 
lieu thereof "an ordinary loss". 

( G) Section 1244 is amended by striking out "a loss from 
the sale or exchange of an asset which is not a capital asset" 
each place it appears and inserting in lieu thereof "an ordi
nary loss". 

(H) Section 1248(g) (3) (B), as redesignated by this Act, 
is amended by striking out "gain from the sale of an asset 
which is not a capital asset" and inserting "ordinarv income". 

(I) The following provisions are each amended by striking 
out "gain from the sale or exchange of property which is not 
a capital asset" each place it appears and inserting in lieu 
thereof "ordinary income": sections 341(a), 87l(a) (1) (C) 
(i) and (ii), 881(a) (3) (A) and (B), 996(d) (1) and (2), 
1037(b) (1 ) (A), 1232(a) (2) (A) and (B), 1232(c), 1246(a), 
and 1385 ( c) (2) (C). 

(J) The following provisions are each amended by strik
ing out "gain from the sale of property which is not a capital 
asset" and inserting in lieu thereof "ordinary income": sec
tions 306 (a) (1) (A), 306 (a) (1) (B), and 306 (f) . 

(K) The following provisions are each amended by striking 
out "gain from the sale or exchange of property which is 
neither a capital asset nor property described in section 1231" 
each place it appears and inserting in lieu thereof "ordinary 
income": sections 80(c) (1), 163(d) (3) and (5), 613(a), 617 
(d) (1), 995(b) (1) (C), 1238, 1245(a) (1), 1249(a), 1250 (f) 
and (g), 1251 (b) (3) (B), (c) (1), and (c) (2) , and 1252(a) 
(1). 

( 4) CLERICAL AMENDMENTS CONFORMING TO ADDITIONS OF SEC
TIONS 64 AND 65.-

(A) The table of sections for part I of subchapter B of 
chapter 1 is amended by adding at the end thereof the 
following new items: 
"Sec. 64. Ordinary income defined. 
"Sec. 65. Ordinary loss defined." 

(B) The heading for part I of subchapter B of chapter 1 
is amended by striking out "AND TAXABLE INCOME" 
and inserting in lieu thereof "TAXABLE INCOME, ETC." 
ETC." 

(C) The table of parts for subchapter B of chapter 1 is 
amended by striking out "and taxable income." in the item 
relating to part I and inserting in lieu thereof "taxable 
income, etc." 

(5) AMENDMENT CONFORMING TO REPEAL OF SECTION 76.-The 
table of sectiol'!-s . for part I~ of subc_hapter B . of chapter 1 is 
amended by stnkmg out the item relatmg to sect10n 76. 

(6) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 103.-

(A) Section 6049 (b) (2) (A) is amended by striking out 26 USC 6049. 
"section 103 (a) ( 1) or ( 3) " and inserting in lieu thereof 
"section 103 (a) ". 
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(B) Section 852(a) (1) (B), as added by this Act, is 
amended by striking out "section 103 (a) ( 1) " and inserting in 
lieu thereof "section 103 (a)". 

(7) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 143.-
(A) (i) Part V of subchapter B of chapter 1 is amended 

by striking out section 153 (relating to determination of 
marital status) and by redesignating section 154 as section 
153. 

(ii) The table of sections for part V of subchapter B of 
cha:i;>ter 1 is amended by striking out the items relating to 
sect10ns 153 and 154 and inserting in lieu thereof the 
following: 
"Sec. 153. Cross references.". 

(B) Section 152(1a) (9) is amended by sti-iking out "section 
153" and inserting in lieu thereof "section 143". 

(C) Section 153, as redesignaited by subparagraph (A) 
of this paragraph, is amended by adding at the end thereof 
the following new paragraph : 
"(5) For determination of marital statu~. see section 143." 

(8) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 151.-
(A) The following provisions are each amended by strik

ing out "educational institution (as defined in section 151 
( e) ( 4) ) " each place it appears and inserting in lieu thereof 

"educational organization described in section 170(b) (1) 
(A) (ii)": sections 117(a) (1) (A), 117(b) (1), 117(b) (2), 
152(d), 170(g) (1) (B) (as redesignated by subsection (a) 
(28) (A) (i) of this section), and 403(b) (1) (A) (ii). 

(B) Section 103(c) (3) (A), as redesig:nated by subsection 
(a) (17) of this section, is amended by striking out "educa
tional institution (within the meaning of sect ion 151 ( e) ( 4))" 
and inserting in lieu thereof "educational organization 
described in section 170 (ib) ( 1) (A) (ii)". 

(C) Section 163(b) (1) is amended by striking out ''edu
cational institution (as defined in section 151 ( e) ( 4) ) and 
which is provided for a student of such institution" and 
inserting in lieu thereof "educational organization described 
in section 170(b) (1) (A) (ii) and which is provided for a 
student of such organization". 

(D) (i) Subparagraphs (A), (B), and (C) of section 415 
( c) ( 4) are each amended by striking out "educational insti
tution" each place it appears and inserting in lieu thereof 
"educational organization". 

(ii) Subparagraph (D) (ii) of section 415(c) (4) is 
amended to read as follows: 

"(ii) For purposes of this paragraph the term 'edu
cational organization' means an educational organiza
tion described in section 170 ( b) ( 1) (A) (ii)." 

(iii) Section 415 ( c) ( 4) is amended by striking out "EDU
?ATIO~ AL .IN~TITUTIONS" from the paragraph heading and 
msertmg m lieu thereof "EDUCATIONAL ORGANIZATIONS". 

(E) Section 508(c) (2) (A) is amended to read as follows: 
" (A) educational organizations described in section 170 

(b) (1) (A) (ii), and". 
(F) Section 512(b) (15) (B), as redesignated by section 

1951(b) (8) (A) of this Act, is amended by striking out "edu-
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cational institution (as defined in section 151 ( e) ( 4))" and 
inserting in lieu thereof "educational organization described 
in section 170(b) (1) (A ) (ii ) ". 

( G ) Section 1303 ( d) is amended by striking out "educa
tional institution (as defined in section 151 ( e) ( 4))" each 
place it appears and inserting in lieu thereof "educational 
organizat ion described in sect10n 170(b ) (1) (A) (ii)". 

(H ) Sections 4941 (d )(2) (G)(ii) and 4945 (g) (l ) each 
are amended by striking out "educational institution 
described in section 151 ( e) ( 4)" and inserting in lieu thereof 
"educational organizat ion described in section 170 (b) ( 1) 
(A) (ii)". 

(9) AMENDMENTS CONFORMING TO THE AMENDMENTS OF SECTION 
1:;2.-Section 2(b) (3) (B) is amended by striking out clause (ii) , 
by adding "or" at the end of clause ( i), and by redesignating 
clause (iii) as clause (ii). 

( 10) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION 
172.-

(A) Section 374(e) (2) is amended by st riking out "sec
tion 172(j)" and inserting in lieu thereof "172 (g)". 

(B) Section 904(f) (2) (B) (i) and 904 (f ) (4) (B) (i), as 
amended by this Act, are each amended by striking out 
"section 172(k) (1)" and inserting in lieu thereof "section 
172(h) ". 

(11) AMENDMENTS CONFORMING TO REPEAL OF SECTION 187.
(A) Section 48(a) (8) (relating to section 38 property) is 

amended by striking out "187,''. 
(B) The table of sections for part VI of subchapter B of 

chapter 1 is amended by striking out the item relating to sec
tion 187. 

(C) Section 1082(a) (2) (B) (relating to basis for deter
mining gain or loss) is amended by striking out "187,". 

( D) Section 1245 (a) ( 2) (relating to gain from disposi
tions of certain depreciable property) is amended by striking 
out "187,'' each place it appears. 

(12) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 342.
( A) Section 551 ( f) , as redesignated by paragraph ( 1) ( F) 

of this subsection, is amended by striking out paragraph ( 3). 
(B) The table of subparts for part II of subchapter C of 

chapter 1 is amended by striking out the item relating to 
subpart C and inserting in lieu thereof: 
"Subpart C. Collapsible corporations." 

( C) The table of sections for subpart C of part II of sub
chapter C of chapter 1 is amended by striking out the item 
relating to section 342. 

(D) The heading of subpart C of part II of subchapter 
C of chapter 1 is amended to read as follows: 

"Subpart C-Collapsible Corporations". 

( 13) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 3 6 3.
The table of sections for subv.art C of part III of subchapter C of 
chapter 1 is amended by striking out the item relating to section 
363. 

(14) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 373.
(A) Section 372(b) (1) is amended by striking out "373 

(b) or". 
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(B) Section 37 4 (b) is amended to read as follows: 
"(b) BASIS.-

" ( 1) RAILROAD CORPORATIONS.-If the property of a railroad 
corporation, as defined in section 77 ( m) of the Bankruptcy Act 
(11 U.S.C. 205(m) ), was acquired after December 31, 1938, in 
pursuance of an order of the court having jurisdiction of such 
corporation-

" (A) in a receivership proceeding, or 
" ( B) in a proceeding under section 77 of the Bankruptcy 

Act, 
and the acquiring corporation is a railroad corporation (as 
defined in section 77(m) of the Bankruptcy Act) organized or 
made use of to effectuate a plan of reorganization approved by the 
court in such proceeding, the basis shall be the same as it would be 
in the hands of the railroad corporation whose property was so 
acquired, increased in the amount of gain recognized under sub
section (a) ( 2) to the transferor on such transfer. 

"(2) PROPERTY ACQUIRED BY STREET, SUBURBAN, OR INTERURBAN 
ELECTRIC RAILWAY CORPORATION.-!£ the property of any street, 
suburban, or interurban electric railway corporation engaged as 
a common carrier in the transportation of persons or property in 
interstate commerce was acquired after December 31, 1934, in 
pursuance of an order of the court having jurisdiction of such 
corporation in a proceeding under section 77 of the Bankruptcy 
Act (11 U.S.C. 501 and following), and the acquiring corpora
tion is a street, suburban, or interurban electric railway engaged 
as a common carrier in the transportation of persons or property 
in interstate commerce, organized or made use of to effectuate a 
plan of reorg-anization approved by the court in such proceeding, 
then, notwithstanding the provisions of section 270 of the Bank
ruptcy Act ( 11 U .S.C. 670), the basis shall be the same as it would 
be in the hands of the corporation whose property was so 
acquired." · 

( C) Section 37 4 ( c) ( 3) is amended by striking out "sub
section (b)" and inserting in lieu thereof "subsection (b) 
( 1) " . 

(D) Section 1232(b) (2) is amended by striking out "sec
tion 371, 373, or 374" and inserting in lieu thereof "section 
371or374". 

(E) The table of sections for part IV of subchapter C of 
chapter 1 is amended by striking out the item relating to sec
tion 373. 

( 15) AMENDMENT CONFORMING TO REPEAL OJ<' SECTIONS 3 91 
THROUGH 39'>.- The table of parts for subchapter C of chapter 1 
is amended by striking out the item relating to part VII. 

( 16) AMENDMENT CONJ<'ORMING TO THE AMENDMENTS OF SECTION 
481.-Section 381(c) is amended by striking out paragraph (21). 

(17) AMENDMENT CONFORMING TO THE AMENDMENTS OF SECTION 
545.-Section 381 ( c) (15) is amended by striking out "subsections 
(b) ( 7) and ( c)" and inserting in lieu thereof "subsection ( c) ". 

(18) Al\IENDMEXT CONFORMING TO THE REPF..AL OF SECTION 583.
The table of sections for part I of subchapter H of chapter 1 is 
amended by striking out the item relating to section 583. 

(19) AMENDMENT CONFORMING TO THE REPEAL OI•' SECTION 592.
The table of sections for part II of subchapter Hof chapter 1 is 
amended by striking out the item relating to section 592. 
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(20) AMENDMENTS CONFORMING TO THE REP~A~ OF SECTION 601.
(A) Section 535(b) is amended by strikmg out paragraph 

(
8

) · "k" t (B) (i) Section 545(b) is amended by stri mg ou para-
graph ( 6) , and by redesignating paragraph ( 8) as para-
graph (6) . . . " 

(ii) Section 545(b) (2) is amended by stnkmg out para
crraph ( 8)" and inserting in lieu thereof "paragraph ( 6) ". 0 

(iii) Section 545 ( c) ( 5) is amended by striking out "s1;lb
section ( b) ( 8)" and inserting in lieu thereof "subsect10n 
(b) (6)". . 

(C) The table of parts for subchapt.er H of chapter 1 is 
amended by striking out the item relatmg to part III. 

(21) AMENDMENTS CONFORMING TO T~E REPEAL OF SECTION 615.-
( A ) ( i) Section 243 ( b) ( 3) ( C) is. '.lmende~:-:- . . 

(I) by striking out cla!lses ( u) and ( m) and msertmg 
in lieu thereof the followmg: . . 

"(ii) $-WO 000 limitation for certarn cxplorat10n 
Pxpenditnres ;mder section 617(h) (1),", and 

(II) by redesignati?g clauses (iv) and (v) as clauses 
(iii) and (iv), respect1 vely. . . 

(ii) Section 1564(b) (2) (0) is !lmen~ed ?Y s~nkmg out 
"section 243 ( b) ( 3) ( C) ( v) " and msertmg m lieu thereof 
"243(b) (3) (0) (iv)". 

( B) Section 381 ( c) ( 10) is amended to read as follows : 
" ( 10) T1mAT}mNT OF CEHTAlN MINING DIWELOI'l\IENT AND EXPLO

ltATION EXPENSES OF DISTRIBUTOR OR THANSFEROR COHl'OI!A'~ION.

The acquiring corporation shall be en~itled to deduct, as if it were 
the distributor or transferor corporat10n, expenses d~ferred ~mder 
section 616 (relating to certain de_velopment expenditures) if the 
distributor or transferor corporat10n has. so ele?ted. For th~ pur
pose of applying the lim~tat!on provided m sect10n ~17 (h)., if, for 
any taxable year, the distributor or transferor co~~orat10n was 
allowed a deduction under section 617 (a), the acqmrmg co}pora
tion shall be dee111ed to have been allowed snch d~d!1ctio11 . " 

(C) Section 617(h) (1) is amendecl. by stnkrng ont and 
section 615(a) and the amounts wh.ich are o~, hav~ been 
treated as deferred expenses under sect10n 615 (~) and mser.t
i11g in lien thereof "and subsection (a) of sect1011 61,5 (as i,~ 
<'1fcct bPfore the enactment of the Tax Reform Act of 1976) . 

(D) Section 617(h) (3) is amended to read as follows: 
"(3) APPLICATION OF l'ARAGHAPH (2) (B) .-Paragraph (2) (B) 

shall apply with respect to all amounts deduc~ed before the latest 
such transfei· from the individual or corporat10n to the taxpayer. 
Paracrraph (2) (B) shall apply only if- . 0 

" (A) the taxpayer acqui~·ed any mm.era! property fr?m 
the individual or corporat10n under circumstances which 
make paragraph (7), (8), (11), (15), (17), (20), or (22) 
of section 113 (a) of the Intemal Revenue Code of 1939 apply 
to such transfer; or 

" ( B) the taxpayer acqui~·ed any min.era I property fr?m 
the individual or corporat10n under circumstances which 
make section 334(b), 362 (a) and (b), 372(a), 374(b) (1), 
1051 or 1082 apply to such transfer." . 

(E) Section 617 is amended by addmg at the end thereof 
the following new subsection: 

"(i) CERTAIN PRE-1970 EXPLORATION EXPENDITURES.-If-

26 USC 535. 
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26 USC 617. 
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"(1) the ta:x_payer receives mineral property in a transaction as 
a result of which the basis of such property in the hands of the 
transferee is determined by reference to tlie basis in the hands 
of the transferor, 

"(2) an election made by the transferor under subsection (e) 
of section 6Hl(e) (as in e1fect before the enactment of the Tax 
Reform Act of 1976) applied with respect to expenditures which 
were made by him and which were properly chargeable to such 
property ana 

"(3) the taxpayer has made or makes an election under subsec-
tion (a), 

then in the application of this section with respect to the transferee, 
the amounts allowed as deductions under such section 615 to the 
transferor, which (but for the transferor's election) would be reflected 
in the adjusted basis of such property in the hands of the transferee, 
shall be treated as expenditures allowed as deductiotl6 under subsection 
(a) to the transferor." 

(F) Section 703 (b) is amended by striking out "under sec
tion 616 (relating to pre-1970 exploration expenditures),". 

( G) Section 1016 (a) is amended by striking out paragraph 
(10). 

(ll) The table of sections for part I of subchapter I of 
chapter 1 is amended by striking out the item relating to sec
tion 615. 

( 22) AJoNDHEN'.1'8 OONFORllUNG TO THE REPEAL OF SECTION 832.
( A) The table of sections for part III of subcbapter I of 

ch&:(>ter 1 is amended by striking out the item relating to 
section 632. 

(B) Section 5(b) is aimended by striking out paragraph 
(l). 

(23) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 171.
The table of parts for' subchapter K of chapter 1 is amended by 
striking out the item relating to part IV, 

(24) AHENDMENT CONFORMING TO THE AMENDMENT OF SECTION 
so2.-:8ection 815(c) (3) (B) is a.mended by striking out "(deter
mined without regard to section 802(a) (3)) "· 

(25) AloJmHENT CONFORMING TO THE AMENDMENT OF SECTION 
su.-Section 844(b)(2) is amended by st!'ilcing out "section 
812(b)(l) \A) (iii)" and inserting in lieu thereof "section 812 
(b)(l)(C) '. 

(26) AHENDHENTS CONFORMING TO THE A.llENDllmNTS OF SECTION 
88',-

(A) Paragra_pbs (5) and (6) of section 861(a) (relating 
to items treated as income from within United States) are 
each amended by striking out in the heading "sALE" and 
inserting in lieu thereof "SALE OR EXCHANGE", and by striking 
out "sale" in the text and inserting in lieu thereof "sale or 
excha~"· 

(B) Section 86l(e)(l) (relating to income from certain 
aircraft and vessels) is amended by st~ out "sale or other 
disposition" and ~ in lieu thereof sale, exchange, or 
other disposition". 

(C) Paragra_phs (5) and (6) of section 862(a) (relating 
to items treated as income from without the United States) 
and paragraphs (2) and (3) of section 863(b) (relating to 
sources of income) are each amended by stnkmg out "sale" 
and inserting in lieu thereof "sale or exchange". 
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(D) Pa~ph (2) of section 863(b) (relating to souw:s 
of mcome) 18 amended by striking out "sold" each place it 
appears and inserting in lieu thereof "sold or exclmnged". 

(27) AMENDMENTS CONFORllllNG TO THE REPEAL OF BECTION' 
9
n.- (A) Section 970(b) (1) (relating to inclusioD; of certai.n 

previously: excluded amounts of subpart F mcome) 18 
amended by striking out "application of secti?n 972" ~d 
inserting in lieu thereof "treatment (under section 972 as m 
e1fect before the da.t.e of the enactment of the Tax Reform 
Act of 1976) of two or more con~lled forei_gn corporations 
which are export trade corporations as a smgle controlled 
foreign corporation". 

(B) The table of sections for subpart G of :part III of 
subchapter N of charter" 1 is amended by striking out the 
item relating to section 972. 

(28) AMENDMENTS CONFORMING TO THE AMENDMENT OF SECTION' 
1001.- • d 

(A) Subsection (c) of section 33118 amended to rea as 
follo•e: 

" ( c) CROSS REFEREN'OE.-
"For r;eaeral rule for determination of the amount of gain or 101111 

recognized, see section 1801." 
(B) (i) Section 1002 (relating to recognition of gain or 

loes) is repealed. 
(ii) The table of sections for part I of subchapter 0 of 

chapter 1 is amended by striking out the item relating to sec
tion 1002. 

(29) AMENDMENTS CONFORJIUNG TO THE REPEAL OF SECTION 
io20.- . 16. 

(A) The third sentence of subsecti?n (a) o~ lilOOti~n 10 . is 
amended by striking out "under section 1020 ' and msertmg 
in lieu thereof "under section 1020 (as in effect before the 
date of the enactment of the Tax Reform Act of 1976) "· 

(B) The table of sections ~o~ part II of ~ubchapte~ 0 of 
chapter 1 is amended by striking out the item rel,atmg to 
section 1020. 

(30) AMENDKENTS CONFORllllNO TO THE REPEAL OF SECTION 
1022.-

(A) Section 1016(a) is amended-
(i) by striking out paragraph (21), and 
(it) by redesignatin~ l?aragrap~ (20) and (2'.l) as 

paragraphs ( 19) and (20), respectively. 
(B) The amendment made by su6pa:i;agraph (A) (i) shall 

apply with respect to stock or securities o.cqmred :lrom a 
decedent dying after the date of the enactment of this Act. 

( C) The table of sections for }>art II of subchapter 0 
of chapter 1 is amended by striking out the item relating 
to section 1022. 

(31) A.xl:N'DMENTS CONFORllr.ING TO AHENDXE.."ITS OF SECTION 
1033.- • 

(A) Section 1250(d)(4)(B) is amended by striking out 
"1033(a) (8) (A)" and inserting in lieu thereof "1033(a) (2) 
(A)". 

(B) Section 1250(d)(4) (C) and (D) are each amended 
by striking out "1033(a) (3)" and inserting in lieu thereof 
"1083(a) (2)". 
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(C) Sect.ion 6212(e) (2) (B) is amended by striking out 
"1083(a~8) (C) and (D),, and inserting in lieu thereof 
"1033(a (2) (C) and (D)". 

(D) um 6004:(4) is a.mended b_y striking out "1033(a) 
~~) ~~ (j)~ J.D)" and inserting in lieu thereof "1033(a) (2) 

(E) Sections 1071(b) and 121SO(d) (4) (D) are each 
amended by striking out "1038 ( c)" and inserting in lieu 
thereof "1083 ( b) ". 

( 32) AHmmHEI:n'S CONFORJrlING TO THE REPEAL OF SEC'rION 
1111.-

(.A.) Section 301 is amended by striking out subsection ( f), 
and by redesignating subsection (g) as subsection (e}. 

(B) (i) Section 312 is amended by striking out subsection 
(k), and by redesign.a~ subsections (I) and (m) as subsec
tions (j) and (k), respectively. 

(ii) Section 1246(g) is amended by striking out "312(1)" ana inserti11ft in lieu thereof "312 (j) ". 
(iii) Sections 964.(a) and 1248(e) (1) are~ amended by 

striking out "812(m) (3)" and inserting in lieu thereof "812 
(k) (3)". 

(iv) Subsection (d) of section 1377
1 

as added by this Act, 
is amended by striking out "312(m)' and insertmg in lieu 
thereof "812(k) "· 

( C) Section ISSIS (b) is amended by striking out paragraphs 
(9} and (10). 

(D) SectlOil M3(a) (1) is amended by inserting "and" at 
the end of subparagraph (A) 1 and by stri~ out sub
paragraphs (B) and (C) and lll86rting in lieu thereof the 
follow!na': 

"(B) interest on amounts set aside in a reserve fund under 
section lHl or 607 of the Merchant Marine Act, 1936 (46 
U.S.C.1161or117'1)." 

(E) Section MlS (b) is amended by striking out paragraphs 
(10) and (11). 

(F) SeCtion lSIS8(a) (1) is amended to read as follows: 
"(1) DxvrnENo , ETC.-Dividends, inte-, royalties, and 

annuities." 
( G) Section 656 (b) is amended by stl'iking out paragraphs 

(7) and (8). 
(H) section 561 (b) is amended to read as follows: 

"(b) SPECIAL RULES APPLicABu:.-In determining the deduction for 
dividends :paid, the rules provided in section IS62 (relating to rules 
applicable m determining dividends eligible for dividends paid deduc
tion) and section 563 (relating to dividends paid after the close of the 
taxable year) shall be applicable." 

(I) The table of parts for subchapter 0 of chapter 1 is 
amended by striking out the item relating to part JX. 

(88) AlrlENDHENT8 CONFORMING TO AMENDMENT OF SECTION 
1222.-

(A) Section l57(a) (9) (A) is amended by striking out ''the 
amount by which the net long-term capital gain exceeds the 
net short-term capital loss" and inserting in lieu thereof ''the 
net capital gain". 

(B) So much of the first sentence of section 57(a) (9) (B) 
as precedes "by a fraction" is amended to read as follows: "In 
the case of a corporation having a net capital gain for the 
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taxable year, an amount equal to the product obtained by 
multirlying the net car ital ~in". 

(C Section 527(b (2) JS amended by striking out "net 
section 1201 gain'1 and inserting in lieu thereof "net capital 
gaiil". 

(D) Sections535(b)(6) andM5(b) (5) areea.chamended
(1) by etr~ out from the paragraph heading 

"LoNG-TERM" and mserting in lieu tliereof "NET", 
(2) by striking out from the text "the excess of the net 

long-term capital gain for the taxable year over the net 
short-term capital loss for such year" each place it 
appears and inserting in lieu thereof "the net capital gain 
for the taxable year'', and 

(3) by striking out from the text "snch excess" each 
place it a~pears and inserting in lieu thereof "such net 
Ca,E>ital gam". 

(E) Section 800 (a) (2) is amended-
( i) by striking out ''the net long-term capital gain of 

any life insurance company exceeds the net short-term 
capital loss" and inserting in lieu thereof "any life insur
ance companY. has a net capital gain'', and 

(ii) by etnking out "such excess" ea.ch place it ap~rs 
and inserting in lieu thereof ''such net ca-eitaI gain '. 

(F) Section 804(a) (2) is amended by stnking out "by 
which the net long-t.erm capital ~in exceeds the net short
term capital loss" and inserting m lieu thereof "of the net 
capital gain". 

{G) Sections 809(b)(l)(B) and 809(b)(2)(B) are each 
amended b:v striking out "by which the net long-term capital 
gain exceeds the net short-term cap,ital loss" and inserting in 
lieu thereof "of the net caf ital IP.l:in '· 

(H) Section 815(b) (2 (A)( ii) is amended by striking out 
"by which the net long-term capital gain exceeds the net short
term capital loss" and inserting in lieu thereof "of the net 
capital gain''· 

(I) Section 852(b) (2) (A) is amended by striking out 
''the excess, if any, of the net long-term cayital gain over the 
net short-term capital loss" and inserting in lieu thereof "the 
amount of the net capital gaj.n, if any". 

(J) (i) Section 852(b) (3) (A) is amended to read as 
follows: 

"(A) llCPOSITION 01" TAX.-There is hereby imposed for 
each taxable year in the case of every regulat.ed investment. 
company a. tax, determined as provided in section 1201 (a), on 
t.he excess, if any, of the net capital gain over the deduction 
for dividends pa.id (as defined in section 561) determined 
with reference to capital gain dividends only." . 

(ii) The second sentRnce of section 852(b) (3) (0) 18 
amended by striking out "excess of the net long-term capi
tal gain over the net short-term capital loes" each. place it 
ap~ars and inserting in lien thereof "net capital gam". 

(K) The second sentence of section SlS'l(b) (3)(0) is 
amended by striking out "exceee of the net lon~-term capital 
gain over the net short-term capital loss" each place it appears 
and inserting in lieu thereof "net capita) '2'&in". 

(L) Section 1201 {b) is amended by striking out f'net sec
tion 1201 ~" each pbme it appears and inserting in lieu 
thereof "net capital gain". 
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(M) The first sentence of section 1202 is amended to read 
as follows: "If for any taxable year, a taxpayer other than a 
corporation has a net capital gain? lSO percent of the &J!lOunt of 
the net capital gain shall be a dectuction from gross mcome." 

{N) Sections 38l{c) (3) (B), 38l(c) (3) (C), 852(d), 4940 
( c) ( 1) , and 4940 ( c) ( 4) a.re each amended by striking out "net 
capital nin" and inserting in lieu thereof "capital gain net 
income'':' 

(0) Section 1212(a) (1). is amended by ~rikll;ig 0~1t "~et 
capital ll&in" each place it appears and msertmg m lieu 
thereof Zt'capital gain net income", and by striking out "net 
capital nins" and inserting in lieu thereof "ca.pita.I gain net 
income'~ 

(P) Section 1247(a) (1) (B) is amended by striking out 
"the exceBB (determined as if such corporation were a domestic 
corporation) of the net long-term capital gain over the net 
short-term capit&l loss" and inserting in lieu thereof "t~e 
amount (determined as if such co7°ration were a domestic 
corporation) o~ the net capital P.in • . . 

(Q) (i) Section 1375(a) (1) is amended by striking out 
"the excess of the co~ration's net long-term capital gain 
over its short-term ca.pita.I loss" and inserting in lieu thereof 
''the corporation's net capital gain". 

(ii) The second sentence of section 137ts(a)(l) is amended 
by striking out "such excess" and inserting in lieu thereof 
"such net ca:pital gain". 

(iii) Section 1875 (a) ( 3) is amended by striking out "the 
excess of an electing small business corporation's net long
term capital pin over its net short-term capital loss" and 
inserting in heu thereof "an electing small business corpora
tion's net capital gain". 

(R) The following provisions are each a~end~ by strik
ing out ''the excess of the net lon~term capital gam over the 
net short-term capital loss," and 111sert~ m lieu thereof "the 
net capital gain": Sections 1247(a) (2) (A) (i), 1247(a) (2) 
(0)71247(d} (1) and (2), 1378(a) (1), 18'78(b) (1), and 1378 
(c)\3). 

(34:) A.XamXENT CONFORlllING TO THE REPEAL OF SECTION 1240.7° 
The table of sections of part IV of subchapt.er P of chapter 1 18 
amended by striking out the item relating to section 1240. 

(35) AKENDKJl!NT CONFORMING TO THE REPEAL OF SECTION 1311.
The table of sections for part II of subchapter Q of chapter 1 is 
amended by striking out the item relating to section 1315. 

( 36) AMENDMENTS CONFORMING TO 'l11IE REPEAL OF SECTION 
1321.-

(A) Section 472 is amended b:v striking out subsection (f). 
( B) Section 6422, as amendecl by this Act, is amended by 

striking out paragraph (2), and by redesignatingparagraphs 
(3) through (13) as paragraphs (2) through (12), 
respectively. 

(C) ection 6504 is amended by striking out paragraph 

(lh:)) Section 6515 is amended by striking out paragraph 
(1). . 

(E) The table of parts for subchapter Q of chapter l 1s 
amended by striking out the item relating to part Ill. 

(37) AXENDXENTS CONFORMING TO THE REPEAL OF SECY.l'IONS 1381 
THROUGH 1381.-
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(A) The third sentence of section 901 (a) is amended by 
st~ out "under section 1333 (relating to war loss 
recovenes) or". . . 

(B) Section 936(a)(2), as added by this Act, 18 
a.mended-

an~i) by inserting "or" at the end of subparagraph (C), 

(ii) by striking out subparagraph (D). 
(C) Section 6212(c).(2) is amended by Bhiking out sub

paragraph (D). 
(D) Sect10n 6515 is amended by stpiring out paragraph 

(
6
)· • A · ded b (E) Section 6515, as amended by this, ct,.18 amen 'Y 

striking out~a~ph (2), and by rede8lgn•tmfi t>aragra~hs 
(3), (4), (5 , (6), (7), ~d (8) as pa.ragraphsl), (2), (3), 
(4), (5),an (6) respectively. . 

(F) The table 0£ parts for subchapter Q of chapter 1 is 
amended by striking out the item relating to part IV. 

(38) AKENDHENT CONFORMING TO THE REPEAL OF SECTION 1842.7° 
The table of sections for part V of subchapter Q of chapter 1 is 
amended by striking out the item relating to section 1342. 

(39) AMENDKENTB CONFORMING TO THE REPEAL OF SECTION 
1348.-

(A) The table of sectio~ ~r part VI .of subcha:pter Q of 
chapter 1 is amended by striking out the item relating to sec
tion 1346. 

(B) Section 6504 is amended by striking out paragraph 
(7). 

(40) AMENDMENT OONFORJUNO TO AKENDHENT OF SECTION 
l3T2 • ....:..section 58(d) (2) is amended bv striking out", notwith
standing the provisions of section 18'71(b) (1),". 

( 41) .AloNDKENT CONFORMING TO THE REPEAL OF BEOTION 
UH.-The table of sections for subchapter C of chapter 3 is 
amended by striking out the item relating to section 1465. 

( C) A.Jo:NDMENTB TO PlloVISIO:NS Rl:rEJuuNO TO TEmuroRIE8.-
( 1) Section 37(f) is amended by striking out "a Territory,". 
(2) Sections 105(e) (2), 273, and 4M(b) (2) are each amended 

by striking out", a Territory,". 
(3) ection 117(b) (2) (A) (iv) is amended by striking out "a 

territory"· 
(4) S~tion 162(a) is amended b;y striking out "territory". 
(lS) Section 58118 amended~ striking out", of any State, or 

of any Territory" and inserting m lieu tliereof "or of any Stat.e", 
and by striking out" Territorial,". 

(6) Section 801(h) (3) is amended by striking out "or 
Territorial". 

('7) Section 861(a) (1) is amended by striking out", any Ter
ritory, any political subdivision of a Territory,". 

(8) Paragraphs (6) and (7} of section 1014(b) are each 
amended by striking out "Territory,". 

(9) Section 1221 ( 5) is amended bj striking out "or Territory,". 
(d) EF!'Wl'lv!l DATE.-Except as otherwise expressly_ provided in 

this section, the amendments made by this section shall apply with 
respect to taxable years beginning after December 31, 1976. The amend
ments made by subsections (a) (29) and (b) (10) shall apply with 
respect to taxable years ending after the date of the enactment of this 
Act. 
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SEC. 1901. AMENDMENTS OF SUBTITLE B; ESTATE AND GIFT TAXES. 

(a) b GENDAL-
(1) Alom>KENTS OF SECTION 2012.-

(A) Section 2012(b) (relating to credit for gift tax) is 
amended-

(i) by striking out "(b) In applying," and inserting 
in lieu thereof "(b) VALUATION REI>ucnoNE'.-ln apply
ing," and 
. (ii) by striking out in paragraphs (2) and (3) "deduc

tion)-then" and inserting in lieu thereof "deduction), 
then". 

(B) Section 2012(c) (relating to gift by spouse or third 
party) is amended by striking out " ( c) Where the decedent" 
and inserting in lieu thereof "(c) Wm:u Grrr CoNBIDEBED 
MADE ONE-HALF BY SroU8E.-Where the decedent". 

(C) Section 2012(d) (1) (relatin~ to comr,utation of 
amount of gift tax) is amended by strikina' out' (d) (1) For 
purposes of" and inserting in lieu thereof the following: 

" ( d) CoMPUTATIO.N OF AxoUNT or GlF'r TAx PAm.-
" (1) AxouNT OF TAX.-For purposes of". 

(D) Section 2012(d) (2) (relating to credit for sift tax) 
is amended by str~ out "(2) For purposes" and mserting 
in lieu thereof: "(2) AxouNT OF GIFT.-For purposes". 

(2) AlnNDHENT8 OF SECTION 2013.-Section 2013(d) (3) is 
all!ended ~T striking out ", or the corresponding provision of 
pnor law,. 

(3) AxENnJONT OP SECTION 2oss.-Section 2038 (:relating to 
revocable transfers) is amended by striking out subsection (c) 
(relating to eft'ect of disability in certain cases). 

( 4) AXENI>KBMTS OF SEC'l"ION 201111.-
. (A) Section 2055 (b) (relating to powers of appointment) 
lS amended to read as follows: 

"(b) PowEJl8 or APPOINTKENT.-Propert7 includible in the dece
dent's gro~ estate under section 2041 ( relatmg to powers of appoint
ment} received by a. donee described in this section shall for purposes 
of this section, be considered & bequest of such deceden't." 

(B) Section 20M(f) (relating to cross references) is 
amended to read as follows: 

( f) CROBS RJJFERl!lNCP.8.-

"(1) For op.tion u to time for nlaation for purpose of deduction 
uncler thia section, see aedion 2032. 

."(!) For exemption of gifts and beqaesta to or for the benefit of 
L1hr1117 of Congress, see section 5 of the Act of March 3, 19%5 a• 
amended (2 U.S.C. 161). ' 

"(3) For treatment of gifts and bequests for the benefit of the Office 
of Naval ~ecords and History as gifta or bequests to or for the use 
of.,the United States, see s~ction 7222 of title 10, United States Code. 

(~) For treatment '?f gifts and bequests to or for the benefit of 
Nat!onal Park Foundaho~ as gifts or bequests to or for the use of the 
Umted States, see section 8 of the Act of December 18, 1967 (16 u.s.c. 191). 

"(5) For treatment of gifts, de'riaes, or bequest• accepted by the 
Secretary of State under the Foreip Service Aet of 1941 u gifts, 
devices, or beqaesta to or for the use of the United Statea, aee section 
1021 ( e) of that Aet (ZZ U.S.C. 809(e)) • 

"(6) For treatment of gifts or bequests of money accepted hy the 
Att~rney General for credit to 'Commissary Funds, Federal Prisons,' 
as gifts or bequests to or for the use of the United States, eee section 
Z of the Act of May 15, 195Z. u amended by the Act of July 9 1952 
(31 u.s.c. 7!59-4). , 

PUBLIC LAW 94-4..55-0CT. 4, 1976 

"(7) For payment of tax on gifta and beqaeata of United States obli· 
gations to the United States, see section 24 of the Second Liberty 
Bond Act (31 U.S.C. 757e). 

"(8) For treatment of gift• and bequests for benefit of the Naval 
Academy as gifts or bequests to or for the use of the United States, 
see section 6973 of title 10, United States Code. 

"(9) For treatment of gifts and bequests for benefit of the Naval 
Academy Museum as gifts or bequests to or for the use of the United 
States, see section 6974 of title 10, United States Code. 

"(10) For exemption of gifts and bequests received by National 
Archives Trust Fund Board, see section 2308 of title 44, United States 
Code." 

(5) .AKENDKENTS OF SECTION 2108.-
(A) Section 2106(a) (2) (F) (relating to cross references 

concerning the charitable deduction for estate tax purposes) 
is a.mended to read as follows: 

"(F) CROSS RulmENCl'A-

"(l) For option as to time for motion for purposes of deduc
tion under thia aection, see section 20U. 

"(2) For exemption of certain bequests for tire benefit of the United 
States and for rules. of construction for certain bequests, see sec
tion 2C55(f)." 

(B) Section 2106 (relating to taxable estate of nonresi
dents) is amende? by striking out subsection ( c) (relating to 
treatment of Uruted States bonds). 

(6) AMENDMENT OF SECTIONS 2107 AND 2108.-Section 2107(a) 
(relating to estate tax on expatriates) and section 2108(a) (relat
ing to application of pre-1967 estat.e tax provisions) are each 
amended by st~ out "the date of enactment of this section" 
and inserting in lieu thereof "November 13, 1966". 

(7) AHBNDHENT RELATING TO SECl'ION 2201.-
(A) Section 6(b){l) of the Act of January 2, 19't5 (Pub

lic 4w 93-597; 88 Stat. 1950) is amended b:r striking out 
"Section 2210" and insert~ in lieu thereof "Section 2201". 

(8) The amendment made by subsection (A) is eft'ective 
Jajy 1, 1973. 

(8) REPEAL OF SECTION 2202.-Section 2202 (relating to mis
sionaries in foreign service) is repealed. 

(9) AMENDMENT OF SECTION 220•.-The last sentence of sec
tion 2204(b) (relating to the discharge from personal liability of 
a fiduciary other than the executor) is amended by striking out 
"has not been" and ~rting in lieu thereof "has been". 

(10) AxENDXENTOFSECTION no1.-Section2501(a) (1) (relat
ill§ to imposition of gift tax) is amended to read as follows : 

'(1) GENERAL RULE.-A tax computed as provided in section 
2562, lS hereby imposed for eacli calendar quarter on the transfer 
of property by gift during such calendar quarter by any individ
ual, resident or nonresident." 

(11) AMENDMENT OF SECTION 2u2.-Subsection (d) of section 
2522 (relating to cross references) is amended to read as follows: 

"( d) CROE!s REFERENCl!:.-

"For exemption of certain gifts to or for the benefit of the United 
States and for rules of construction with respect to certain gifts, see 
section !055(f).'" 

(12) Ax:ENDKENTS TO SECTIONS REFERRING TO TERRITORIES.-

( A) The follo~ provisions are each amended by strik
ing out "Territory, : sections 2055(a.)(1), 2056(c)(2)(B) , 
and 2106(a) (2) (A) (i). 
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(B) The following provisions are each amended by strik
inJ) out "or Territory' : sections 2011 (a), 2011 ( e), and 2053 

~~) Section 2016 is a.mended by striking out "Territory 

(D) Sections 2522(a) (1) and 2522(b) (1) are each 
amended by striking out "Territory,"· 

(E) Section 2523(f) (1) is amended by striking out "Ter
ritory, or". 

(b) CoNFORmNG AND Ci.mxcAL A1nm>XENTS.-
(1) AMENDMENT CONFORMING TO REPEAL OP SECTION 2282.-The 

table of sections for subchapter C of chapter 11 is amended by 
striking out the item relating to section 2202. 

(2) AMENDMENTS CONFORMING TO AMENDMENT OP SECTION 201SCi.-
( A) Section 6503_, as amended by this Act, is amended by 

striking out subsection (e), and by redesignat~ subsections 
(f), (1r), (h), and (i) as subsections (e), (f), (g), and (h), 
resP-ectively. 

(B) Section 6167(h) (2) is amended by striking out "aec
tion 6503 ( f) " and inserting in lieu thereof "section 6503 ( e) ". 

(c) EFFECTIVE DATF.S.-
(1) EsTATE TAX AXENDIENTS.-The amendments made by 

paragraphs (1) through (10),andpara~aphs (14) (A), (B~,and 
(C), of subsection (a), and by subsection (b) shall apply m the 
case of estates of decedents dying after the date of the enactment 
of this Act, and the amendment made by paragraph (11) of sub
section (a) shall apply in the case of estates of decedents dying 
after December 31, 1970. 

(2) GDT TAX AKENDJO!INTB.-The amendments made by para
graphs (12), (13), and (14) (D) and (E) of subsection (a) shall 
apply With respect to gifts made after December Bl, 1976. 

SEC. 1903. AMENDMENTS OF SUBTITLE C; EMPWYMENT TAXES. 
(a) IN GENERAL.-

(1) AMENDKENTS OF SECTIONS 3101 AND 8111.-
(A) Section 3101(a) (relating to rate of tax on employees 

for old-age, survivors, and disability insurance) and section 
3111 (a) {relating to rate of tax on employers for such insur
ance) are each amended by striking out paragraphs (1), (2), 
(3), and (4), and by redesignating paragraphs (5) and (6) 
asP.aragraphs (1) and (2),respectively. 

(B) Section 3101(b; (relatrn1r to rate of tax on employees 
for hospital insurance and section 3111 (b) (relating to rate 
of tax on employers or such insurance) are each amended 
by.striking out paragrarhs (1) and (2), and by redesignat
ing paragraphs (3), (4) 1 (5), and (6) as paragraphs (1), 
(2), (3), and (4), respectively. 

(2) REPEAL OF 8ECTION 3113.-Section 3113 (relating to appli
cation of social security tax on District of Columbia credit unions) 
isre~led. 

(8) AMENDMENTS OF SECTION 3121.-
(A) Section 3121(b) (relating to employment) is 

amended.-
(i) by striking out "performed after 1936 and prior to 

1951S which was employment for purposes of subchapter 
A of chapter 9 of the Internal Revenue Code of 1939 
under the law applicable to the period in which such 
service was performed, and any service, of whatever 
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nature, performed after 1954" and inserting in lieu 
thereof ", of whatever nature, performed", and 

(ii) by striking out". in the case of service performed 
after 1954,''. 

(B) Section 3121(b) (1) is amended by striking out "66 
Stat. 119 ;". 

(C} Section 312l(b) (6) (B) (v) is amended by striking 
out "Secretary of the Treasury'' and inserting in lieu thereof 
"Secretary of Transportation''. 

(D) Section 3121 (g)(3~ (relating to agricultuml labor) 
is amended by striking out 46 Stat. 1550, § 3;l'. 

(E) Section 3121(k) (1) (relating to exemption of certain 
o!S'anizations) is amended by striking out subpara~phs 
(If) and (H) and by redesignating subpal-agraph (G) as 
subparagraeh (F). 

(F) Section 3121(1) (2) (relating to employees of foreipi 
subsidiaries) is amended by striking out", but m no case pnor 
to January 1, 1955". 

(G) SeCtion 3121(m)(l) (relating to service in the uni
formed services) is amended by striking out "after Decem
ber 1956". 

( 4) A1\£ENDID:NTS oF SECTION a 122.-The last sentence of section 
3122 (relating to Federal service) is amended by striking out 
"Secretary" each place it appears and inserting in lieu thereof 
"Secretuy of Transportation". 

(5) AMENDMENT OF SE(.'TION 31211.-Section 3125(c) (relating 
to returns in the case of Governmental emr,loyees in the District 
of Columbia) is amended by striking out' Commissioners of the 
District of Columbia or such agents as they may designate" and 
by inserting in lieu thereof "Mayor of the District of Columbia 
or such agents as he may designate". 

(6) AHENDHENT OF SECTION 3201.-Section 3201 (relating to 
rate of tax on railroad employees) is amended-

(.A) by striking out "of the Internal Revenue Code of 1954" 
each place it appears; 

(B) by striking out "of such Code"; 
(C) by striking out "after September 30, 1973, as is" and 

inserting in lien thereof "as is"· and 
(D) by striking out "any mo~th after September ao, 1973" 

and inserting in lieu thereof "any month". 
(7) AMENDMENTS OF SECTION 3202.-

(A) The second sentence of section 3202(a) (relating to 
reduction of tax by railroad employer) is amended-

(i) by striking out "after Beptember 30, 1973," each 
place it appears; 

(ii) by striking out "after September 30, 1973 and 
the a~gre~ate" and inserting in lieu thereof "and the 
a~A'rPo·ate"; 

(iii) by stri~ out "of the Internal Revenue Code of 
lDM'' each place 1t appears; and 

(iv) by inserting a comma immediately after "for any 
month" each place it appears. 

(B) 8ection 3202(b) (relating to indemnification of 
employer) is amended by striking out "made". 

(8) AXENDKENTS OF SECTION 3211.-Section 32ll(a) (relat!ng 
to rate of tax on railroad employee representatives) is amended-
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(A) by striking out "Slll(a), 3lll(b)" and inserting in 
lieu thereof "3lll(a), and Slll(b)"; 

(B) by striking out "of the 1nternal Revenue Code of 
1954" each place it appears; 

(C), by strikin~ out ''rendered by him after September 30, 
1973, ' and insertmg in lieu thereof "rendered by him"; and 

(D) by striking out "after September 30, 1973". 
(9) AMEND~IF.NT8 OF SECTION 3221.-

( A) The first sentence of section 3221 (a) (relating to rate 
of tax on railroad employers) is amended-

(i) by striking out "after September 80, 1973," each 
place it appears; ( iV by striking out "after September 30, 1973; except 
that and inserting in lieu thereof ", except that"; 

(iii) by striking out ''after September 30, 1973 of 
the aggrer.te" and inserting in lieu thereof "of the 
agpr,te ; 

(iv) by striking out "of the Internal Revenue Code 
of 19M" ~ach place it appears; and · 

(v) by inserting a comma before "the tax imposed". 
(B) Section 3221(b) (relating to rate of tax on railroad 

employers) is n'mended to read as follows: 
"(b) The rate of tax imposed by subsection (a) shall be increased 

by the rate of tax im~d with respect to wages by section 3111(a) 
plus the rate im~d by section 3111(b)." 

( C) Section 3221 ( c) (relating to additional railroad 
n>tirement tax) is amended-

(i) by striking out "(1} at the rate of 2 cents for the 
period lx>ginning November 1, 1966, and ending March 
'31, lt'TO, and (2) commencing April 1, 1970," and 

(ii) by striking out "commencing with the quarter 
beginning Aprn 1, 19'70". 

(10) AME~DMENT8 OF SECTION 3231.-
(A} Sle®ibi\ 3231{a) (defining employer) is amended by 

stnking out "44 Stat. 577 ;". 
(B) Section 3231(b} (defining employee) is amended by 

strikmg otrt 1150 Stat. 312;". 
(C) Section 3231(c) (defining emPlo~ee representative) is 

amended by striking out "44 Stat. 5'i"r; . 
(D} Section 3231{d) (7} (defining service) is amended by 

striking out "50 Stat. 308;". 
(11) AKENDHENT8 OF SF.cTIOY 330t.-Section 8301 (relating to 

FedeM! tmemplo~~nt tax rate) is amended-
( A} by striking out ''the calendar year 1970 and each calen

dar year thereafter" and inserting in lieu thereof "each calen
dar year", and 

(B) by striking out the last sentence. 
(12) AMENl>HENTS OF SECTIOY 3302.-

( A) 'Section 3302 (a) (relating to credits a.pinst tax} is 
amended by stri~ out "(10--month period m the case of 
October 31, 1972)". 

(B) Section 3.~(b) (relating to additional credit} is 
amend~ 

(i). by striking out "(10-month period in the case of 
Qqtober 81, 1972)", and 
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(ii) by striking out "12 or 10-month period, as the 
case may be," anCl inserting in lieu thereof "12-month 

_period''. 
( U) ( i) Section 3302 ( c) (relating to limitation on credits 

against 1IDemployment tax) is amended by strikinJi~ut para
graph (2) and the unnumbered paragraph imm · tely fol
lowmg such paragraph (2) (relating to advances made to a 
State unemployment account before September 13, 1960), 
and by rcclesignatin~ paragraphs (3) and (4) as paragraphs 
(2} and (8), respectively. 

(ii) Section 3302 ( c) ( 2) (relating to advances made to a 
State. unemployment ~t a~r September 12, 1960), as 
redes1~n.ated by,flause (1) of tins subparagraph, is amended 
by stnking out on ?r after the date of the enactment of the 
Employment Secunty Act of 1960", and by striking out 
"paragraphs (1) and (2)" and inserting in lieu thereof 
"par~raph ( 1) ,;. 

(iii) Section. 3302(c) (3) (reJating to reductions with 
respe~t to certam agreem~nts unqer the Trade Act of 197 4) as 
redes1gnated by clause (1) of this subparagranh is amended 
~y ~triking out "paragraphs (1), (2), and (3) ti a'nd inserting 
m l!eu there!lf "paragraphs (1) and (2)". 

(iv) Section 3302(d) (3) (relating to effect of repayment 
of advan~) is amended by strikfog out "or (3) ". 

(v) Section 3302(d) (4), (6} and (6) {relating to ial 
rulea) are ~h amended by stri~ out "subsection (~)" 
each place it appears and inserting in lieu thereof "subsection 
(c) (2)". 

(!i) ~ection 3302{d){7) (relating to determination and 
cert!ficahon of .e._ercentages) is amended b}' striking out "sub
sect~on ~c) ( 3) ( .H) or ( C) " and inserting in lieu thereof "sub
section c)(2) (B) or C)". 

(p) ection 3302(d) (relatin~ to special rules for credits 
against the unemployment tax) is amended by striking out 
paragraph (8) (a cross reference). 

(18) .A~NDME~TSTOSECTION 330a.-Section3303(b) (rela~ 
to certification with respect to additional credit allowance) is 
amended-

Oc
(Abe) by striking out "(10-month period in the case of 
to r 31, 1rz-~)" eac~ place it appears, 

be 
{,B) by str1~ out 12 o~ 10-month period, as the case may 

. , e~h .Pl11;c.e it appears m paragra,1>hs (1) and (2} and 
lll8ertmg m heu thereof "12-month penod" and ' 
(C~ \7. striking out "12 or 10-month Period as the case 

may ,' J~ paragraph (3) and inserting m lieu' thereof "12-
month period,". 

(14) AMENDMENTS TO SECTION' 8304 -

(A} Section. 8~04(a) (8) (rel~ting to requirements) is 
amended by. stnking out "49 Stat. 640; 52 Stat. 1104, 1106 ·" 
b (! >.:tion 3804 ( c) (relating to certification) is amend~d 
1~9{,~. gout "(10-month period in the <'ase of October 31, 

(llS) Alnlm>~NT8 OF SECTION UOll.-

(A) Section 3305(R) (relating to vessels operated b 
gen~ral agents of the UnitM StatflS) is amended by strikin~ 
out on or after July 1 1953" e-' ' . 
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(B) Section 3305(h) (relating to certain contributions to 
States) is amended by striking out "on or after July 1, 1953, 
and". . . . 

(C) Section 380lS(j) (relatin~ to denial of credits m cer-
tain cases) is amended by striking out "after December 31, 
10'11,". 

(16) .AJnlmldlft'll OF SECTION 3300.- f 
(A) Section 3306(c}(9) (relating to the exclusion o serv

ice performed by certain employees and empl~yee represent&· 
tives from the definition of employment) is amended by 
striking out "1>2 Stat. 1094, 1095 ;". 

(B) Section 3306(c) (18) (relating to the exclusion of ce~
tain service performed by nonresident a.liens from the defini
tion of employment) is amended by insertin~ after the 
"Immigration and Nationality Act, as amended' the follow
ing· "(8 U.S.C.1101(a) (15) (F) or (J) )". 

(0) Section 3306(f) (relating to the definition of nn 
unemployment fund) is amended by striking out "49 Stat. 
640· 52 Stat. 1104, 1105;". 

(h) Section 3806(n) (relating!'° vesaels opera.~ ~y gen
eral agents of the United States) is amended by striking out 
"on or after Jnly 1, 1953,". 

(17) AMENDMENT OF SECTION HH.-Secti0!1.3402(l)J3)(8) 
( relatmg to marital status) is amended by stnking out section 
2 (b)" and inserting in lieu thereof "section 2 (a) ". 

(b) A.laNDHENT CoNFORXING TO THE REPEAL OP S~ON 3113.
The table of sections for subchapter B of chapter 21 1S amended by 
striking out the item relating to section 3113. 

( e) A.MEND>Ai~ TO PRm'lBIONS REFERRING ro TlmRrroRIES.-Sec
t.ions 3401 ( e) and 3404 are each amended by striking out "Territory," 
each plll~ it appears. . · h n 

( d) :EFFECTIVE DA'lT.8.-The amendments made by this section s a 
apply with rMpeet to wages paid after December 81, 1976, except _that 
the amendment.s roade to chapter 22 of the ~ntern~l Revenue .Code of 
19M shall apply with res~ to compensation paid for services ren
dered aft.er December 31, 1976. 
SEC. 1904. AMENDMENTS OF SUBTITLE D; MISCELLANEOUS EXCISE 

TAXES. 
(a) IN GENERAt,.-

( 1) AM'END:mtNT8 OF CHAl'TER 31.- • . • 
(A) So much of chapter 31 (relatmg to retailers excise 

taxes) as precedes section 4041 is amended to read as follows: 

"CHAPTER 31-SPECIAL FUELS 
"Sec. 4041. Imposition of tax." 

(B) Section 404-l(g) (relating to exemptions from fuel 
taxes) is amended to read as follows: 

" ( u) OruEa EllKPl'IoNs.-Under regulations prescribed by the 
Secr~tary no tax shall be imposed under this section- . "ci) on any liquid sold for use or us~d as supplies for vessels 

or aircraft (within the meaning of secµo~ 4221(d)(3));. 
"(2) with respect to the sale of any 11qwd for the excluSiye t!se 

of any State, any J>?litical subdivision of a State, or the D~stnct 
of Columbia, or with respect to the use by any of the foregomg of 
any liquid as a fuel; 

• 
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" ( 3) UJ>On the sale of any liquid for export, or for shipment to 
a possession of the United States, and in due course so exported 
or shi,pped; and 

"(4) with respect to the sale of any liquid to a nonprofit educa
tio11a.l ·orga.nizat1on for its exclusive use, or with respect to the use 
by a nonprofit educational organization of any liquid as a fuel. 

For .\'urposes of paragraph (4), the term 'nonprofit educational or~a
nizat1on means an e1 lucatlonal organization described in seetion 170 ( b) 
(l)(A)(ii) which is exempt from income tax under Section 501 (a). 
'l'lie term also includes a school o~ated as an activity of an organiza
tion dernribed in section 501(c) (3) which is exempt from income tax 
under section 501(a}, if such school normally maintains a rej[U}ar 
faculty and curriculum and normally has a regularly enrolled boay of 
PUJ;>ilS or students in attendance at the place where its educational 
activities are tt~arly carried on." 

(C} Section 4041 (relating to tax on fuels) is amended by 
adding at the end thereof the following new subsection : 

"(i) SALES BY UNITED STATES, ETc.-The taxes im:eosed by this sec
tion shall apply with respect to liquids sold at retail by the United 
States, or by any agency or instrumentality of the United States, 
unless sales h:r such agency or instrumentality are by statute specifi
cally exempted from such taxes." 

(D) Cha pt.er 31 is amended by striking out section 4042 
(a cross reference) and subchapter F (special provisions 
applicable to retailers taxes). 

(2) AMENDHENTS OF SECTION 4216.-
(A) Section 4216 (relating to definition of price) is 

amended by rede:;ignatin~ subsections (e), (f), and (g) as 
subsections ( d), ( e), and ( f), respectively. 

(B) Paragraph$ (3), (4), and (5) of section 4216(b) 
(relating to constructive sales price) are each amended by 
striking out "subsections (a) and ( f)" each place it appears 
and inserting in lieu tlwreof "snhf;rrtions (a) and (e}'. 

(3) AxENDHENT OF SECTION 4217.-Section 4217(d) (relating 
to lease treated as sale) is amended by striking out paragraph ( 4) 
(relating to certain 1958 transitional rules). 

(4) RE:nAL OP SECTION .uu.-Section 4223 (relating to tloor
stock taxes imposed before 1967} is repealed. 

(5) AllCEND>rENT OF SECTION 4221.-Section 4227 (relating to 
cross references) is amended to read as follows: 

"SEC. 4227. CROSS REFERENCE. 
"For credit for taxes on tires and Inner tubes, see section 6'16(e)." 

(6) AMENDMENT OF SECTION 42113.-Section 4253 (relating to 
exemptions from the tax on communications services} is amended 
by adding nt the end thereof the following new subsections: 

"(i) STATE AND Loe.AL GOVERNMENTAL EXEHPTio~.-Under regula
tions prescribed by the Secretary, no tax shall be imposed under 
section 4251 npon any payment received for services or faciJities 
furnished to the ~overnment of any State, or any political subdivision 
thereof, or the District of Columbia. 

"(j) En:xPTION FOR NONPROFIT EDUCATIONAL Oao.A,.-XZATIONS.
Under regulations prescribed by the Secretary, no tax shall be 
imposed under section 4251 on any amount paid by a nonprofit educa
tional organization for services or facilities furnished to snch organiza
tion. Fol' pnrpm;es of this subsection, the term 'nonprofit educational 
orwinization' means an educational orgRnization described in section 
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170(b) (1) (A) (ii) which is exempt from income tax under section 
501 (a). The term also includes a school operated as an activity of an 
organization described in section 501(c) (3) which is exempt from 
income tax under section 601 (a), if such school normally maintains 
a reazu].a'l' faculty and curriculum and normally has a reJ?Ularly 
enrolled body of J?Upils or students in attendance at the place wliere its 
educational activities are regularly carried on." 

('f) A>IENDHENTS OF SECTION 4261.-
(A) Subsections (a) and (b) of section 4261 (relating to 

tax on transportation of persons by air) are each amended by 
striking out "which begins after June SO, 1970,". 

(B) Section 426l(c) is amended by striking out "and 
begins after June 30, 1970". 

(8) AMEND:M:E1''TOFSECTION 4211.-Section4271(a) (rela~to 
tax on trail&portation of propert:V- by air) is amended by striking 
out "which begins after June SO, 1970,". 

(l)) REPEAL OF SECTION 4292.-Section 4292 (relating to State 
a.nd local governmental exemption from the tax on communica
tions services) is repealed. 

(10) REPEAL OF SECTION 4204.-Section 4294 (relating to 
exemption of nonprofit educational organizations from the tax on 
t'ommunications services) is repealed. 

(11) REPEAL°' SECTION •295.-Section 4295 (a cross reference) 
is repealed. 

(12) AXENDMENT OF CHAPTER u.-Chapter 34 (relating to doc
umt>ntary stamp taxes) is amended to read as follows: 

"CHAPTER 34-POLICIES ISSUED BY FOREIGN 
INSURERS 

"See, 4371. Imposition of tax. 
"Sec. 4372. Definitions. 
"Sec. 4373. Exemptions. 
"Stt. 437•. Llablllty for tax. 

"SEC. 4371. IMPOSITION OF TAX. 
"There is hereby imposed, on each yolicy of insurance, indemnity 

bond, annuitJ contract, or policy of :reinsurance issued by any foreign 
insurer ot remsurer, a tax at the following rates: 

"(1) CASUALTY INSURANCE AND INDEMNITY BONDS.--4 cents on 
each dollar, or fractional part theroof, of the p-remium paid on 
tha poliey of casualty insurance or the indemnity bond2 if issued 
to or for, or in the name of, an insured as defined m section 
4312(d). 

"(2) Luz INSURANCF., SICKNESS AND ACCIDENT POLICIES, AND 
ANNUITY CONTBA~-1 cent on each dollar, or fractional part 
thereof, of the premium paid on the policy of life, sickness, or 
accidP.nt insurance, or annuity contra.ct, unless the insurer is sub
ject to tax under section 819; and 

"(3) lb:INSURANCE.-1 cent on each dollar1 or fractional part 
thereof, of the premium paid on the policy of reinsurance cover
ing any of the contracts taxable under paragraph (1) or (2). 

"SEC. 4372. DEFINITIONS. 
" ( & ) FoREIGN INSURER OR REINSURER.-For purposes of section 4311, 

the term 'foreign insurer or reinsurer' means an insurer or reinsurer 
who is a nonresident alien individual, or a foreign partnership, or a 

.~ 
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foreign corporntion. The term includes a nonresident alien individual1 foreign partner hip, or foreign corporation which shall become bounct 
by an obligation of the nature of an indemnity bond. The term does 
not include a foreign government, or municipal or other corporation 
exercising the taxing power. 
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"(b) POLICY OF CASUALTY lNS'UliNCE.-For rurposes of section 
4871(1), the term 'polic:y of ca8Ualty insurance means any policy A• p. 1812. 
(other than life} or other instrument by whatever name called whereby 
a contract of insurance is made, continued, or renewed. 

"(c) INDEMNITY BoND.-For purposes of this chapt.er, the term 
'indemniny bond' means any instrument by whatever name called 
wh~by an obligat~on of the nature of an indemnity, fidelity, or mrety 
bond is made, continued, or renewed. The term includes any bond for 
indemnifying any person who shall have become bound or engaged as 
surety, a~d a~y bond for.the due execution ?r performance of any con
tract, obhgat1on, or reqmreme!lt, or the. duties of any office or position, 
~nd to account for mone:y received b)' virtue thereof, where a premium 
is charged for the execution of such bond. 

"(d) INsURED.-For purposes of section 4371(1), the term 'insured' 
means--

"(1) a domestic corporation or partpership, or an individual 
resident of the United Stat.es, against, or with respect to hazards 
risks, losses, or liabilities wholly or partly within the Unit;i 
States, or 
. "!2) a fo1-eign corP.<>rat~on, foreign partnership, or nonresident 
individual, engaged m a trade or business within the United 
States, a~ainst, or with respect to, hazards, risks losses, or lia-
bilities within the United States. ' 

" ( e) l?oLICY o:r LIFE, SicxNESs, OR AcomENT INS'UBANOE on .ANNU
I'!Y C?NTRACT.-For.purJ><?S0S of section 4311(2), the te~ 'policy of 
life1 sickness, o.r accident msurance, or annuity contract' means any 
pol~cy or other mstrumen~ by whatever name called whereby a contract 
o~ msurance or an .annwty contract is made, continu~ or renewed 
with resr><;ct to the hfe or hazards to the person of a dtizen or resident 
of the United States. 

"(f} POLICY OF REINSURANCL-For purposes of section 4371(3) 
the term 'policy of reinsurance' means any policy or other instrument 
by v.:hatever name called ~hereby a contract of reinsurance is made, 
C?ntmued, or re,ne'Y~~ against, or with respect to, any of the hazards, 
rISks, losses, or hab1hties CQvered by contracts taxable under paragraph 
(1) or (2) of section 4371. 
"SEC. 4373. EXEMPTIONS. 26 USC 4373. 

"The tax imposed by section 4311 shall not apply to-
. "(1) Do~c .t.GENT.-Any pol?icy, indemtiity bond, or annu· 
~ty cont~act signed w countersigned by an officer or ~nt of the 
msu~r lil a .State, ·oi: in the District of Columbia, within which 
such msurer IS authorized to do business; or 

"(~) INoEU:NITY BQKD.-Any indeninity bdnd required to be 
filed by any ~rson t!l secure payment of any pension, allowance, 
allotme,nt, relief, or msurance by the Unit.eel tates, or to secure 
a ~upheate for, or the payment of, any bond, note, certificat.e 
of mdebt~ess, war-sa Vlllg certiieate, warrant, or check issued 
by the Umted States. ' 

"SEC. 4374. LIABILITY FOR TAX. 26 use 4374. 
"The tax imposed by this chapter shall be paid on the basis of a 

return, by any pel'$0n Who makes, signs, issues, ~r sells any of the 
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doeument.s and instruments subject to the tax, or for whose use or 
benefit the same are made, signed, issued, or sold. The Unit.ed States 
or any agency or instrumentality thereof shall not be liable for the 
tax." 

(13) AXENDJBNT OF SECTION 403.-

(A) Section 4493(b) (1) (relating to certain 1?8rsons 
enga~ed in foreign air commerce) is amended by striking out 
"be~mning on or after July 1, 1970". 

(B) Section 4498(b) (2) is amended by striking out the 
last sentence. 

{14) AKENDKENT OF CHAPTER 3T.-8o much of chapter 37 as 
~es section 4501 (relating to tax on sugar) is amended to read 
as follows: 

"CHAPTER 37-SUGAR 

·•Bee. 4001. Imposition ot tax. 
"Sec. 4502. Deftnitlona. 
"Sec. 4003. E:s:empUona tor sugar manufactured tor home 

consumption." 

(15) REPEAL OF SECTIONS 41191 THROUGH 4119'1.-Chapter 38 
(relating to import taxes on oleomargarine) is repealed. 

(16) REPEAL OF SECTIONS 4801 THROUGH 480& . ...::.Subchapter B 
of chapter 39 (relating to tax on white phosphorus matches) is 
repealed. 

(17) RliPliL OF SECTIONS 4811 THROUGH 4828.-Subcbapter c of 
chapter 39 (relating to tax on unadulterated butter) is repealed. 

(18) REPEAL OF SECTIONS 4881 THROUGH f888.-SubchapterE of 
c~::e:r 39 (relating to tax on circulation other than of national 
b ) is repealed. 

(19) AMENDMENT OF SECTION 001.-Section 4901 (relating to 
payment of occupational taxes) is amended by striking out sub
section ( c). 

(20) AHENDKENT OF SECTION •9011.-Section 4905(a) (relating 
to liability for occupational taxes in case of death or change of 
location) is amended by striking out "wife" and inserting in lieu 
thereof"~"· 

(21) REPEAL OF SECTION 49ll THROUGH '931.-

(A) Chapter 41 (relating to interest equalization tax) is 
repealed. 

(B) The repeal made by subparagraph (A) shall •\)ply 
with respect to acquisitions of stock and debt obligations 
made after June 30, 1974. 

(22) AHENDHENT8 OF SECTION 4918.-
( A) So much of section 4973 (a) (relating to tax on excess 

eoo.trihutiQns) as follows "of any individual," in paragraph 
(3) thereof is amended to read as follows: 

"there is imposed for each taxable year a tax in an amount equal 
to 6 percent of the amount of the exce~s contributions to such 
indi'ridual's accounts, annuitieEJ, or bonds (determined as of the 
close of the taxable year). The amount of such tax for any taxable 
year shall not exceed 6 percent of the value of the account, 
annuity. or bond (determined as of the close of the taxable year). 
In the case of an endowment contract described in section 408 (b), 
the tax im~ by this section does not apply to any amount 
allocable to life, health, accident, or other insurance under such 
contract. The tax imposed by this subsection shall be paid by such 
individual." 

.. 
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(B) Section 4973(c) is amended by striking out "subsec
tion {a) (3)" and inserting in lieu thereof "sUbsection (a) 
(2) "· 

(b) CoNWBXING AND 0LmrcAL .A.xmmlllENTS.-
(1) AxmroHENTS CONFORMING TO AMENDMENT OF CHAPTER 31.

(A) Section 6416(a) (1) is amended by striking out 
" (retailers taxes) " and inserting in lieu thereof " (special 
fuels)". 

(B) Section 6416(e) is amended by striking out ''subchap
ter E of". 

(2) AJBNDHENT CONFORHING TO AMENDMENT OF SECTION 
u1e.-8ection 6416(b)(l) is amended by stri~ out ''section 
4216(f) (2) and ~3)" and inserting in lieu thereof''section 4216 
(e) (2) and (3) . 

(3) ~lENDlUt:. 'T CONFORMING TO THE REPF.AL OF SECTION 4228.

The table of sections for sttbchapter G of chapter 32 is amended 
by striking out the item relating to section 4226. 

(4) AHENDHENT CONFORMING TO THE REPEAL OF SECTIONS f292, 

uu, AND 42DG.-The table of sections for subchapter E of chapter 
33 is amended by striking out the items relating to sections 4292, 
4294, and 4295. 

( 5) AJaNDHENTS CONFORMING TO THE AHENDHENT OF CHAPTER 

a•.-
(A) Section 7270 is amended by strikimr out "the aflixing 

of stamps on insurance policies, etc." ancf inserting in lieu 
thereof "liability for tax on policies issued by foreign 
insurers". 

(B) Section 6808 is amended by striking out paragraph 
(!). 

(6) AHENDHENTS CONFORMING TO THE AMENDMENT OF CHAPTER 
3'1.--r 

( A~ Section 7240 is amended by striking out "subchapter 
A of'. 

{B) Section 7655(a) is amended-
(i) by striking out "SuJ>chapter A of chayter 37" in 

paragraph (5) and inserting m lieu thereo "Chapter 
37", and 

(ii) by redesignating paragraph (5) as paragraph 
(3). 

(7) AloNDKENTS CONFORMING TO REPEAL OF SECTIONS 41191 
THROUGH 41197.-

(,A) Section 6808 is amended by striking out paragraph 

('T~B) (i) Section 7234 (relating to violations of Jaws con· 
oorning oleomargarine or adulterated butter operations) is 
repealed. 

(ii) The table of sections for part II of subchapter A of 
chapter 75 is amended by striking out the item relating to 
section 7234. 

(C) (i) Section 7265 {relating to other offenses concerning 
oleomargarine or adulterated butter operations) is repealed. 

(ii) The table of sections for subchapter B of chapter 75 is 
amended by striking out the item relatinJr to section 7265. 

(D) SeCtion 76ll(a), as redesi~ated by this Act, is 
amended by striking out paragraph ( 1). 

(E) The table of chaptel'8 for eubtitle D is amended by 
etnking out the item relating to chapter 88. 
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(8) A . .HENDMENTS CONFORMING TO REPEAL OF SECTIONS 4801 
THROUGH 4806.-

(A) Section 4905(b) is a.mended to read as follows: 
"(b) REGISTRATION.-

"For re1P1tration in case of wagerins, see section 4412." 
(B) Section 6808 is amended by striking out paragraph 

(l~i) Section 7012 is amended by striking out subsection 
(e). 

(D) {i) Section 7239 (relating to violations of laws con
ce~hite phosrhorus matches) is repealed. 

(ii) The ta6le o sect.ions for part 11 of subchapter A of 
chaeter W is amended by striking out the item relating to 
section 7239. 

(E) (i) Sections 7267 and 7274 (relating to offenses and 
penalties concerning white phosphorus matches) are each 
re~led. 

(ii) The table of sections for subchapter B of chapter 75 
is amended l>y striking out the items relating to sections 7267 
and 7274. 

(F) Section 7272(b) is amended by striking out "4804 
(d) "· 

(G) Section 7303 is amended by striking out paragraph 
(6). 

(H) (i) Part II of subchapter C of chapter 75 (relating 
to proVISions common to forfeitures) is amended by striking 
out ~on 7328 (relating to confiscation of white t>hosphorus 
matches), and by redesignating section 7329 (relating to cross 
references) as section 7328. 

(ii) The table of sections for part II of subchapter C of 
chapter 75 is amended by striking out the last two items and 
inserting in lieu thereof tlie following : 

"See. 7328. Cron references.• 

(9) A~NTS CONFORHING TO REPEAL OP SECTIONS 4811 
THROUGH •82f.-

( A) Section 6808 ( relat~· to cross references) is amended 
by striking out paragraph 10). 

(B) (i) Section 7235 (re · to violations of laws con-
cerning adulterated butter and process or renovat.ed butter) 
is repealed. 

( i1) The table of sections for part II of subc.bapter A of 
cha~ter 7ts is amended by striking out the item relating to 
section 7231S. 

(C) (i' Section 7264 (relating to offenses concerning reno
vated. or adulterated butter) is repealed. 

(ii) The table of sections for subchapter B of chapter 75 
is amended by striking out the item relating to section 7264. 

(D) Section 7303 is amended by striking out paragraphs 
(3), (4:), and (6), and by redesignating paragraphs (7) and 
(8) as para:graphS (2) and (3), respectively. 

(E) Section 761l(a), as redesignated by this Act, is 
amended by striking out paragraph (2), and by redesignat
ing paragraphs (ts) and (6) as paragraphs (l) and (2), 
respectively. 

( 10) AMENDMENTS CONFORMING TO THE REPF..AL OF SECTIONS 
4911 THROUGH 4981.-
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(A) (i) (I) Section 263, as amended h.Y this ~.::mended 
by striking out sulxsections (a) ( 3) and { d) ( · g to the 
allowance of deductions for payment of interest equalization 
tax), and by redesignating su6sections (e), (f), and (g) as 
subsections {d), (e) and (f), respectively. 

(II) Section 263(d), as red~ated by clause (i) (I) of 
this subparagraph, is amended by strikini out "subsection 
(f)" and insert~ in lieu thereof "subsection (e)". 

(ii) Section 6011 (relating to req_~rement of return, state
ment, or list) is amended by striking out subsection (d) 
(relating to mterest equalization tax returns, etc.), and bl' 
~esignatinp; s1,1bsections (e) and (f) as subsections (c) and 
(d)1 res~tive1y. 

(~i) (1) Section 6076 (relating to time for filing interest 
equalization tax returns) is repealed. 

(II) The tabJe of sections for part V of subchapter A of 
chapter 61 is amended by striking out the item relating to 
section 6076. 

(iv) Section 6611 (relating to interest on overpayments) 
is amended by striking out subsection (h) (relating to over
payments of mterest equalization tax) and by redesignating 
subsection {i) as subsection (h). 

(v) Section 6651 (relating to failure to file tax return 
or to pny tax) is amended by striking out subsection (e) 
(relating to certain interest equa.liution tax returns). 

(vi) (I) Section 6680 (relating to failure to file int.erest 
equalizntion tax returns) is repealed. 

(II) The table of sections for subchapter B of cha.pt.er 68 
is amended by striking out the item relatin11; to section 6680. 

(vii) The amendments made by this subparagra{>h shall 
apply with respect to acquisitions of stock or debt obligations 
made after June 30, 197 4, except that the repeal of paragraph 
(2) of section 6011(d) under clause (ii) shall apply with 
respect to loans and commitments made after such date. 

(B) Sectiou 861(a) (1) (G) (relat~ to income from 
sourres within the United States) is amended-

(i) by striking out "section 4912(c)" and inserting in 
lieu thereof "subsection (c) of section 4912 (as in eft'ect 
before July 1, 1974:) "; and 

(ii) by striking out "section 4912(c) (2)" and inserting 
in lieu thereof "subsection (c) {2) of such section". 

(C) The second sentence of section 1232(b) (2) (relating 
to the definition of the issue price of bonds and other evidences 
of indebtedness) is amended by striking out "section 4911" 
and insertinff' in lieu thereof "section 4911, as in effect before 
July 1, 1974 . 

(D) (i) Section 6681 (relating to false equalization tax 
certiffoates) is repealed. 

(ii) The table of sections for subchapter B of chapter 68 
is amended by striking out the item rl.' lating to section 6681. 

(iii) The amendments made by this subparagraph shall 
apply with respect to actions occurring after June 30, 1974. 

{E) ( i) Section 6689 (relating to failure by certain foreign 
issuers and obligors to comply with United States investment 
equalization tax requirements) is repealed. 

(ii) The table of sections for subchapter B of chapter 68 
is amended by striking out the item relating to section 6689. 
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(iii) The amendments made by this suhJ>&r&ftr&ph shall 
apply with respect to stock or debt obligations 1S8ued after 
June 30, 197 4. 

(F) (i) Section 7241 (relating to penalty for fraudulent 
equalization tax certificates) is repealed. 

(ii) The table of sections for part II of subchapter A of 
cha.pter 75 is amended by striking out the item relating to 
section 7241. 

(iii) ~e amendments made by this sub~aragraph shall 
apply with respect to statements and certificates executed 
after June 80, 197 4. 

(G) The table of chapter8 for subtitle D is amended by 
striking out the item relating to chapter 4:1. 

( c) .Axioo>KENT TO PRoVI8ION REFEmu:No TO TmmrroBIE8.-Section 
4482(c), (1) is amended by striking out", a Territory of the United 
Sta~. 

( d) Enwrmn DATz.-Except as otherwise provided in this section, 
the amendments made by this section shall take effect on the first day 
of the first month which begins more than 90 days after the date of the 
enactment of this Act. 
SEC. 1905. AMENDMENTS OF SUBTITLE E; ALCOHOL, TOBACCO, AND 

CERTAIN OTHER EXCISE TAXES. 
(a) IN GBNERAL.-

(1) AXENDJO:NT OJ' SECTION llOOll.-Section 5006(e) (2) relat
ing to transfers in bond of distilled spirits) is amended by strik
ing out the last two sentences and inserting in lieu thereof the 
following: "Such relief from liabili~ shall be effective from the 
time of removal from the transferors bonded premises, or from 
the time of divestment of interest, whichever is later." 

(2) AKENDKENTSOFSEC'nON ll008.-
( A) Section t>008 ( b) ( 1) (relating to abatement, remission, 

refund, and allowance for loss of destruction of distilled 
spirits) is amended by inserting immediately after "the tax 
imposed by this chapter" the following: "or by section 7652". 

{B} Section 5008(b) (2) is amended by striking out "the 
taxes imposed under section 5001 (a) (1)" and all that follows 
!Lnd inserting in !ieu thereof the following : "the taxes 
imposed under section 5001(a) (1), under subpart B of this 
part, or under section 7652 on the spirit.a so destroyed, to the 
proerietor of the distilled spirits plant who withdrew the 
distilled spirits on payment or determination of tax." 

(C) Subsectioll!l (c) !1) .and (~) (1) of section 5008 are 
each amended by msertmg lDlDlediately after "under section 
5001 (a) ( 1)" the following: "or under section 7652". 

(D) Section 5008~d) (1) is amended by striking out", on 
or after July 1, 1959,'. 

(8) AMENDMENT OF SF.cTION GOO&.-Section 5009(b)(8) is 
amended by striking out "46 Stat. 694 ;". 

(4) AxENDHENTOFSECTION 11ou.-&ction 5006<i~i;'1atinjtto 
stabilization of distilled spirits) is amended by str · out "the 
bott~ of ~~illed SJ.>i!1ts," and inserting in lieu thereof "the 
bottlin.r of distilled spmts, or preparatory to exportation,"· 

( 5) AxEND)(J;NT OF SECTION GOu.-Bection lSOM ( llelating to 
!1etermination ~d collection o! tax on beer) is amended by strik
mg out subeect1on ( c) ( relatmg to stamps or other devices as 

.. 
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evidence of payment of tax) and by redesignating subsection ( d) 
as subsection ( c). 

(6) AKENDKENTSOFSECTION G081.-
( A) Section 5061 (a) (relating to collections of alcohol 

taxes) is amended by str~ out the last sentence. 
(B) Section 5061(b) (relatmg to methods of collection) is 

nmcnded to read as follows: 
"(,b) ExcEPTIONs.-Notwithstanding the provisions of subsection 

(a), any taxes imposed on, or amounts to be pai4 or collected in respect 
of, distilled spin ts, wines, rectified distilled spirits and -,vines, and 
beerunder-

"(1) section 5001!a) (5), (6),or (7), 
"(2) section5006 c) or (d), 
"(3) section5026 a) (2), 
" ( 4) section 5041 !d), 
"(5) section5048 a (3), 
"(6) section 5054 a~ (3) or ( 4), or 
"(7) section 5505(a}, 

shall be imm<'dintely due and payable at the time provided by such 
provisions (or if no specific time for payment is provided, at the time 
the event referred to in such provision occurs). Such taxes and amounts 
shall be assessed and collected by the Secretary on the basis of the 
information available to him in the same manner as taxes payable 
by return but with respect t-0 which no return has been filed." 

( C) Section 5061 ( c) (relating to applicability of other pro
visions of law) is amended to read as follows: 

"{c) l:11J'ORT DuTIF.&-The internal l'l'venue taxes imposed by this 
part shall be in addition to any import duties unless such duties are 
specifically designated as being in lieu of internal revenue tax." 

(7) AMENDHEN'T OF SECTION 11113.-Section 5118{f)(1) Jrelat
ing to retail dealers in liquors) is amended by striking out wines 
or beeru and inserting in lieu thereof "distilled spirits, wine.a, or 
beer". 

(8) AKENOMENTS OF SECTION 11111.-Section 5117 (relating to 
prohibited purchases by dealers) is amended by redesignating 
subsection ( b) as subsection ( c) and by inserting after subsection 
(a) the following new subsection: 

"(b) LnnTED Ri.'TAIL :l>EALERS.-A limited retail dealer may law
fully purchase distilled spirits for resale from a retail dealer in 
liquors." 

(9) A.xENDMENT OF SECTION 1112i.-Section 512l(c) (relating 
to limited retail dealers) is amended to read as follows: 

" ( c) J...rMITED RETAIL lJEALERS.-Every limitE>d retail dealer shall 
pay a special tax of $4.50 for each calendar month in which sales are 
made as such dealer; except that the special tax shall be $2.20 for ea.ch 
c.alendar month in which only sales of beer or wine are made." 

(10) AMENDMENT OF SECTION 11122.-Section 5122(c) (relating 
to definition of limited retail dealer) is amended by striking out 
"beer or wine" each place it appears and inserting m lieu thereof 
"distilled spirits, wine, or beer'. 

(11) AMENDMENT OJ!' SECTION 1113t.-Section 513l(a) (relating 
to eligibility for drawback) is amended by striking out "produced 
in a domestic registered distillery or industrial alcohol plant and 
withdrawn from bond, or using distilled spirits withdrawn from 
the bondE>d premises of a distilled spirits plant,". 
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(12) AMENDJO:NT OF SECTION uu.-Section 5142(c) (~ating 
to payment of occupational taxes) is amended to read as follows: 

"{c) How PAU>.-
"{l) PAYMENT BY RETURN.-The special taxes imposed by this 

part shall be paid on the basis of a retum under such regulations 
as the Secretary shall prescribe. 

"(2) STAMP DENOTING PAYMENT OF TAX.-After receiving & prop
erly executed return and remittance of any special tax llllposed 
by this subpart, the Secretary shall issue to the ~ayer an 
appropriate stamp as a receipt denoting payment of the tax. This 
paragraph shall not apply in the case of a return covering liability 
for a past period." 

(13) AUNDHENTS OF SECTION 11111.-Seetion 517l(b) (relat~ 
to permits for operation of business as distillers, etc.) is 

amended-
(A) in para~aph (1), by striking out "49 Stat. 978;", and 
{B) by striking out paragraph (8) {relating to continuance 

of business after June 30, 1959, pending application for 
permit). 

(14} AKENDMENT OF SECTION 51H.-Section 5174(a)(2){A) 
(reiatmg to withdrawal bonds for distilled spirits) is amended by 
striking out "such spirits" and inserting in lieu thereof "distilled 
spirits from bond". 

(15) AlaNDJ.mNT OF SECTION 1>212.-Bection 5232(a) (relating 
to transfer of imporled distilled spirits) is amended by striking 
out "and the importer" and inserting in lieu thereof "and the 
im1;xnter1 or the person bringing sucn distilled spirits into the 
Um.ted States,". 

(16) AMENDHENT OF SECTION uaa.-Section 5233(b) ( 4) (relat
ing to bottling requirements) is amended by striking out "49 
Stat. 977 ;". 

(1'7) Axzm>lBNT OF SECTION 5234.-The first sentence of section 
5234(a) (2) (relating to the min,Fling of distilled spirits) is 
amended by striking out "8 yea.rs and inserting in lieu thereof 
"20 years". . 

(18) .AxENDMENT OF SECTION 5314.-Bection 5314(a) (2) (relat
ing to application of certain provisions to Puerto Rico) is 
amended by striking out "section 500l(a)(4)" and inserting in 
lieu thereof "section 5001(a) (10) ". 

(19) REPEAL OF SECTION 5315.-Section 53HS (relating to the 
status of certain distilled spirits on July 1, 1959) js repealed. 

(20) AMENDMENTS OF SECTCON 15368.-
( A) The heading of section 5368 is amended to read as 

follow11: 
"SEC. 5368. GAUGING AND MARKING." 

(B) Section 5368(b) {relating to removal of wines) is 
amended to read as follows: 

"{b) MAiuuNo.-Wines shall be removed in such containers ( includ
~ vessels, vehicles, and pipelines) bearin.- such marks and labels, 
evidencing compliance with this chapter, as the Secretary may by reg
ulations prescribe." 

(21) AxmmKENT OF SECTION 63112.--Section 5392(f) (defining 
own production) is amended by str~ out "49 Stat. 990;". 

(22) AXENDXENTS OF SECTION IUIOt.---'Section 5601(b) (relating 
to presurnJ>tion!! in the case of criminal penalties) is amended to 
read as follows: 
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"(b) PREBUKPTION.-Whenever on trial for violation of subsection 
(a) (4) the defendant is shown to have been at the site or place where, 
and at the time when,., the business of a distiller or rectifier was so 
engaged in or carriea. on, such presence of the defendant shall be 
deemed sufficient evidence to authorize conviction, unless the defendant 
explains such presence to the satisfaction of the jury (or of the court 
when tried without jury)." 

(23) AXENDHE1'""TS OF SECTION 5685.-
( A) Section 5685 (a) (relating to penalty for possession 

of devices for emittinf gas, smoke, etc.) is amended bl strik
ing out "section 5848' and inserting in lieu thereof ' section 
5845". 

(B) Section 5685(c) (relating to forfeiture of firearms, 
devices, etc.) is amended by striking out "section 5862" and 
inserting in lieu thereof "section 5872". 

(0) Section 5685(d) (relating to the definition of machine 
gun) is amended to read as follows: 

"(d) DEFINITION OF l\IAcHINE GUN.-As used in this section the 
term 'machine gun' means a machinegun as definf"d in section 5845 (b) ." 

( 24) AlaNDMENT OF SECTION no 1.-Section 5701 ( e) (relating 
to imported tobacco products, etc.) is amended by striking out 
"such articles" and inserting in lieu thereof "such articles, unless 
such import duties are impoSed in lieu of internal revenue tax". 

(25) AxENDMENT8 OF SECTION 11103,-
(A) &.ction 5703(a) (2) (relating to transfer of liability 

for tobacco taxes) is amended bv addin~ at the end thereof 
the following new sentence: "Afl provisions of this chapter 
applicable to tobacco :prodttcts and cigarette papers and tubes 
in bond shall be applicable to such articles returned to bond 
upon withdrawal from the market or returned to bond after 
previous removal for a tax-exempt purpose." 

(B) The second sentence of sect.Ion 5708(b) (relating to 
method of payment of tobacco taxes) is amended by striking 
out", exc>ept that the taxes shall continue to be paid by stamp 
until the Recretary or his delegate provides, by regulations, 
for the payment of the taxes on the basis of a return". 

(0) Section 5703 is amended by strHdng out subsection (e) 
(relating to stamps to evidence tobacco taxes) and by 
redesigns.ti~ subsections ( d) and ( e) as subsections ( c) and 
(d), respectively. 

(26) AMF.NTl!lfENTS OF SECTION 5704.-Snbsections (c) and (d) 
of i:;ection ~704 (relating to exemrctions from tobacco taxes) are 
each amended by inserting after 'to a manufacturer of tobacco 
products or cigmtte papers and tubes" the following: "or to the 
proprietot' of an export warehouse". 

(27) AMENDMENT OF SECTION' 11712.-Section 5712 (relating to 
application for permit) is amended by stnking out the last 
sentence. 

(28) AMENDMENTS OF SECTION 11723.-
(A) The heading of section 15723 is amended by strikinl" 

oUt "'NOTICES. AND STAMPS" and inserting in lieu thereof 
•AND NOTICES". 

(B) Section 5723(b) (relatin~ to marks. and so forth, on 
packnj?t'S) is amended to rPBd as follows: 

"(b) MAnKA, L .\Bf:LA, AND NOTic:es.-E-v•ry package of tobacco prod
ucts or ri,gnr<'tt<' papers or tubes shall, before removal, bear the marks, 
labels, and not.ices, if any, that the Secretary by regulation prescribes." 
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(b) CoNJ'ORXING AND CLEIUCAL A.xmmXBN'l'S.-
(1) .A.JaNDJIENTS CONFORHING TO .AKENDJIENT OJ!' SECTION 

50114.-

(A) &eetion 5676 (relating to beer stamp penalties) is 
~led. 

(B) The table of sections for part III of subcha.pte! J of 
chaJ?ter 51 is amended by striking out the item relating to 
section 5676. 

(2) AloNDKENTS CONFORXING TO AKENDXENTS OF SECTION 
5061.-

(A) Section 5007(b) (1) is amended by striking out the 
secona sentence. 

(B) Section 5026(b) is amended by striking out "Except 
as provided in subsection (a) (2), the taxes" and inserting 
in lieu thereof "The taxes". 

(C) Section l5043(b) is amended by striking out "Except 
as :provided in subsection (a)(3), the taxes" and inserting 
in lieu thereof "The taxes". 

(D) Section 5662 is amended by striking out "stamp," 
each place it &pJ>68ors· 

(E)(i) Section 6689 (relat~ to penalty a.nd forfeiture 
for tampering with a stamp machlne) is repealed. 

(ii) The table of sections for part IV of subchapte~ J of 
chaJ?ter 51 is amended by striking out the it.em relating to 
section 5689. 

(iii) Section 5061 is amended by striking out subsec
tion (d). 

(p) AJo:NDlrCENTS CONFORMING TO AMENDJIENT OF SECTION 
5142.-

(A) (i) Section 5104 (relating to method of payment of 
tax on stills) is repealed. 

(ii) The table of sections for subpart C of part II of sub
chapter A of chapter 51 is amended by strikiiig out the item 
relatina to section 5104. 

(B) rg;tion 511l(a) is amended by striking out the second 
sentence. 

( C) Section 5121 (a) is amended by striking out the second 
sentence. 

(D) (i) Section 5144 (relating to supply of stamps) is 
repealed. 

(ii) The table of sections for subpart G of part II of sub
chapter A of chapter 51 is amended by strikirig out the item 
relating to section 5144. 

(E) Section 5148 (3) is amended by striking out "penalties" 
and inserting in lieu thereof "penalties, authority for 
assessments,". 

(4) AlrCENDHENT CONFORMING TO THE REPEAL OF SECTION 53111.
The table of sections for part III of subchapter E of chapter 51 
is amended by striking out the item relating to section 5315. 

( 5) Alc£NDMENT CONFORlrCING TO THE AHENDHENT 01' SECTION 
u ss.-The item relating to section 5368 in the table of sections 
for part II ot subchapt:er F of chapter 51 is amended to read as 
follows: 

"Sec. li368. Gauglng and marking." 

(6) .A.:MENDM:ENTS CONFOB:MING TO THE AMENDMENT OF SECTION 
5801.-
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(A) Section 5105{b)(2) is amended by striking out", 5601 
(b) (1),". 

(B) Section 5177(b) (2} is amended by striking out "5601 
(b) (2) "and insert~ in Heu thereof "560l{b)i"· 

(C) Section 5179(b) (1) is amended by striking out", 6601 
(b) (1),". 

(I)) Section 5222 ( d) is amended by striking out "5601 (b) 
(3), 560l{b) (4),". 

(E) Section 5505{i) is amended by striking out "5601(b) 
(1) ,". 

('1) A.3n:.ro:MENTS CONFOJllrCING TO THE AKEND.HENT OJI' SECTION 
5'1'23.-

(A) ParagraJ.>hs (2) and (3) of section 5751(&) are each 
amended by striking out "notices, and st&mps" and inserting 
in lieu thereof "and notices". 

(B) (i) Section 5752 is amended to read as follows: 
"SEC. 5752. RESTRICTIONS RELATING TO MARKS, LABELS, NOTICES, 

AND PACKAGES. 

"No person shall, with intent to defraud the United States, destro)_', 
obliterate, or detach any mark, label, or notice prescribed or autborizea, 
by this chapter or regulations thereunder, to appear on, or be a1Bxed 
to, any pncknge of tobacco products or cigarette papers or tubes, before 
such pa~ is emptied." 

. In) Section 5762 (&) is amended by striking out paragraphs 
(6), (7), (8), (9), (10),and (11) andinsertinginlienthereof 
tbe following: 

"(6) DESTROYING, OBLITERATING, OR DETACHING KARK8, LABELS, 
OR NOTICES BEFORE PACKAGES ARE EJCPTIED.-Violates any provision 
of section 5752 ·". 

(iii) Th~ item relating to section 5752 in the table of sec
tions for subchapter E of chapter 52 is amended to read as 
follows: 
"Sec. 57~ RestrictioDB relating to marb, labels, notices, and 

packacea." 

(C) (i) Section 5763(a) (2) is amended by striking out 
"notices, and stamps" and inserting in lieu thereof "and 
notices". 

(ii) Section 5763(b) is amended by striking out "internal 
l'evenue stamps,". 

(D) The item relating to section 5793 in the table of sections 
for subchapter C of ch&pteJ: 52 is amended to read as follows: 
"Seo. 5728. Packages, marks, labele, and notices." 

( c) AHENDMENTS TO PROVIBION8 REJl'ERRINo TO 'l'EmuroRIES.-
. (t) Section 5114(b) is amended by st~ out "or Territory" 
each pla<"e it appears and by striking out '"l'erritories,". 

(2) Section 5214(a) (2) 18 amended by striking out "or Ter
rito!1" each place it appears. 

(81. Section 5272(b) is amended by Itri.king out "and 
Territories". 

(4) Section 6362(e) (9) is amended by striking out "and 
Territories". 
(5) Section 555l(b) (2) is amended by striking out "Territory, 

or". 
16) Section 5685(a) is amended by striking out "Territory 

OJ'il, 
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(d) EnwrxvE D.An.-The amendments ma.de by this section shall 
take effect on the first day of the first month which begins more than 
90 days after the date of the enactment of this Act. 
SEC. 1906. AMENDMENTS OF SUBTITLE F ; PROCEDURE AND ADMIN

ISTRATION. 

(a) IN GENERAL.-
(11.) AJo:NDMENTS 0.11' SECTION 6013.-

(A) Section 6013(b) (2) (C) (relating to P!tition to the 
Tax Court) is amended by striking out "of the United 
Stat.es". 

(B) The heading of section 6013(d) is amended to read 
as follows: 

"(d) SPF£I.AL RULES.-". 
(C) Section 6013(d) (1) (relating ~jci;,nt return after 

death of one spouse) is amended by st · · ~ out "and" at 
the end of subparagraph ~A) and inserting m lieu thereof 
"or'', and. by 1litriking out 'and" at the end of the subpara.
gt1J:Ph (B). 

(2) A.losm>KENT 0.11' SECTION 6015.-Section 6015 (relating to 
deCiar,tJ.on of estimated tax by individuals) is amended by strik
in{ out subsection (j) (relating to an effective date provision). 

(3) .AnNDHENT 0.11' SECTION 6037.-Section 6037 (relating to 
returns of subcha~t.er S corporations) is amended by striking out 
"section 137l(a)(2)" and inserting m lieu thereof "section 1371 
(b) ". 

(4) Alr::u-nMENTOFSECTION 8048.-Section6046(e) (relatingto 
information as to organization of foreign corporation) is 
amended to read as followo: 

"(e) LIM:rr.ATION.-No informat~on shall be required to be furnished 
under this section with respect to any foreign corporation unless such 
information was required to be furnished under regulations which 
have been in effect for at least 90 days before the date on which the 
United States citizen, resident, or person becomes liable to file a return 
~ttired under subsection (a)." 

(5) AMENDMENT 0.11' SECTION 60111.-Section 6051(a) (relating 
to information required to be furnished to employees) 18 amended 
by striking out "and" where it appears at the end of paragraph 
(6)~ . 
. (ofl .A.IBNDMENTS 0.11' SECTION 80611.-Section 6065 (relatmg to 
verification of returns) is amended by strikin~ out subsection (b) 
( relatinauto verification b_y oath) , and by strikinff out in subsection 
(a) the !ollowing: "(a) PENALTtEs OF PF..RJURY.~". 

(7) REPEAL 0.11' SEOTION 61011.-Section 6105 (relating to com
pilaP,o~ pf data for certain excess profits tax cases) is repeale.d. 

(S} AMENDMENT OF SECTION 61,11.-8ection 6111 (relating to 
cross references), as redesignated by this Act, is amended to read 
as follows: 

"SEC. 6111. CROSS REFERENCE. 
"For inspection of reeords, returns. ete., conrieming gasoline or 

lubricating oils, see section '102." 

(9) AMENDMENT OF 8ECTION 61112.~ion 6152(a) (1) (relat
ing to installment payments by corporations) is amended to read 
its follows: 

" ( 1) ColU'OR.A,TIONs.-A corporation subject to the taxes imposed 
by chapter 1 may elect to pay the unpaid amount of such taxes in 
two equal installments." 
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(10) .AJoNDJCENTS OF SECTION 61H.-
(A) Section 6154(c) (1) (B) (rela.ting to definition of esti

mated tax) is amended-
(i) by adding "and" after the comma at the end of 

clause (i) , and 
(ii) by striking out clauses (ii) and (iii) and inserting 

in lieu thereof the following : 
"(ii) in the case of a taxable year beginning before 

January 1, 1977, the amount of the corporation's tempo
rary estimated tax exemption for such year." 

{B) Section 61M(c) (2) (A) (ii) (rektin~ to teIDJ>Orary 
estimated tax payments) is amended by striking out "clauses 
(ii) and (iii)' and insert~ in lieu thereof "clause (ii)". 

(C) Section 6154(e) (2) (B) (relating to estimated tax) 
is amended by striking out the following: 

"';_~ 1~:_1_~-~-:~::~~~~=========:::::= 1: ~=~~ 
1974 -------------------------------------------- 60 percent". 

(D) Section 6154:(c) (relating to estimat.ed tax) is 
amended by striking out paragraph (3) (relating to transi
tional exemption for taxable years beginning before 1972). 

(11) .AJCENDMENTS OF SECTION 61111.-
(A) Section 6157 (relatj_ng t.o payment of Federal unem

ployment tu:) is amend~ by striking out subsection ( e) 
(relt'ting to special rules for 19"1'0 and 1971), and by redemg
nat~ subsection ( d) as subsection ( c). 

(B). Section 6157 (a) is amended bf striking out "subsec
tions (c) and (d)" and inserting in lieu thereof "subsection 
( 0) ". 

(12) REPEAL OF SECTION 6162.-Section 6162 (relating to pay
ment of tax on gain on liquidation of certain personal holding 
companies) is repealed. 

( l.S) ~n1>MENT OF SECl'ION 82011.-Section 6205 (a H 4) ( relat
ing to DIStrict of Columbia as employer) is amended by striking 
out "Commissioners of the District of Columbia and e8.ch agent 
designated b_y them" and inserting in lieu thereof "Mayor of the 
District of Cohimbia and each agent designated by him". 

(14) AXENDHENT 0.11' SECTION 8207.-Section 6207 (relating to 
cross references) is amended by strikina' out paragraph (7). 

(llS) AMENDMENT OF SECTION 6213.-Section 6213(a) (relating 
to time for filing petition with the Tax Court) is amended hr, 
striking out "States of the Union and the District of Columbia' 
and inserting in lieu thereof "United States". 

(16) AMENDMENT OF SECTION 82111.-Section 6215(b) (6) (a 
cross reference) is amended by striking out "60 Stat. 48 ; ". 

(17) AlnNDHENT 0.11' SECTION 8302.--=&ction 6.!J02(b) (relating 
to collection of certain excise taxes) is amended by str iking out 
"sections 4601(a) or 4511 of chapter 37, or section 4701or4721 of 
chapter 39" and JllSerting in lieu thereof "section 4501 (a) of chap
ter 87". 

(18) REPEAL OF SECTION 6304.-Section 6304 (relating to a cross 
reference) is repealed. 

{19) AxEm>HENT OF SECTION tl318.--8ection 6313 (relating to 
fractional parts of a cent) is amended by striking out "not pay
able by stamp". 

(20) AxiNT>HENTS OF SECTION 8326.-
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(A) Para~fi~(2) of section 6326 (cross references) is 
amended by st · · out "52 Stat. 851 ;". 

(B) Paragraph (3) of section 6326 is amended by striking 
out "52 Stat. 867 ·". 

(C) Paragraph (4) of section 6326 is amended by striking 
ou.t "52 Stat. 867-877 ·". 

(D) Paragraph (5) of section 6326 is amended by striking 
out "52 Stat. 938 ;". 

(21) AMENDMENT OF SECTION 6361>.-Section 6365(b) (relating 
to definition of govemor) is amended by striking out "Commis
sioner of the District of Columbia" and inserting in lieu thereof 
"Mayor of the District of Columbia". 

(22) AHENDXENT OF SECTION 6412.-Section 6412(a) (relating 
to floor stock refunds) is amended by redesignating paragraphs 
(2) and (4) as paragraphs (1) and (2),respectively. 

(23) AHENDHENTS OF SECTION 6413.-
(A) Section 6413(a) (4) (relating to District of Columbia 

as emplo:yer) is amended by striking out "Commissioners of 
the D1str1ct of Columbia and each agent desi~ated by them" 
and inserting in lieu thereof "Mayor of the District of Colum
bia and each agent designated b:y him". 

(B) (i) Section 6413(c) (1) (relating to refunds of certain 
employment taxes) is amended to read as follows: 

"(1) IN GF.~"ERAL.-tf }?y reason of an employee receiving wages 
from more than one employer during a calendar year the wages 
received by him during such year exceed the contribution and 
benefit base (as determined under section 230 of the Social 
Security Act) whic11 is efft>ctive with respect to such year, the 
employee shaU be entitled (subject to the provisions of section 31 
(b)) to a credit or refund of any amount of tax, with respect to 
such wages, imposed by section 3101 or section 3201, or by both such 
sections, and deducted from the employee's wages (whether or 
not paid to the Secretary), which exceeds the tax with respect 
to the amount of such wages received in such year which is equal 
to such contribution and benefit base.. The term 'wages' as used 
in this paragraph shall, for purposes of this paragraph, include 
'compensation' as d~ed in section 3231(e)." 

(ii) So much of section 6413(c) (2) (A) (rela~ to Fed
eral employees) as follows "and the term 'wages' includes" 
is amended to read as follows: "for purposes of this sub
section the amount, not to exceed an amount equal to the 
contribution and benefit base (as determined under section 
230 of the Social Security Act) for any calendar year with 
respect to which such contribution and benefit base is effective, 
determined by each such head or agent as constituting wages 
paid to an employee." 

(iii) The amendments made by clauses (i) and (ii) shall 
apply with respect to remuneration paid after December 31, 
1976. 

(C) Section 6413(e)(2)(F) (n>lating to government 
employees in the District of Columbia) is amended by striking 
out "Commissioners of the District of Columbia and each 
11,gent designated by them" and in~rting in lieu thereof 
"Mayor of the District of Columbia and each agent desig
nated by him". 

• 
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(D} Section 6413(e) ~S) (relating to special refunds) is 
amended by striking out after 196'1". 

(24) AMENDHENTS OF SECTION 8418.-
(A) Section 6416(a) (8) (relating to special rules for 

re:f'nnii of overpayment of tax) is amended oy tedesignating 
subparauraphs (C) and (D) as subparagraphs (A) and 
(B), resPectively. 

(B) (i) Section 6416(b) (2) (relating.to overpaym-:nts of 
certa.m excise taxes), as amended by section 2108 of this ActJ 
isamendedbystrikingoutwbparagraphs {G), (H), (I),an<t 

\

J), and by rede.sipating subparagraphs (F), (K), (L), 
M), (R), (8), and (T) 8.s su'6paragraphs (E), (F), (G), 
HJ, (l), (J),and (K),respectively. . . 
(ii) The repeals made by clause (1) shall applY: with 

respect to the use or resale for use of liqmds after December 31, 
1976. . 

(2lS) REPEAL OF SECTION 6417.-Section 6417 (relatmg to coco
nut and palm oil) is repealed. 

(26) Alo:NDKENTS OF SECTION 6420.-
(A) Section 6420(b) (relating to time for filing refund 

cl&1Dl8 on gasolin<lr.A~ended t.o read as follows: 
"(b) Tu1E FOR FII..INO ; PEmoo CoVUBD.-Not more than 

one claim may be filed under this section by any person with respect 
to gasoline used during his taxable year, and no claim shall be allowed 
under this section with respect to gasoline used during any taxable year 
unless filed by such person not later than the time prescribed by law for 
filing a claim for credit or refund of overpayment of income tu fo-r 
such taxable year. For purposes of this subsection, a person's taxable 
year shall be his taxable year for pur~ses of subtitle A." 

(B) Section 6420(e)(l) (relat~ to application of other 
laws) is amended by striking out' a.ppl:r, in in respect" and 
inse1tinR in lieu thereof "apply in respect'. 

(C) (1) Section 6420 is amended by striking out subeection 
(g) (relating t.o e:ffective date) and by redesignating sub
sections (h) and (i) as subaections (g) and (h), NBpectively • 

(ii) Section 6420 (a) is amended by st~ out "subeeC
tion (h)" and insert111J in lieu thereof ''subsection (J)". 

(D) Section 6420(g) (relating to income tax credit in lieu 
of gas tax refund), as redesignated by mbparagraph (C) (i) 
of this paragraph, is amended by st.riking out "with respect to 
gasoline used after June 30, 1966," and "for gasoline used 
after June 30, 1965". 

(27) AlnNDHENTS OF SECTION 6·'21.-
(A) (i) Subsections (a) and (e) (3) of section 6421 (relat
~ to nonhighway use of gasoline) are each amended by 
st~ out "after June 30, 1970,". 

(ii) The amendments made by clause (i) shall only apply 
with ~pect t.o gasoline used as a fuel after June 30, 1970. 

(B) Section 6421(c) (relating to nonhighway use of gaso
line) is amended to read as follows: 

" ( c) Ton: FOR Fll.INO CLA.nrs; PERIOD Covmmo.-
" (1) IN OENEJW...-Except as provided in paragraph (2), not 

more than one claim may be filed under subsection (a), and not 
more than one claim may be filed under subsection (b), by any 
person with respect to gasoline used during his taxable year; and 
no claim shall be allowed under this paragraph with respect to 
gasoline used during any taxable year unless filed by such person 

90 STAT .. 1827 

26 USC 6413. 

26 USC 6416. 

Pod. P· 1904. 

26 USC 6416 
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26 USC 6417. 

26 USC6420. 
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PUBLIC LAW 94-455--0CT. 4, 1976 

not later than the time prescribed by law for filing a claim for 
credit or refund of overpayment of income tax for such taxable 
year. For purposes of this subsectioo, a perfl(>n's taxable year shall 
be his taxable year for purposes of subtitle A. 

"(2) Exc>!P'I'lON.-l~ $1,000 or more ~ payable ~der this 
section to any person with :respect to gssolme uSed durmg any of 
the first three q.uarters of his taxabl': year, a claim. may_ be filed 
tmder this section by such person with res~ct to ~l~e used 
during such quarter. No claim filed under this parapph shall be 
allowed unless filed on or before the last daY' of the first quarter 
following the quarter for which the claim is filed." 

(C) 8ection 6421 (h) (relating to eiltctive dates) is 
amended by striking out "after June 80, 1956, and". 

(D) Section 6421(i) (relating to income tax credit in lieu 
of refund) is amendec{-...: 

( i) by striking out, in paragraph ( 1) , "with respect to 
gasoline used after June 30, 1965,", . 

\

ii) b1 striking out, in paragraph (2), "subsection (c) 
(3 (B)' and inserting in lieu thereof "subsection (c) 
(2 ",and 

(iii) by striking out, in pa.ragraph (8), "for gasoline 
used after June 30, 1965." 

(2S) AMENDMENTS OF SECTION 8422.-
(A) Paragraph (9) of section 6422 (relating to cross ref

erences), as redesignated ~y section 1901(b)(86)(B), is 
amended by striking out "60 Stat. 48 ;". 

(B) Paragraph (11) of section 6422, ns so redesignated, is 
amended by striking out "47 St.at. 11)16 ;". 

(29) A:MENDMENTS OF SECTION 6423.-
(A) Section 6423(b) (relating to tiling of refund claim in 

ease of alcohol and tobacco taxes) is amended to read as 
follows: 

"(h) FILING OF c1.t.uts.-No credit or refund of any amount to 
which subsection (a) applies shall be allowed or made unless a claim 
therefor has been filed by the person who paid the nmount claimed, 
and unless su('h claim is filed within the time prescribed by Jaw and in 
acl'ordance with regulations prescribed by the Secretary. All evidence 
relied upon in sup\>Ort of such claim shall be clearly set forth and sub
mitted with the claim." 

(B) Section 6423 is amended by striking out subsection ( c) 
(relating to suits barred on A:pril 30, 191S8) and by redeBig
natin~ subsections (d) and (e) as subsections (c) and (d), 
respective 1 y. 

( C) .._ ecf ion 6423 ( c) (relating to application of section), as 
redesi~nat<>d by suhlaragraph (B) of this paragraph, is 
amended by addin~ and" at the end of pamH:raph (1). by 
striking out", nnd at the end of paragraph (2) and insert
ing in lieu thereof a period, and by striking out paragraph 
.(3). 

(30) AHENDMENTS OF SECTION U2f.-
(A) The last sentence of section 6424(b) (1) (relating to 

re.fund claims with respect to lubricating oil} is amended by 
striking out", except that a person's first taxable year be2in
ning after December 31, 1965, shall include the period alter 
De.cember 81, 1965, and before the beginning of such first 
taxable year". 

.. 
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(B) Section 6424: (relating to lubricatin' ~il not used in 
highw&]' motor vehicles) is amended by striJring out subsec
tion (t) (relating to effective date of section), and b;y 
redesignatinj subsections (g) and (h) as subsections (f) ano 
(g) respectively. 

(31) ~NDKENTS OF SECTION 9'27.-
(A) Subsections (a), (b)i and (c) of section 6427 (relating 

to fuels not used for ta.x&ble purposes) are each amended 
by st~ out ", after June 30 1970,". 

(B) The amendments made by subparagraph (A) shall 
apply only with respect to fuel used or resold after June 30, 
1970. 

(32) .AJaNDHENTS OF SECTION IUSU.-
(A) Section 6504 (relating to cross references) is amended 

~y striking out paragraphs (13) and (14) and inserting in 
lieu thereof : 

"(13) Aaseasments to recover exceuive amounts paid under aection 
6'20 (relating to gasoline used on fanu), 6421 (relating to SUoline 
uaed for certain nonhighway purpo11ea or by local tranait ay1tem1) 

64%4 (relating to lubricating oil not used In highway motor whiclea)' 
or M27 (relating to !uels not used for taxable purposes) and ~ 
mental of Uril penalties under section 6675 for excessive claims under 
HCtion 6429, 6421. 6'24. or N%'7, see mection 6206." 

(B) Se.etion 6504, as amended by this Act, is further 
amended. by rede.signating paragraphs (2), (8), (4), (6), 
{9), (10), (11), (12), (13), and (15) as paragraphs (1), 
(2), (3), (4:), (6), (6), (7), (8), (9), and (10), respectively. 

(33) AHENDKENTS OF SECTION U 11,-
, (A) Section 651l(d) (2) (A) (ii) (relating to net oper

ating loss carryback) is amended bl striking out "Septem
ber 1, 1959, ?r" and by striking out', whichever is the later". 

(B) Section 6511(d)(5) is amended by st~ out ''the 
later of the following dates : (A) ", and by striking out ", 
or (B) December 31, 1965". 

(34) AxENDHllNT OF SECTION 600t.-8ection 6601(h) (relating 
to interest on estimated tax payments) is amended by striking 
out " (or section 59 of the Internal Revenue Code of 1939) "· 

(85) AMENDHENT OF SECTION eeu.-Beotion 6654 (relating to 
payment of estimated income tax) is amended by striking out 
subsection (h) (relating to applicabilitI of section). 

(36) AHENDK~NT .OF s~CTION 880:1.~tion 6802(2) (relating 
to supply and distribution of stamJ?S) 11 amended by striking 
out the semicolon at the end and inserting in lieu thereof a 
period. 

(37) Am:NDKENT OF SECTION 81103.-Bection 6803 (relating to 
accounting and safeguarding is amended to read as follows: 

"SEC. 680&. ACCOUNTING AND SAFEGUARDING. 
"(a) Bo~.-In cases coming within the.provisions of paragraph 

(2) ~f ~tion 6802, the Secretary may reqwre a bond, with sufficient 
s~es, ma sum to be fixed by ~he Secretary, con.ditioned for the 
fai~ful return, whenever so required, of all quantities or amounts 
undisposed of and for the payment monthly for all quantities or 
amounts sold or not rema.iQing on hand. 

"(b) RE01:1LATIONs.-The Secretary may !rom time to time make 
such regulat.1ons as he may find ne~essary to insure the safekeeping or 
J?revent th~ illegal use of all adhesive stamps referred to in paragraph 
( 2) of section 6802." 
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(3 ) AxBNDKENT OF SECTION 68,a.-Bection 6863(b)(3) 
(re~a~ing .to stay of sale o~ ~ized property pending Tax Court 
dec1s1on) is amended by striking ont subparagraph (C) (relating 
to effective date). 

(39) AMENDMENT OF SECTION T012.-Section 7012 (relating to 
cross references), as amended by section 1904(h) (8) (C) of this 
Act, is amended to read as follows: 

"SEC. 7012. CROSS REFERENCES. 

"(1) For provisions relatiag to registration in connection with fire
arms. see sections 5802, 5841, and 5861. 
. "(Z) ?or special rules wit~ respect to registration by persons engaged 
m receiving wagers, see section '41%. 

"(3) For provisions relating to registration in relation to the produc
tion or importation of gasoline, see section 4101. 

"(4) For provisions relating to registration in relation to the manu
facture or production of lubricating oils. see section 4101. 

"(6) For penalty for failure to register, see section 7272. 
"(6) For other penalties for failure to regiater with respect to wager

ing, see section 7262." 

( 40) AMENDMENT OF SECTION 7103.-8ection 7108 (relating to 
cro~ references regarding bonds) is amended by striking out sub
section ( d). 

(41) . ..A.icmn>JQNT8 OF S~ON 72Tl~ion 7271 (:relat~ to 
penalties for offenses eoncerrung stamps) is amended by strikmg 
out paragraph (2), and hr redesignating paragraphS (3) and 
(4) as paragraphs (2) and (3), respectively. 

(42) AMENDMENT OF SECTION 7272.--SeCtion 7272(b) (relating 
to cross references) is amended by striking out "4722, 4753,". 

( 43) AlCENDJCENTS OF SECTION 7 3H.-8ection 7326 (relating to 
disposal of forfeited property) is amended-

(A) by striking out "section 5862 ( b) " and inserting in 
lieu thereof "section 5872 (b) ", and 

(B) by redesignating subsection {c) as subsection (b). 
{44) iiENDMENT8 OF SECTION 7422.-Section 7422(c) (relating 

to suits against collection officers) is amended by striking out 
"instituted after June 15, 1942,", and by striking out "where the 
petition to the Tax Court was filed after such date". 

(45) Alo:NDHENTS O.F SECl'ION 7428.-
(A) Paragraph (1) of section 7 428 (cross references), as 

redesignated by this Act, is amended by striking out "52 
Stat. 851 ;". 

(B) Pa.ta2raph (2) of such section 7428 is amended by 
striking out 'li52 Stat. 867·". 

(C) Paraw·aph (3) oi such section 7428 is amended by 
striking out 52 Stat. 8'76--877 ;". 

(D) Parawaph (4) of such section '7428 is amended by 
striking out 1!>2 Stat. 938;". 

( 46) AxiNDHENTS OF SECTION 7448,-

(A) Subsection (a) (6) of ~tion 7448 (relating to 
annuities to widows and dependent children of Tax Court 
judges) is amended-

( i) by striking out "The term 'widow' means a surviv
ing wife of" and inserting in lieu thereof "The term 
'survi'ring spouse' means a surviving s.eouse of''. and 

(ii) by striking out ''the mother of issue" and insert
ing in lieu thereof "a parent of issue". 

(B) Section 7448(h) is amended-
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(i) by str~ out "surviying .widow or widower" 
ancl insert.in¥. in lieu thereof ."surviving spo~"; 

(ii) by striking out "such widow" ea~ }:?lace it appears 
and. ins('rting in lieu thereof. "such survivmg SJ>Ouse"; 

(iii) by. striking out "a widow" ~~place it ar.pears 
and inserting in heu thereof "a survivmg spo~' ; 

(iv) by striking out "widow's" each place it agpears 
an<l insert~ in lieu thereof "surviving ~use's'.; ~d 

( v) by 6triking out "survivina her" and inserting m 
lieu thereof "surviving such spouse". . 

(C) Sections 7448 (h) and (o) are each amended by etrik
iDg out "she" and inserting in lieu thereof "such s~"· 

(D) Section 7 448 ( o) is amended bl striking out her" a.nd 
inserting in lieu thereof "such spouses". 

(E) Sections 7448 (d)1 (j), (m), (n), ~o), anhd (q) a~ 
each amended by striking out "widow' eac place i 
ap~rs and inserting in lieu thereof ''wrviv~g spouse". 

\r) The section heading for section 7448 is amended by 
striking out "WIDOWS" and insetting in lieu thereof "SUR· 
VIVING SPOUSES". 

(47) AJu:NDKENTS OF SECTION 7411.-

(A) Subsection (a) of sooti?n.7471 (~~ating to ~u: 9ourt 
employees) is amended by striking out 18 authoriud ~ ac
oord.ace with the civil service laws to appoin~ and m ac
cordance with the Classification Act of 1949 ( 63 Stat. 9~; 
5 U.S.C. chapter 21), as amended, to fix t~e compel)B&t~on 
of " and inserting in lieu thereof "is authonzed to appoint, 
in' accordance with t6e provisions of title ~. Uni~ States 
Code, governing a.ppointment in the competitive service, and 
to fix the basic fay of, in accordance with chapter 51 and 
subchapter III o chapter 53 of such title,". 

(B) Subsection (b) of section 7471 is amended by striking 
out "as provided in the Travel Expense Act of i949 (63 Stat. 
166; 5 u~.c. eh.apt.er 16).'~ and inse~ing in lien th~f "as 
provided m chapter 57 of title~' Uruted States Code. 

(4 ) Ala:NDKENT OF ~ON uu.-Bootion. 7~76(a) (Tel&ting 
to dec1aratory judgments) 19 amended by stn~ng ~ut Sf! m~ch 
thereof as follow paragraph (2) (B) and msertmg in heu 
thereof the following: . 

"upon the filing of an appropriate plea~PJ' the !ax '9<>urt may 
make a declara.tion with respect to such 1rutial qualification or con
tinuing qualification. Any such declaration shall have the. force and 
effect of a decision of the Tax Court and shall be reviewe.ble 1\8 

such" 
. ( 49) Ala:NDMENT OF SECTION uo2.-Section 7502 (b) ( relatin~ 
to timely mailinp: treated as timely filing a.nd pafo,ig) ~ all!-en~ed 
by strikin~ out "U nit.ed St.ate Poet Offi.ee" and msert1ng in heu 
thereof "United States P.ostal Service". 

(50t) AKEND]l(l'!NTS OF SECTION U07.-Pai:agraph9 (2) and (8) 
of section 7507 ( c) (relating to insolvent banks:) are each amended 
by striking out "after May 28, 1938,". 

(IH) A:MRNDXJIJNT8 OF SECTION 71108.-

(A) The heading of ~tion 7508 (relati~g.to time }or 
performin.z certain acts) is amended by striking out BY 
REASON OF WAR" and inserting in lieu thereof "BY REASON 
OF SERVICE IN COMBAT ZONE". 
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. (B) Section 7608(a) (relati.J!g to ti.me to be disregarded) 
is. a~ended by st~ out "States of the Union and the 
J?IStnot of Col~b1a" each place it appears and inserting in 
heu thereof "United States". 26 use 7509. 

AIJU, .P.'..1_829. 
26 USCT621. 

Repeal. 
26 USC 7641. 

26 USC 7652. 

26 use 7653. 

26 use 1101. 

Definitions. 

( 62) . AxmN~llBNTS OF SECTION noo.-8ection 7500 (relating to 
expenditures mcurred by the Post Office Department) is 
amended-

( A) in the section heading, by striking out "POST OFFICE 
DEPARTMENT" and inserting 1D lieu thereof "UNITED STATES 

POSTAL SERVICE•; 

(B) by striking out "Post Office Department" each place it 
appe~rs and inserting in lieu thereof ''Unit,ed States Postal 
Service"; 
. ( 0) by striking: out "such Department" and inserting in 

heu thereof "such &moo"; and 
(D) by striking out", together with the receipts required 

to be deposited under section 6803(a.),". 
(58) AH~~HE~T OF SECTION 762t.-Section 7621(b) (relatin.fl 

to boundaries of mt.ernal revenue districts) is amended to reail 
as follows: 

"(b) BoUNDAJUEs.-For the purpose mentioned in wbeection (a) 
the ~d~t may Sl~~ vide any State or the District of Columbia 0 ; 
may wute mto one dl8tr1ct two or more States." ' 

(54) REPEAL OF .s~CTioN 7641.-Subchapt.er C of chapter 78 
~relating to supervision of operations of certain manufacturers) 
is repeaJed. 

(65~ bEND~ENTI! • OF SECTION 76112.-Section 7652(b) (3) 
(relating to dl8pos1tion of internal revenue collections) is 
a.mended-

. (A) by striking out subparagraph (B) and by redesignat
m~ subparag:rn:ph (C) aft subparagraph (B). 

B) by ~tnkmg .out "~pproved eme ncy relief purposes 
an ,~~1al p~1bh~ P!OJects as rirovii:fed m subparagraph 
(B) and ~m;ertm~ ID lieu theroof 'emergency relief purposes 
and ~ntial p~1bhe projects. with the prior approval of the 
PreSident or !us designated ~P.resent.ative" and 

(C) bz,:atriki.ng out", including paymen~ under subpara
gtaph (B)/'. 

(56) ~HENT OF SECTIO:S- 7853.-Seetion 7653(d) (a. cross 
ref~l"6nee) is amended by striking out "c. IU2 64- Stat. 392 
section 30;';. ' ' 

(57) AMZND'HENTS OF SECTION 7701.-
( A) ~tion '7701 (a) ( 11) ( relatihg to definitions of Sec

" retary) IS amended to read as follows: 
(llJ 8ECUr.Alt'f' OF THE TREASURY AND SECRETARY......-

' (A) SJJORllTARY OP THE TREASURY.-The t.erm 'Secretary 
of the TreaaurJ' means tbe Secretary of the T~, per· 
so~lly, and shall not include an:y delegate of his. 

(B) 8Bon:r.ARY.-The term 'Secretary' means the Seere
ta17- of the Treasury or his del~" 

(B) Section 7701(a) (12)(A) (~lating to definition of 
Secretarv or his delegate) is amended to read as follows: 

"{..t\) lN OENERAL.-The tt>rm 'or his deJegate'-
"(i) when used with reference to th&Secrefillcy of the 

Treasury, means any officer, employee, or a.gen~ of the 
Treasury Department duly authorized by the secretary 
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of the Treasury directly, or indirectly by one or more 
redelegations of authority, to perform the function 
mentioned or described in the context; and 

"(ii) when used with reference to any other official of 
the United States, shall be similarl:y construed." 

(58) bENDKENT 01' SECTION 7803.-Bection 7803 (relat~ to 
other personnel) is amended by redesignating subeection ( d) as 
subsection ( c). 

(59) AxENDKENTOF SECTION 780t.-8ection 7809(a) (relati~ 
to deposit of collections) is amended by striking out "473lS, 4762,'. 

(b) 0oNFORMlNO AND CLmlIOAL .Axmro:HEN'l"8.-
( 1) Ax£NDMENT CONFORMING TO THE RF.PEAL OF SECTION 

no11.-The table of sections for subchapter B of chapter 61 is 
amended by striking out the item relating to section 6105. 

(2) AMJ:NDMENT CONFORMING TO AMENDMENT OF SECTION 8111,
The item relating to Section 6111 in the table of sections for sub
chapter B of cha.pt.er 61 is amended to read as follows: 

"See. 6111. Cross reference." 

( 3) .AxmmKENTS CONFORMING TO AKENDMENTS OF 8EOTION 
61U.-

(A) Paragraph (l)(B) of section 6655(e) is amended: 
(i) by adding "and" at the end of clause (i), and 
( i1) 6y striking out clauses (ii) and (iii) and insert

in§ in lieu thereof the following: 
' (ii) in the case of a taxable year beginning before 

January 1, 19'77, the amount of the corporation's tempo
rary estimated tax exemption for such ~r." 

(B) Paragraph (2) (B) of section 6655(e) is amended by 
striking out "clauses (ii) and (iii)" and :i11serting in lieu 
thereof "clause (ii)". 

(C) (i) Section 665li(e) is amended by striking out para
fs}ph (3) and by redesignating paragraph (4) as paragraph 

(ll) Section 243(b) (3) (C) (iv), as redesignated hy section 
1901 (b) (20). (A) of this Act, is amended by striking out "sec
tions 61M(c) (2) llDd (3)" and in'6rl~ in lieu thereof "sec
tion 6154 ( o )(2) ", and b; striking out 'sections 6655 ( e) (2J 
and (3)" and inserting in lieu thereof "section 6655(e) (2) . 

(4) A.JiENDHENT CONFORMING TO THF. REPEAL OF SECTION 6182.
The table of sections for subchapter B of chapter 62 is amended 
by striking out the item relating to section 6162. 

(5) AKENDMF.NT CONFORMING TO THE REPEAL OF SECTION 8304.
The table of sections for 8llbchapter A of <."hapter 64 is amended 
by striking out the item relatin,i: to section 6304. 

(6) AXENOllENTS CONFORMING TO THE AlKENDME?l.-r OP SJIJC· 

TION 6•111.-
(A) Subparagraph (A) of section 6420(c) (3) is amended 

to read as follows: 
"(A) by the owner, tenant, or OJ,>t!rator of a farm, in con

nection with cultivating the soil. Ot' m connection with raising 
or harvesting any agricultural or horticultural coinmodity, 
includinp: the raising, shea~1 f~inp:, caring for, training, 
and mana~ment of livestock, oees, poultry, and fur-bearinp: 
animn.ls and wildlife. on a fann of which he is the owner. 
tenant, or operator; except that. if such use is by any person 
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other than the own~, tenant, or oper~tor of s~ch fann, then 
for purJ>?SeS of this subparagraph, m applymg subsection 
(a) to this subJ.>aragrap~ the ow.ne~, tenant, or operator of 
the f~rm on which gasoline or a hqu1d taxable under section 
4041 issued shall be treated as the user and the ultimate pur-
chaser of such gasoline or liquid;". · 

(B) J;he amendments made -bY subP"r&graph (A.) ~all 
apply with respect to the use of 1iquid8 after December 31 
1n~ ' 

(7) .Ald:ENDMENT CONFORMING TO THE REPEAJ, OF SECTION 6U 7 -

The t~bJe of sectio!18 for su~hapter B of chapt.er 65 is amended 
by stnking out the item relatmg to section 6417. 

(8) AMENDMENT CONFOBJrllNG TO AKENDHF.NT OF SECTION U20,

Section 39(a) {1) is amended by striking out "section 6420(h)" 
and inserting m lieu thereof "section 6420(g)". 

(9) AMENDMENT CONFORMING TO AMENDMENT OF SECTION H:.14.
Sect~on 3~(a).(3). is amended bY. striking out "section 6424(g)" 
and msert.mg m Heu thereof "section 6424( f) ". 

(10) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 
7448.-The item relating to section 7448 in the table of sections 
for part I of subchapter C of chapter 76 is amended to read as 
follows: 

"Sec. 7448. Annuities of Surviving spouses and dependent children.". 

(11) All!JNDKENT • CO:ll."FORMUfG TO AKENDHENT OF SECTION 
750s.-The item relat!fig to section 7508 in the table of sections 
for chapter 77 is amended to read as follows: 

"Sec. 7508. Time for performing certain acts postponed by reason of 
service In combat zone.". 

(12) AMENDMENT CONFORMING TO AMENDMEN'J.' OF SECTION 
7509.-The ite.m relating to section 7509 in the table of sections 
for chapter 'l7 is amended to read as follows: 

"Sec. 7509. Expenditures Incurred by the United States Postal 
8en1ce.". 

(13) Alil:NDHENT CONFORIDNG TO REPEAL OF SECTION 7841.
The table of subchapters for chapter 78 is amended by striking 
out the item relating to subchapt.er C. 

{A) The Internal Revenue Code of 1954, as amended by 
this Act, is amended by strikina out "Secretary or his 
delegate" eaeh place it appears and' inserting in lieu thereof 
"SeCretary". 
. (B) Tlie following provisions are each amended by strik-
1!1g out "~retary" each place it appears and inserting in 
lieu thereof Secretary of the Treasury": sections 4293, 4483 
(b}, 5551, 7801(b}, 7802(1!-)J 9006(a), 9006(b), and 9007(d). 

(C) The following provision. are each amended by striking 
~ut "to the , ecretary" each place it appears and inserting in 
lieu thereof 'to the Secretar_y of the Treasury": sections 3121 
(b) (12) (B), 3303(b), 330-!(a) (3)t 3304(c), 8305(j), 3306(c) 
(12) (B), OOOlS(a), 9007(b), 9010(b), and 9012(e) (3) 

(D) &ction 31(b)(l) is amended by striking out "(or his 
delegate)"· 

(~) The last sentence of section 3304(c) is amended by 
striking out "the Secretary shall" and inserting in lieu thereof 
"the Secretary of Labor shall". 
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(~') Section.3310(d)(2) is .amended by ~rikin~ ou_t '~e 
Secretarv's action" each place 1t appears and inserting m lieu 
thereof "the Secsof Labor's action". 

( G) Section 3221 a) and 3221 ( c) are t?Rch amended by 
str.i!Qng out "of the reasury" eaCb place 1t appears. 

(H) Section 3310(e) is amended by striking out "of the 
Secretary" and inserting in lieu thereof "of the Secretary of 
Labor". 

(I) Section 4412(c) is amended by striking out "he or his 
delegate" and inserting in lieu thereof ''the Secretart'· 

(J) Section 5845{f) is amended by striking out of the 
Treasury or his deleg_ate". 

(K) Section 6402(b) is amended by striking out "(or his 
delegn te) ". 

(L) Section 7458 is amended by striking out "nor his 
delegate". 

(M) Section 7514 is amended by striking out "functions of 
the Secretary" and inserting in lieu thereof "functions of the 
Secretary of the Treasul'!"· 

( c} AHENDMENTB TO SECTIONS REFE'IUUNo TO TEmuroIUES.-

l ll Section 6871(a) is amended by striking out "or Territory". 
2 Section 7622 (b) is amended tiy striltjng out ", Territory,"· 
3 Section 7701(a) (4) is amended bi striking out "or 

Territory". 
(d) EPFECTIVE DATE.-

(1) GDERAL RULZ.-Exeept as otherwise expressly provided 
in this section, the amendments made by this section shall take 
e1fect on the first day of the first month which begins more than 
90 days after the date of the enactment of this Ad: 

(2) AHENDKENTS RELATING TO INCOME TAL-The amendments 
made by this section, when relating to a tax imposed by chapter 
1 or chapter 2 of the Int.emal Revenue Code of 19~ shall take 
e1fect with respect to taxable years beginning after December 31, 
1976. 

SEC.1907. AMENDMENTS OF SUBTITLE G; THE JOINT COMMl'ITEE ON 
INTERNAL REVENUE TAXATION. 

(a} IN Gzna.il..-
(1) AlcENDKENT OF SECTION 1001.-section 8001 (relating to 

creation of the Joint Committee) is amended W striking out 
"Joint Committee on Internal Revenue Taxation and inserting 
in lieu thereof "Joint Committee on Taxation". 

(2) Alo:NDXENT OF SECTION 8004.-Section 8004 (relating to 
compensation of sta1f) is amended by striking out "compensation 
of a clerk" and inserting in lieu thereof "compensation of the 
Chief of Staff of the Joint Committee". 

(3) AxmrolONT OF SECTION 8021.-Bection 8001(d) (relating 
to authority to make expenditures) is amended to read as follows: 

"(d) To M.A:Kll EXPENDITUBES.-'l'he Joint Committee, or &llJ 
subcommittee thereof, is authorized to make such expenditures as 1t 
deems advisable.". 

(4) AlmNDKENT OP SECTION ao11.-Section 8003(c) (relating 
to reorganization plans) is amended to read as follows: 

"(c) AwucATION OF SUBSECTIONS (a) AND (b).-Subeections (a) 
and (b) shall be applied in accordance with their provisions without 
regard to any reorganization plan becoming effective on, before, or 
after the date of the enactment of this subseetion.". 
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. (5) AU references in any other statute or in an_y rule, regula
fi!.on, or order, to ~e Joint Committee on Intemal Revenue Taxa
tion s~all be considered to be made to the Joint Committee on 
Taxation. 

(b) AKENDJONTI CONFOR'HIN'G TO THE Al.n:NDMENT OF SECTION 
8001.-

(1) The heading of subtitle G is amended by striking out 
"Internal Revenue". 

(2). The table of su~ti~les for the .Internal Revenue Code of 
1954 .1s amend~d ~y striking out the item relating to subtitle G 
and UL...<ierting m heu thereof the following: 

.. SUJITnu: G. The Joint Committee on Taxation.". 

(c) EFFECTIVE DATE.-The amendments made by this section shall 
take etrect on the first day of the first month which begins more than 
90 days after the date of the enactment of this Act. 
SEC. 1908. EFFECTIVE DATE OF CERTAIN DEFINITIONS AND DESIGNA

TIONS 

For purp~ o~ any amendment made by any provision of this Act 
(other than this title)-

( 1) which contains a term the me~ of which is defined in or 
modified by any provision of this title and 

(2) w~i?h has an. etr~tive date earlie; than the effective date of 
the p~vis1on of t~IS tI~le defining or modifying such term, 

that de~1tlon or. modification shall be considered to take effect as of 
such earlier etrechve date. 

Subtitle B-Amendments of Code Provisions 
With Limited Current Application; Repeals 
and Savings Provisions 

SEC. 1951. PROVISIONS OF SUBTITLE A. 

(a) REFERE~CES TO INTERNAL REVENUE Conz.-Except as otherwise 
exp~y provided, '!'~enever in this section a reference is made to a 
section or other proVIsion •. t~e reference shall be considered to be made 
to a section or other proVlSlon of the Internal Revenue Code of 1954. 

(b) A.JoNDXENTS.-

(1) AKENDKENT OF SECTION 72.-

(A) REP£A1:--:-8eetion 72 .(rela.tinfi to annuities) is 
ame~ded by st~ng out subsection { 1) (relating to joint and 
survivor Rnnmttes where first annuitant died in 1951 1952 
or 19o3). , , 

(B). SAvtNos i:it~vrsroN.-N!>twithst&nding subparagraph 
(A)., if ~he pronmons of section 72(1) applied to amounts 
received m ta~abJe years beginning before January 1, 1977, 
under an annuity contract, then amounts received under such 
C?'!tract on or after such date shalJ be treated as if such pro
visions were not repealed. 

(2) AMENDMEN"llJ OF 8ECTION 108.-

( A) ~AL.-8ection 108 (relating to income from dis
charge of ipdebtedn~) is ~mended by striking out subsection 
.(b) (relating to certain railroad corporations) and by strik
mg out of subsection (a) the following: " (a) SncrA.L RULE 
OF EXOLU8ION.-". 

PUBLIC LAW 94-4.55-0CT. 4-, 1976 

(B) &v1NGS PROVISION.-li any discharge, cancellation, 
or modification of indebtedness of a railroad corporation 
occurs in a taxable year beginning after Dece1nber 31, 1976, 
pursuant to an order of a court in a proceeding referred to in 
section 108(b) (A) or (B) which commenced before Janu
ary 1, 1960, then, notwithstanding the amendments made by 
subparagraph (A), the provisions of subsection (b) of sec
tion 108 shall be considered as not repealed with respect to 
such discharge, cancellation, or modification of indebtedness. 

(8) A.xF.NDHENTSOFSECTION 164.-
(A) REPEAL.-8ection 164 (rela~ to taxes) is amended 

by striking out subsection ( f) (relating to payments for 
municipal services in atomic energy commumties) and by 
redesig:t!ating subsection (g) ~ subsection (f). 

(B) SAVINGS PROVIBION.-Notwithsta.nding subear11:graph 
(A), any amount paid or accrued in a taxable year beginning 
after December 31, 1976, to the Atomic Energy Commission 
or its successors for municipal-type services shall be allowed 
as a deduction under section 164 if such amount would have 
been deductible by reason of section 164(f) (as in etrect for 
a taxable year ending on December 81, 1976) and if the 
amount is Raid or accrued with respect to real property in 
a oommuxuty (within them~ of section 21 b. of the 
Atomic Energy Community Act of 1955 ( 42 U.$.C. 2304 
(b)J) in which the Commission on Dect>rnber 31, 1976, was 
ren ering municipal-type services for which it received com
pensation from the owners of property within such 
community. 

(4) REPEAL OF SECTION 188.-
(A) REPEAL.-Section 168 (relating to amortization of 

emergency facilities) is repealed. 
(B) SAVINGS PROVISION.-Notwithstanding the repeal 

made by subparagraph (A), if a certificate was issued before 
January 1, 196(>iwith respect to an emergency facility which 
is or has been p aced in service before tlie date of the enact
ment of this Act, the provisions of section 168 shall not, with 
~t to such facility, be considered repealed. The benefit 
of aeductions by reason of the preceding sentence shall be 
allowed to estates and trusts in the same manner as in the 
case of an individual. The allowable deduction shall be 
apportioned between the income beneficiaries and the fidu
ciary in accordance with regulations prescribed under section 
642(f). 

(fl) AMENDMENT OF SECTION 171.-
(A) !WEAL.-

(i) Section l7l(b)(l)(B) (relating to amount of 
bond premium) is amended by strikin~ out clause (iii) 
(relating to certain bonds acquired before 1958). 

(ii) Section 171(b) (1) (B) (i) is amended by striking 
out "clause (ii) or (iii) applit>s," and lliaertin~ in lieu 
thel'f'of "clause (ii) applit>s, or", and by inserting 
"and" at the end thereof. 

(iii) Section 171(b) (1} (B) (ii) is amended by strilr· 
ing out ", or" and inserting ", 11.nd" in lieu thereof . 

{iv) The second senoonee in Be<'tion 171(b) (2) iB 
amended by striking out "or (iii)". 
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(B) S.\\"JN08 PROVISION.-Notwithstanding the amend
ments made by subpa'ragraph (A), in the case of a bond the 
interest on whit'h is not excludable from gross income

(i) whi<'h was issued after January 22, 1951, with a 
call dnte not more than 3 years after the date of such 
issue, and 

(ii) which 'vas acquired by the taxpayer after Janu-
ary 22, 1954:, and before .T annary 1, 19581 the bond premium for a taxable year beginn'lllg after Decem

ber 31, 1975, shall not be determined under section 171(b) 
(1) (B) (i) but shall be determined with reference to the 
amount payable on maturity, and if the bond is called before 
its maturity, the bond premium for the year in which the 
bond is called shall be determine.d in accordance with the 
provisions of section 171 (b) ( 2). 

(6) AMENDHENTOFSECTION 333,-
(A) REPEAr.-Section 333 (relating to election as to recog

nition of gain in certain liquidations) is amended by striking 
out subsection (g) (relating to the liquidation of certain 
personal holding companies). 

( B) SAVINGS PROVISION .-Noth withstanding subparagraph 
(A), if any corporation meets all the requirements of sec
tion 333(g) (2) (B). as in effect before its repeal by this Aet1 the liquidation of such corporation shall be treated as it 
paragraphs (2), (3), and (4) of section 333(g) had not been 
repealed. 

(C) PHASE-IN OF 12-MONTH HOLDING PERIOD REQUIRE
VENT,-For purposes of subparagraph (B}, the period for 
holding of stock specified in section 333(g) (2) (.A.) (ii), as in 
eft'ect oofore such repeal, shall-

{ i) in the case of taxable years beginning in 1977, be 
considered to be "9 months"; and 

(ii) in the case of taxable years beginning after De· 
cember 81, 1977, be considered to be "1 year". 

(1) AMENDMENT OF SEC'l'ION 4:13..-
(A) Rt;P~r.-Section 453(b)(2) ~rela~ to limitation 

on use of installment sales methOd) 18 amenaed to read as 
follows: 

"(2) LDCITATION.-Paragraph (1) shall apply only if in 
the taxable year of the sale or other disposition-

" (A; there are no payment.a, or 
"(B the payments (exclusive of evidences of indebted

ness o the purchaser) do not exceed 30 percent of the selling 
price.". 

(B~ SAVINGS PROVISION.-NotwithstandinJ subparagraph 
(A), m the case of installment payments received during tax
able years beginning after December 31, 1976bon account of 
a sale or other disposition made durin~ a taxa le year begin
ning before January 1, 1954, subsection (b) (1) of section 
453 (relating to sales of realty and casual Sales of person
alty) shall apply only if the income was (by reason of sec
tion 44(b) of the Internal Revenue Code of 1939) returnable 
on the basis and in the manner prescribed in section 44 (a) 
of such Code. 

• 

• 
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(8) A1oNDKENTS OF SECTION 512.-
(A) RBPEAL.-Section 512(b) (relat~ to unrelated busi

ness taxable income) is amended by striking out paragra.phs 
(13) and (14) and by redesignating paragraphs (15), (16), 
and (17) as paragraphs (13).zJ14), and {15), respectively. 

(B) SAVINGS PBOVI8ION.-.Notwithstandini ~b~aragraph 
(A), income received in a taxable year beginn_ing aft~r 
December 31, 1975, shall be excluded from gross m?ome m 
determining unrelated business taxable income, if such 
income woUld have been excluded by paragraph (13) or (14) 
of section 612(b) if received in a taxable year beginning 
before such da~ Any deductions directly connected with 
income excluded under the {>receding sentence in determining 
unrelated business taxable mcome shall also be excluded for 
such purpose. 

(9) AJaNDJONT OF SECTION 5411.-
( A) REPEAL.-Section 545 (b) (relating to adjustments in 

computing undistributed personal holding company income) 
is amended by striking out paragraph (9) (relating to deduc
tions on account of certam liens in favor of the United 
States). 

(B) SAVINGS PROVISION.-Notwithstanding subparagraph 
(A), if any amount was deducted under paragraph (9) of 
section M6(b) in a taxable year beginning before January 1, 
1977 on account of a lien which is satisfied or released In a 
taxable year beginning on or after such date, the amount so 
deducted shall be included in income, for purposes of section 
545, as provided in the second sentence of such paragraph. 
Shareholders of any corporation which has amounts included 
in its income by reason of the preceding sentence may elect 
to compute the income tax on dividends attributable to 
amounts so included as provided in the third sentence of such 
paragraph. • 

(10) AlalNDHENTS OF SECTION 691,-
(A) REPEAr..-Section 691 (relat.fng to income in respect 

of decedents) is amended by striking out subsection ( e) 
(relating to certain installment obligations transmitted at 
death) and by redesignating subsection ( f) as subsection ( e). 

(B) SAVINGS PROVISION.-Notwithstanding subparagraph 
(A), any election made under section 69l(e) to have subsec
tion (a) ( 4) of such section apply in the case of an installment 
obligation shall continue to be effective with respect to tax· 
able years beginning after December 31, 1976. Section 691 ( c) 
shall not apply in rMpOOt of any amount included in gross 
income by reason of the preceding sentence. The liability 
under bond filed nnder section 44 ( d) of the Internal Revenue 
Code of 1939 (or correspondin_g provisions of prior law) in 
respect of which such an election applies is hereby released 
with respect to taxable years to which such election applies. 

( 11) AJmNnll[ENTS OF SECTION 81 7 r-
(A) REPEA.r,.-Section 817 is amended by striking out 

subsection ( d) (relating to certain gains occurring tiefore 
1959). 

(B) SAVIN08 PROVISION.-Notwithstanding subparagraph 
(A), any gain in a taxable year be~ after Decem
ber 81, 1976, from any sale or other disposition of property 
prior to January 1, 1959, would be excluded or not taken into 
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account for purJ>OS('S of part 1 of subchapter I of chapter 
1 if subsection (d) of section 817 of such Code were still in 
effect for such taxable year, such gain shall be excluded for 
purposes of such part. 

(12) REPEAL OF SECTION 1347•-
(A) REPEAL.-Ser.tion 1347 (relating to certain claims filed 

against the United States before January 1, 1968) is repealed. 
(B) SAVINGS PROVI ION.-Notwithstanding subparagraph 

(A), if amounts received in a taxable year beginning after 
DOOember 31, 1976, would have been subject to the provisions 
of section 1M7 if received in a taxable year be~ before 
such date, the tax imposed by section 1 attributable to such 
receipt shall be computed as if section 1347 had not been 
repealed. 

(13) REPEAL OF SECTION 1471.-
(A) REPBAL.-Subcha~ A of chapter 4 (relating to 

recovery of excessive profits on certain Government con
tracts) is repealed. 

(B) SAvnros PROVIBION.-If the amount of profit required 
to be paid into the Treasury under section 2382 or 7300 of 
title 10, United States Code, is not voluntarily paid, the Sec
retary of the Treasury or his delegiLte shall collect the same 
under the methods employed to r..ollect taxes under subtitle 
A. All provisions of law (including penalties) applicable 
with respect to such taxes and not inconsistent with section 
2382 or 7300 of title 10 of such Code, shall arply with respect 
to the assessment, collection, or payment o excess profits to 
the Treasury as provided in the preceding sentence, and to 
~funds by the Treasury of overpayments of excess profits 
mto the Treasury. 

(14) .AMENDMENT OF SECTION 1481.-
(A) RitPEAL.-Seetion 1481 (relating to mitigation of 

eftect of renegotiation of Government contracts) is amended 
by striking out subsection ( d) (relating to renegotiation for 
years prior to 1954:). 

(B) 8'.VING8 Pa0Yl8ION.-If, during a taxable year begin
ning a.ft.er December 31, 1976, a recovery of excessive profits 
through renegotiation which relates to profits of a taxable 
year subject to the Internal Revenue Code of 1939, the 
adjustments in respect to such renegotiation shall be made 
under section 3806 of such Code. 

( c) CoN1'0BJUNO AND CLERIOAL AxllNDKENTS.-
(1) A:MENDHENT CONFORMING TO THE AMENDMENT OF SECTION 

1os • ..:.-.section 1017 is a.mended by striking out "section 108(a.)" 
each time it appears therein and inserting m lieu thereof "section 
108". 

(2) .AKENDJBNTS CONIQIOUNG TO REPEAL OF SECTION 11$.-
(A) Section 1238 is amended by striking out "(relating to 

amortization deduction of emergency facilities)" and insert
ing in lieu thereof "~as in effect before its repeal by the Tax 
Reform Act of 1976) '· 

(B) Sections M2(f\ and 1082(a) (2) (B) are each amended 
by striking out "168/. 

(C) Sections 1245(a) (2) a.nd 1200(b)(3) are each a.mended 
by !triking out "168," e&eh place it ap~ars and inserting in 
lieu thereof "168 (as in effect before its repeal by the Tax 
Reform Act of 1976),". 

• 
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(D) The tabJe of sections for part VI of subchapter B of 
chapter 1 is amended by striking out the item relating to 
section 168. 

(3) Alil:E~'1lMENTS COXFORIDNG TO THE REPEAL OF SECTION 
1347.-

(A) Section 5(b) is amended by striking out paragraph 
(5) and by l'edesignatin~ l>aragraphs (2), (3), and (4), as 
pa~raphs (1), (~), anct (3), respect.ive1y. 

(B) Tht- table of sections for part VI of subchapter Q of 
cha~ter 1 is amended by striking out the item reJating to 
section 1347. 

(C) The heading of part VI of subchapter Q, of chapter 1 
is amt-nded to read as follows: 

"PART VI-MAXIMUM RATE ON PERSONAL SERVICE 
INCOME." 

(D) The table of parts for subchapter Q of chapter 1 is 
amended by striking out the item relating to part VI and 
inserting in lieu thereof the following: 
"Part VI. Maximum rate on personal service Income." 

(4) A.xF.NDMENT CONFORMING TO THE REPEAL OF SECTION 1'Tl,

The table of subchapters for chapter 4 is amended by striking 
out the item relating to subehapter .A. 

(d) EFFECTIVE DAn:.-Except as otherwise expressly provided, the 
amendme!lts. made by this section shall apply with respect to taxable 
years beginmll,lt after December 31, 1976. 
SEC. 1952. PROVISIONS OF SUBCHAPTER D OF CHAPTER 39; CO'ITON 

FUTURES. 
(a) SHORT TITLE.-This section may be cited as the "United States 

Cotton Futures Act". 
(b) REPEAL oF TAX ON CoTroN FuTuus.-Subchapter D of chap

ter 39 (relating to tax on cotton futures) is repealed. 
( c) DEFINITIONS.-For purposes of this section-

( 1} CoTroN FUTURES CONTRA.CT.-The term "cotton futures con
tract ' means a!ly contract of sale of cotton for . future delivery 
made at, on, or m any exchange, board of trade, or similar institu
tion or place of business which has been designated a "contract 
market" by the Commodity Futures Trading. Commission pur
suant to the Commodity Excha~ Act and the term "contract of 
sale" as so u!!t'd shall be held to mclude sales, agreements of sale, 
and agreements to sell. 
. (2) FUTURE DELIVERY.-The term "future delivery" shall not 
mclude any cash sale of cotton for deferred shipment or delivery. 

(3) PERSON.-The t.erm "J?61'80n" includes an individual trust, 
e!3tate, partnership, association, company, or corporation. ' 

(4) SECRETARY.-The term "Secretary" means the Secretary 
of Agriculture of the United States. 

( 5) STANDARDs.-The term "standards" means the official cotton 
standards of the United States established by the Secretary pur
suant to the United States Cotton Standards Act as amended. 

(d) BoNA FmE SPOT MARKETS AND Co]()[EJlOIAL ~NCES.-
(1) DEl'INITION.-For purposes of this section, the only markets 

wh!ch shaU be considered oona fide spot markets shall be those 
which ~he Secretary shall, from time to time, after investigation, 
determme and deSlgnate to be such, and of which he shall give 
public notice. 
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(2) DE'l'EroaNATION.-ln determining, put"SUant to the provi
sions of this section, what markets are bona fide spot markets, the 
Secretary is directed to consider only markets in which spot cotif>n 
is sold in such volume and under such conditions as custom~r1ly 
to reflect accurately the value of middling cotton and the differ
ences between the prices or values of middling cotton and of ?ther 
grades of cotton for which standards shall have been establish~ 
by the Secretary; except that if there are not sufficient places, ID 
the markets of which are made bona fide sales of spot cotton of 
grades for which standards are established by the. Secretary, to 
enable him to d!!n' ate at least five spot markets m accordance 
with subsection (f (3), he shall, from .data as to spot ~~es col
lected by him, ma ~ rules an?- regulations for detenmnIDg the 
actual commercial differences m the value of spot cotton of the 
grades established by him as reflected by bona fide sales of spot 
cotton of the same or different grades, in the market selected ~d 
design'ated by him, from time to time, for t~at purpo~, and m 
that event differences in value of cotton of various grades IDvolved 
in contracts made pursuant to subsection (f) (1) and. (2) shall be 
detennined in compliance with such rules and ~gulabons. I~ sh~ll 
be the duty of any pereon ~ged in the business of ~eahng ID 
cotton, when request.ed by the Secretary or any agen~ acting under 
his instructions, to answer correct~y to the ~ of. his knowledge, 
under oath or otherwise, all questions tou~ hlB knowledge .of 
the number of bales, the classification, the price or bon& ~de pnce 
offered and other terms of purchase or sale, of any cotton IDVolved 
in any transaction participated in by him, or to produce ~11 books, 
letters, papers, or documents in his possessfon or under his control 
relatin~ to such matter. . 

(3) WITHHOl..DING INFORMATION.-Any .Pe~on engaged m .the 
business of dealing in cotton who shalJ, w1t~m a reaso~a~le time 
prescribed by the Secretary or any agent actm~ under lus instruc
tions willfully fail or refuse to answer questions or to produce 
boob, letters, papers, or documents, as required under paragraph 
(2) of this subsection, or who shall willfully give any answer 
that is false or misleading, shall, upon conviction thereof, be fined 
not more thnn $600. 

( e) FoRK AND VALIDITY OF CoTroN FUTURES CoNTRAars.-Each 
cotton futures contract shall be a basis grade cont!'&Ct, ?r a tendt:red 
grade contract, or a specific grade contract as specified m subsections 
(f), (g), or (h) and Shall be~ writing plainly stating, or evi?enced 
by written memorandum showmg, the terms of such contract, IDclud
ing the quantity of the cotton involved and the names and addresses 
of the seller and buyer in such contract, and shall be signed by the 
party to be charged, or by his agent in his behalf. No cotton futures 
contract which does not conform to such requirements sha~l be _!.'~force
able by, or on behalf of, any party to such contract or his pnvJ.eS. 

( f) BA818 GRADE CoNTRAars.-
(1) CoNDITIONs.-Each basis grade cotton futures contract shall 

comply with each of the following conditions: 
(A) ColO'ODUTr WITH llllG'ULATIONS.-Conform to the 

regulations made pursuant to this section. 
(B) $PECIFICATION OF GRADE, PRICE, AND DATES OF SALE AND 

sE'ITLEXENT.-S~itv the basis grade for the cotton involved 
in the contract, whicn shall be one of the grades for which 
standards are established by the Secretary, except grades pro
hibited from being delivered on a contract made under this 

., 

' 
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subsection by subparagraph (E), the price per pound at 
which the cotton of such basis grade is contracted to be bought 
or sold, the date when the purehase or sale was made, and 
the month or months in which the contract is to be fulfilled 
or settled; except that middling shall be deemed the basis 
grade incorporated into the contract if no other basis grade 
be specified either in the contract or in the memorandum 
evidencing the same. 

(C) J>RoVISION FOR DELIVERY OF STANDARD GRADES ONLY.
Provide that the cotton dealt with therein or delivered there
under sha!l be of or within the grades for which standards 
are es~lish64 by the Secretary except 2T&(}es prohibited 
from bemg delivered on a contract made under this subsection 
by subparagraph (E) and no other grade or grades. 

(D) PltO\'ISION FOR 8ETI'LEHENT ON BASIS OF ACTUAL COMMER
CIAL DIFFERENCES.-Provide that in case cotton of grade other 
than the basis grade be tendered or delivered in settlement 
of such contract, the differences a.hove or below the contract 
price which the receiver shall pay for such grades other than 
the basis grade shall be the actual commercial differences, 
determined as hereinafter provided. 

(E) PROHIBITION OF DELIVERY OF INFERIOR OOITQN.-Pro
vide that cotton that, because of the presence of extraneous 
matter of any character, or irregularities or defects, is 
reduced in value below that of low middling, or cotton that is 
below the grade of low middling, or, if tinged, cotton that is 
below the grade of strict middling, or, if yellow st.ained, cot
t?n that i~ below the gra~e of good middling, the grades men
tioned bemg of the official cotton standards of the United 
States, or cotton that is less than seven-eighths of an inch in 
length of staple, or cotton of perished staple, or of imma
ture staple, or cotton that is "gm cut" or reginned, or cotton 
that is "repacked" or "false packed" or "mixed packed" or 
"water packed", shall not be delivered on, under, or in settle
ment of such contract. 

(F) PJwVIBIONS FOR TENDER IN FULL, NOTICE OF DELIVERY 
DATE, AND CERTIFICATE OF GRADE.-Provide that all tenders of 
cotton under such contract shall be the full number of bales 
involved therein, except that such variations of the number 
of .bales ma.y be pemutted as is necessary to bring the total 
weight of the cotton tendered within the provisions of the 
contract as to weight; that, on the fifth business day prior 
to delivery, the person making the tender shall give to the 
person receiving the same written notice of the date of 
delivery, and that, on or prior to the date so fixed for delivery, 
and in advance of final settlement of the contract, the person 
making the tender shall furnish to the person receiving the 
same a written notice or certificate stating the grade of each 
individual bale to be delivered and, by means of marks or 
numbers, identifying each bale with its grade. 

(G) PltOVI8ION FOR TENDER AND 8ETTLUCENT IN ACCORDANCE 
WITH 00\'ERNMENT CLABSIFICATION.-Provide that all tenders 
of cotton and settlements therefor under such contract shall 
be in accordance with the classification thereof made under 
the regulations of the Secretary by such officer or officers of 
the GOvernment as shall be designated for the purpose, and 
the costs of such classification shall be fixed, assessed, col-
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looted, and paid as provided in such re.gulations. The Secre
tary is authorized tJo prescribe regulations for carrying out 
the pu~ of this subparagraph and the certificates of the 
officers of the Government as to the classification of any cot· 
ton for the purposes of this subparagraph shall be accepted 
in the courts of the United States in all suits between the 
parties to such contract, or their privies, as J?rima facie evi
denoo of the true classification of the cotton involved. 

(2) lNOORPORATION OF OONDITIONS IN OON'l'RACTB.-The provi
sions of paragraphs (1) (C), (D), (E), (F). and (G) shall be 
deemed fully incorporated into any such contract if there be 
written or printed thereon, or on the memorandums evidencing 
the same, at or prior f;o the time the same is signed, the v.hrase 
"Subject to United States Cotron Futures Act, subsection (f)." 

(3) DEI.lvERY ALLOWANCES.-For the purpose of this subSection, 
the differences above or below the contract price which the 
receiver shall pay for cotton of grades above or below the basic 
J?n.de in the settlement of a contract of sale for the future 
aelivery of cotf;on shall be, determined by the actual commercial 
differences in value thereof upon the sixth business day prior f;o 
the day fixed, in accordance with paragraph (1) (F), for the 
delivery of cotton on the contract, established by the sale of spot 
cotf;on m the spot markets of not less than five places designated 
for the purpose from time f;o time by the Secretary, as such values 
were established by the sales of spot cotton, in such designated 
five or more markets. For purposes of this paragraph, such values 
in the such spot markets shall be based upon the standards for 
grades of cotton established by the Secretary. Whenever the value 
of one grade is to be determined from the sale or sales of spot cot
ton of another grade or grades, such value shall be fixed in accord
ance with rules and regulations which shall be, prescribed for the 
purpose by the Secretary. 

(g) TENDERED GRADE CoNTRACTS.-
(1) CoNDITIONs.-Each tendered pade cotf;on future contract 

shall comply with each of the following conditions: 
(A) CoXPLIANCE WITH SUBSECTION (f).-Com{>IY with all 

the terms and conditions of subsection ( f) not mconsistent 
with this subsection; and 

(B) J>RoVISION FOR CONTINGENT SPECIFIC PERFORHANCE.
Provtde that, in case cotton of grade or grades other than the 
ha.sis grade s~ified in the contract shall be tendered in per
formance of the contra.ct, the parties to such contra.ct may 
agree, at the time of the tender, as to the price of the grade 
or grades so tendered, and that if they shall not then agree 
as f;o such price, then, and in that event, the buyer of said 
contract shall have the right to demand the specific fulfill
ment of such contract by the actual delivery of cotton of 
the basis $lrade named therein and at the price specified for 
such basis grade in said contract. 

(2) lNOORPORATION OF CONDITIONS IN OONTRACT.--Contracts 
made in compliance with this subsection shall be known as "sub
section (g) Contracts". The provisions of this subsection shall be 
deemed fully incorporated mf;o any such contract if there be 
written or printed tliereon, or on the memorandum evidencing the 
same, at or _prior to the time the same is signed, the phrase 
"Subject to United States Cotton Futures Act, subsection (g) "· 

, 

• 

PUBLIC LAW 94.-455-0CT. 4. 1976 

(3) .APPLICATION OF 8UB8ECI'ION.-Nothing in this subsection 
shall be so construed as to authorize any contract in which, or in 
the settlement of or in respect f;o which, any device or arrange
ment whatever is resorted ro, or any ~ent is ma.de, for the 
determination or adjustment of the pnce of the grade or ~es 
tendered other than the ha.sis grade specified in the contract by 
any "fixed difference" system, or by arbitration, or by any other 
method not provided for by this section. 

(h) SPECIFIC GRADE CoNTRAors.-
(1) CoNDITIONs.-Each specific grade cotton futures contract 

shall comrly with each of the following conditions: 
(A CoNWBJil'l'Y WITH RULES AND DOULATIONs.-Conform 

to the rules and regulations ma.de pursuant f;o this section. 
(B) SPE~CATION OF GRADE, PRICE, DATES OF SALE AND DELIV

ERY.~pecify tl?-e grade, type, sampl'? or description of the 
cotron mvolved m the contract, the pnce per pound at which 
such cotton is contracted f;o be, bought or sold the date of 
the purchase or sale, and the time when shipme~t or delivery 
of such cotton is f;o be ma.de. 

(C) PROH~ITION OF DELIVERY OF OTHER THAN SPECIFIED 
GRADE.-Provid~ that cotf;on of or within the grade or of the 
type, or accordinz to the sample or description, specified in 
the con.tract shalfbe delivered thereunder, and that no cot
t?n which ~oes. not conform ~o ~he type, sample, or descrip
tion, or which is not of or withm the grade specified in the 
contract shall be tendered or delivered thereunder. 

(D). PRoVISION FOR SPECIFIC PERFORJUNCE.-Provide that 
the delivery of cotton under the contract shall not be effected 
by means of "setofi'" or "rinJ;:" settlement, but only by the 
actual transfer of the specified cotton mentioned in the 
contract. · 

(2) INCORPORATION OF CONDITIONS IN CONTRAcrr.-The provisions 
of pamdg-1:aphs (1) (A). (C), and (D) shall be, deemed fullv incor
p01·ate mto any such contra.ct if there be, written or 'printed 
therron, .or on the document or memorandum evidencing the same 
~tor prior.to the time the same is entered into, the words "Su~ 
Ject to Umted States Cotron Futures Act, subsection (h)". 

(3) APPLICATION OF SUBSECTION.-This subsection shall not be 
c<?nsth rubed t<? apply to any contract of sale ma.de in compliance 

. wtt BU section (f) or (g). 
(1) L~ILITY OP ~?PAL FOR AC'1'8 oFAOl!lNT.-When construin 

and enforcm~ .the proVISJons of this section, the act, omission, or fai~ 
ure of ai;iy offic1a.l. Rl?el,lt, or other pei;son acting for or emploved by any 
=~iatioftl pa1[11e11rs~1p, or corporation within the scope of his eniploy
f ·1 or f ce h ia ' ~n ~very case, als? be, deemed the. act, omission, or 

af1 thure o sue assoc1abon, partnership, or corporation as well as that 
o . e person. ' 
lat~~~ R~ililbON!.-The Secretary is authorb:ed f;o make such re~
nece w1 e .1.orce and eff~~ of law ~s he determines may be 
vestessad . ryh!-<> cab rfY. out tJie provunons of this section and the powers 

in un y tins section. 
(k) VIOLATIONs.-Any person who kno • 1 · I 

~fl~dd~~~ f~!:8~h:: $/~his section, siai},11!p~n"::!kti~ ~f~ 
thereof in thP discreti f nor more t a~ $500, for each violation 
may i~ addition be ~'!i~h the col!rt, 11.~d, in case of natural persons, 

day; nor more than 9b days. f!rb!a~h~~~tio1:,i~ ~h: di:c!:'ti0 !11:f1 t~~ 
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court except that this subsection shall not apply to violations subject 
to subsection ( d )( 8). 

(l) APPLICABILITY TO CONTRACTS PRIOR TO EFFECTIVE l>ATE.-The 
provisions of this section shall not apply to any cotton futures contract 
entered into prior to the effective date of this section or to any act or 
failure to act by any person prior to such effective date and all such 
prior contracts, acts. ~r failure to act shall continue to be governed ~y 
the applicable provisions of the Internal Revenue Code of 1954 as m 
effect prior to the enactment of this section. All designations of bona 
fide spot markets and all rules and regulations issued by the Secretary 
pursuant to the applicable pl'Ovisions of .the Intemal ~e,·enu~ C-Ode of 
19M which were m etfect on the effective date of this section, shall 
remain fully effective as designations and regulations under this 
section until superseded, amended, or t.erminated by the Secretary. 

(m) AUTHORIZ.\TTON.-There are authorized to be appropriated 
such sums as may be necessary to carry out this section. 

(n) CoNFORXING AND CLERICAL AMENDMENTS.-
( 1) Section 6808 (relating to cross references) is amended by 

strikmg out paragraph (2), and by redesignating paragraphs 
(3), (6), and (11) as paragraphs (1), (2), and (8), respectively. 

(2) (A) Section 7288 (relating to failure to pay tax on cotton 
futures) is re~led. 

(B) The table of sections for part II of aubchapter A of 
cb&pter 75 is amended by striking out the item relating to section 
7233. 

(3)(A) Section 7268 (relating to penalties concerning cotton 
futures) is re~led. 

(B) The table of sections for subchapter B of chapter 715 is 
amended b:y striking out the item relating to section 7263. 

(4) (A) Subchapter E of chapter 76 (relating to miscellaneous 
prov1s1ons regarding cotton futures contracts) is repealed. 

(B) The table of subchapters for chapter 76 is amended by 
striking out the items relating to subchapter E. 

(5) Chapter 89 (relating to regulatory taxes) is amended by 
striking out the chapter heading and the table of snbcha:eters. 

(6) The table of clia~ters for subtitle Dis amended by striking 
out the item i-elating to chapter 39. 

( o) EFFECTIVE DATL-The provisions of this section shall take 
effect on the 90th day after the date of the enactment of this Act. 

TITLE XX-ESTATE AND GIFT TAXES 
SEC. 2001. UNIFIED RATE SCHEDULE FOR ESTATE ANO GIFT TAXES; 

UNIFIED CREDIT IN LIEU OF SPECIFIC EXEMP1'10NS. 
(a) CHANGES IN ESTATE TAL-

(1) IHPOSt'nON OF TAX; RATE ScHEDULE.-Section 2001 ( relat
ing to rate of tax) is amended to read as follows: 

"SEC. 2001. IMPOSITION AND RATE OF TAX. 
"(a) IJ(l'()8ITION.-A. tax is hereby imposed on the transfer of the 

taxable estate of every decedent who is a citizen or resident of the 
United States. 

"(b) CoxPUTATION or T..u.-The tax imposed by this section shall 
be the amount equal to the excess (if any) of-

"(1) a tentative tax computed m act'ordance with the rate 
schedule set forth in subsection ( c) on the sum of-
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" (A) the amount of the taxable estate, and 
"(B) the amount of the adjusted taxable gifts, over 

"(2) the aggresate amount of tax pa.yable under chapter 12 
with respect to gifts made by the decedent after December 31, 
1976. 

F'or purposes of para.graph (1) (B), the term 'adjusted taxable gifts' 
means the total amount of the taxable gifts (within the meaning of 
sootion 2503) made b,Y the decedent after December 31, 1976~ other 
than gifts which are mcludible in the gross estate of the deceuent. 

"(c) RATE 8cm:DULE.-
"H the amount with respect to which the The tentative tax is: 

tentative tax to be computed is : 
Not ~er $10,000------------------- 18 percent of such amount. 
Over ll0,000 but not over $2(),000------ $1,800, plus 20 percent of the excess 

ot su<'h amount over $10,000. 
Over $20,000 but not over '40.000-------- '$3,800, plus 22 percent ot the excess 

ot such amount over $20,000. 
Over $40,000 but not over $00,000-------- $8,200, plus 24 percent of the exceBB 

of such amount over $40,000. 
Over $60,000 but not over $80,000-----·-- $13,000, plus 26 percent of the excess 

ot such amount over $60,000. 
Over $80,000 but not over $100,000------- $18,200, plus 28 percent of the excess 

ot such amount over $80,000. 
Over '$100,000 but not over $150,000------ $23,800, plus SO percent ot the exce88 

ot 1uch amount over '$100,000. 
Over $100,000 but not over $2lie),OOO---- $38,800, plus 32 percent of the excess 

of such amount over $150,000. 
Over $250,000 but not over $500,000---- $70,800, plus St percent of the exct'!ls 

'Ot such amount over $250,000. 
Over $500,000 but not over $700,000----- $1M,800, plus 37 percent of the excess 

ot auch amount over $500,000. 
Over $700,000 but not over $1,()()(),000 _____ $248,300, plus 39 percent ot the ex-

cess ot such amount over $700,000. 
Over ~1,000,000 but not over $1,200,000---- $346,800 plus 41 percent of the excess 

ot such amount over '$1,000,000. 
Over $1,200,000 'but not over $1,500,000---- $448,300, plus 4.q pereent of the excess 

ot such amount over $1,250,000. 
Over $1,000,000 but not over $2,000,()()()____ $MIS,800, plus 41S percent of the excess 

of such amonnt over $1,500,000. 
Over $2,000,000 but not over $2,500,ooo____ $780,800, plus 49 percent of the excess 

of such amount over $2,000,000. 
Over $2,500,000 but not over $3,000,000__ $1,0'25,800, plus 53 percent ot the ex

cel!S of such amount over $2,500,000. 
Over $3,000,000 but not over $3,5()(),000 __ $1,290,800, plus 57 percent of the ex

cess of such amount over $3,000,000. 
Over $3,000,000 but not over $4,000,000__ $1,575,800, plus 61 percent of the ex

cess ot touch amount over $3,500,000. 
Over $4,000,000 but not over $4,500,()()()__ $1,880,800. plus 65 percent over the ex

ceBS of such amount over $.! ,000,000. 
Over $4,000,000 but not over $1'>,000,000__ $2,205,800, plus 69 percent of the ex

cess of such amount over $',500,000. 
Over $15,000,000.-------~-----.. -~ .. ---- $2,M0,800, plus 70 percent of the ex

ceRB of such amount over $5,000,000. 

"(d) AwusTHENT FOR Girr TAX PAID BY SrousE.-For purposes 
of subsection (b) (2), if-

"(1) the decedent was the donor of any gift one-half of which 
was considered under section 2513 as ml.de by the decedent's 
spouse, and 

"(2) the amount of such gift is includible in the gross estate 
of the decedent, 

any tax payable by the spouse under chapter 12 on such gift (as 
determined under section 0012(d)) shall be treated as a tax payable 
with respect to a gift made by the decedent." 
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(2) ALww ANC~ OF UNIFIED CJIEDIT.-Part II of subchapter A. of 
cha1t:et" ~l (relating to ~redits against the estate tax) is amended 
by mserting before section 2011 the following new section: 

"SEC. 2010. UNIFIED CREDIT AGAINST ESTATE TAL 

"(a) GENERAL RULE.-A credit of $47,000 shall be allowed to the em:te of every decedent against the tax imposed by section 2001. 
(b) PHASE-IN OF ,47,000 CREDIT.-

Sublectiou (a) ahall be applied by sub
stituting for '$47,000' the following 

"'In the case of decedents dying in: amount: 

1977 -------------------------------~-----------------~ $30 000 ~~g -------------------------------------------------------- 34:000 
1980 -------------------------------------------------------- 38,000 

~----------------------------------------------------- 42,500 
"(c) ADormmnNT TO CmroIT FOR Cr.llTAIN GIP'1'8 MADE B:t:FOBE 

1977.-The amount of the credit allowable under subsection (a) shall 
be reduced by an amount equal to 20 percent of the aggregate· amount 
~llowed as a specific exemption under section 2521 (as in effect before 
its repeal by the Tax Reform Act of 1976) with respect to gifts made 
by the decedent after September 8, 1976. 

"(d) LDlrrATION BASRD ON AxouNT OF T.u.-The amount of the 
credit allowed by subeection (a) shall not exceed the amount of the 
tax imposed by section 2001." 

. (3) TE~NATI?N OF ~IT FOR GIFT TAx.-Section 2012 (relat
ing to credit for gift tax) 1s amended by adding at the end thereof 
the following new subeection: 

"(e) SBcnoN INAPPLICABLE TO GIP'1'8 MADE A:rrmt l>EcnmER 31 
1976.-No credit shall be allowed under this section with respect~ 
the a.mount of any tax pa.id under chapter 12 on any gift mane after 
December 31, 1976." 

( 4) REPEAL OF SPECIFIC EXEMPTION .-Section 2052 (relating to 
exemption for purposes of the estate tax) is hereby repealed. 

( 5) A.l>JURTMENTS FOR GIFrS MADE WITHIN 3 TEARS OF DEATH.

~ion 2035 (relating to transactions in contemplation of death) 
JS ftJilended to read as follows: 

"SEC. 2035. ADJUSTMENTS FOR GIFTS MADE WITHIN S YEARS OF 
DECEDENT"S DEATH. 

" (a) INCLUSION OF GIPTS MADE BY DF.czoENT.-Exeept as provided 
in subsection (b), the value of the gross estate shall inClude the value 
of all property to the extent of any int.erest therein of which the dece
dent has at any time made a. transfer, by trust or otherwise during 
th~ 3-ye&l' period endin~ on the date of the decedent's death. ' 

(b) ExCEPTioNs.-Subeection (a) shall not aipply to--
"(1) a.ny bone. fide sale for an adequate and full consideration 

in money or money's worth, and 
"{2) any gift excludable in computing taxable ~:fts by reason 

of section 2503 (b) (relating to $3,000 annual exclusion for pur
poses of the gift t&x) determined without regard to section 2513 
(a). 

"(c) lNCLU1UON or GDT TAX oN CmrrAor GIFTS MADE DmuNo 3 
Yl!lABS BEFORE l>BcF.oBNT's Dl:ATH.-The amount of the gross estate 
(determined without regard t.o this subeection) shall be increased by 
the amount of any tax paid under chapter 12 by the decedent or his 
estate on any gift made by the decedent or his spouse after Decent-
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her 81, 1976, and during the 3-yet.r period ending on the date of the 
decedent's death." 

(b) CHANGF.8 IN GIFT TAX.-
(1) RATE OF TAx.-Subsection (a) of section 2502 (relating 

to rate of gift tax) is amended to read as follows: 
"(a) CoHPUTATION OF TAX.-The tax imposed by section 2501 for 

each calendar quarter shall be an a.mount equal to the excess of-
" (1) a tentative tax, computed in accordance with the rate 

schedule set forth in section 2001 ( c), on the aggregate sum of 
the taxa.ble gifts for such calendar quarter and for each of the 
preceding calendar years and calendar quarters, over 

"(2) a tentative tax, computed in accordance with such rate 
schedule, on the aggregate sum of the tax&ble gifts for each of 
the preceding calendar years and calendar quarters." 

(2) UND'Ol:D CREDIT.-Subcha.pter A of chapter 12 (relating 
to determination of gift tax liability) is amended by adding at the 
end thereof the following new section : 

"SEC. 2505. UNIFIED CREDIT AGAINST GIFT TAX. 
"(a.) GENERAL RULE.-In the case of a citizen or resident of the 

United States, there shall be allowed as a credit against the tax 
imposed by 8e<.'tion 2501 for each calendar quarter an amount equal 
~ 

"(l} $47,000, reduced by 
"(2) the sum of the amounts allowable as a credit to the 

individual under this section for all preceding calendar quartel'8. 
"{b) PHASFrlN OF $471000 CREDIT.-

SuhHetion (a)(l) shall be applied by 
sublltitutina tor '$47,000' the follow-

"ln the case of gifts made: ing amount: 
After December 81, 1976, and before July 1, lm- ------------ $6, 000 
After June 80, 1977, and before January 1, :UWS... .. ...-.----------- $80, 000 
After December 81, 1977, and before January 1, 19'18----------------- $84, 000 
Amer December 81, 1978, and before Ja.nnary 1, 1988. ___ ,. ___________ $88, 000 
After December 81, 1979, and before January 1, 1981----~--·- $42, 500 

" ( c) Al>JusTKENT TO CREorr FOR CnTAIN GIFTs MADE BEFORE 
1977.-The amount allowable under subsection (a) shall be reduced 
by an amount equal to 20 percent of the aggregate amount allowed as 
a specific exemption under section 2521 (as in effect before its repeal 
by the Tax Reform Act of 1976) with re.spect to gifts made by the 
individual after September 8, 1976. 

"(d) lJxrrATION BASED ON AxoUNT OF TAX.-The amount of the 
credit allowed under subsection (a) for any calendar quarter shall 
not exceed the amount of the tax imposed by eection 2501 for such 
calendar quarter." 

(8) REPRAL OF SPECIFIC EXEMPI'ION.-Section 2521 (relating to 
specific exemption in the case of the gift tax) is hereby repealed. 

( c) TEcHNIOAL1 CunucAL, AND CoNFORluNo CHANGl!JS.---
(1) CHANGES IN P:STATE TAX.-

(A) CREDIT FOR STATE DEATH TAXES.-Section 2011 (relat
ing to credit for State death taxes) is amended-

(i) by striking out ''taxable estate" each place it 
appears in subsection (b) (including the heading to the 
table) and inserting in lieu thereof "adjusted taxable 
estate"; 

(ii) by adding at the end ofsubsection (b) the follow
ing new sentence: 
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"For purposes of this section;. the term 'adjusted taxable estate' means 
the taxable estate reduced by ;il60,000.", . 

(iii) by striking out ''taxable estate" each place it 
appears in subsection (eJ and inserting in lieu thereof 
"adjusted taxable estate ; and 

(iv) by adding at the end thereof the following new 
subsection: 

"(f) LDUTATION BASED ON AxoUNT OF TAX.-The credit provided 
by this section shall not exceed the amount of the tax imposed by sec
tion 2001, reduced by the amount of the unified credit provided by 
section 2010." 

( B) CREDIT .FOR GIFT TAX.-Subeection (a.) of ~ic;m 2012 
(relating to credit for gift tax) is.amen!1ed ~y ~riking out 
"provided by section 2011" and m~rtmg lJ?- lieu ~hereof 
''prm·ided by section 2011 and the urufied credit provtded by 
section 2010". 

( C) CnoIT FOR TAX ON PRIOR TBANSFBRS.-
( i) The first sen~nce of section 2013(b)_ is ame'!-ded 

by striking out "and mcreased by the exemption provtded 
for by section 2052 or section 2106(a) (8), or ~h~ corre
sponding provisions of prior laws, in determmmg the 
taxable estate of the transferor for purposes of the estate 
tax". • 

(ii) Subparagraph (A) of section 2013(e) (1) 1s 
amended to read as follows: 

"(A) the estate tax imposed by section 2001 or section 2101 
(after deducting the credim provided for in sections 2010, 
2011, 2012, and 2014) computed without regard to this section, 
exceeds". 

(D) RATE OF TAX IN CASE OF NONRESIDENTS NOT CITIZENS.
Section 2101 (relating to tax imposed in the case of estates 
of nonresidents not citizens) is amended to read as follows: 

"SEC. 2101. TAX IMPOSED. 
"(a) brPosrTioN.-Except as provided in section 2107, a tax is 

hereby imposed on the transfer of the taxable estate (determined as 
provided in section 2106) of every decedent nonresident not a citizen 
of the United States. 

"(b) CoxPuTATION oF TAX.-The tax imposed by this section shall 
be the amount equal to the excess (if any) of-

" (1) a tentative tax computed in accordance with the rate 
schedule set forth in subsection ( d) on the sum of-

" (A) the amount of the taxable estate, and 
"(B) the amount of the adjusted taxable gifts, over 

"(2) a tentative tax computed in a.ccordance with the rate 
schedule set forth in subsection ( d) on the amount of the adjusted 
taxable gifts. 

"(c) .ADJUSTMENTS FOR TAXABLE GIJ!'TS.-
"(1) AD.rusTED TAXABLE GIFTS DEFINED.-For purposes of this 

seet1on, the term 'adjusted taxable gifts' means the total amount 
of the taxable gifts (within the meaning of section 2503 as modi
fied by section 2611) made by the decedent after December 31, 
1976, other than gifts which are includible in the gross estate of 
the decedent. 

"(2) AnroSTHENT FOR CERTAIN GIFT TA.L-For purposes of this 
section, the rules of section 2001 ( d) shall apply. 
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"(d) RAn Smm>ULE.-
"lf the amount with respect to which 

the tentative tax to be computed ia: 
Not over $100,000-----------------· 
Over fl00,000 but not over $!>00,000----· 

The tentative tax is: 
6% ot such amount. 
$6,000, plus 12% ot excess over 

$100,000. 
Over $500,000 but not over fl,000,000--. $54,000, plns 18% ot excess over 

$500,000. 
Over $1,000,000 but not over $2,000,00<L $144,000, plus 24% ot excess over 

$1,000,000. 
Over 2,000.000-------------------· $384,000, plus 80% ot excess over 

$2,000,000." 
(E) CJtmIT IN CASE OF ESTATE OF NONRESIDENTS NOT 

ClTIZENS.-
(i) Section 2102 (relating to credits against ta:x in 

case of estates of nonresidents not citizens) is amended by 
adding at the end thereof the following new subsection: 

" ( c) UNIFIED CRmIT.-
" ( 1) IN ol!lNERAL.-A credit of $3,600 shall be allowed against 

the tax imposed by seetion 2101. 
"(2) RESIDENTS OF POSSESSIONS OF THE UNITED STATE.8.-ln the 

case of a decedent who is considered to be a 'nonresident not a 
citizen of the United States' under section 2209, the credit under 
this subsection shall be the greater of-

" (A) $3,600, or 
"(B) that proportion of $16,075 which the value of that 

pait of the decedent's gross estate which at the time of his 
death is situated in the United States bears to the value of his 
entire gross estate wherever situated. 

"(3) PHASE-IN OF PARAGRAPH (2) (B) AKOUNT.-In the case of 
a decedent dying before 1981, paragraph (2)(B) shall be 
a.pp lied- • 

"(A) in the case of a decedent dying during 1977, by sub
stituting '$8 480' for '$15,076', 

"(B) in the case of a decedent dying during 1978, by sub
stituting '$10,080' for '$15,075', 

"(C} in the case of a decedent dying during 1979, by sub
stituting '$11,680' for '$15,075', and 

"(D) in the case of a decedent dying during 1980, by sub
stituting '$13,388' for '$16,075'. 

" ( 4-) LunTATTON BASED ON AMOUNT OF TAX.-The credit allowed 
under this subsection shall not exceed the amount of the tax 
i~ by section 2101. 

'(6) APPL1cATION or OTHER OREDITS.-For purposes of subsec
tion (a), sections 2011 to 2013, inclusive, shall be applied as if 
the ciedft allowed under this subsection were allowed under sec
tion 2010." 

(ii) Subsection. (c) of section 2107 (relating to expa
triation to avoid tax) is amended to read as follows: 

" ( C) 0RmITS.-
" ( 1) UNIPIBI> CREDIT.-

"(A) IN OENDAL.-A credit of $13,000 shall be allowed 
against the tax imposed by subsection (a). 

"(B) Lnt:.ITATION BASED ON AMOUNT OF TAX.-The credit 
allowed under this paragraph shall not exceed the amount of 
the tax imposed by subsection (a.). 

"(2) Onn:R CREI>rrs.-The tax imposed by subsection (a) shall 
be credited with the amounts determined in accordance with sub-
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sections (a) and (b) of section 2100. For p~ of subsection 
(a) of section 21001 sections 2011 to 2013, mclusive, shall be 
applied as if the credit allowed under paragraph (1) were allowed 
under section 2010." 

(F) REPEAL OF SPECIFIC EDXP'l'ION.-Paragra:ph (3) of 
section 2106(a) (relating to specific exemption m case of 
decedents nonresidents not citizens) is hereby repealed. 

(G) CRmIT FOR FOREIGN DEATH TAXES.-Paragraph (2) of 
section 2014 (b) (relating to limitations on credit) is amended 
by striking out "sections 2011 and 2012" and inserting in lieu 
thereof "sections 2010, 2011, and 2012". 

(H) LIABILITY OP' LIFE INSURANCE BENEFICIARIES.-The first 
sentence of section 2206 ( relatin.g ~ liability of life insurance 
beneficiaries) is amended by striking out "the sum of the tax
able estate and the amount of the exemption allowed in com
put~ the taxable estate, determined under section 2051" and 
msertmg in lieu thereof "the taxable estate". 

(J) LIABILITY OF RECIPIENTS OF CERTAIN PROPERTY.-The 
first sentence of section 2207 (relating to liability of recipient 
of property over which decedent had power of appointment) 
is amended by striking out "the sum of the taxable estate and 
the amount of the exemption allowed in computing the tax
able estate, determined under section 2052, or section 2106 (a), 
as the case may be" a.nd inserting in lieu thereof ''the taxable 
estate". 

(J) RrruttN BY UECUTOR.-Subseetion (a) of section 6018 
(relating to estate tax returns by executor) is amended-

(i) by striking out "$60,000" in paragraph (1) and 
inserting in lieu thereof "$175,000''; 

(ii) l>y striking out "$30,000" in paragraph (2) and 
inserting in lieu tliereof "$60,000"; and 

(iii) by adding at the end thereof the following new 
paragraphs: · 

"(3) PnABE-IN or FILING REQUIREXENT AKOUNT.-ln the case of 
a decedent dyin,r before 1981, pa.ragraiph (1) shall be applied

" (A) in the <.'ase of a decedent dying during 19'1"1, by sub
stituting '$120,000' for '$175,000', 

"(B) in the case of a decedent dying during 1978, by sub
stitut~ '$134,000' for '$175,000', 

" ( C) m the case of a decedent dying during 1979, by sub
stituting '$147,000' .for '$175,000', and 

"(D) in the case of a decedent dying during 1980, by sub
stituting '$161,000' for '$175,000'. 

"(4) ADJUSTHENT FOR CERTAIN GD!TB.-The amount a.pplicable 
under paragraph (1) and the amount set forth in paragraph (2) 
shall ea.ch be reduced (but not below zero) by the sum of-

" (A) the a.mount of the adjusted ta.xable gifts (within the 
meaning of section 2001 (b) ) made by the decedent after 
December 31, 1976, plus 

"(B) the aggregate amount aliowed as a specific exemption 
under section 2521 (as in effect before its repeal by the Tax 
Reform Act of 1976) with respect to gifts made by the dece
dent after Sept.ember 8, 1976." 

(K) REVOCABLE TRANSFERS.-
( i) Paragraph (1) of section 2038(a) (relating to 

revocable t.ransfers) is amended by striking out "in con-
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templa.tion of decedent's death" and inserting in lieu 
thereof "during the 3-year period ending on the date of 
the decedent's death". 

(ii) Para.gr&ph (2) of section 2038(&) (relating to 26 USC 2038. 
revooa.ble transfer) is a.mended by striking out ''in con-
t.empla.tion of his death" and inserting in lieu thereof 
"during the 3-year period ending on the date of the 
decedent's death". 

(L) PlwPERTY WITHIN THE UNITED STATE8.-Subseetion (b) 
of section 2104 (relating to revocable transfers and transfers 26 USC 2104. 
in cont.emplation of death) is amended by striking out "AND 
TltAN81'BBS IN CoNTEHPLATJON OF Dl:ATH" in the subsection 
heading and inserting in lieu thereof "AND TRANSFERS WITHIN 
3 YEARS OP' DEATH". 

(M) Pmoa INTl!'.Rll8'1'8.-Seetion 2044 (relating to prior 26 USC 2044. 
interests) is amended by striking out "specifically provided 
therein" and inserting m lieu thereof "specifically provided 
by law". 

(N) CLERICAL AMENDMENTS.-
(i) The item relating to section 2001 in the table of 

sections for part I of subchapter A of chapter 11 is 
a.mended to read as follows: 

"Sec. 2001. Imposltlon and rate of tax." 

(ii) The table of sections for part II of subchaJ.>ter 
A of chapter 11 is amended by inserting before the item 
relating to section 2011 the following new item : 

"See. 2010. Unified eredlt agalnat estate tax." 

(iii) The table of sections for part III of subcha.pter 
A of chapter 11 is amended by strik:imr out the item 
relatin~ to section 2035 and inserting in lieu thereof the 
following new item : 

"Sec. 2035. Adjustment.a for gifts made within S years of decedent's 
death." 

(iv) The table of sections for part IV of subchapter 
A of chapter 11 is amended by striking out the item 
relating to section 2052. 

(2) CHANOF.8 IN GIFT TAX.-
(A) TAXABLE GllTS FOR PRECEDING YEARS AND QUARTERS.-

Subsection (a) of section 2504 (relating to taxable gifts for 26 USC 2504. 
rreceding yea.rs and quarters) is amended by striking out 
' except that" and all that follows and inserting in lieu thereof 
"except that the specific exemption in the amount, if anyi 
allowable under section 2521 (as in effect before its repea 
by the Tax Reform Act of 1976) shall be applied in all com-
putations in respect of calendar years or calendar quarters 
ending before January 1, 1977, for purposes of computing 
the tax for any calendar quarter." 

(B) CLERICAL AMENDMENTS.-
( i) The table of sections for subchapter A of chapter 

12 1s amended by adding at the end thereof the following 
new item: 

"Sec. ~. Unlfted eredlt against gift tax." 
(ii) The table of sections for subchapter C of chapter 

12 is amended by striking out the item :relating to ReC
tion 2521. 
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( d) EnwnVE DATES.-
(1) The amendments made by subsections (a) and (e) (1) shall 

apply to the estates of decedent.a dying after nooember 31, 1976; 
except that the amendments made by subsection (a) ( 5) and sub
paragraphs (K) and (L) of subsection (c)(l) shall not apply to 
transfers made before January 1, 1977. 

(2) The amendments made by subsections (b) and (c) (2) 
shall apply to gift.s made after December 31, 1976. 

SEC. ZOO%. INCREASE IN LIMITATIONS ON MARITAL DEDUCTIONS; 
FRACTIONAL INTERESTS OF SPOUSE. 

(a) INCREASE IN ESTATE Tu MAllrrAL Thr.DoOTioN.-Paragraph (1) 
of section 20lS6(c) (relating to limitation on m.arit.al deduction) is 
amended to read as follows: 

"(1) LlloTATION.-
"(A) IN GENDAL.-The aggregate amount of the deduc

tions allowed under this section (computed without regard to 
thia subsection) shall not exceed the greater of-

" ( i) $250,000, or 
"(h) 50 percent of the value of the adjusted gross 

estate (as defined in paragraph (2)). 
"(B) ADJuBTHE'NT FOR CERTAIN GIFTS TO Sl'OUBE.-If a 

deduction is allowed to the decedent under section 2523 with 
respect to any gift made to his spouse after December 31, 
1976, the limitation provided by subparagraph (A) (det.er
mined without regard to this subparagraph) shall be reduced 
(butnotbelowzero) bytheexcess (if any) of-

"(i) the aggregate of the deductions allowed to the 
decedent under section 2523 with respect to gifts made 
after December 31, 1976,over 

"(ii) the aggregate of the deductions which would 
have been allowable under section 2523 with respect to 
~fts made after December 31, 1976, if the amount deduc
tible under such section with respect to any gift were 
50 percent of its value. 

"(C) CoHKUNITY PROPERTY ADJUSTJONT,-The $250,000 
aniount set forth in subparagraph (A) (i) shall be reduced by 
the excess (ifany) of-

" ( i) the amount of the subtraction determined under 
clauses (i), (ii), and (iii) of paragraph (2) (B), over 

"(ii) the exc~ of the aggregate of the deductions 
allowed under sections 2053 and 20M over the amount 
taken into account with respect to such deductions under 
clause (iv) of paragraph (2) (B) ." 

(b) INCREASEINGIPTTAXMilrrALl>mUO'l'lON.-Subeection (a) of 
aection 2523 (relating to deduction for gift to spouse) is amended to 
·read as follows: 

" (a.) Au.ow A.NCI: oF DEDUCTION.-
" (1) IN OENDAL.-Where a donor who is a citiun or resident 

transfers during the calendar quarter by gift an interest in prop
erty to a donee who at the time of the gift is the donor's spouse, 
there shall be allowed as a deduction in computing taxable gifts 
for the calendar quarter an amount with respect to such interest 
equal to it.s value. 

"(2) LDDTATION.-The aggregate of the deductions allowed 
under paragraph (1) for any calendar quarter shall not exceed 
the sum of-
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"(A) $100,000 reduced (but not below v.ero} by the aggre
pte of the deductions allowed under this section for prececl
lllfE calendar quarters be,zinning after December 31, 1976: plus 

(B) 50 percent of the lesser of-
" (i) the amount of the deductions allowable under 

paragraph (1) for such calendar quarter (determined 
without regard to this .P.aragra.ph) ; or 

" (ii) the amount (if any) by which the aggregate of 
the amounts determined under clause (i) for the calen
dar. q~arter and for each preceding calendar quarter 
beginiiing after December 31, 1976, exceeds $200,000." 
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(c) FRACTIONAL INTEREBT OF SPOun.-
(1) IN GENERAL.-Section 2040 (relating to joint interests) is 26 USC 2040. 

amended by adding at the end thereof the following new 
subsection : 

"(b) CuTAIN JOINT lNTERE8T8 OP HUSBAND AND WIF&-
" (1) INTERESTS OP SPOUSE EXCLUDED FROH GROSS DJTATE.-Not

withstanding subsection (a), in the case of any qualified joint 
interest, the value included in the gross estate with respect to 
such interest by reason of this section is one-half of the va.lue of 
such g_ualified joint int.erest. 

"(2) QuALIFIED JOINT INTEREST D.EFINED.-For purposes of 
paragraph ( 1), the term 'qualified joint interest' means anv 
mterest in property held by the decedent and the decedent"e 
spouse asl"oint tenants or as tenants by the entirety, but only if-

" ( ) such joint interest was created by the decedent, the 
decedent's s~use, or both, 

"(B)(i) m the case of pel"80llal property, the creation of 
such joint interest constituted in whole or m part a gift for 
pu~ of chapter 12, or 

" (ii) in the case of real property, an election under section 
2515 applies with respect to the creation of such joint interest, 
and 

"(C) in the case of a toint tenancyl, only the decedent &nd 
the decedent's spouse are 1oint tenants. 

(2) AJONDKENT OF RELATED GIFT TAX PROVl8ION.-Subeection 
(c) of section 2515 (relating to election with respect to tenancies 26 USC 2515. 
by the entirety) is amended to read as follows: 

" ( c) EXERCIR OJI' EUJCTION.-
" (1) IN oENERAL.-The election provided by subsection (a) 

sh&ll be exercised by including such creation of a tenancy by the 
entirety as a transfer by gift, to the extent such transfer consti· 
tut.es a gift (determined without regard to this section), in the 
gift tax return of the donor for the calendar quarter in which 
such tenancy by the entirety was created, filed within the time 
prescribed by law, irrespective of whether or not the gift exceeds 
the exclusion provided by sectiQn 2603(b). 

"(2) SUBSEQUENT ADDITIONS IN VAL'tJE.-lf the election provided 
by subeection (a) has been made with respect to the creation of 
any tenancy by the entirety, such election sball also apply to each 
addition made to the value of such tenancy by the entirety. 

"(3) CuTAIN ACTUAllIAL (",()JIPUTATIONB NOT UQUIRED.-ln the 
ease of any election under subsection (a) with respect to any 
property, the retained interest of each spouse. shall be treated as 
one-half of the value of their joint interest." 

'1-97& 0 - 18 - 12 
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(3) Cu:RICAL AHENDXENT.-Section 2040 is amended by strik
ing out "The value" &nd inserting in lieu thereof the following: 

"(a) GENERAL RULB.-The value". 
( d) EnEcnvE DATES.-

(1) (A) Except as provided in subparagraph (B), the amend
ment made by subsection (a) shall appfy with respect to the 
estates of decedents dying after December 31, 1976. 

(B) If-
(i) the decedent dies after December 31, 1976, a.nd before 

January 1, 1979, 
(ii) l>y reason of the death of the decedent property passes 

from the decedent or is acquired from the decedent under a 
will executed before January 1, 1977, or a trust created before 
such date, which contains a formula expressly providing 
that the spouse is to receive the maximum amount of property 
qualifying for the marital deduction allowable by Federal 
Jaw, 

(iii) the formula referred to in clause (ii) was not 
amended at any time after December 31, 1976, and before 
the death of the decedent, and 

(iv) the State does not enact a statute applicable to such 
estate which construes this type of formula as referring to the 
marital deducton allowable by Federal law as a.mended by 
subsection (a), 

then the amendment made by subsection (a) shall not apply to the 
estate of such decedent. 

(2) The amendment made by subsection (b) shall apply to gifts 
made after December 31, 1976. 

(3) The amendments made by subsection (c) shall apply to 
joint interests created after December 31, 1976. 

SEC. 2003. VALUATION FOR PURPOSES OF THE FEDERAL ESTATE TAX 
OF CERTAIN REAL PROPERTY DEVOTED TO FARMING OR 
CLOSELY HELD BUSINESSES. 

(a) GENERAL RULE.-Part III of subchapter A of chapter 11 (relat
ing to gross estate) is amended by inserting after section 2032 the 
following new section: 
.. SEC. 2032A. VALUATION OF CERTAIN FARM, ETC., REAL PROPERTY. 

"(a) VALUE BASED ON UsE UNDER WmcH PROPERTY QuALIFIES.
"(1) GENERAL BULB • ...-If-

" (A) the decedent was (at the time of his death) a citizen 
or reside.nt of the United States, and 

"(B) the executor elects the application of this section and 
files the agreement referred to in subsection ( d) (2), 

then, for purJ.>Oses of this chapter, the value of qualified real prop
erty shall be its value for the use under which it qualifies, under 
subsection (b), as qualified real propettY:. 

"(2) LIMITATION.-The aggregate decrease in the value of 
qualified real property taken into account for purposes of this 
chapter which results from the application of paragraph ( 1) with 
respect to any decedent shall not exc..00 $500,000. 

"(b) QuALIPIEDREALPROPERTY.-
" ( 1) IN OENJJRAL.-F or purposes of this section. the term 'qua li

fied real property' means real property located in the United 
States wh1cht on the date of the de.cedent's death, was being used 
for a qualifiea use, but only if-
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"(A) 50 _percent or more of the adjuat.e.d valnc of the gross 
est.ate consists of the adjusted value of real or personal prop
erty which-

" ( i) on the date of the decedent's death, was being 
used for a qualified use, and 

" (ii) was acquired from or passed from the decedent to 
a qualified heir of the decedent. 

"(BJ 25 ,Percent or more of the adjusted value of the gross 
estate consists of the adjusted value of real l?ro~rty which 
meets the requirements of sub:paragra_Phs (A) (h) and (C), 

"(C) during the 8-year penod ending on the date of the 
decedent's death there have been periods aggregating 5 years 
or more during which-

" ( i) such real propertr was owned by the decedent or 
a member of the decedents family and used for a. qualified 
use, and 

"(ii) there was material particieation by the decedent 
or a member of the decedent's :family in the operation of 
the farm or other business, and 

"(D) such real property is designated in the agreement 
referred to in subsection (d) (2). 

"(2} QuALIFIED USE.-For purposes of this section, the term 
'qualified use' means the devotion of the property to any of the 
followin~: 

" A) use as a farm for farming purposes, or 
" B) use in a trade or business other than the trade or 

business of farming. 
"{3) A.n.roSTED VALUE.-For purposes of paragraph (1), the 

term 'adjusted value' mearur-
" (A) in the case of the gross estate, the value of the gross 

estate for J?Urposes of this chapter (determined without 
regard to this section), reduced 1by any amount.s allowable as 
a deduction under paragraph ( 4) of section 2053 (a), or 

"(B) in the case of any real or personal property, the value 
of such property for purposes of this chapter (determined 
without regard to this section), reduced by any amounts 
allowable as a deduction in respect of such property under 
paragraph ( 4) of section 2053 (a). 

"(c) Tu 'l'llEATHENT OF DISPOSITIONS AND FAILURES To UsE FOR 
QUALU'DD UBE.-

" (1) IHPOSITION OF ADDITIONAL ESTATE TAX.-If, within 15 yea.rs 
after the decedent's death and before the death of the qualified 
heir-

"(A) the qualified heir disposes of any interest in qualified 
real pro~rty (other than by a disposition to a member of his 
family),or 

"(B) the qualified heir ceases to use for the qualified use 
the qualified real property which was acquired (or passed) 
from the decedent, 

then, there is hereby imposed an additional estate tax. 
"(2) AxoUNT oF ADDITIONAL TAX.-

" (A) IN OENERAL.-The amount of the additional tax 
impOse(l by paragraph ( 1) with respect to a.ny interest shall 
be. the amount equal to the lesser of-

" ( i) the adjusted tax difference attributable to such 
interest, or 
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"(ii) the excess of the amount realized with respect 
to the interest ~or_, in any case other than a sale or 
exchange at arms le~ the fair market value of the 
interest) over the value of the interest determined under 
subsection (a). 

"(B) ADJUSTED T.AX DIFFERENCE ATI'RIBUT.ABLE TO INTER• 

EST.-For pure,oses of subparagraph (A), the adjusted tax 
difference attributable to an interest is the amount which 
bears the same ratio to the adjusted tax difference with 
respect to the estate (determined under subparagraph ( C)) 
as-

"(i) the excess of the value of such interest for pur
~ of this chapter (determined without regard to 
subsection (a)) over the value of such intere.<>t deter
mined under subsection (a), bears to 

" (ii) a similar excess determined for aU qualified real 
property. 

"(C) ADJUSTED TAX DIFFERENCE WITH RESPECT TO THE 

ESTATE.-For purposes of subparagraph (B), the term 
'adjusted tax difference with respect to the estate' means·the 
excess of what would have been the estate tax liability but 
for subsection (a) over the estate tax liability. For purposes 
of this subparagraph, the term 'estate tax liability' means 
the tax imposed by section 2001 reduced by the credits allow
able against such tax. 

"(D) PARTIAL DISP08ITIONs.-For purposes of this pe.ra
~ph, where the qualified heir disposes of a portion of the 
interest a.cquired by (or passing to) such heir (or a predeces
sor 9ualified heir) or there is a cessation of use of such a 
portion-

"(i) the value determined under subsection (a) taken 
into arcount under subparagraph (A) (ii) with respect 
to such portion shall be its pro rata share of such value of 
such interest, and 

"(ii) the adjusted tax difference attributable to the 
interest taken into account with respect to the transaction 
involving the second or any succeeding p<?rtion shall be 
reduced by the amount of the tax imposed by this eubsec· 
tion with respect to all prior transactions involving por
tions of such interest. 

"(3) PHASEOUT OF ADDrrIONAL TAX BETWEEN lOTH AND 15TH 

YEARS.-If the date of the disposition or cessation referred to in 
paragraph (1) occurs more than 120 months and less than 180 
months after the date of the death of the decedent, the amount of 
the tax ho.posed by this subsection shall be reduced (but not below 
zero) by an amount determined by multiplying the amount of 
such tax (determined without regard to this paragraph) by a 
fraction-

" (A) the numerator of which is the number of full months 
after su<'h death in excess of 120, and 

"(B) the denominator of which is 60. 
"(4) ONLY 1 ADDrrIONAL TAX IMPOSED WITH RESPECT TO ANY 1 

PORTION.-In the case of an interest acquired from (or passing 
from) &nJ decedent, if subparagraph (A) or (B) of paragraph 
(1) applies to any portion of an interest, subparagraph (B) or 

... .. 
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(A.), as the case may be, of paragraph (l) shall not apply with 
~to the same portion of such interest. 
. ' (6) DuE DATE.-The additional tax imposed by this subsec

tion shall become due ~d P.ayable on the. day which is 6 months 
after the date of the disposition or cessation referred to in para
grarh (1). 
. " 6) LUmun F?~ TAX.-The qualified heir shall be personally 

liab e for ~h~ additional tax imposed by this subsection with 
res~ to his interest. 

'(7) 0EssATION OF QUALIFim USll.-For purposes of paragraph 
.~1) (:8), real property shall cease to be used for the qualified use 
1.1.-

"(A) such property ceases to be used fo1· the qualified use 
set forth !n subparagraph (A). or (B) of subsection lb) (2) 
under which the property qualified under subsection b) or 

"(B) during any period of 8 years ending after the a~ of 
the ~eceden~'s death and before the date of the death of the 
quahfied Jie1r, tl~ere had been periods aggregating 3 years or 
more du~ which-

"(i) ID the case of periods during which the prope1t;Y 
was held by the decedent, there was no material partici
pation by the decedent or any member of his family in 
the o~ration of the farm or other business and 

" ( iI) in the case o~ peri~ during which the property 
was held by any qualified heir, there was no materialfar
tici.P,&ti~n by such q~a.Iified heir or any member o his 

"(d) faniily m the operation of the farm or other business. 
ELECTION; AoREEMENT.-
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" (1) ELBCTioN.-The election under this section shall be made 
not later than the. time prescribed by section 6075 (a) for filing 26 use 6075. 

the return of tax imposed by section 2001 (including extensions A 1846 
thereof), ~nd shall~ made in such manner as the Secretary shaJl ""'P· · 
by regulations prescnbe. 
. "(2 ). AoUBHENT..-T!ie agreement referred to in this paragraph 
~ a wntten agreement signed hy each person in being who has an 
mte~ (whet.her or not in possession) in any property desig
~ated m s~ch agreement consenting to the application of subseC-

" bon ( c) with respect to such property. 
( e) l>EnNmoNs; SPECIAL RULES.-For purposes of this section-

"(!) QUALIFIED m:m.-The term 'qualified heir' means, with 
~to any property, a member of the decedent's family who 
~Ulred such propertY. (or to. wh?m such rroperty passed) from 
the decedent. If a qualified hell." disposes o any interest in quali
fied real property to any member of his family such member 
shall ~hereafter be treated as the qualified heir' ~ith respect to 
such mterest. 

"(2) ~EHBl.Jt OF FAHILY.-The term 'member of the famil ' 
means, with J'eSpect to any individual, only such individual~ 
ancestor or lin~l .d~ndant, a lineal descendant of a grand
parent of such mdiVIdual, the spouse of such individual, or the 
spouse of any such descendant. For purposes of the precedinjr 
sentence, a legally adopted child of an individual shall be treated 
as "a child of sn<'h individual by blood. 

(8) f'Elrr~IN RF.AL PROPERTY INCLUDED.-ln the case of real 
property ~hich meets t~P 1'e9Uil"0J!le??ts of suhpara~aph (C) 
of subsection (b)(l), residential bmldmgs and related improve
ments on such real property occupied on a regular basis by the 
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owner or lessee of such real property or by persons emeloyed by 
such owner or lessee for the purpose of operating or mamtaining 
such. real propel'ty, and. roads, buildings, and other structures 
and improvements functionally related to the qualified use shall 
be treated as real property devot:ed to the qualified use. 

"(4) F.ARM.-The term 'farm' includes stock, dairy, poultry, 
fruit, furbearing animal, and truck farms, plantations, ranches, 
nurseries, rangeg, greenhouses or other similar structures used 
primarily for the raising of agricultural or horticultural com
modities, and orchards and woodlands. 

" ( 5) FARMING PURPOSES.-The term 'fanning purposes' means
" (A) cultivating the soil or rais~ or harvesting any api

eultural or horticultural commodity (including the raismg, 
h~aring. fuding, caring for, training, and management of 

amrnals) on a farm• 
"(B) handli~A"· drying, packing, grading, or storing on a 

farm any agncultural or horticultura.1 commodity in its 
urunanufactured state, but only if the owner, tenant, or oper
ator of the farm regularly produces more than one-half of 
the commodity sot reated; and 

"(C) (i) the planting, cultivating, caring for, or cutting 
of trees, or 

"(ii) the preparation (other than milling) of trees for 
market. 

"(6) MATERIAL PARTIC'IPATION.-Material participation shall be 
determined in a manner similar to the manner ueed for purposes 
of paragraph (1) of se<'tion 1402(a) (relating to net earnings 
from self-employment). 

"(7) METHODOFVALUINGFARHB.-

"(A) IN Gl!lNERAL.-Except; as provided in subparagraph 
(B), the value of a farm for farming purposes shall be 
determined by dividing-

" ( i) the excess of the average annual gross cash rental 
for comparable land used for farming purposes and 
located in the locality of such farm over the average 
annual State and local real estate taxes fo~ such com
parable land, by 

"(ii) the avera~ annual effective int.ere.st rate for all 
new Federal Land Bank loans. 

For purposes of the preceding sentence, eaeh average annual 
computation shall be made on the basis of the 5 most recent 
calendar years .ending before the date of the de<..'edent's death. 

"(B) ExOEPTioN.-The formula provided by subpara
graph (A) shall not be used-

"(i) where it is established that there is no compa
rable land from which the average annual gross cash 
rental ma:y be determined, or 

"(ii) where the executor elects to have the value of 
the farm for farming purposes det.ermint>d under para
graph (8). 

"(8) METHOD OF VALUING CLOSELY REJ..D BUSINESS INTERESTS, 

:mo.-In any case to which paragraph (7) (A) does not apply, 
the foJlowing factors shall apply in detenmmng the value of any 
qualified real property: 

" (A) The capitalization of income whfoh the property can 
be expected to yield for farming or closely held business pur-

• 
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poses over a reasonable period of time under prudent man~ 
ment llliing traditional cropping patterns for the area, taking 
into areount soil capacity, terrain configuratio~ and similar 
factors, 

"(B) The capitalization of the fair rental value of the land 
for farm land or closely held business purposes, 

"(C) Assessed land valueA in n St.ate which provides a dif
ferential or use value assessment law for farmland or closely 
held business, 

"(D) Compara.ble sales of other farm or closely held busi
ness land in the same geographical area far enough removed 
from a metropolitan or resort area so that nonagrieultural 
use is not a significant factor in the sales price, and 

"(E) Any other factor which fairly values the farm or 
closely held business value of the property. 

"(f) STATUTE OF LncITATIONs.-If qualified real property is dis
posed of or <'eases to be used for a qualified use, then-

" (1) the stat.utory period for the assessment of any additional 
tax under subsection ( c) attributable to such disposition or ces
sation shall not. expire before the expiration of 3 years from the 
date the Secretary is notified (in such manner as the Secretary 
may by regulations pl'l'BCribe) of such disposition or ceesa.tion, 
and 

"(2) such additions.I tax ma.y be assessed before the expiration 
of such 3-year period notwithstanding the provisions of any other 
law or rule of law which would otherwise prevent such assessment. 

"(g) APPLtCATrON OF Tms SECTION AND SECTION 6324B TO lNTERESTLI 
IN PARTNER811IPS, C-0RPORATIONS, AND 'I'RuSTS.-The Secretary shall 
prescribe regulations setting forth the application of this section and 
section 6324R in the case of an interest in 11 partnership, corporation, 
or trust which, with respect to the decedent, is an int.erest in a closely 
held business (within the meaning of paragraph (1) of section 
6166(b) ).'' 

(b) 8norAL LIEN.-Subcha.pter C of chai;>ter 64 (relating to lien 
for taxes) is amended by inserting after section 6324.A the following 
new section: 
"SEC. 63248. SPECIAL LIEN FOR ADDmONAL ESTATE TAX ATTRIBUT

ABLE TO FARM. ETC., VALUATION. 

" (a) GENERAL RULE.-ln the case of any interest in qualified real 
property (within the meaning of section 2032A(b) ), an a.mount equal 
to the adjusted tax difference attributable to such interest (within the 
rnea.nin$? of section 2032A(c) (2) (B)) shaJJ be a lien in favor of the 
United St.ates on the property in which such interest exists. 

"(b) 'PERIOD OF Lil!lN.-The lien imposed by this section shall a.rise 
at the time an election is filed under section 2032A and shall continue 
with ~t to any interest in the qualified farm real property-

" Cl) until the liability for tax under subsection (c) of section 
2032A with respect to such interest has been satisfied or has become 
unenforceable by reason of lapse of time, or 

"(2) until it is established to the satisfaction of the Secretary 
that no further tax liability may ariee under section 2032A(c) 
with respect to such interest. 

"(c) CERTAIN RULES MAnE APPLtO.ABLll.-The rules set forth in 
paragraphs (1), (8), and (4:) of section 6324A(d) shall apJ!lY with 
respect to the lien imposed by this section as if it were a lien Imposed 
by section 6824A. 
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26 USC 2013. 

26 USC 2032A 
note. 

26 USC 6166. 

. "( d) S~o~ OF SECURITY FOR LmN.-To the extent provided 
m regulaho~s prescnbed b7 tJ;ie Secretair: the furnishing of security 
may be substituted for the hen imposed by this section." 

(c) 9REDIT FOR TAX, ON PRIOR ~NSFERS.-Section 2013 (relating 
to credit for tax on pnor transfers) 18 amended by adding at the end 
thereof the following new subsection· 
~ . 

(f) TREATMENT OF AnnmoNAL TAx IMPOSED UNDER SECTION 
2032A.-If section 2032A applies to any property included in the 
gross estate of the transferor and an addihonal tax is imposed with 
~ t.o such property under section 2032A ( c) before the date which 
is 2 yea.rs after the d&te of the decedent's death. for PU'"""""S of this 
section- · · r-~ 

"(1) the additional tax imposed by 8e<'tion 2032A(e) shall be 
treated as a Fedem.J estate tax p&yable with respect t.o the estate of 
the transferor; and 

"(2) the value of such property and the amount of the taxable 
estate of the transferor shall be determined as if section 2032A did 
not apply with respect to such property." 

( d) CLERICAL AHENDMENTS.-
( 1) The table of sections for part III of subchapter A of 

chapter 11 is amended by insertlng after the item relating to sec
tion 2032 the following new item : 

"Sec. 20S2A. Valuation of certain farm, etc., real property." 
(2) The table of sections for subchapter C of chapter 64 is 

amended by inse1ting after the item relating to section 6.<.J24A the 
following new item : 

"Sec. 6324B. Speclal llen for additional estate tax attributable to farm, 
etc., valuation." 

(e) EFJrECTIVE DAn.-The amendments made by this section shall 
apply to the estates of decedents dying after December 31, 1976. 
SEC. 2004. EXTENSION OF TIME FOR PAYMENT OF ESTATE TAX. 

(a). GENERA!' Ruu.-Subchapter B .of chapter 62 (relating to 
e~ns1ons of time for payment of tax) is amended by redesignating 
sect10n 6166 as section 6166A and by inserting after section 6165 the 
following new section : 
"SEC. 6166. ALTERNATE EXTENSION OF TIME FOR PAYMENT OF 

ESTATE TAX WHERE ESTATE CONSISTS LARGELY OF 
INTEREST IN CLOSELY HELD BUSINESS. 

"(a) 5-YEAR l>EnRRAL; 10-YEAR !NSTALLKENT PAYXENT.-
"(1) IN GENERAL.-If the value of an interest in a closely held 

business which is included in determining the P."OSS estate of a 
decedent w.ho was (at the date of his death) a mtizen or resident 
of the Umted States exc~eds 65 percent of the adjusted gross 
estate, t~e executo~ may elect to pa.;y part or all of the tax imposed 
!'Y section 2001 m 2 or more {but not exceeding 10) equal 
installments. 

"(2) i;:.~TATlON.-The maximum amo~nt of tax which may 
be pa.id m msta)hnents under this subsection shall be an amount 
which bears the samP ratio to the tax imposed by section 2001 
(reduced by the credits against such tax) a&-

" (A) the closely held business amount, bears to 
"(B) the amount of the adjusted gross estate. 

"(3) DATE FOR PAYMENT OF INSTALLJ«ENTS.-If an election is 
made under paragraph (1 ),_the first installment shall be paid on 
or before the date SE'lE>cted by the executor which is not more than 
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5/ears after the date prescribed by section 615l(a) for ~ayment 26 USC 6151. 
o the tax, and each succeeding installment shall be paid on or 
before the date which is 1 year after the date prescribed by this 
pa~_ph for payment of tho preceding installment. 

" ( 4) ELIGmILITY FOR ELECTION .-No election may be made under 
this section by the executor of the estate of any decedent if an 
election under section 6166A applies with respect to the estate ...4111e, P· 1862. 
of such decedent. 

"(b) DEFINITIONS AND SPECIAL RULES.-
" {1) lNTERF.Bl' IN CLOSELY HELD BU8INE88.-For purposes of this 

eect1011 the term 'interest in a closely held business' means-
(A) an int.erest !18 a. P!oprietor in a trade or business 

e&rl'led on as a propnetorsh1p; 
" ( B) an interest as a partner in a partnership carrying on 

a trade or business, if-
" (i) 20 percent or more of the total e&J>ital interest in 

such partnership is included in deterrruning the gross 
estate of the decedent, or 

"(ii) such partnership had 15 or fewer partners; or 
"(C) t:itock in a corporation carrying on a trade or busi· 

nessif-
" ( i) 20 percent or more in value of the voting st.ock of 

such corporation is included in determining the gross 
estate of the decedent, or 

" (ii) such corporation had 15 or fewer shareholders. 
"(2) RuLEs wa APPLYING 1'.AKAORAl'H U>.-For purpooes of 

paragraph (1)-
"<A) 'l'IxE FOR TJJ8TINo.-Determina.tions shall be made as 

of the time immediately before the decedent's death. 
"(B) CERTAIN INTERESTS HELD DY "qUSBAND AND WIFE.

Stock or a partnership interest which-
" (i) is community property of a husband and wife (or 

the mcome from which is community income) under the 
apJ>licable community property law of a State, or 

' (ii) is held by a husband and wife as joint tenants, 
tenants by- the entirety, or tenants in common, 

shall be treated as owned by one shareholder or one pa1tner, as 
the case may be. 

"(C) INDIRECT OWNl'.RBHll'.-Property owned, directly or 
indirectly, by or for a corporation, partnership, estate, or trust 
shall be considered as being owned proportionately l;y or for 
its shareholders, partners, or beneficiaries. For pu1·poses of 
the preceding sentimce, a. person shall be treated as a bene
ficiary of any trust only if such person has a present interest 
in the trust. 

"(3) FARMHOUSES AND CERTAIN <Yl'HER STRUCTURES TAKEN INTO 

AOCOUNT.-For purposes of the 65-percent req_uirement of sub
section (a) (1), an interest in a closely held busmess which is the 
business of farming includes an interest in residential buildings 
and related improvements on the farm which are occupied on a 
regular basis by the owner or lessee of the farm or by persons 
employed by such owner or lessee for purposes of operating or 
maintaining the farm. 

" ( 4) V ALm:.-For purposes of this section, value shall be value 
determined for purposes of chapter 11 (relating to estate tax). 
"(~) CLOSELY HELD BUSINESS AKOUNT.-For purposes of this 

section, the term 'closely held business amount' means the value of 
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the interest in a closely held business which qualifi.es under sub
section (a) (1). 

"(6) Anlmmm oaoss ESTA.TL-For purposes of this section, the 
t.erm, 'adjusted gross estat.e' means the value of the gross estate 
reduced by the sum of the amounts allowable as a deduction under 
section 2053 or 2054. Such sum shall be determined on the basis of 
the facts and circumstances in existence on the dat.e (including 
extensions) for filing the return of tax imposed by section 2001 
(or, if earlier, the date on which such return is filed). 

" ( c) SPECIAL RULE FOR INTERESTS IN 2 OR MoRE CLosELY HELD 
BusINEBSES.-For purposes of this section, interests in 2 or more 
closely held businesses, with respect to each of which there is included 
in determining the value of the decedent's gross estate more than 20 
percent of the t.otal value of each such business, shall be treated as an 
mterest in a single closely held business. For purposes of the 20-percent 
requirement of the preceding sent.ence, an mterest in a closely held 
business which represents the surviving spouse's interest in property 
held by the decedent and the surviving spouse as community property 
or as joint t.enants, t.enants by the entirety, or t.enants in common shall 
be treated as having been included in determining the value of the 
decedent's gross estate. 

"(d) ELEOTioN.-Any election under subsection (a) shall be made 
not later than the time prescribed by section 607ti(a) for filing the 
return of tax imposed by section 2001 (including extensions thereof), 
and shall be made in such manner as the Secretary shall by regula
tions prescribe. If an election under subsection (a) is made, the pro
visions of this subtitle shall apply as though the Secretary were 
extending the time for payment of the tax. 

"(e) PJloBATION OF DEFICIENCY TO INwrALLMENTS.-If an election is 
made under subsection (a) to pay any part of the tax imposed by 
section 2001 in installments and a deficiency has been assessed the 
deficiency shall (subject t.o the limitation provided by subsection' (a) 
(2)) be prorated t.o the installments payable under subsection (a). 
The part of the deficiency so prorated to any installment the date for 
payment of which has not arrived shall be rollected at the same time 
as, and as a part of, such installment. The part of the deficiency so 
prorated to. any init&l~ent the date for payment of which has arnved 
shal,I be paid upon noti?' and de~and f,rom the Secretary. This sub
B!'Chon ~hall not apply 1f the deficiency 18 due to negligence, to inten
tional dlSregard of rules and regulations, or to fraud with intent t.o 
evade tax. 

"(f) TncE FOR PAYMENT OF lNfilOOIJ8T. If the time for payment of 
any amount of tax has been extended under this section-

. "(1) INTEREST FOR.FIRST~ YEARs.-Interest payable under sec
tion 6601 of any unpaid portion of such amount attributable t.o the 
first 5 years after the date prescribed by section 6151 (a) for pay
ment of the tax shall be paid annually. 

"(2) INTEREST FOR PERIODS AFTER FIRST l'i YEARS.-Interest pay
able. under section 660~ on any unpaid portion of such amount 
attributable to any period after the IS-year period referred to in 
paragraph (1) shall be paid annually at the same time as and as 
a part of, each installment payment of the tax. ' 

"(3) lNTEBEST IN THE CASE OF CERTAIN DEFICIENCIES.-In the 
case of a deficiency to which subsection ( e) applies which is 
assessed aft;er the close. of the 5-year period referred to in para
graph (1), mternst attributable t.o such IS-year period, and interest 
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assigned under paragraph (2) to any installment the date for 
payment of which has arrived on .or before t~e date of the assess
ment of the deficiency, shall be paid upon notice and demand from 

90 STAT. 1865 

the Secretary· lected " ( 4) SELECTION OF SHORTER PERIOD.-If the executor has se 
a penod shorter than ti years under subsection (a) ( 3), such 
shorter period shall be substituted for ti years in pangraphs (1), 
(2),and (3) of this subsection. 

"(g) ACCELERATION' OF PAYMENT.-
" ( l) J)mPOSITION' OF INTEREST; WITHDRAWAL OF FUNDS FROH 

BUSINF.88.-
" (A.\ If- . . . 

ic ( i) one-third or more m value of an mterest IJ?- a 
closel held business which qualifies under su~ti?n 
(a) ci> is distributed, sold, exChanged, or otherwise dis-
~of, or 

" (ii) aggregate withdrawals of f!IOney a~d ot~er prop-
erty from the trade or business, a.n mterest m which qual
ifies under subsection (a) (1), made with respect to such 
interest equal or exceed one-third of the value of such 
trade o~ business, 'ded · 

then the extension of time for payment of tax P':°vi . m 
subsection (a) shall cease to apply, and any ~paid porti.on 
of the tax payable in installments shall be paid upon notice 
a.nd demand from the Secretarx· . 

"(B) In the case of a distnbution in redemption of stock 26 USC 303. 
to which section 303 (or so much of section 304 as relates t.o 
section 303) applie&- . 

"(i) subparagraph (A) (i) does not app'1 with respect 
to the stock redeemed· and for purposes of such subpara

h the interest in' the closely held business shall be 
~idered to be such interest reduced by the value of the 
stock redeemed, and . 

"(ii) subJ>aragraph (A.) (ii) does not apply wi~h 
respect t.o wtthdrawals of money and other property dis
tributed · and for pur~s of such subparagraph the 
value of' the trade or business shall be considered to be 
such value reduced by the amount of money and other 
property distributed. 

This subp&ra~ph shall apply only if, on or before the 
date pre.scribed by subsection (a) ( 8) for the pa.yment of 
the first installment which becomes due after the date ?f t~e 
distribution (or if earlier, on or before the day which is 
1 year after the' date of the distribution) , there is paid an 
amount of the tax im~ by section ~001. not less than 
the amount of money and other property d1stnbuted. 

"(C) Subparagraph (A) (i) does not aJ>ply to an ex~han~ 
of stoclt pursuant to a pla.n of reorgaruzation descnbed m 
subparagraph (D), (~), or <r> of section 368(a) (1) nor 
to an exchange to which section 35ti (or so much of sec
tion 3156 as relates to section 356) a.pplies; but any stock 
received in such an exchange ~hall be t~ !or purposes of 
subparag1·aph (A) (i) as an mterest quahfying under sub-
section (a) (1). . 

"(D) Subparagraph (A) (1) does not apply. to a trans-
fer of property of the decedent .to a person entitled by rea
son of the deCedent's death to receive such property under 
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the decedent's will, the applicable law of descent and dis
tribution, or a trust created by the decedent. 

"(2) UNDISTRIBUTED INCOME OF ESTATE.-
"(A} If an election is made under this section and the 

estate has undistributed net income for any taxable year 
ending on or after the due date for the first installment, the 
executor shall, on or before the date prescribed by law for 
filing the income tax return for such taxable year (including 
extensions thereof), pay an amount equal to such undis
tributed net income in liquidation of the unpaid portion of the 
tax P.a:yable in installments. 

"(BJ For purposes of subparagraph (A) the undistrib
ut.ed net income of the estate for any taxable ;ear is the 
amount by which the distributable net income o the estate 
for such taxable year (as defined in section 643) exceeds 
the sum of-

" ( i) the amounts for such taxable year specified in 
paragraphs (1) and (2) of section 66l(a) (relating to 
deductions for distributions, etc.) ; 

"(ii) the amount of tax imposed for the taxable year 
on the estate under chapter 1; and 

"(iii) the amount of the tax imposed by section 2001 
(including interest) paid by the executor during the tax
able year (other than any amount paid pursuant to this 
paragraph). 

"(3) FAILURE TO PAY INBTALLKENT.-If any installment under 
this section is not paid on or before the date fixed for its pay
ment by this section (including any extension of time for the 
payment of such installment), the unpaid portion of the tax 
payable in installments shall be paid upon notice and demand 
from the Secretary. 

"(h) ELECTION IN CASE OF CERTAIN l>EFICIENOIES.
" (1) lNGENERAL.-If-

"(A) a deficiency in the tax imposed by section 2001 is 
assessed, 

"(B) the estate qualifies under subsection (a) (1), and 
"(C) the executor has not made an election under sub-

section (a) , 
the executor may elect to pay the deficiency in installments. This 
subsection shall not apply if the deficiency is due to negligence, 
to intent.ional disregard of rules and regulations, or to fraud with 
intent to evade tax. 

"(2) Tno OF ELECTION.-An election under this subsection shall 
be made not later than 60 days after issuance of notice and 
demand by the Secretary for the payment of the deficiency, and 
shall be made in such manner as the Secretary shall by regulations 
prescribe. 

"(3) EFFEOT OF ELECTION ON PAYMENT.-If an election is made 
under this subsection, the deficiency shaJI (subject to the limita
tion provided by subsection (a)(2)) be prorated to the install
ments which would have been due if an t>lection had been timely 
made under subsection (a) at the time t.he estate tax return was 
filed. The part of the deficiency so prorated to any installment 
the date for payment of which would have arrived shall be paid 
at the time of the makinl? of the elect.ion under this subeeetion. 
The portion of the deficiency so prorated to installments the date 
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for payment of which would not have so arrived shall be paid at 
the time such installments would have been due if such an election 
had been made. 

"(i) RmULATIONS.-The Secretary shall prescribe such regulations 
as may be necessary to the application of this section. 

"{j) Caoss :RuEimNCF.S.-
"(1) Seeurity.-

"For authority of the Seereta1"7 to require aeeuritJ in the caee 
of an extension under this section, see section 6165. 

"(2) Lien.-
"For special lien (in lieu of bond) in the case of an extension 

under this section, see section 6S24A. 
"(I) Period of limitation.--

"For extension of the period of limitation in the case of an 
extemdon under this section, see 1eetion 6583(d). 

"(4) Interest.-
"For proviaions relatins to interest on tax payable in inatall

ments under this section, see sulleeetion (j) of section 6681. • 

(b) 4-PERCENT INTERF.1rl' RATZ.-Section 6601 (relating to interest 
on underpayment, nonpayment, or extension of time for payment of 
tax) is amended by redesignating subsection ( j) as subSeCtion (k) 
and by inserting after subsection ( i) the following new subeeetion: 

"(j) 4-PERCENT RATE ON CERTAIN PORTION OF ESTATE TAX EXTENDED 
UNDER SECTION 6166.-

" (1) IN OENERAL.-If the time for pa.yment of an amount of 
tax imposed by chapter 11 is extended as provided in section 
6166, interest on the 4-percent portion of such amount shall (in 
lieu of the annual rate provided by subsection (a) ) be paid at the 
rate of 4 _percent. For purposes of this subsection, the amount of 
any <lefie1ency which IS prorated to installments payable under 
section 6166 shall be treated as an amount of tax payable in install
ments under such section. 

"(2) •-PERCENT PORTION.-For purposes of this subsection, the 
term '4-percent portion' means the lesser of-

"(A) $845,800 reduced by the amount of the credit allow
able under section 2010 (a) ; or 

"(B) the amount of the tax imp<>SOO by chapter 11 which 
is extended as provided in section 6166. · 

"(8) TBtiTJONT OF PAYHENTS.-If the amount of tax imposed 
by chapter 11 which is extended as provided in section 6166 
exceeds the 4-percent portion, any payment of a portion of such 
amount shall, for purposes of comi;mting interest for periods after 
such paymen~ be treat.ed as reducmg the 4-percent portion by an 
amount which bears the same ratio to the amount of such pay
ment as the amount of the 4-percent portion (determined with
out ~rd to this paragraph) bears to the amount of the tax 
which 1s extended as provided in section 6166." 

( c) REASON ABLE CAUSE SUBSTITUTED FOR UNDUE HARDSHIP IN DETER
MINING ELIGIBILITY FOR EXTENSIONS oF PAYMENT oF EsTATE TAx.

(1) Paragraph (2) of section 616l(a) (relating to extension 
of time for paymg estate tax) is amended t.o read as follows: 

"(2) ESTATE TAX.-The Secretary may, for reasonable cause, 
extend the time for payment of-

" (A) any part of the amount determined by the executor 
as the tax imposed by chapter 11, or 

"(B) any part of any installment under section 6166 or 
6166A (including any part of a deficiency prorated to any 
installment under such section), 

90 STAT. 1867 

26 USC 6601. 

..4nte, p. 1848. 

26 USC 6161. 
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for. a reasonabl~ period not in excess of to;ears from the date prescnbed by section 6151 (a) for payment o the tax (or tin the case of an amount referred to in subparagraph (B), it later not beyond the date which is 12 months after the due date for th~ last installment) . " 
(2) Subsection (b) of section 6161 (relating to extension of time for payment of certain deficiencies) is amended to n-ad as follows· "(b) AMOUNT !>ETJmMINED AS DEFICIENCY,- . "(1) lNCOJCE, GUT, AND CERTAIN OTHER T4XES.-Under re~t~ons pre.scribed by the Secretary, the Sec~tary may extend the tun~ for the payment of the amount determmed as a deficiency of a tax imposed by chapter 1, 12, 41, 42, 43, or 44 for a period not to 

ex~ 18 mont!is from ~e date.fixed for the payment of the deficiency, and m exceptional cases, for a further period not to exceed 12 months. An extension under this paragraph may be granted only where it is shown to the satisfaction of the Secretary that payment of a deficiency upon the date fixed for the payment thereof will result in undue hardship to the taxpayer in the case of a tax imposed by chapter 1, 41, 42, 43, or 44, or to the donor in the case of a tax imposed by chapter 12. 
"(2) ESTATE TAx.-Under regulations prescribed by the Secretary, the Secretary may, for reasonable cause, extend the time for the payment of any deficiency of a tax imposed by chapter 11 for a reasonable period not to exceed 4 years from the date otherwise fixed for the payme,nt of the deficiency. 
"(3) No EXTENSION FOR CERTAIN DEFICIENCIES.-No extension shall be granted under this subsection for any deficiency if the deficiency is due to negligence, to intentional disregard of rules and regulations, or to fraud with intent to evade tax." 
( 3) Subsection (b) of section 6163 (relating to extension to prevent undue hardship in case of reversionary or remainder interest) is amended to read as follows: 

"(b) EXTENSION FOR REASONABLE CAUSE.-.At the expiration of the perioo of postponement provided for in subsection (a), the Secretary may, for reasonable cause, extend the time for payment for a reasonable period or periods not in excess of 3 years from the expiration of the period of postponement provided in subsection ( •) ." 
(4) Subsection (d) of section 6503 (relating to extensions of time for payment of estate tax) is amended by striking out "section 6166" and inserting in lieu thereof "section 6163, 6166, or 6166A". · 

( d) SPECIAL LIEN FOR ESTATE TAX DEFERRED UNDER SECTION 6166.(1) IN GENERAL.-Subchapter C of chapter 64 (relating to lien for taxes) is amended by inserting after section 6324 the following new section: 
"SEC. 6324A. SPECIAL LIEN FOR ESTATE TAX DEFERRED UNDER SEC

TION 6166 OR 6166A. 
".(a) GE~L RULE.-In the case of any estate with respect to which an election has been made under section 6166 or 6166A, if the executor makes an election under this section (at such time and in such manner as the Secretary shall by regulations prescribe) and files the a~reement referred to in subsection ( c), the deferred amount (plus any mterest, additional amount, addition to tax, assessable penalty, and costs attributable to the deferred amount) shall be a lien m favor of the United States on the section 6166 lien property. 
"(b) SECTION 6166 LIEN PROPERTY.-

,. 
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" ( 1) IN ~NERAL.-For purJ,><>seS of ~his section, the term 'section 6166 lien prol?61ty' means mtcrests m real and other property 
"Section 6166 
lien property." 

to the extent such mterests- . "(A) can be expected to survive the deferral penodi and "~B) are designated in the agreement referred tom sub-
section ( c). . "(2) M.AxlllUll VALUE OF REQUIRED PROPERTY.-~e maxun~m value of the propertY. which the Secretary may require as sect~on 6166 lien property with respect to any estate shall be a value which 

is not greater than the sum of-
" (.A) the deferred amount, and 
"(B) the aggregate interest amount. 

26 USC 6151. 
For purposes of the preceding sentence, the .value of a~y property shall be determined as of the date prescribed by section 6151 (a) for payment of the tax imposed by chapter 11 and shall. be determined by taking into account any encumbrance such as a hen 
under section 6324B. 

"(3) PARTIAL SUBSTITUTION OF BOND FOR LIEN.-If the value required as section 6166 lien pro~rty pursuant to paragraph (2) exceeds the value of the interests m property covered by the agreement referred to in subsection ( c), the Secretary may accept bond in an amount equal to such excess conditioned on the payment of the amount extended in accordance with the terms of such 

Ante, p. 1861. 

Ante, p. 1862. 

exten~on. . . « ( e) AoREEKENT.-The agreement refe~ .to in this sub~tion 1s a written ~reemPnt signed °l?Y eac~ person m bemg wh? has an !nterest (whether or not in possession) m any property designated m such 
agreement- . . "(1) consenting to the creation of the Hen under thlS section 

with respect to such property, and 
"(2) designating a responsible penion who shall be the agent for the beneficiaries of tlie estate and for the persons who have consented to the creation of the lien in dealings with the Secretary on matters arising under section 6166 or 6166A or this section. 

" ( d) SPECIAL RULEa.-
" ( 1) REQUIREMENT THAT LIEN BE FILED.-The lien imposed by this section shall not be valid as against any purchaser, holder of a aecurity interest, m~hanic's lien, or J ud~m<>nt lien .creditor until notice thereof which meets the r<>qmrements of section 6323 (f) has been filed by the Secretary. Such notice shall not be 

reauired to be refiled. 
'l(2) PERIOD OF LIEN.-The ~ien. imposed by thi~ ~ion shall arise at the time the executor is dISCharged from hability under section 2'204 (or, if earlier, at the time notice is filed pursuant to paragraph (1)) and shall continue until the liability for the deferred amount is satisfied or becomes unenforceable by reason of 

lavse of time. 
''(3) PaioRITIES.-Even though notice of a lien imposed .by this section has been filed as provid~d in paragraph ( 1), such hen 

shall not be valid-
" (A) REAL PROPERTY TAX ,\ND SPECIAL ABSF..SBMENT Lll:NEl.-

To the extent provided in section 6323(b) (6). 
"(B) REAL PROPERTY SUBJECT TO A HECHANIC'S LIEN FOR 

REPAIRS AND DCPROVEJOJNT&-ln the case of any real prc;>perty subject to a lien for repair or improvement, as agamst a 
mechanic's lienor. 

Ante, p. 1862. 
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Ante, p. 1862. 

26 USC 2204. 

Ante. p. 1868. 

"(C) REAL PROPERTY C-ONSTRUCTION OR IlllPROVEMENT 
FINANCING AGUEKENT.-As a.gainst any security interest set 
f?rt~ in paragrap~ (3) of section 632a(c) (whether such secu
rity mterest came mto existence before or after tax 1ien filing). 

~ubparagr~phs (B) .and (9) shall not apply to any security 
interest which came mto existence after the date on which the 
Secretary filed notice (in a manner sinillar to notice filed under 
section 6323(f)) that payment of the deferred amount has been 
accelerated undersectiou 6166(g) or 6166A(h). 

"(4) LIEN TOBE IN LIEU OF SECTION 63U LIEN.-If there isa. lien 
under this section on any property with respect to any estate there 
shall not be any lien under section 6324 on such properi; with 
~to the same estate. 

(5) Aoo;tnONAL LIEN PROPERTY REQUIRED lN l'ERTAIN CASF.8.
lf at ~uy time the value of the property covered by the agree
ment IS less than the unpaid portion of the deferred amount 
and .t~1e aggregate interest amount, the Secretary may require the 
addition .of property to the agreement (but he may not require 
under this paragraph that the value of the property covered hy 
the agr~ment exc~ such unpaid portion). If property having 
the reqmred value is not added to the property covered by the 
agreement (or if other security equal to the required value 18 not 
furnished) within 90 days after notice and demand therefor by the 
Secretary, the failure to comply with the preceding sent:ence shall 
be treated as an act accelerating payment of the installments under 
section 6166(g) or 6166&(h). 

"(~) LIEN TO BE IN LIEU OF BOND.-The Secretary may not 
reqmre under section 6165 the fnmishing of any bond for the 
pay~ent. of any tax ~ which an agreement whieh meets the 
reqmrements ofsubsection ( c) applies. 

" ( e) DEFINITIONS.-For purposes of this section-
" (1} DEl''ERRED AMOUNT.-The term 'deferred amount' means 

the aggregate amount deferred under section 6166 or 6166A 
(determined as of the date prescribed by section 6151 (a) for pay
ment of the tax imposed by chapter 11). 

"(2) AooREOATE IXTERF..ST AMOUNT.-The term 'aggr~te inter
est amount' means the aggregate amount of interest which will be 
payable over the deferral period with respect to the deferred 
amount (determined as of the date preseribed by section 6151 {a) 
for :payment of the tax imposed by charter 11). 

"(3) DEFERRAL PERIOD.-The term deferral period' means the 
period for which the payment of tax is deferred pursuant to the 
election under section 6166 or 6166A. 

"(4) APPJ.IOATION OF DEFINITIONS IN CA$E OF DEFICIENcn:s.-In 
~he case of a deficiency, a separate de.ferred amount aggreg-ate 
mterest amount, and deferral period shall be determin'ed as of the 
due date of the first instal1ment after the deficiency is prorated 
to installments under section 6166 or 6166A." 

(2) DrscHAROE OF F-XECUTOR FROM PERSONAL J,IABILITY'.-Section 

~ {relati1\g to d,ischarge of fiduciary from personal liability) 
is a!'1ended by addm~ at the end thel'l'Of the followin~ new Sltb
section: 

"(c) SPECIAL TJIEN UNDER SECTION 6324-A.-For purposes of the 
second sentence of subsection (a) and the last sentence of subsection 
(b), ~ agreeme!1t ~·hich me.('ts the n>quirements of section 6S24A 
(relating to spec111.l hen for estate tax deferred under se.ct.ion 6166 or 
6166A} shall be treated n.s the furnishing of bond with respect. to the 

' 

, • 
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amount for which the time for payment has been extended wider 
section 6166 or 6166A." 

( e) AHEND)[JIJNTS OF SECTION 30.'i.-
(1) EXTENSION OF PERIOD FOR DISTRIBUTION.-Paragraph (1) of 

section 308(b) (relating to distributions in redemption of stock 
to pay death taxes) is amended by striking out "or" at the end 
of subparagraph (A), by strikin~ out the period at the end of 
subparagra.ph (B) and mserting m lieu thereof", or", and by 
adding at the end thereof the following m•w subparagraph: 

"(C) If an election has been made under section 6166 or 
6166A and if the time prescribed by this subparagraph expires 
at a lat.er date than the time prescribed by subparagraph 
(B) of this paragraph, within the time determined under 
section 6166 or 6166A for the payment of the installments." 

(2) RELATIONSHIP OF STOCK TO DECEDENT'S ESTATE.-
(A) Subparagraph (A) of section 303(b)(2) ia amended 

to read as follows : 
"(A) IN GENERAL.-Subsection (a) shall apply to a distri

bution by a corporation only if the value (for Federal estate 
tax purposes) of all of the stock of such corporation which is 
included in determining the value of the decedent's gross 
estate exceeds 50 percent of the excess of-

" ( i) the value of the gross estate of such decedent, over 
"(il) the sum of the amounts allowable as a deduction 

under section 2053 or 2054." 
(B) The first sentence of subparagraph (B) of section 303 

(b) (2) is amended by striking out "the 35 percent and 50 
percent requirements" and inserting in lieu thereof "the 50 
perrent requirement". 

(3) RELATIONSHIP OP SHAREHOLDER TO ESTATE TAX.-Subsection 
(b) of section 303 is amended by adding at the end thereof the 
followin_g new paragraphs: 

"(3) RELATIONSHIP OF SHAREHOLDER TO ESTATE TAX.-Subsection 
(a) shall apply to a distribution by a corporation only to the 
extent that the interest of the shareholder is reduced directly (or 
through a binding ~bligation to contribute) by any payment of 
an amount described in paragraph (1) or (2) of subSection (a). 

"(4) ADDITIONAL REQUIREMENTS FOR Dl8TRIBUTIONS MADE HORE 
THAN 4 YEARS AFl'ER DECEDENT'S DEATH.-In the case of amounts 
distributed more than 4 years after the date of the decedent's 
death, subsection (a) shall apply to a distribution by a corpora
tion only to the extent of the lesser of-

" (A) the aggregate of the amounts referred to in para
~ph (1) or (2) of subsection (a) which remained unpaid 
immediately before the distribution, or 

"(B) the aggi:egate of the amounts referred to in para
graph (1) or (2) of subsection (a) which are paid dnrin~ 
the 1-year period be,,,oinning on the date of such dtstribution.' 

(4) STOCK WITH SUBSTITUTED BA8Is.-Subsection (c) of section 
303 (relati~ to stock with substituted basis) is amended by strik
ing out "limitation specified in subsection (b) (1)" and inserting 
in lieu thereof "limtations spedfied in subsection (b) ". 

{ f) TEc11NIOAL, C'LuJcAL, .AND CoNFORHlNG CJIANGES.-
( l) The table of sections for subchapter C of chapter 64 is 

amended by inserting after the item 1-elating to Be('tion 6324 the 
following new item : 

77- 975 0 - 76 - 23 

90 STAT. 1871 
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26 USC 303. 
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26 USC 2011. 

26 USC 2204. 

26 USC 6166 
note. 
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26 USC 1024. 

26 USC 1023. 
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"Sec. 6824A. Speelal Hen for estate tax deferred under section 6166 or 
6166A." 

(2) Section 7403(a) (relat~ to action to enforce li~n or to 
subject property to payment of t.ax) is amended by adding at the 
end thereof the following new sentence: "For purposes of the pre
ceding sentence, any acceleration of payment under section 6166 
(g) or 6166A(h) shall be treated as a neglect to pay tax." 

(3) Paragraph (2) of section 2011(c) (relating to credit for 
State death taxes) is amended by striking out "section 6161" and 
inserting in lieu thereof "section 6161, 6166 or 6166A". 

( 4) The last sentence of section 2204 (b) is amended by striking 
out "has not been extended under" a.nd mserting in lieu thereof 
"has been extended under". 

( 5) The table of sections for subcha.pter B of chapter 62 is 
amended by striking out the item relating to section 6166 and 
inserting in lieu thereof the following: 

"Sec. 6166. Alternate extension of time for payment of estate tax where 
estate coD.Blsts largely of inteniet in closely held business. 

"Sec. 6166A. Extension of time for payment of estate tax where estate 
tax consists largely of interest in clOllely held business.". 

( 6) Subsections (a) a.nd (b) of section 2204 (relating to dis
char~ of fiduciary from personal liability) are as amended by 
striking out "or 6166" and inserting in heu thereof "6166 or 
6166A". 

(g) EFFEOTIVE DAT&-The amendments made by this section shall 
apply to the estates of decedents dying after December 31, 1976. 
SEC. 2005. CARRYOVER BASIS. 

(a) GENERAL Ruu.-
( 1) .AMENDMENT OF SECTION 10 u.-Subsection ( d) of section 

1014 (relating to basis of property acquired from a. decedent) is 
amended to read as follows: 

"(d) DECEDENTS DTINo AFrER DECEMBER 31, 1976.-ln the case of a. 
decedent dying after December 31, 1976, the section shall not apply to 
any property for which a carryover basis is provided hI section 1023." 

(2) CARRYOVER BASis.-Part II of subchavter 0 of chapter 1 
(relating to basis rules of general application) is amended by 
redesignating section 1023 as section 1024 and by inserting after 
section 1022 the following new section: 

"SEC. 102S. CARRYOVER BASIS FOR CERTAIN PROPERTY ACQUffiED 
FROM A DECEDENT DYING AFTER DECEMBER st. 1976. 

"(a) GENERAL RULL-
"(l) CARJlYOVER BASIB.-Except as otherwise provided in this 

aectioq, the basis of carryover basis property a~uired from a 
decedent dying after December 31, 1976, in the handS of the person 
so acquiring it shall be the adjusted basis of the property immedi
ately before the death of the decedent, further adJusted as pro
vided in this section. 

"(2) Loss ON PERSONAL AND HOUSEHOLD EFFECTS.-In the case 
of any carryover basis property which, in the hands of the 
decedent, was a personal or household effect, for purposes of deter
minin~ loss, the basis of such property in the hands of the person 
acquiring such property from the decedent shall not exceed its fair 
market value. 

"(b) CABRYOVQ BASIS PROPERTY DEF!Nm.-
" (1) IN GENERAL.-For purposes of this section1 the term 'carry

over basis property' means any property which lS acquired from 

• 

.. 
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or passed from a decedent (within the meaning of seotion 
1014(b)) and which is not excluded pursuant to paragraph (2) 26 USC 1014. 
or (3). 

"(:2) CERTAIN PROPERTY NOT CARRYOVER BASIS PROPERTY.-Tbe 

term 'enrrym·er basis property' does not include--
"(.\) any item of gr06$ income in respoot of a decedent 

described in section 691; 
"(B) property described in section 2042 (relating to pro

ceeds of life insura,nce); 
"(C) a joint and survivor annuity under which the surviv

ing annuitant is taxa.ble under section 7.2, and payments and 
distributions under a deferred compensation plan described 
in part I of subcha.pter D of chapter 1 to the extentsuoo pay
ments and distributions are taxable to the decedent's bene
ficiary under ooapter 1; 

"(D) property included in the decedent's gross estate by 
reason of section 2035, 2038, or 2041 which has been disposed 
of before the decedent's den.th in a transaction in which gain 
or loss is recognizable for pur•poees of chapter 1 ; 

"(E) stock or a stock option passing from the decedent to 
the extent income in respect of such stock or stock option is 
includable in gross income under section 422(c) (1), 423(c), 
or 424(c) (1); and 

"(F) property described in section 1014(b) (5). 
"(3) •.'10,000 EXCLUSION FOR CEllTAIN ASSETS.-

"(A) ExcLUSION.-The term 'carry()ver basis pl."Operty' 
does not include any asset---

"(i) which, m the hands of the decedent, was a per
sonal or household effect, and 

"(ii) with respect to which the executor has made an 
election under this paragra.ph. 

"(B) LncITATION.-'fhe .fair market value of all assets 
designa.t.ed under this subsection with respect to any decedent 
shall not exceed $10,000. 

"(C) ELECTION.-An election under this paragraph with 
respeet to any asset shall be made by the executor not later 
than the date prescribed by section 6075(a) f<>r filing the 
return of the tax imposed by section 2001or2101 (including Ante, pp.1846, 
extensions thereof), and shall be made in such manner as 1850. 
the Secretary shall by regulations prescribe. 

"(c) INCREASE 1N BAs1s FOR FEDERAL AND STATE Es-rATE TAxEB 
ATI'RIBt'TABLI! TO APPRECIATlON.-The buis of appreciated carryovl'r 
basis property ( detemtined a.fter any adjustment under subsection 
(h)) which is subject to the tax imposed by section 2001or2101 in the 
hands of the person acquiring it from the decedent sba.Jl be increased 
by an amonnt which bears the same ratio to the Federal and State 
estate taxes ns--

"(l) the net a.pPrecio.tion in value of such property, bears to 
"(2) the fair market value of all property which is subjt>e.t to 

the tax imposed by section 2001 or 2101. 
" ( d) $00,000 MINlllfll.M FOR BASF.S OF CARRYOVER BASIS PROPERTIF..8.-

" (l) IN OJJNERAL.-If $60,000 exC(l('ds the a,?gregate bases (as 
determined after any adjustment under subsection (h} or (c)) of 
all carryover basis property, the basis of each appremated carry
over basis pro{>&rtY ( a.fter any adjustment under subsection (h) or 
( c)) shall be mcreased by an amount which bears the same ratio 
to the amount of such excess as-
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"(A) the net &ppreeiation in value of such property, bears 
to 

"{B) the net appreciation in value of all such property. 
"(2) SPECIAL RULE FOR PERSONAL OR HOUSEHOLD EFFECT.-For 

purposes of para.graph {1), the basis of any property which is a 
personal or household elf ect shall be treated as not greater than 
the fair market value of such property. 

"(3) NONRESIDENT NOT CITIZEN.-This subsection shall not 
apply to any carryover basis property acquired from any decedent 
who was {at the time of his death) a nonresident not a citizen of 
the United States. 

"(e) FuRTHER INCREASE IN BAS1s FOR CERTAIN STATE SuCCESSION 
TAX p AID BY TRANSFEREE OP PRoPEBTY.-If-

" (1) any person acquires appreciated carryover basis property 
from a decedent, and 

"(2) such person actually pays an amount of estate, inheritance, 
legacy, or succession taxes with respect to such property to any 
State or the District of Columbia for which the estate is not liable. 

then the basis of such property ( e.fter any adjustment under subsec
tion (h), (c), or (d}) shall be increased'by an amount which bears 
the same ratio to the aggregate amount of all such tans paid by such 
person as-

"(A) the net appreciation in value of such property, bears to 
"(B) the fair market ve.lue of all property acquired by such 

person which is subject to such taxes. 
"(f) SPECIAL RULES AND DEFINITIONS FOR APPLICATION OF SUBSEC

TIONS (e), (d), AND (e).-
"(1) FAIR HARKET VALUE LIHITATION.-The adjustments under 

subsections ( c) , ( d) , and ( e) shall not incree.se the basis of prop
e~ above its fair market value. 

(2) NET APPREOIATION.-For purposes of this section, the net 
appreciation in value of any property is the amount by which 
the fair market value of such property exceeds the adjusted basis 
of such pro;>ertY immediately before the death of the decedent 
(as determined after an1 adjustment under subsectio:iiaW)). 
For purpoees of subeeetion (d), such adjusted basis be 
incre&sed by the amount of any adjustment under subsection ( c), 
and, for purposes of subsection (e), such adjusted basis shall be 
increased by the amount of any adjustment under subsection ( c) 
or (d). 

"(3) FF.DEBAL AND STATE ESTATE TAXES.-For purposes of sub
section ( c), the term 'Federal and State estate taxes' means-

" (A) t.he tax imposed by section 2001 or 2101, reduced by 
t.he credits against such tax, and 

" ( B) any estate, inheritance. legacy, or succession taxes, for 
which the estate is liable, actuaUy paid by the estate to any 
State or the District of Columbia. 

"(4) CxRT.\IN MARITAL AND CHARl'l'AULE DEDUCTION l'ROPERTY 
'l"REATED AS NOT SUBJECT TO TAX.-For purposes of subsections (c) 
and ( e), property shall be treated as not subject to a tax-

" (A) with respect to the tax im~ by section 2001 or 
2101, to the extent that a deduction IS allowable with respect 
to such propertv under section 2055 or 2056 or under section 
2106(a) E2), and 

" ( R) wtt h respect to State estate taxes and with respect 
t-0 the State taxes referred to in subsection (e) (2), to the 
extent that such property is not subject to such taxes. 

• 
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"(5) AP.Pllll(,'IATED CARRYOVER BASIS PROPF.RTY.-For purposes of 
this section, the term 'appreciated carryover basis property' means 
any carryover basis property if the fair market value of such 
property exceeds the adjusted basis of such property immediately 
before the death of the decedent. 

" ( g) OTHER SPECIAL Ruu1s AND DEFINITIONS.-
" ( 1) FAm MARKET VALUE.-F~ purposes of this section, when 

not otherwise distinctly expressed, the term 'fair market value' 
means value as determined under chapter 11. 

"(2) PnoPERTY PASSING FROM THE DECEDENT.-For purposes of 
this section. property passing from tbe decedent shall be treated 
as i,roperty acqmred from the decedent. 

(3) DEcwENT's BASIS UNKNOWX.-If the facts nece.ssa.ry to 
determine the basis (unadjusted) of carryover basis property 
immediately before the death of the decedent are unknown to the 
person acquirin~ such pro1?6rty from the decedent, such basis shall 
be treated as bemg the fair market value of such property as of 
the date (or approximate date) at which such property was 
acquired by the decedent or by the last preceding owner in whose 
hands it did not have a basis determined in whole or in part by 
reference to its basis in the hands of a prior holder. 

"(4) CERTAIN HORTGAGEB.-For purposes of subsections (c), 
(d),and (e),if-

"(A) there is an unpaid mortgage on, or indebtedness in 
respect of, property, 

"(B) !"uch mortgage or indebtedness does not constitute a 
liability of the estate, and 

"(C) such property is included in the gross estate undi-
mimshed by such mortgage or indebtedness, 

then the fair market value of such property to be treated as 
included in the &'ross estate shall be the fair me.rket value of such 
property, dimimshed by such mortgage or indebtedness. 

"(h) Ao.rosTHENT ro BASIS FOR DECEMBER 31, 1976, FAIR MARKET 
VALUE.-

"(1) MAlutETABI.E BONDS AND SEOURITIES.-If the adjusted basis 
immediately before the death of the decedent of any _eroperty 
which is carryover basis property reflects the adjusted basis of any 
marketable oond or security on December 31, 1976, and if the fair 
market value of such bond or security on December 31 1976 
exceeded its adjusted basis on such date, then, for pur~ of 
~etermining gam, the e.djusted basis of such property sha11 be 
mcreased by the amount of such excess. 

"(2) PJtoPERTY OTHER THAN MARKETABLE BONDS AND SECURITIES.
" (A) INGENERAL.-lf-

" ( i) the adjusted be.sis immediately before the death 
of the decedent of any property which is carryover basis 
pl'operty reflects the adjusted basis on December 31, 
1976 of any property other than a marketable bond or 
~ecurity, and 

90 STAT. 1875 

" (ii) the value of such carryover basis property (as 
determined with respect to the estate of the decedent 
without regard to section 2032) exceeds the adjusted 26 USC 2032. 
basis of such property immediately before the death of 
the decedent (determined without regard to this sub-
section), 

then, for purposes of determining gain, the adjusted basis of 
such property immediately before the death of the decedent 



90 STAT. 1876 

26 USC 1016. 

26 USC 691. 

''Eetate tax." 
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(determined without regard to this subsection) shall be 
increased by the amount determined under subparagr&J>h (B). 

"(B) AXouNT OF INCREASE.-The amount of tlie increase 
under this subparagraph for any prop_erty is the sum of-

" ( i) the excess referred to in subparagraph (A)(ii), 
i-ed.uced by an amount equal to all aajustments for 
depreciation, amortization, or depletion for the holding 
period of such J?roperty, and then multiplied by the 
ap~licable fraction determined under subparagraph 

<S (ii)1he adjustments to basis for depreciation, amor
tizationi or depletion which are attributable to that por
tion of tne holding period for such property which occurs 
before January 1, 1977. 

"(C) APPLICABLE FRACTION.-For purposes of subpara
graph (B) (i), the term 'applicable fraction' means, with 
respect to any property, a fraction-

" ( i) the numerator of which is the number of days in 
the holding period with respect to such property which 
occurs before January 1, 1971, and 

"(ii) the denominator of which is the total number of 
days in such holding period. 

" ( D). SuosTANTL\L llCl'ROVEXENTs.-Under regulations 
prescribed by the Secretary, if there is a substantial rmprove
ment of any property, such substantial improvement shall be 
treated as a separate property for purposes of this paragraph. 

"(E) DEFINITIONs.-For purposes of this paragraph-
" ( i) The term 'marketable bond or security' means 

any security for which, as of December 1976, there was a 
market on a stock exchange, in an over-the-counter mar
ket, or otherwise. 

"(ii) The term 'holding period' means, with respect to 
any carryover basis property, the period during which 
the decedent (or, if any other person held such property 
im,nediately before the death of the decedent, such other 
person) held such property as determined under section 
1223 i except that such penod shall end on the date of the 
decedent's death. 

"(i) RmULA.TioNs.-The Secretary shall prescribe such regulations 
as may be necessary to carry out the purposes of this section." 

(3) A.xENDKENT OF SECTION 1ou.:._sect.ion 1016(a) (relating 
to adjustments to basis) is amended b7 striking out the period at 
the end thereof and by inserting in heu thereof a semicolon and 
by adding at the end thereof the following new paragraph: 

"(23) to the extent provided in section 1023, relating to carry
over basis for certain property acquired from a decedent dying 
after December 31, 1976." 

( 4) AMENDMENTS OF SECTION 6U.-
(A) Section 691(c) (2) (A) (relating to deduction for 

estate tax in case of mcome in respect of decedents) is 
amended to read as follows: 

"(A) The term 'estate tax' means Federal and State estate 
taxes (within the meani~ of section 1023(f) (3) )." 

iB) Section 691(c) (2) (C) is amended to read as follows: 
(C) The estate tax attributable to such net value shall be 

an amount which bears the same ratio to the estate tax as 
such net value bears to the value of the gross estate." 

• 

.. 
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( 6) REPEAL OF SECTION 1246 ( e) .-Section 1246 (relating to gain 
on foreign investment company stock) is amended by striking out 
subsection (e) and by redesignating subsections (f) and (g) as 
subsections (e) and (f), respectively. 

(b) NoNRECOONITION OF GAIN Wm:u CERTAIN .APPRECIATED CAJUlT
ovER BASIS PROPERTY Is USED IN SATISFACTION OF A PEcuNIAJlY 
RllQUE8T.-Part III of subchapter 0 of chapter 1 (relating to common 
nontaxable exchan~) is amended by adding at the end thereof the 
following new section : 
"SEC. 1040. USE OF CERTAIN APPRECIATED CARRYOVER BASIS PROP· 

ERTY TO SATISFY PECUNIARY REQUEST. 
'~(a) GEN~ RULE.-If the executor. of the estate of any decedent 

satlSfi~ the nght of any {M'rson to receive a pecuniary bequest with 
appreciated carryover baslS property (as de.fined. in section 1023(f) 
( 5) ) , then gain on such exchange shall be recognized to the estate only 
to the extent that, on the date of such exchange, the fair market value 
of such property exceeds the value of such property for purposes of 
chapt.er 11. 
. "(b) S1~1LAn Ru~ FOR ClmTAIN TRu8T8.-To the extent provided 
m regulations prescribed by the Secretary, a rule similar to the rule 
provided in subsection (a) shall apply where-

. "(1) by r~ason of the death of .the decedent, a person has a 
riglit to receive from a trust a specific dollar amount which is the 
equivalent of a pecuniary bequest, and 

"(2) the trustee of the trust satisfies such right with carryover 
basis property to which section 10'23 applies. 

" ( c) B.ul8 OF PnoPERTY ACQUIRED IN ExoHANOE .DF.scmnm IN Sun
s~oN (a) OR (b~.-~e ~of ~roperty acquired in an exchange 
wi~ respect to which gam realized 18 not recognized by reason of si1b
soot10n {a) or (b) s~all be the basis of sucli property immediately 
before the exchange, mcreased by the amount of the gain recognized 
to the estate or trust on the exchange." 

( c) LncrrATION OF INCREASE IN BASIS FOR Gurr TAX PAID TO THAT 
Porrro~ OF GIFT TAx ATI'RIBUTABLE TO NET APPRECIATION IN VALUE.
SuJ:>sec~1on ( d) of section 1_015 (relating to increased basis for gift tax 
paid) is amended by adding at the end thereof the following new 
paragraph: 

"(6) SPECIAL RULE FOR OUTS MADE Arl'ER DECEMBER 31, 1976.-
(A) IN OENERAL.-In t.he case of any gift made after 

Deceml?er 3~, 1976, the incre~ in basis ?.rovided by this 
subsection with respect to any gift for the gift tax pa.id under 
chapter 12 shall be a.n amount (not in exct>ss of the amount 
of tax so paid) which bears the same ratio to the amount of 
tax so 'Ca~d as- . . . 

W 
the net appreciation m value of the gift, bears to 

" 1) the amount of the gift. 
"(B) 1!lT APPRECIATION.-For purposes of paragra.ph (1) 

the. net app~iation in va1ue of any gift is the amount b~ 
w~1ch the ~1r. mark~t value of the gift exceeds the donorrs 
ad1usted basis immediately before the gift." 

(d) lNFORJUTION REQUIREXENT.-
(1) IN OENEtlAL.-Subpart A of pa.rt III of subchapter A of 

chaP.ter 61 (r;e~ating .to information ~nce~g persons subject to 
special Pf?VlSlons) 1S. amended by msertmg after section 6039 
the following new section: 

26 USC 1246. 

26 USC 1040. 

Ante. p. 1872. 

26 USC 1015. 
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26 USC 6039A. 

.41*. p. 1872. 

26 USC 6694. 

26 USC 1023 
note. 
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"SEC. 6039A. INFORMATION REGARDING CARRYOVER BASIS PROPERTY 
ACQUIRED FROM A DECEDENT. 

"(&) hf GENEBAL.-Every executor (as defined in section 2203) 
shall furnish the Secretary such information with re&j>eCt to carryover 
basis property to which section 1023 applies as the Secretary may by 
re~ations prescribe. 

'(b) STATEMENTS To BE FURNISHED TO PERSONS WHo ACQUIRE 
PROPERTY FRox A ThtomENT.-Every executor who is required to fur
nish informat.ion under subsection (a) shall furnish in writing to each 
person acquiring an item of such property from the decedent (or to 
whom the item passes from the decedent) the adjusted basis of such 
item." 

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

"SEC. 6694. FAILURE TO FILE INFORMATION WITH RESPECT TO CARRY
OVER BASIS PROPERTY. 

" (a) INFORXATION REQUIRED To BE FURNISHED TO THE SECRE
T.U'J'.-Any executor who fails to furnish information required under 
subsection (a.) of section 6039A on the date prescribed therefor (deter
mined with regard to any extension of time for filing), unless it is 
shown that such failure is due to reasonable cause and not to willful 
neglect, shall pa_y a peI_>.alty of $100 for each such failure, but the total 
amount imposed. for all such failures shall not exceed $5,000. 

"(b) !Nl"OBKATION RltQtrmED To BE FUBNI8HED TO BBNDimnu:s..
Any executor who fails to furnish in writing to each person described 
in subsection (b) of section 6039A the information required under 
such subsection, unless it is shown that such failure is due to reasonabJe 
cause and not to willful neglect, shall pay a penalty of $60 for each 
such failure, but the total amount imposed for all such failures shall 
not exceed $2,500." 

( e) CLERICAL .AxENDMENTS.-
(1) The table of sections for part II of subchapter 0 of chapter 

1 is amended by striking out the item relating to section 1023 and 
inserting in lieu thereof the following: 

"Sec. 1028. Carryoyer basis for certain prope1t7 acqulred from a 
decedent dying after December 81, 1976. 

"Sec. 1024. Cr088 references." 

(2) The table of sections for part Ill of subchapter 0 of chap
ter 1 is amended by adding at the end thereof the following: 

"Sec. 1040. Use of t."ertaln appreclated camoYer bas1s property to sat
laf7 pecuniary bequest." 

(3) The table of sections for part III of subchapter A of 
cha:pter 61 is amended by inserting after the item relating to 
section 6039 the following: 

"Sec. 6089A. Information regarding carryoYer basis property acquired 
from a decedent." 

( 4) The table of sections for subchapter B of chapter 68 is 
amended by a.dding at the end thereof the following: 

"Sec. 6694. Failure to ftle Information with respect to c&IT)'OYer basis 
prope1t7." 

( f) E1'FIJCTIVB DATES.-
(1) Except as provided in paragraph (9), the amendments 

ma.de by this section shall apply in respect of decedent.a dying 
after December 31, 1976. 
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(2) The amendment made by subsection ( c) shall apply to gifts 26 USC 1023 
made after December 31, 1976. note. 

SEC. 2006. CERTAIN GENERATION-SKIPPING TRANSFERS. 
(a) hrrosrnoN OF TAL-Subtitle B (relating to estate and gift 

taxes) is amended by adding at the end thereof the following new 
chapter: 

"CHAPTER 13-TAX ON CERTAIN GENERATION-SKIPPING 
TRANSFERS 

"SUBCBAPTEB A. Tax imposed. 
"8UBcHAPTEB B. Definitions and special rules. 
"SUBCHAPTEB 0. Administration. 

"Subchapter A-Tax Imposed 

"Sec. 2601. Tax imposed. 
"Sec. 2602. Amount of tax. 
"Sec. 2003. Llablllty for tax. 

"SEC. 2601. TAX IMPOSED. 26 USC 2601. 

"A tax is hereby imposed on every generation-skipping transfer in 
the amount determined under section 2602. 
"SEC. 2602. AMOUNT OF TAX. 26 USC 2602. 

''(a) GENERAL RuLE.-The amount of the tax imposed by section 
2601 with respect to any transfer shall be the excess of-

" ( 1) a tentative tax computed in accordance with the rate 
schedule set forth in section 200l(c) (as in effect on the date A1*. p. 1846. 
of transfer) on the sum of-

" (A) the fair market value of the proi;>erty transferred 
determined as of the date of transfer (or m the case of an 
election under subsection (d), as of the applicable valuation 
date prescribed by section 2032) 

"(B) the aggregate fair market value (determined for 
purposes of this chapter) of all prior transfers of the deemed 
transferor to which this chapter applied, 

"(C) the amount of the adjusted taxa.ble gifts (within 
the meaning of section 2001(b)) made by the deemed trans
feror before this transfer, and 

"(D) if the deemed transferor has died at the same time 
as, or before, this transfer, the taxable estate of the deemed 
transferor, over 

"(2) a tentative tax (similarly computed) on the sum of the 
amounts determined under subparagraphs (B), (C), and (D) 
of paragraph (1). 

"(b) Mu1,TIPLE Snrox.TANEOUS TRANSFERs.-If two or more transfers 
which are taxable under section 2601 and which ha.ve the same deemed Supra. 
transferor occur by reason of the same even~t the tax imposed by sec-
tion 2601 on each such transfer shall be tile amount which bears 
the same ratio to-

"(1) the amount of the tax which would be imposed by section 
2601 if the aggregate of such transfers were a single transfer, as 

"(2) the fair market value of the property transferred in such 
transfer bears to the aggregate fair market value of all property 
transferred in such transfers. 

" ( c) DuuCT10Ns, CBEDrrs, Ero.-
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.Ante, p. 1879. 

26 use 2055, 
2522. 

.Ante, p. 1848. 

.A.Ille. p. 1846. 
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"(1) GENERAL RUL&-Except as otherwise provided in this 
subsection, no deduction, exclusion, exemption, or credit shall be 
allowed ug&i.nst the tax imposed by section 2601. 

"{2) CHARITABLE DEDUCTIONS ALWWED.-The deduction tmder 
section 2055, 2106(a) (2), or 2522, whichever is appropriate, shall 
be allowed in determining the tax imposed by section 2601. 

"(3) UNUSED PORTION OF UNIFIED CREDIT.-If the generation
skippmg transfer occurs at the same time as, or after, the death 
of the deemed transferor, then the portion of the credit under 
section 2010(a) (relating to unified credit) which exceeds the 
sum of-

"(A) the tax imposed by section 2001 and 
"(B) the taxes theretofore imposed by section 2601 with 

respect to this deemed transferor, 
shall be allowed as a credit against the tax impose<l by section 
2601. The amount of the credit allowed by the preceding sentence 
shall not exceed the amount of the tax imposed by section 2601. 

"(4) CREDIT FOR TAX ON PRIOR TRANSFERS.-The credit under 
section 2013 (relating t.o credit for tax on prior transfers) shall 
be allowed against the tax imposed by section 2601. For purposes 
of the preceding sentence, section 2018 shall be applied as if so 
much of the property subject to tax under section 2601 as is not 
taken into account for purpoees of determining the credit allow
able by section 2013 with respect to the estate of the deemed trans
feror passed from the transferor (as defined in section 2013) to 
the deemed transferor. 

"(5) CooRDINATION WITH ESTATE TAX.-
• " (A>. ~USTHENTS TO MARITAL DEDUCTIOJ!!.-If the genera

t1on-sk1ppmg transfer occurs at the same tune as, or within 
9 montlis after, the death of the deemed transferor, for pur
poses of section 2056 (relating to bequests, etc., to surviving 
spouse), the value of the WOSS estate of the deemed transferor 
shall be deemed to be mcreased by the amount of such 
transfer. 

"(B) CERTAIN EXPENSES ATTRIBUTABLE TO GENERATION-SXlP
PING TRANBFEJL-If the generation-skipping transfer occurs 
at the same time as, or a.fter, the death of the deemed trans
feror, for purposes of this section, the amount taken into 
account with respect to such transfer shall be reduced-

" ( i) in the case of a taxable termination, by any item 
referred to in section 2053 or 2054 to the extent that a 
deduction would have been allowable under such section 
for such item if the amount of the trust had been includi
ble in the deemed transferor's gross estate and if the 
deemed transferor had died immediately before such 
transfer, or 

"(ii) in the case of a taxable distribution, by any 
expens;e incurred in connection ~th the determination, 
coilect1on, or refund of the tax unposed by section 2601 
on such transfer. 

"(C) CuoIT FOR STATE INHERITANCE TAX.-If the genera
tion-skipping transfer occurs at the same time as, or after 
the death of the deemed transferor, there shall be allow;i 
as a credit against the tax imposed by section 2601 an amount 
equal t!l that portion of the ~te, inheritance, legacy, or 
success1?n .tax actually paid to any ~tate or the District of 
Columbia m respect of any property included in the genera-

.. 
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tion-skipping transfer, but only to the extent of the lesser 
of-

"(i) tJ;ui.t portion of such taxes which is levied on such 
transfer, or 

"(ii) the excess of the limitation applicable under sec
tion 2011 (b) if the adjusted taxable estate of the decedent 
had been mcreased by the amount of the transfer and all 
prior generation-skipping transfers to which this sub
paragraph applied which had the same deemed trans
feror, over the sum of the amount aJlowable as a credit 
under section 2011 with respect to the estate of the 
decedent pins the aggregate amounts allowable under this 
subparagraph with respect to such prior generation
skipping transfers. 

"(d) ALTERNATE VALUATION.-
"(1) IN GENERAL.-ln th~ case of- . 

"(A) 1 or more genel'&tion-sk:ipping transfers from the 
same trust which have the same deemed transferor and which 
are taxable terminations occurring at the same time as the 
death of such deemed transferor; or 

"(B) 1 or more generation-skipping transfers from the 
same trust with different deemed transferors-

" ( i) which are taxable terminations occurring on the 
same day ; and 

"(ii) which would, but for section 2613(b) (2), have 
occurred at the same time as the death of the individuals 
"·ho are the deemed transferors wit.h respect to the 
transfers; 

the trustee may elect to value all of the property transferred in 
such transfers m accordance with section 2032. 

"(2) SPECIAL RULES.-If the trustee makes an election under 
paragraph (1) with respect to any generation-skipping trans
fer, section 2032 shall be a~plied by taking into account (in lieu 
of the date of the decedents death) the following date; 

"(A) in the case of any gt-nenttion-:-;k1pping transfer 
described in paragraph ( 1) (A) , the date of the death of the 
deemed transferor described in such paragraph1 or 

"(B) in the case of any generation-skippmg transfer 
described in paragraph ( 1) (B), the date on wluch such trans
fer occurred. 

"(e) TRANSFERS WITHIN 3 YEARS OF DF..ATH OF DEEMED TRANs
FF..ROR.-Under regulations prescribed by the Secretary, the principles 
of section 2035 shall apply with respect to transfers made during the 
3-year period ending on the date of the deemed transferor's death. In 
the case of any transfer to which this subsection applies, the amount 
of the tax imposed by this chapter shall be determined as if the trans
fer occurred after the death of the deemed transferor and appropriate 
adjustments shall be made with respect to the amount of any prior 
transfer ":hich is taken into account under subparagraph (B) or (C) 
of subsection (a) (1). 

90 STAT. 1881 

"SEC. 2603. LIABILITY FOR TAX. 26 USC 2603. 
"(a) PERSONALLuBILITY.-

"(1) IN GENERAL.-lf the tax imposed by section 2601 is not An.te, p. 1879. 
paid, when due then-

" (A) except to the extent provided in paragraph (2) 1 the 
trustee shall be personally liable for any portion of such tax 
which is attributable to a taxable termination, and 
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26 USC 2611. 

PoU, p. 1884. 
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"(B) the distributee of the property shall be personally 
liable for such tax t;o the extent provided in paragraph (3). 

"(2) LllrrrATION OF PERSONAL LIABILITY OF TRUSTEE WHO RELIES 

ON CERTAIN INFORMATION FURNISHED BY THE SECRETARY.-
"(A) INFORMATION WITH RESPECT TO RATF&-The trust.ee 

shall not be personally liable for any increase in the tax 
imposed by section 2601 which is attributable to the applica
tion t;o the transfer of rates of tax which exceeds the rat.es of 
tax furnished by the Secretary f;o the trustee as being the rat.es 
at which the transfer may reasonably be expe<:teci f;o be taxed. 

"(B) AxoUNT OF REHAINING EXCLUBION.-The trustee shall 
not be personally liable for any increase in the tax imposed by 
section 2601 which is attributable f;o the fact that-

" ( i) the amount furnished by the Secretary t;o the 
trustee as being the amount of the exclusion for a trans
fer f;o a grandchild of the grant.or of the trust which may 
reasonably be expected f;o remain with respect t;o the 
deemed transferor, is less than 

" (ii) the amount of such exclusion remaining with 
respeet f;o such deemed transferor. 

"(3) LnoTATION ON PEBSONAL LIA.Bn.rry OF Dl8TIUBO'l'D.-The 
distributee of the property shall be personally liable for the tax 
imposed by section 2601 only f;o the extent of an amount equal t;o 
the fair market value (determined as of the time of the distribu
tion) of the property received by the distributee in the 
distribution. 

"(b) LmN.-The tax imposed by section 2601 on any transfer shall 
be a lien on the property transferred until the tax is pa.id in full or 
becomes unenforceable by reason of lapse of time. 

"Subchapter B-Definitions and Special Rules 

"Sec. 2611. Generatlon-sldpplng transfer. 
"Sec. 2612. Deemed transferor. 
"Sec. 2618. Other deftnltlons. 
"Sec. 2614. Speclal rules. 

"SEC. %611. GENERATION-SKIPPING TRANSFER. 

"(a) GENERATION-SXIPPINo TRANSFER Dmnm>.-For purposes of 
this chapter, the terms 'generation-skipping transfer' and 'transfer' 
mean any taxable distribution or taxable termination with respect to a 
generation-skipping trust or trust equivalent. 

"(b) GENERATION-SKIPPING TauST.-For purposes of this chapter 
the term 'generation-skipping trust' means any trust having younge; 
generation .beneficiaries (within them~ of section 2613(c) (1)) 
who are assigned to more than one generation. 

" ( c) AsCERTAINllENT OF GENEBATION.-For purposes of this chapter, 
the generation t;o which any person (other than the grant.or) belongs 
shall be determined in accordance with the following iules: 

"(1) an individual who is a lineal descendent of a grandparent 
of the grant.or shall be ~ed t;o that generation which results 
from comparing the number of generations between the grandpar
ent and such individual with the number of generations between 
the grandparent and the grant.or, 

"(2) ~ intl!vidual who has been at any .time married t;o a per
son described tn para.graph ( 1) shall be assigned f;o the generation 
of the person so described and an individual who has been at any 

• 
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time married to the grantor shall be assigned f;o the grant.or's 
generation, 

"(3) a. relatiouship by the half blood shall be treated as a rela
tionship by the whole blood, 

" ( 4) a relationship by legal adoption shall be treated as a rela
tionship by blood, 

" ( 5) an individual who is not assigned f;o a generation by rea
son of the foregoing paragraphs shall be assigned to a. generation 
on the basis of the date of such individual's birth, with-

" (A) an individual born not more than 121h years &fter 
the date of the birth of the grant.or assigned to the grant.or's 
generation, 

"(B) an individual born m01'f' than 12th yea.rs hut not 
more than 371,.2 years after the date of the birth of the grantor 
assig»ed t;o the first generation younger than the grantor, and 

"(C) similar rules for a new generation every 25 years, 
"(6) an individual who, but for this paragraph, would be 

assigned to more than one generation shall be assigned to the 
youngest such generation, and 

"(7) if any beneficiary of the trust is an estate or a trust, part
ne1-ship, corporation, or other entity (other than an organization 
d<>scrihcd in section 511(a) (2) and other thR.D a charitable trust 
described in section 51l(b) (2)), each individual having an 
indirect interest or power in the trust through such entity shall be 
treated as a beneficiary of the trust and shall be assigned f;o a gen
eration undet· the foregoing provisions of this subsection. 

"(d) GENERATION-SKIPPING TRUST EQUIVALENT.-
"(1) IN OENERAL.-For pur,Poses of this chapter, the term 

'generation-skipping trust equivalent' means any arrangement 
which, althou~h not a trust, has substantially the same effect as a 
generation-skipping trust. 

"(2) EXAMPLES OF ARRANGE:alF.NTS TO WHICH SUBSECTION 
RELATES.-Arrangements to be taken inf;o account for purposes of 
determining whether or not paragr&J;>h (1) applies include (but 
are not limited f;o) arrangements mvolving life estates and 
remainders, estates for years, insuran<',e and annuities, and split 
interests. 

90 STAT. 1883 

"(3) REFERENCJr4!1 TO TRUST INCLUDE REFERENCES TO TRUST BQUIV
ALENTS.-Any reference in this chapter in respect of a generation
skipping trust shall include t.he appropriate reference in respect 
of a generation--skipping trust equiV&lent. 

"SEC. 2612. DEEMED TRANSFEROR. 26 USC 2612. 
"(a) GENERAL RULE.-For purposes of this chapter, the deemed 

transferor with respect to a transfer is-
"(1) except as provided in paragr&ph (2), the parent of the 

transferee of the property who is more closely related f;o the 
~ant.or of the trust than the other parent of such transferee (or 
if neither ,Parent is related f;o such grantor, the parent having a 
closer affinity to the grant.or), or 

"(2) if the parent described in paragraph (1) is not a younger 
generation beneficiary of the trust but 1 or more ancestors of the 
transferee is a younger generation beneficiary related by blood or 
adoption f;o the grant.or of the trust, the youngest of such ancesf;ors. 

"(b) DETERKINATION OF REL\TIONSHIP.-Fo1· purposes of subsection 
(a), a parent related to the grantor of the trust by blood or adoption is 
more closely related than a pa.rent related f;o such grantor by 
marriage. 
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26 USC 2613. 
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"SEC. 2613. OTHER DEFINmONS. 
"(a) TAXABLB D.umuatJTION.-For purposes of this chapter-

. "(!) l!f GEN~-The term 'taxable distribution' means any 
distnbu~on which .18 not out of the income of the trust (within 
the meamng of section 643(b)) from a generation-skipping trust 
~ any younger generation beneficiary who is assigned to a genera
tion younger than the generation assignment of any other _person 
wh<;> is a younger ge~er~t~on beneficiary. For purposes of the pre
ceding sentence, an md1v1dual who at no time has had anything 
other than a future interest or future power (or both) in the trust 
sh~ll not be considered as a younger generation beneficiary. 

(2) SouRcE OF DISTRIBUTION.-If, during the taxable year of 
the trust, there are distributions out of the income of the trust 
(within the meaning of section 643 (b) ) and out of other amounts, 
for purposes of paragraph (1) the diStributions of such income 
shall be deemed to have been made to the beneficiaries (to the 
extent of the aggregate distributions made to each such benefici
ary during such year) in descending order of generations, begin
~ with the beneficiaries assigned to the oldest generation. 

~{3) PAYHENT OF TAL-If any portion of the tax imposed by 
this chapter with respect to any transfer is paid out of the income 
or corpu~ of the trust, au amount equal to the portion so paid 
im:n oo deemed to be a generation-skipping transfer. 

(4) CmrrAIN DISTRIBUTIONS EXCLUDED FROM TAx.-The term 
'taxable distribution' does not include-

" (A) any transfer to the extent such transfer is to a grand
chiJd of the grantor of the trust and does not exceed the 
limitation provided by subsection (b) (6), and 

"(B) any transfer to the extent such transfer is subject to 
tax lDlposed by chapter 11 or 12. 

"(b) TAXA.BLE 'fF.uuNATION.-For purposes of this chaptel'-
"(!) ~N GENBRAL.-The term 'taxable termination' means the 

tem11~t1on (by ~eath, lapse of time, exercise or nonexercise or 
othel'WlSe) of the mterest or power in a generation-skipping t:r!ust 
of any .younger generation beneficiary who is assigned to any 
generation ?Ider than the generation assignment of any other 
person who is ~younger genei:atio~ beneficiary of that trust. Such 
term does not include a termmation of the mterest or power of 
';'DY person who at no time has had anything other than a future 
m~rest or future power (or both) in the trust. 

(2) Tun CERTAIN TERJUNATIONS DEEMED TO OOCUR.-
"(.A.) WHERE 2 OR MORE BENEFICIARIES ARE ASSIGNED TO 

SAHE o~NEBATION.:-~ any case where 2 or more younger 
generat!-on beneficianes of a trust are assigned to the same 
ge~era.tion, exce_pt to the extent provided in regulations pre
scn.bed by bhe Secretary, the transfer constitutmg the termi
nation with respect to each such beneficiary shall be treated 
as occurring at the time when the last such termination occurs. 

"(B) SAME BENEFICIARY HAS MORE THAN 1 INTEREST OR 
l"OWEL-In any case where a younger generation beneficiary 
of a trust has both an interest !lllcf a power, or more than 1 
interest or power, in the trust, except to the extent provided 
in regulations prescribed by the secretary' the termination 
with ~pect to eac:h such interest or power shall be treated as 
OCCUl!Ulg_ at the time when the last such termination occurs. 

"(C) U:N118tJAL ORDER OF TERXINATION.
"(i) h' GlllOCJW..-If-
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"(I) but for this subparagraph, there would have 
been a termination (determined after the a.Pplica
tion of subparagraphs (A) and (B)) of an mterest 
or power of a ,vounger generation beneficiary (here
inafter in this subparagraph referred to as the 
'younger beneficiary'), and 

"(ll) at the time such termination would have 
occurred, a beneficiary (hereinafter in this subpara
graph referred to as the 'older beneficiary') of the 
t~st assigned to a higher ge~eration than the ~en<'r
ation of the younger beneficiary has a present inter
est or power in the trust, 

then, except to the extent provided in regulations pre
scribed by the Secretary, the transfer constituting the 
termination with respect to the younger beneficiary shall 
be treated as occurring at the time when the termination 
of the last present interest or power of the older bene
ficia;';1 occurs. 

"(ii) SPECIAL RULES.-If clause (i) applies with 
respect to any younger beneficiary-

" (I) this chapter shall be applied first to the termi
nation of the mterest or power of the older bene
ficiary as if such termination occurred before the 
termination of the power or interest of the younger 
beneficiary; and 

"(II) the value of the property taken into account 
for purposes of determinmg the tax (if any) 
impoSed by this chapter with respect to the termi
nation of the interest or power of the younger bene
ficiary shall be reduced by the tax (if any) imposed 
by this chapter with respect to the termmation of 
the interest or power of the older beneficiary. 

"(D) SPECIAL RULE.-Subparagraphs (A) and (C) shall 
also apJ>lY where a person ass!gned to the same generation as, 
or a higher generation than, the person whose power or inter
f'.St terminates has a present power or interest immediately 
after the termination and such power or interest arises as a 
result of such termination. 

"(3) l>EEHEo TRANSFEREES OF CERTAIN 'l'EltXUl'4TIONS.-Where, 
at the time of any termination, it is not clear who will be the 
transferee of any portion of the property transferred, except to 
the extent provided in regulations prescribed by the Secretary, 
such portion shall be deemed transferred pro rata to all benefi
ciaries of the trust in accordance with the amount which each of 
them would receive under a maximum exercise of discretion on 
their behalf. For purposes of the precedin_g sentenoo, where it is 
not clear whether discretion will be exercJ.sed per stirpes or per 
capita1 it shall be presumed that the discret ion will he exercised 
per st1rpes. 

" ( 4) Tl:roil:INATION OF POWER.-In the case of the termination of 
any power, the property transferred shall be deemed to be the 
property subject to the power immediately before the termination 
(determined without the application of paragraph (2)). 

"(5) C'ERTAIN TI.;RMINA'rION8 EXCJ,UDF.O FROM TAx.-The term 
'taxable termination' does not include-

"(A) any transfer to the extent such transfer is to a grand
child of the grantor of the trust and does not exceed the 
limitation provided by paragraph ( 6), and 
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"(B) any transfer t.o the extent such transfer is subject 
to a tax imposed by chapter 11 or 12. 

"(6) $250 000 LlHlT ON EXCLUSION OF TRANSFERS TO GRAN~HIL
DREN.-Jn the case of any deemed transferor, the maXImum 
amount excluded from the terms 'taxable distribution' and 'ta.x
ahle termination' by reason of provisions exempting from such 
tel'ms transfers t.o the grandchildren of the grantor of the trust 
shall be $250,000. The preceding sentence shall be apJ>lied t.o 
transfers from one or more trusts in the order in which such 
transfers are made or deemed made. 

"('l) CooRDINATION WITH SUBSECTIOX (a).-
"(A) TDKINATION8 TAKE PRECEDENCE OVER DISTRIBU• 

TIONS.-If-
" ( i) the death of an individual or any other occurrence 

is a taxable termination with respect to any property, 
and 

" (ii) such occurrence also requires the distribution of 
part or all of such property in a distribution w:1tl~ w~uld 
(but for this subparagraph) be a taxable distnbution, 

then a taxable distribution shall be deemed not to have 
occurred with respect to the portion described in clause ( i). 

"(B) CERTAIN PRIOR TBANSFEBS.-To the extent that-
"(i) the deemed transferor in any prior transfer of 

the property of the trust being transferred in this trans
fer was assigned to th~ same generation as (or a lower 
generation than) the generation assignment of thfl 
deemed transferor in this transfer, 

" (ii) the transferee in such prior transfer was 
assigned t.o the same generation as (or a higher generation 
than) the generation assignment of the transferee in this 
transfer, and 

"(iii) such transfers do not have the effect of avoiding 
tax under this chapter with respect to any transfer, 

the terms 'taxable termination' and 'taxable distribution' do 
not include this later transfer. 

"(c) YouNGER GENEBATION BENEFICIARY; BENEFICIAllY.-For pur
poses of this chaptel'-

" ( 1) YOUNGER GENERATION BE:NEPIOLUT.-The t.erm 'younger 
generation beneficiary' means any beneficiary who is assigned t.o a 
generation younger than the grantor's generation. 

"(2) TIHE FOR ASCERTAINING YOUNGER GENF.RATION BENEFI
CIAKIES.-A person is a younger generation beneficiary of a trust 
with respect to any transfer only if such person was a younger 
generation beneficiary of the trust immediately before the trans
fer (or, in the case of a series of related transfers, only if such 
person was a younger generation beneficiary of the trust iinme
diately before the first of such transfers). 

"(3) BxNUICIART.-The term 'beneficiary' means any person 
who has a present or future interest or power in the trust. 

" ( d) lNTEllEST OR PowEJL-For purposes of this chaptel'-
"( 1) IN'1'12tF.ST.-A person has an int.erest in a trust if such 

pel'SOA-
" (A) has a right to receive income or corpus from the 

trust, or 
" ( B) is a permissible recipient of such income or corpus. 

"(2) PowER.-The t.erm 'power' means any power to establish 
or alter beneficial enjo,ment of the eorpus or income of the trust. 

.. 
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" ( e) LxxITBD Pown To AnoINT .A.xoNG LINEAL DP.8cmmANTS OF 
GBANTOB NOT TAKEN INTO AccouNT IN CEBTAIN CA.8&8.-For purposes 
of this chapter, if any individual does not have any present or future 
power in the trust other than a power to. 'dispose of the corpus ~f t~e 
trust or the income therefrom to a bene.6c1a.ry or a class of beD.efic1ar1es 
who are lineal descendants of the grantor asai~ned t.o a generation 
ro~r than the generation asaignme.o.i of such individual, then such 
mdividual shall be treated as not having any power in the trust. 

"(f) EFnCT OF A..ooPnoir.-For purposes of this ch~ter, a relation
ship by legal adoption shall be treated as a relationship by blood. 
"SEC. 261'- SPECIAL RULES. 

"(a) BA8I8 .AD.roSTJaNT.-If property is transferred t.o any person 
pursuant t.o a generation-skipping transfer which occurs before the 
death of the deemed transferor, the basis of such property in the 
hands of the transferee shall be increased (but not above the fair 
market value of such property) by an amount equal to that portion of 
the tax imposed ·by section 2601 with respect t.o the transfer which is 
attributable to the excess of the fair market value of such property 
over its adjusted basis immediately before the transfer. If property 
is transferred in a generation-skipping transfer subject to tax under 
this chapter which occurs at the same time as, or after, the death of 
the deemed transferor, the basis of such property shall be adjusted in 
a manner similar to the manner provided by section 1003 without 
regard to subsection ( d) thereof (relating t.o basis of property passing 
from a decedent dying after December 31, 1976}. 

"(b) NoNRESIDENTS NOT CITIZENS oF THE UNITED 8TATES.-If the 
deemed transferor of any transfer is, at the time of the transfer, a 
nonresident not a citizen of the United States and-

"(1) if the deemed transferor is alive at the time of the trans
fer, there shall be taken int.a account only property which would 
be taken into account for purposes of chapter 12, or 

"(2) if the deemed transferor has died at the same time as, or 
before the transfer, there shall be taken int.a account only prop
erty whleh would be taken into account for purposes of chapt.er 11. 

" ( c) Dxsouuoas.-
"For proviaions relating to the effect of a qualified disclaimer for pur
poses of this chapter, see aeetion %518. 

"Subchapter C-Administration 

"Sec. 2621. Admlnlstratlon. 
"Sec. 2622. Regulations. 

"SEC. 2621. ADMINISTRATION. 
"(a) GENERAL RULE.-lnsofar as applicable and not inconsistent 

with the provisions of this chaptel'-
"(1) if the deemed transferor is not alive at the time of the 

transfer, all provisions of subtitle F (including penalties) appli
cable to chapter 11 or section 2001 are hereby made applicalile in 
res~t of this chapter or section 2601, as the ease may be, and 

' (2) if the deemed transferor is alive at the time of the trans
ft:r, all provisions of subtitle F (including penalties) &_Pplieable 
t.o chapter 12 or section 2501 are hereby made applicable in respect 
of this chapter or section 2601 as the case may be. 

"(b) SECTIONS 6166 AND 6166A Nar APPLICABLE.-For purposes of 
this chapter, sections 6166 and 6166A (relating to extensions of time 
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Regulationa. 

Regulations. 

26 USC 2622. 

26 USC 2013. 

for payment of estate t&x where ~te consists largely of interest in 
closely held business) shall not apply. 

" ( c) RETultN REQUIRl'lKENTS.-
" ( 1) IN GENEJW..-The Secretary shall prescribe by regulations 

the person who is ~uired to make the return with respect to 
the tax imposed by this chapter and the time by which &llJ such 
return must be filed. To the extent practicable, sueh regulations 
shall provide that-

" (A) the person who is required to make sur,h return 
shall be-

"(i) in the case of a taxable distribution, the dis
tribu~ or 

" (ii) m the case of a taxable termination, the trustee; 
and 

"(B) the return shall be filed-
" ( i) in the case of a generation-skipping transfer 

occurring before the death of the deemed transferor, on 
or before the 90th day after the close of the taxable 
year of the trust in which such transfer occurred, or 

"(ii) in the case of a generation-skipping transfer 
occurring at the i-ame time as, or after, the death of 
the deemed transferor, on or before the 90th day after the 
last day prescribed by law (including extensions) for 
filing the return of tax under chapter 11 with respect 
to the estate of the deemed transferor (or if later, the 
day which is 9 months after the day on which such 
generation..iskipping transfer occurred). 

"(2) INFORMATION RETURNS.-The Secretary may by re~lations 
require the trustee to furnish the Secretary with such mforma
tion as he determines to be necessary for purposes of this 
chapter. 

"SEC. 2622. REGULATIONS. 
"The Secretary shall prescribe such regulations as may be necessary 

or appropriate to carry out the purposes of this chapter, including 
regulations providing the extent to which substantially separate and 
independent share.a of different beneficiaries in the trust shall be 
treated as separate trusts." 

(b) TEcuNICAL, CLERICAL, AND CoNFORHING CHANGES.-
(1) CLERICAL CHANGE.-The table of chapters for subtitle Bis 

amended by adding at the end thereof the following new item: 
"CHAJ'Tl:B 13. Tax on certain generatlon-sklpplng transfers.'' 

(2) CREDIT FOR TAX ON PRIOR TRANSFERS.-8ection 2013 (relating 
to credit for tax on prior transfers) is amended by adding at the 
end thereof the following new subsection: 

"(g) TREATMENToFTAx IMPOSED ON CERTAIN GENERATION-SKIPPING 
'rRAN8hRB.-If any property was transferred to the decedent in a 
transfer which is taxable under section 2601 (relating to tax imPOS:6d 
on generation-skipping transfers) and if the deemed transferor (as 
defiiled in section 2612) is not ahve at the time of such transfer, for 
purposes of this section-

" (1) such property shall be deemed to have passed to the de
cedent from the deemed transferor; 

"(2) the tax payable under section 2601 on such transfer shall 
be treated as a Fedetal estate tax payable with respect to the es
tate of the deemed transferor; and 
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"{3) the amount of the taxable estate of the deemed transferor 
shall be increased. by the value of such property as determined 
for purposes of the tax imposed by section 2601 on the transfer." 

(3) rNCOllll IN RESPECT OF A DECEDENT,-Subsection (c) of sec
tion 691 (relating to deduction for estate tu:) is amended by 
adding at the end thereof the following new paragraph: 

"(3) SPECIAL RULE FOR GENEBATION-SKIPPING TRANSFEBS.-For 
purposes of this section-

" (A) the tax imposed by section 2601 or any State inherit
ance tax described in section 260'2(c) (5) (C) on any genera
t.ion-skipping transfer shall be treated as a tax imposed by 
section 2001 on the estate of the deemed transferor (as defined 
in section 2612 (a) ; 

"(B} any v.ropert7 transferred in such n. transfer shall be 
treated as if it were mcluded in the gross estate of the deemed 
transferor at the value of such property taken into account 
for P.Urpoees of the tax imposed b;Y. section 2601; and 

" ( C) under regulations prescnbed by the secretary, any 
item of gross income subject to the tax imposed under sec
tion 2601 shall be treated as income described in subsec
tion (a) if such item is not properly includible in the gross 
income of the trust on or before the date of the generation
skipping transfer (within the meaning of section 2611(a)) 
and if such transfer occurs at or after the death of the deemed 
tranferor (as so defined)." 

(4:) SPECIAL RlJI.F,S FOR GENERATION-SKIPPING TRANSFERS.
Section 303 is amended by adding at the end thereof the following 
new subsection: 

"(d) SPECIAL RULES FOB GENERATION-SKIPPING TaANsFERS.-Under 
regulations prescribed by the Secretary, where stock in a corporation 
is subject to tax under section 2601 as a result of a generation-skipping 
transfer (within the meaning of section 26U(a) ), which occurs at or 
after the death of the deemed transferor (within the meaning of 
section 2612)-

" (1) the stock shall be deemed to be included in the gross estate 
of the deemed transferor; 

"(2) taxes of the kind referred to in subsection (a) (1) which 
are imposed because of the generation-skipping transfer shall be 
treated as imposed because of the deemed transferor's death (and 
for this purpose the tax imposed by section 2601 shall be treated 
as an estate tax) ; 

" ( 3) the penod of distribution shall be measured from the date 
of the generation-skippinu transfer; and 

"(4) the relationship 0¥ stock to the decedent's estate shall be 
measured with reference solely to the amount of the generation
skipping transfer." 

( c) E1'FECTIVJC DATES.-
(1) IN OBNERAL.-Except as provided in paragraph (2), the 

amendments made by this section shall apply to any generation
skipping transfer (Within the meaning of section 2611(a} of the 
Internal Revenue Code of 1954) made after April 30, 1976. 

(2) ExOEPl'IoNs.-The amendments made by this section shall 
not apply to any generation-skipping transfer-

( A) under a trust which was irrevocable on April 30, 1976 
but only to the extent that the transfer is not made out of 
corpus added to the trust after April 30, 1976, or 
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(Il) in the <'ase of a decedent dying before January 1, 1982, 
pursuant to a will (or revocable trust) which was in existence 
on April 30, 1976, and was not amended at any time after 
that date in any respect which will result in the creation of, or 
increasing the amount of, any generation-skipping transfer. 

For purposes of subparagraph (B), if the decedent on .\.pril 30, 
1976, was under a mental cli::mbility to chnn~e the <li:position of 
his property, the period set forth in such subparagraph shall not 
expire before the date which is 2 years after the date on which 
he first regains his competence to dispose of such property. 

(3) TllusT EQUIVALENTS.-For purposes of paragraph (2), in 
the case of a trust equivalent within the meaning of subSection ( d) 
of section 2611 of the Internal Revenue Code of 1954:, the provi
sions of such sub~ction (d) shall apply. 

SEC. 2007. ORPHANS' EXCLUSION. 

(a) GENERAL RuLE.-Part IV of subehapter A of chapter 11 (relat
ing to taxable estate) is amended by adding at the end thereof the 
following new section : 

"SEC. 2057. BEQUESTS, ETC.. TO CERTAIN MINOR CHILDREN. 
"(a) Au.owANCE OF Thi:ouCTioN.-For purposes of the tax imposed 

by section 2001, if-
" (1) the decedent does not have a surviving spouse, and 
"(2) the decedent is survived by a minor child wbo, immediately 

after the death of the decedent, has no known parent, 
then the value of the taxable estate shall be determined by deducting 
from the value of the gross estate an amount equal to the value of any 
interest in property which passes or has pa&;ed from the decedent to 
such child, but only to the extent that such interest is included in deter
mining the value of the _gross estate. 

"(b) LIMITATION.-The aggregate amount of the deductions allowed 
under this section (computed without regard to this subsection) 
with respect to interests in property pruisin~ to any minor child shall 
not exceed an amount equal to $5,000 mult1p1ied by the excess of 21 
over the age (in years) which such child has attained on the date of 
the decedent's death. 

" ( c) LunT.ATION IN THE CASE OF IJIFE ESTATE OR Ornu 1'ERxIN ABLE 
!Nn:a.EsT.-A deduction shal1 be allowed under this section with 
respect to any interest in property passing to a minor child only to the 
extent that a deduction would have been allowable under section 
2056(b) if such interest had passed to a surviving spouse of the dece
dent. For purposes of this subsectio~ an interest shall not be treated 
as terminable solely because the property wilJ pass to another person 
if the child dies oefore the youn~t child of the decedent attains 
age 21. 

"(d) DEJl'INITIONs.-For purposes of this section-
"(1) MINOR cmw.-The term 'minor child' means any child 

of the decedent who has not attainffi the age of 21 before the 
date of the decedent's death. 

"(2) ADOPTED CHILDREN..-A relationship by legal adopt.ion 
shall be treated li8 replacing a relationship by bloOd. 

"(3) PRoPERTY PASSING FROH THE DECEDENT.-The determina
tion of whether an interest in property passes from the decedent 
to any person shall be made in accordance with section 2056 ( d)." 

(b) CLERICAL AKENDHENT.-The table of sections for part IV of 
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subchapter A of chapter 11 is amended by adding at the end thereof 
the folfowing new item: 

"Sec. 20li7. Bequests, et.c., to certain minor children." 

(c) EFFECTIVE DATE.-The amendments made by this section shall 
apply to the estates of decedents dying after :r>ecember 31, 1976. 
SEC. 2008. ADMINISTRATIVE CHANGES. 

(a) FmlNisUINo o:r STATDDNT EXPLAINING ESTATE oa Gnrr 
VALUATION.- · · ll 

( 1) IN GENDAL.-Chapter 77 (relating to IIll8C6 aneous P.ro
vistons) is amended by adding at the ena thereof the following 
new section : 

"SEC. 7517. FURNISHING ON REQUEST OF STATEMENT EXPLAINING 
ESTATE OR GIFI' VALUATION. • • 

"(a) GEN'EllAL RuLE.-If the Secretary makes a determination or 
a proposed determination of the value of an item of property for 
purposes of the tax imposed under chapter 11, 12, or 13hhe shall 
furnish on the written request of the executor, donor, or t e persthn 
required to make the return of the tax imposed by chapter 13 (as e 
case may be), to such executor, donor, or person a written statement 
conta" · the material required by subsection (b). Such statement 
shall ~mished not later than 45 days after t!ie l~ter of the date of 
such request or the date of such determmat1on or proposed 
determination. · be fu 

"(b) CoNTENTS OF 8TATZIONT.-A statement required to. r-
nished under subsection (a) with respect to the value of an item of 
J'>topert'f' 8hall- . d · ed 

''(1) explain the basis on which the valuation was etemun 

or 'fc~»~forth any computation used in arriving at such value, 

an~(3) contain a copy of any expert appraisal made by or for 
the Secretary. h · 

" ( c) EFFECT o:r STATEJD!NT.-Except to the extent ot erwise P~ 
vided by law the value determined or proposed by t:he Sec:retary with 
respect t.o which a statement is furnished under this ~<!n, and the 
method used in arriving at such value, shall not be bmdmg on the 
Secretary·" 

(2) CoNFORJCING AND CLERICAL AXENDJCENTS.-
( A) Section 2031 (defining gross ~te) is amen~ed by 
ad~ at the end thereof the foll<>wmg new subsection: 

" ( C) CJl088 lt'El'ERENCE.-
"For n:ecutor'• right to be furnished on request a statement rerard

inr an1 nluation made b1 the Secretary within the gross e11tate, see 
section 7517." 

(B) Section 2512 (relating to valuation of ~fts) is 
amended by adding at the end thereof the followmg new 
subsection : 

" ( c) Cil088 lb:n:RENCE.-
"For incUridual's rirht to be furniahed on requ8!'t a •tatement rer.rd

inr an7 valuation made bJ the Secretal')' of a gift bJ' that incliv1dual, 
see section 7517." 

(C) The table of sections for chapter 77 is amended by 
ad.ding at the end thereof the following: 
"Sec. 71517. Furnishing on request of statement explaining estate or 

gift valuation." 
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26 USC 6075. - (b) SPECIAL RULE FOR FII..ING lb:TuaNS w HERE G.Dml IN CALENDAR 

Qu~ T<>;t"AL $25,000 OR LEss.-Subsection (b) of section 6075 
relat!Jlg to gift tax returns) is amended to read as follows: 
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"(b) GUT TAX RETURNs.-
"(1) GENERAL Rup:.-Except as provided in paragraph (2), 

returns made unrler section 6019 (relating to gift taxes) shall be 
filed on or before the 15th day of the second month following the 
close of the calendar quarter. 

"(2) SPECIAL RULE WHERE GlFI'8 IN A. CALENDAR QUARTER TOTAL 

us,ooo OR Ll!'.88.-If the total amount of taxable gifts made by a 
person du~ng a calendar quarter is $25,000 or less, the return 
under section 6019 for sueh quarter shall be filed on or before the 
15th dal of the seeond month after-

' (A) the close of t.he first subsequent calendar quarter in 
the calendar year in which the sum of-

" ( i) the taxable gifts made during such subsequent 
quarter, plus 

"(ii) all other taxable gifts macle during the calendar 
year and for which a return has not yet been required to 
be filed under this subsection, 

exceeds $25,000, or 
"(B) if a return is not required to be filed under sub

paragraph (A), the close of the fourth calendar quarter of 
the calendar year. 

"(3) NONRESIDENTS NOT CITIZENS OF THE UNITED 8TATF.S.-In the 
case of a nonresident not n citizen of the United Stat.es, paragraph 
(2) s~all be ap~lied by substituting '$12,500' for '$25 000' each 
plac& 1t appears. ' ' 

( e) PnBLrc INDEX OF Fn.ED T Ax LIENS.-
( 1) INITIAL FII.ING OF NOTICE.-

• (A) Section 632~(f) (relating to filing of notice of lien) 
is amended by adding at the end thereof the following new 
paragraph: 

"(4) lNDEX.-The notice of lien referred to in subsection (a) 
shaU not be treated as meeting the filing requirements under para
grap~ JI) unless~ f~t of filing is entered and recorded in a 
pubJic md~x ~t t~e d1st~1ct office of the Internal Revenue Service 
f!Jr the distnct m which the property subject to the lien is 
situated." 

. (B) Paragraph (2) of section 6.'i23(f) is amended by strik
mg out "paragraph (1)" and inserting in lieu thereof "para
graphs (1) and (4)". 

(~) REFILIN9 OF N<>J'ICE·:--Section 6323(g) (2) (A) (relating to 
refil~ o1 D<?tice of hery) IS a~en~ed to read as follows: 

(A) if su~h not1c.e of hen is refiled in the office in which 
the pn()r notice of b~n wa~ filed .and the fact of refiling is 
e!ltered and recorded m an mdex m accordance with subSec
bon (f) (4); and". 

(d) EFFECTll'E DATES.-
(1) The 11;mendments made by subsection (a)-

( A) msofar as they relate to the tax imposed under chapter 
11 of the Internal Revenue Code of 1954. shall apply to the 
estates ?f decedents dying after Decembe; 31, 1976, and 

(B) insofar ns they relate to the tax imposed under chap
ter 12 of such Code, shall apply to gifts made after Decem
ber 31, 1976. 
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(2) The amendment made by subsection (b) shall apply to gifts 26 USC 6075 
made after December 31, 1976. nvte. 

(3) The amendment mu.de by subsection (c) shall take eifect- 2.-. USC 6323 
(A) in the case of liens filed before the date of the enact- note. 

ment of this Act, on the 270th day after such date of t>nact-
ment, or 

(B) in the case of liens filed on or J.tfh·c the date of 
enactment of this Act, on the !20th day after such date 
of enactment. 

SEC. 2009. MISCELLANEOUS PROVISIONS. 
(a) !NOLUBION OP SrocK IN l>EcEoENT's EsTATE 'WHERE DECEDENT 

RETAINED v OTING RIOHTS.-Subsection (a) of section 2036 (relating to 26 USC 2036. 
transfer with retained life estate) is amended by adding at the end 
thereof the following new sentence: 
"For purposes of yaragraph (1), the retention of voting rights in 
retained stock shal be considered to be a retention of the enjoyment 
of such stock." 

(b) DmcLAIHERS.-
(1} AHENDHENT OP GIFT TAX PROVISION8.-Subcha~r B of 

chapter 12 (relating to transfers for pu~ of the gift tax) is 
amended by adding at the end thereof the following new section: 

'"SEC. 2518. DISCLAIMERS. 26 USC 2518. 
"(a) GENERAL RULE.-For J_>urposes of this subtitle, if a person 

makes a qualified disclaimer with respect to any interest in property, 
this subtitle shall apply with respect to such interest as if the interest 
had never been transferrecl to such person. 

"(b) QuA.LIFD!ll> DrscLAIKEB lliFINm.-For purposes of subsection 
(a), the term 'qualified disclaimer' means an irrevocable and unquali
tled refusal by a person to accept an interest in property but only if

" ~1) such refusal is in writing, 
" 2) such writing is received by the transferor of the interest, 

his egal representative, or the holder of the legal title to the 
property to which the interest relates not later than the date 
which is 9 months after the later of-

" (A) the day on which the transfer creating the interest in 
such person is made, or 

"(B) the day on which such person attains age 21, 
"(3) such person has not accept.ed the interest or any of its 

benefita,and 
" ( 4) as a result of such refusal, the interest passes to a person 

other than the person making the disclaimer (without any direc
tion on the part of the person making the disclaimer). 

"(c) OrHF.R RUI..E8.-For purposes of subsection (a)-
"(1) DISOLAIXER OF UNDIVIDED PORTION OP INTEREST.-A dis

claimer with respect to an undivided portion of an interest which 
meets the requirements of the preceding sentence shall be treated 
as a qualified disclaimer of such portion of the interest. 

"(2) PoWERS.-A power witn resi:ect to property shall be 
treated as an interest in such property. 

(2) AKENDJONT OP F.STATI! TAX PROVI8ION8.-Part m of eub
chapter A of chapter 11 (relating to gross estate) is amended by 
adding at the end thereof the following new section: 
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26 USC 204.5. 

26 USC 2041. 

26 USC 2055. 

26 USC 2056. 

26 USC 2514. 

26 USC 2039. 

"SEC. %045. DISCLAIMERS. 
"For provisions relating to the effect of a quali8ed diBclaimer for 

purposes of thlts chapter, see section 2518." 

(3) Ct.muCAL AMENDMENTS.-

( A) The table of sections for subcha.pter B of chapter 12 is 
amended by adding at the end thereof the following: 
"See. 2518. Disclaimers." 

(B) The table of sections for part III of subchapter .A of 
chapter 11 is amended by addfug at the end thereof the 
following: 

"Sec. 2045. Dlsclaimers." 

{ 4) TECHNICAL AND COlli'FORXING CHANOF.8.-

(A) Paragraph (2) of section 2041{a) {relating to release 
of general powers of appointment) is amended by striking 
out the second sentence thereof. 

(B) The first sentence of subsection (a) of section 2055 
(relating to transfers for public, charitable, and religious 
uses) is amended by striking out "{including the interest 
which falls into any such be<J.uest, legacy, devise, or transfer 
as a result of an irrevocable disclaimer of a bequest, legacy, 
devise, transfer, or power, if the disclaimer is made before 
the date prescribed for the filing of the estate tax return)". 

( C) The second sentence of subsection (a) of section 2055 
isamended-

(i) by striking out "an irrevocable" and inserting in 
lieu thereof "a qualified", and 

(ii) by strikirig out ''such irrevocable" and inserting in 
lieu thereof "such qualified". 

(D) Section 2056 (relating to bequests, etc., to surviving 
spouse) is amended by strikmg out subsection (d) and by 
redesigns.ting subsection. (e) as subsection (d). 

(E) Subsection (a) of section 2056 is amended by strik
ing out "subsections (b), (c), and (d)" and inserting in 
lieu thereof "subsections (b) and (c)". 

(F) Subsection (b) of section 2514 (relating to powers 
of ap~intment for purposes of the gift tax) is amended 
by stnking out the second sentence thereof. 

( c) CERTAIN RETIREMENT BBNEFIT8.-
( 1) EXCLUSION FROM GROSS ESTATE OF TNDIVIDUAL RETIREMENT 

ACCOUNTS, ETC.-Section 2039 (relating to annuities) is amended 
by adding at the end thereof the following new subsection: 

"(e) ExCLUSION OF INDIVIDUAL RETIREMENT AooouN'IB, ETc.-Not
withstanding the rrovisions of this section or of any other provision 
of law, there shal be excluded from the value of the gross estate the 
value of an annuity receivable by any bene.ficiary (other than the 
executor under-

" 1~ an individual retirement account described in section 
408 a , 

" 2 an individual retirement annuity described in section 
408 b),or 

" 3) a retirement bond described in section 409(a). 
If any payment to an account described in paragraph (1) or for an 
annuity described in paragraph {2) or a bond described m paragraph 
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( 3) was not allowable as a deduction under section 219 and was not a 
rollover contribution described in section 402(a) (5), 403(a) (4)i 408 
{d) (3), or 409(b) (S) (C), the preceding sentence shall not app y to 
that portion of the value of the amount receivable under such account, 
annwty, or bond (as the case may be) which bears the same ratio to 
the total value of the amount so receivable as the total amount which 
was paid to 01· for such account, annuity, or bond and which was not 
allowable as a deduction under section 219 and was not such a rollover 
contribution bears to the total amount paid to or for such account, 
annuity, or bo~d. For purposes of this subsection, ~e ~erm 'annui~y' 
means an annuity contract or other arrangement providing for a ~r1es 
of substantially equal periodic _{>ayments to be made to a bene.fiCiary 
(other than the executor) for his life or over a period extending for 
at least 36 months after th.e date of the decedent's death." 

(2) EXCLUSION FROK GROSS !'.STATE OF SELF-EMPLOYED PLANS.

The fifth sentence of section 2039 ( c) (relating to exemption of 
annuities under certain trusts and plans) is amended to read as 
follows: "For purposes of this subSection, contributions or pay
ments on behalf of the decedent while he was an employee 
within the meaning of section 401(c)(l) made wider a trust or 
plan dE>scribed in paragraph (1) or (2) shall, to the extent allow
able ns a. deduction under section 4M, be considered to be made 
by a. person other than the decedent and, to the extent not so 
allowable, shall be considered to be made by the decedent." 

(3) EXCLUSION INAPPLICABLE IN CA.SJ!: OF LUKI' SUK DIBTRIBU

TIONS.-The first sentence of subsection ( c) of section 2039 ( rela~
ing to exemption of annuities under certain trusts and plans) 18 

amended by striking out "other paymeut receivable by any bene
ficiary" and inserting in lieu thereof "other payment (other than 
a lump sum distribution described in section 40'.&(e) (4), def:er
mined without regard to the next to the last sentence of section 
402(e) (4) (A)) receivable by any beneficiary". 

( 4) GUT TAX TREATMENT OF ELECTIONS UNDER CERTAIN RETIRE

HENT PLANS.-
( A) INDIVIDUAL RETIREMENT ACCOUNTS, ETC.-

(i) Subsection (a) of seetion 2617 (relating to u1rtain 
annuities under qualified plans) is amended by striking 
out "or'' at the end of paragraph {8), by ~ ~ut 
the period at the end of paragraph ( 4) and msertmg 
in lieu thereof "; or", and by inserting after paragraph 
{ 4) the following new paragraph: 

" ( 6) an individual retirement account described in section 408 
(a) an individual retirement annuity described in section 408 
(b), or a retirement bond described in section 409(a)." 

(ii) Subsection (b) of section 2517 (n-lating to trans
fers attributable to employee contributions) is amende:i 
by striking out "other than paragraph ( 4)" 11.nd insert
ing in lieu thereof "other than paragraphs ( 4) a.nd ( 6) ". 

(iii) Subsection (c) of section 2517 (defining em
ployee) is amended by adding at the end the~f the 
following new sentence: "In the case of a retuement 
plan described in pa~ph (6) of subsection {a), such 
term means the individual for whose benefit the plan 
was established." 

(B) SELF-EXPLOYEI> PLAN&.-The last sentence of section 
2617{b) (relating to transfers attributable to employee con-

90 STAT. 1895 

"Annuity." 

26 USC 2039. 

26 USC 2517. 
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26 USC 2517. 

26 USC642. 

26 use 2036 
note. 

26 use 251a 
note. 

26 use 2039 
note. 

26 use 2511 
note. 

26 USC 642 
note. 

tributions) is amended to read as follows: "For purposes of 
this subsection} contributions or payments on behalf of an 
individual whi e he was an employee within the meaning of 
section 401 ( c) ( 1) made under a trust or plan described in 
paragraph (1) or (2) of subsection (a) shall, to the extent 
allowable as a deduction under section 404, be considered to 
be made by a person other than such individual and, to the 
extent not so allowable, shall be considered to be made by 
such individual." 

(!5) GUT TAX TREATH!:NT OF CERTAIN COHHUNITY PROPERTY.
Section 2517 (relating to certain annuities under qualified plans) 
is amended by redesignating subsection ( c) {as amended by para
grat>h (4) (A)(iii)) as subsection (d) and by inserting after sub
section (b) the following new subsection: 

"(c) EXEMPTION OP CERTAIN .A.NNUITY !NTERF.ATS CREATED BY Cox
MUNITY PROPERTY LAws.-Notwithstanding any other provision of 
law, in the case of an employee on whose belialf contributions or pay
ments are made--

" { l) by his employer or former employer under a trust or plan 
described in paragraph (1) or (2) of subsection (a), or toward 
t!ie purchase.of a contract d~ribed in paragraph (3) of subsec
tion (a), which under subsection (b) are not considered as con
tributed by the employee, or 

"(2) by the employee to a retirement plan described in para-
graph (5) ofsubseCtion (a), 

a transfer of benefits attributable to such contributions or payments 
shall, for purposes of this chapter, not be considered as a transfer by 
the spouse of the employee to the extent that the value of any interest 
of such spouse in such contributions or payments or in such trust or 
plan or such contract-

" (A) is attributable to such contribution or payment.s and 
" ( B) arises solely by reason of such spouse's inte~ in 

communitv income under the community property laws of 
the State. 'J 

(d) INcoJR Tu TREATMENT OF CERTAIN ExPENSF.s oF ESTATE.-8ec
tion 642(g). (rel~ting to disallowanee of double deductions) is 
amended by meertmg nher "shall not be allowed as a deduction" the 
following: " (or as an offset against the sales price of property in 
determining gain or loss)". 

(e) EFFECTIVE DATEB.-
(1) FoR sunsECTION (a).-The amendment made by subsection 

(a) shall apply to transfers made after ,Tune 22, 1976. 
(2) Foa SUBsECT!ON (b).-The amendments made by subsection 

(b) shall apply with respect to transfers creating an interest in 
the person disclaiming made after December 81, 1976. 

(3) J<,OJl8CBRECTION (c).-
(A) The amendments made by paragraphs (1) (2) and 

(3) of subsection (c) shaU apply to the estates ot'decedents 
dymgafter December31, 1976. 

(B) '.fhe amendments made by paragraphs (4) and (5) of 
subsert1on (<.') shall apply to transfers made after Decem
ber 81, 1976. 

( -1) FoR SUBSECTION ( d) - The amendment made by subsection 
( d) shall apply to taxable years ending after the date of the enact
ment of this Act. 
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SEC. ZOIO. CREDIT AGAINST CERTAIN ESTATE TAXES 
(<a) IN GBNEBAL.-Subjeot to the provisions of subsections (b), ( c )i 

'and ( d), credit against the tax impoeed by chapter 11 of the Intern& 
Revenue Code of 1954 (relating to estate tax) with respect to the estate 
of La Vere Redfield shall be allowed by the Secretary of the Treasury 
or his delegate for the conveyance of real property located within the 
boundaries of the Toiyabe National Forest. 

(b) AxouNT oP t'lm>IT.-The amount treated as a credit shall be 
equal to the fair market value of the real property transferred as of 
the valuation date used for purposes of the tax imposed (and interest 
thereon) by chapter 11 of the Internal Revenue Code of 1954. 

( c) DEED REQUIBEKENm.-The provisions of this section shall &pJ?IY 
only if the executrixee of the estate execute a deed (in accordance with 
the laws of the State in which such real estate is situated) transferring 
title to the United States which is satisfactory to the Attorney General 
or his designee. 

(d) ACCEPTANCE AB NATIONAL FORP.ST.-The provisions of this sec
tion shall apply only if the real property transferred is accepted by 
the Secretary of Agriculture and added to the Toiyabe National 
Forest. The lands shall be transferred to the Secretary of Agriculture 
without reimbursement or payment from the Department of 
Agriculture. 

(e) .INTDEST.-Unless the Secretary of Agriculture determines and 
certifies to the Secretary of the Treasury that there has been an 
expeditious transfer of die real ~roperty under this section, no interest 
payable with respect to the tax imposed by chapter 11 of the Internal 
Revenue Code of 1954 shall be dee.med to be waived by reason of the 
provisions of this section for any period before the date of such 
transfer. 

(f) EFFECTIVE DATE.-The provisions of this section shall be eft'ec
tive on the date of the enactment of this Act. 

TITLE XXI-MISCELLANEOUS 
PROVISIONS 

SEC. %101. TAX TREATMENT OF CERTAIN HOUSING ASSOCIATIONS. 

(a) GENERAL Ruu.-Subchapter F of chapter 1 (relating to exempt 
organizations) is amended by adding at the end thereof the following 
new part: 

"PART VII-CERTAIN HOMEOWNERS ASSOCIATIONS 
"Sec. 528. Certain homeowners auoclatlons. 

"SEC. 5Z8. CERTAIN HOMEOWNERS ASSOCIATIONS. 
"(a) GENERAL RULE.-A homeowners association (as defined in sub

section ( c)) shall be subject to taxation under this subtitle only to the 
extent provided in this section. A homeowners association shall be con
sidered an organization exempt from income taxes for the purpose of 
an.l law which refers to organizations exempt from income taxes. 

(b) TAX IJ0'08ED.-
" ( 1) IN OENERAL.-A tax is hereby imposed for each taxable 

year on the homeowners association taxable income of every 
homeowners association. Such tax shall consist of a normal tax 
and surtax computed as provided in section 11 as though the 
homeowners association were a corporation and as though the 

90 STAT. 1897 

26 USC 2001. 

26 USC 528. 



90 STAT. 1898 

26USC11. 
Ante, p. 1606. 
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homeowners association taxable income were the taxable income 
referred to in section 11. For purposes of this subsection the sm·
ta~ exemption provided by section ll(d) shall not be ailowed. 

(2) ALTERNATIVE TAX IN CASE OF CAPITAL G.AINS.-If for any 
taxa~le ;year any hom~owners association has a net capital gain, 
~hen m heu of the tax imposed by paragraph (1) there is hereby 
imposed a tax (if such tax is less that the tax i~poeed by para
graph (1)) which shall consist of the sumo~ 

"(A) a partial tax, computed as provided by paragraph 
( 1), on the homeowners association taxable income deter
mined by reducing such income by the amount of such gain, 
and 

" ( B) a tax of 30 percent of such gain. 
"(c) HOMEOWNERS AsSOCIATION DEnNED.-For purposes of this 

section-
. "(1) HOMEOWNERS ASSOCIATION.-The term 'homeowners associa

tion 1!1e~ns an organ~zati~n which is a condominium management 
~ssoc1at1on or a residential real estate management association 
if-

. " (A) such orga,n!Z!ltion is organized and operated to pro
vide for the acqmsition, construction, management, mainte
~, a.nd care of association property, 

''(B) 60 percent or more of the ~ income of such 
organization for the taxable year COllSlsts solely of amounts 
received l\S membership dues, fees, or assessments from-

"(i) owners of residential units in the case of a con
do~.~iwn manageme~t association1 or 

( n) owners of residences or residential lots in the case 
of a residential real estate management association. 

".(C) 00 percent or more of the expenditures of the organi
z!lt10n for the ~axable year are expenditures for the acquisi
tion, . co!l-8truction, management, maintenance, and care of 
assoc1ahon property, 
. "(D) no part of the net earnings of such organization 
mures (other th~ by acquiring, constructiDft, or providing 
management, mamtenance, and care of association property 
and other than by a rebate of excess membership dues fees' 
?r ~~ments) to the benefit of any privat.e shareholder o; 
md1v1dual, and 

"(E) such organization elects (at such time and in such 
ml!-nner !\S the Secretary by regulations prescribes) to have 
this section apply for the taxable year 

"(~ >. CoNDOMINitTM: HAN AGEMENT ASSOOIA';ION ,--The term 'con
dommmm management association' means any organization 
m~ting the requiremen~ o.f subparagraph (A) of paragraph (1) 
with ~cspect to a condoJ?lmium project substantially all of the units 
of which are used as residences. 

"(3) Rf-SIDE!'fTI.AL REAL F.STATE MANAGEMENT ASSOCIATION.-The 
term .resi.denbal i;eal estate m!lnagement association' means any 
orgaruzabon m~mg the reqmrements of subparagraph (A) of 
v.aragraph ( 1) with respect to a subdivision, development or sim
ilar area substantially all the lots or buildings of which ~ay only 
be used by individuals for residences. 

"(4) ASSOCIATION PROPERTY.-The term 'association property' 
means--

" (A) property held by the organization, 
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" ( B) property commonly held by the members of the 
onranization, 

"(C) property within the organization privately held by 
the members of the organization, and 

"(D) property owned b'[ a governmental unit and used for 
the bmiefit of residents o such unit. 

"(d) HoKEOWNERS Assocu.TioN TAXABLE !NooKE l>EFINED.-
"(1) TAUBLI! INCOHE DEFINPA-For purposes of this section, 

the homeowners association taxll.ble income of any organization 
for any taxable year is an amount equal to the excess (if any) 
of-

" (A) the gross income for the tn.xable year (excluding any 
exempt function income), over 

"(B) the deductions allowed by this chapter which are 
directly connected with the production of the gross income 
(excluding exempt function income~) computed with the 
modifications provided in paragraph (2 • 

"(2) :MoDIPICATIONs.-For purposes of · subsection-
"(A) there shall be allowed & SJ,>eCifiC deduction of $100, 
"{B) no net operating loss deduction shall be allowed under 

section 172, and 
"(C) no deduction shall be allowed under part VIII of 

subchapter B (relating to special deductions for corpora
tions). 

"(3) EDKPT FUNCTIO:N INCOJD.-For purposes of this subsec
tion, the tenn 'exempt function income' means any amount received 
as membership dues, fees, or assessments from-

" (A) owners of condominium. housing units in the case 
of a condominiwn management association, or 

"(B) owners of real property in the cast} of a residential 
real estate management association." 

(b) Section 216(c) (relating to treatment of property subject to 
depredation) is amended by adding at the end thereof the followinR 
new sentence: ''The preceding sentence shall not be construed to limit 
or deny a deduction for depreciation under 167(a) by a cooperative 
housing corporation with respect to property owned by such a cor
poration and leased to tenant-stockholders." 

( c) RJJQUIREKENT OF RETUBN.-Section 6012 (a) (relating to persons 
reqmred to make returns of income) is amended by striking out "and" 
at the end of paragraph (5), by inserting "and" at the end of para
graph (6), and by inserting after paragraph (6) the following new 
paragrar.h: 

"\7) Every homeowners association (within the meaning of 
section 628 ( c) ( l) ) which has homeowners association taxable 
income (withm the meaning of section 528(d)) for the taxable 
year." 

(d) 0Lmu<'AL AloNDKENT.-Thetable of parts for subchapter F of 
chapter 1 is amended by adding at the end thereof the following new 
item: 

"Part VII. Certain homeowners UBOciaUone." 

(e) EFnCTIVE DATE.-Except as provided in subsection (f) (2), the 
amendments made by this section shall apply to taxable years begin
ning after December 81, 1973. 

(f) 0mrAIN 8TocK OF 0ooPERATIVE HOUSING 0oRPORATIONS.-
( 1) Section 216 (b) is amended by adding at the end thereof the 

following new paragraph: 

90 STAT. 1899 

26 USC 216. 

26 USC 6012. 
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" ( 5) STOCK ACQUIRED THROUGH FORECLOSURE BY LENDING INSTI
TUTION.-lf a bank or other lending institution iwquires by fore
clOSUI'e (or by instrument in lieu of foreclosure) the stock of a 
tena.nt-stockholder, and a lease or the right to occupy an apart
ment or house to which such stock is appurtenant, such bank or 
other lending institution shall be treated as a. tenant-stockholder 
for a period not to exceed three years from the date of iwquisition. 
The preceding sentence shall apply even though, bv agreement 
with the cooperative housing corporation, the bank (or other 
lending institution) or its nominee may not occupy the house or 
apartment without the prior approval of such corporation." 

(2) The amendment made by paragraph (1) shall apply to 
stock acquired by banks or other lending institutions after the 
date of the enactment of this Act. 

SEC. 2102. TREATMENT OF CERTAIN DISASTER PAYMENTS. 
(a) GENERAL RULE.-Subsection (d) of section 451 (relating to 

special rule for crop insurance proceeds) is amended by inserting after 
the first sentence the following new sentence: "For purposes of the 
preceding sentence, payments received under the Agncultural Act of 
1949, as amended, as a result of (1) destruction or damage to crops 
caused by drought. flood_, or any other natural disaster, or (2) the 
inability to plant crops t>ecause of such a natural disaster shall be 
treated as insurance proceeds received as a result of destruction or 
damage to crops." 

(b) TECRNTCAL A:m:NDMENT.-The subsection heading for such sub
section ( d) is amended by striking out "Proceeds" and inserting in 
lieu thereof "Proceeds or Disaster Payments". 

(e) EFFECTIVE DATE.-The amendments made by this section shall 
apply to payments received after December 31, 1973, in taxable yea.rs 
ertding after such date. 
SEC. 2103. TAX TREATMENT OF CERTAIN 1972 DISASTER LOSSES. 

(a) APPLICATION OF SECTION.-This section shall apply to any 
individual-

(!) who was allowed a deduction under section 165 of the 
Internal Revenue Code of 1954 (relating to losses) for a loss 
attributable to a. disaster occurring during calendar yea.r 1972 
which was determined by the President, under section 102 of the 
Disaster Relief Act of 1970, to warrant disaster assistance by the 
Federal Government, 

(2) who in connection with such disaster-
( A) received income in the form of cancellation of a disas

ter loan under section 7 of the Sma.11 Business Act or an 
emergency loan under subtitle C of the Consolidated Farm 
and Rural Development Act, or 

(B) received income in the form of compensation (not 
taken into accow1t in computing the a.mount of the deduc
tion) for such loss in settlement of a.ny claim of the taxpayer 
against a person for that person's liability in tort for the 
damage or destruction of that taxpayer's property in connec
tion with the disaster, and 

(3) who elects (at such time and in such manner as the Secre
tary of the Treasury or his delegate may by regulations prescnoo) 
to take the benefits of this section. 

(b) EFFECT OF ELECTION.-In the case of any individual to whom 
this section applies-

• 
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(1) the tax impo8e(l by chapter 1 of the Internal Revenue Code 
of 19.H for thl' taxaJ.,Je year in which the income takt;n into 26 USC 1. 
account is received or accrued which is attributable to such mcome 
shall not exceed the additional tax under such chapter which 
would have been payable for the year in which the deduction for 
the loss was taken if such deduction had not been taken for such 
year, 

(2) any amount of tax imp~d h'V chapter 1 attributable to 
the mcome taken into account W'hich., on October 1, 1975, was 
unpaid may be paid in 3 equal annual installments (with the first 
such installment due and payable on April 15, 1977), and 

(3) no interest. on any deficiency shall be pa~able .for ~y 
period before Apnl 16, 1977, to the extent such deficiency is attnb
utable to the receipt of such compensation, a.nd no interest on 
any installment referred to in paragraph (2) shall be payable for 
any period before the due date of such installment. 

(c) INCOME TAKEN INTO AcooUNT.-For purposes of this section, 
the income taken into account i&--

(1) in the case of an individual described in subsection (a) (2) 
(A), the amount of income (not in excess of $5,000) attributable 
to the cancellation of a disaster loan under section 7 of the Small 
Business Act or an emergency loan under subtitle C of the Con- 15 USC 636. 
solidated Farm and Rur&l Development Act received by reason 19 USC 1961. 
of the disaster described in subsection (a) (1) , or 

(2) in the case of an individual described in subsection (a) (2) 
(B), the amount of compensation (not in excess of $5,000) for the 
foss in settlement of any claim of the taxpayer against a person 
for that person's liability in tort for the damage or destruction of 
that taxpayer's properly in connection with the disaster described 
in subsection (a) (1). 

(d) PHASEOUT WHERE Au.rosTED G:aoss INCOME ExCEEDS $15,000.
If for the taxable l'ear for which the deduction for the loss was taken 
the individual's adjusted gross income exceeded $15,000, the $5,000 
limit set forth in paragraph (1) or (2) of subsection (c) (whichever 
applies) shall be reduced by one dollar for each full dollar that such 
admsted uoss income exceeds $15,000. In the case of a married indi
vidual filing a separate return, t.he preceding sentence shall be applied 
by substituting "$7,500" for ''$15,000". 

(e) STATUTE OF LrHITATIONs.-If refund or c1-Mit of any overpay
ment of income tax result~ from an election made under tl•is section 
is prevented on the date of the enactment of this Act. or at any time 
within one year after such date, by the operation of any law, or rule of 
law, refund or credit of such overpayment (tot.he extent attributable 
to such election) may, nevertheless, be made or allowed if claim there
for is filed within one year after such date. If the taxJ>ayer makes an 
election under this E=f\Ction and if assessment of any deficiency for any 
taxable year resulting from such election is prevented on the date of 
the enactment of this Act, or at any time within one year after such 
date, by the operation of any law or rule of law, such aSS(>ssment (to 
the extent attributable to such election) may, nevertheless, be made if 
made within one year after such dat.e. · 
SEC. 2104. TAX TREATMENT OF CERTAIN DEBTS OWED BY POLITICAL 

PARTIES, ETC., TO ACCRUAL BASIS TAXPAYERS. 
(a) IN GENERA.L.-Section 271 (relating to debt.sowed by political 26 USC 271. 

parties, etc.) is amended by adding at the end thereof the following 
new subsection : 
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"(c) ExCEPrioN.-ln the case of a taxpayer who uses an accrual 
method of accounting, subsection (a) shall not apply to a debt which 
accrued as a receh-able on a bona fide sale of goods or services in the 
ordina2 course of the taxpayer's trade or business if-

(1) for the taxable year in which such receivable accrued, 
more than 30 percent of all receivables which accrued in the 
ordinary course of the trades and businesses of the taxpayer were 
due from political parties and 

"(2) the ta~ayer made substantial continuing efforts to col
lect on the debt. ' 

(b) EFI"ECTIVE DATE.-The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1975. 
SEC. %105. TAX·EXEMPI' BONDS FOR STUDENT LOANS. 

(a) IN GENERAL.-Section 103(a) {relating to interest on certain 
governmental obligations) is amended by striiang out "or" at the end 
of paragraph (2), striking out the p-:riod at the end of paragraph ( 3) 
and inserting in lieu thereof "; or' • and by adding at the end thereof 
the followin~: 

" ( 4) qualified scholarship funding bonds." 
(b) DEFINITION OF QUALIFIED SCHOLAJlSHIP FUNDING BoNDS.-Sec

tion 103 is amended b1 redesignating subsection (f) as (g), and by 
insertinll aftc1· snbst>chon ( e) the following new subsection: 

"(f) QuALIFIED SCHOLARSHIP FUNDING Bmms.-For purposes of 
subsection (a), the term 'qualified scholarship funding oonds' means 
obligations issued by a coryoration which-

" ( 1) is a corporation not for profit established and operated 
ellclusively for the purpose of acquiring student loan notes 
incurred under the Higher Education Act of 1965, and 

"(2) is organized at the request of a State or one or more 
political subdivisions thereof or is n:'luested to exercise such 
power by one or more political subdivisions and required by its 
col'J><?r&te charter and bylaws, or required by State law, to devote 
any mcome (after payment of expenses, debt l!lervice, and the 
creation of reserves for the same) to the purchase of additional 
student loan notes or to pay over any income to the State or a 
political subdivision thereof." 

( c) CONFORMING AHENDMENTS.-
( 1) Rection 103(d) (relating to arbitrage bonds) is amended 

by redesignat.ing paragraph (5) as paragraph (6) and inserting 
after parap;raph ( 4} the following new paragraph: 

"(5) STUDENT WAN INCENTIVE PAntl!lNTS.-Payments made by 
the Commissioner of Education pursuant to section 2 of the Emer
gency Insured Student Loan Act of 1969 are not to be taken into 
~count, for purposes of subsection (d) (2) (A), in determining 
yields on student loan notes." 

(2) .s.ection 103(d) (relating to arbitrage bonds) is amended 
by stn~ng out "(a). (1)" each place it ap~ars in paragraph (1) 
(mcludm/,? the headm~) and paragraph (2) and insertmg in lieu 
thereof "(a) (1) or (4) "· 

( d). E~CTr~·.-: DAn:.-The amendmenb1 made by this section apply 
to obligations issued on or after the date of the enactment of this Act. 
SEC. 2106. PERSONAL HOLDING COMPANY INCOME AMENDMENTS. 

(a) IN GENERAL.-Section 543(a) (6) (relating to definition of 
personal holding company income) is amended to read as folJows · 

"(6} UsF. OF CORPORATE PROPERTY BY SHAREHOLDER.- • 
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';(A) .A.mounts received as compensation (however des
~ted and fro~ whomever received) for th~~ of, or the 
nght to use, ta~ble property of the corporation m any case 
where

7 at any time during the taxable year, 25 perce!1t ~r 
more m value of the outstanding stock of the corporation IS 
owned, directly or indirectly, by or for an individual entitled 
to the use of the property (whether such right is obtained 
directly from the corporation or by means of a sublease or 
other arrqement). 

"(B) Suoparagraph (A) shall appl~ only to a corporation 
which has personal holding company income in excess of 10 
percent of its ordinary gross income. 

"(C) For purposes of the limitation in subparagraph (B), 
personal holding company income shall be comput.ed-

" ( i) without regard to subparagraph (A) or para
graph (2), 

"(ii) by excludina'. amounts received as compensation 
for the use of (or right to use) intangible property (other 
than mineral, oil, or gas royalties or copyright royalties) 
if a substantial part of the tangible property used in con
nection with such intangible _{>roperty is owned by the 
corporation and all such tangible and intangible prop
erty is used in the active conduct of a trade or business 
by an individual or individuals described in subpara
graph (A), and 

"(iii) by including copyright royalties and adjust.ed 
income from mineral, oil, and gas royalties." 

(b) EFFECTIVE DATE.-The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1976. 
SEC. %107. WORK INCENTIVE PROGRAM EXPENSES. 

(a) INCREASE IN LnnTATION BASED ON .AxoUNT OF T.u:.-
(1) Paragraph (2) of section 50A(a) (relating to limitation 

based on amount of tax) is amended by striking out '·$25,000" each 
place it appears and inserting in lieu thereof ''$50,000". 

(2) Paragraph (4) of section !SOA(a) (relating to married 
individuals) is amended-

(A) bv striking out "$12,500" and inserting in lieu thereof 
"$2fi ooor' and 

(B) b£ striking out ''$25,000" and inserting in lieu thereof 
'\50,000 '· 

(3) Paragraph (5) of section 50~ (a) (rela~ to controlled 
groups) is amended by striking out "'f2il,OOO" each :Place it appears 
therein and inserting in lieu thereof ''$50,000". 

(4) Paragraph (3) of section 50B(e) is amended by striking 
out "$25,000" each place it appears therein and inserting in lieu 
thereof ''$50,000''. 

(b) REDUCTION OF PERIOD DURING WmcH D1scHARGE oF EMPLOYEE 
CAUSES RECAPTURE.-Suhparagraph (A) of section 50A(c) (1) (relat
ing to work incentive program expenses) is amended-

(1) by striking out "12 months" each place it appears and 
insetting in lieu theteof "90 days", 

(2) by striking out "12th calendar month" and inserting in 
lieu thereof "90th calendar day", and 

(3) by striking out "the calendar month" and inserting in lieu 
thereof "the day". 
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(c) REC.APruru; NOT To APPLY WHERE TEJUO.NATION Is Il.EsuLT oF 
l>EcLINING BUSINESS.-Subparagraph (A) of section 60.A{c} (2) 
(relating to certain terminations of employment) is amended-

{!) by striking out "or" at the end of clause (iii), 
( 2) by striking out the period at the end of clause (iv) and 

inserting in lieu thereof a comma and "or" and 
(3) by adding at the end thereof the fotlowing: 

"'(v) a termination of employment of an individual 
due to a substantial reduction m the trade or business 
operations of the taxpayer." 

( d) ErrENSION OF WEI.FA.RE EMPLOYEE lwomm:vES.-Paragraph (2) 
of section 50B(a) (relating to definition of Federal welfare recipient 
employment incentive expenses) is amended by striking out "before 
July 1, 19'16," and inserting in lieu thereof "before January 1, 1980,". 

(e) Llm.TATION OF FEDERAL WELFARE RzcIPIENT EMPLOYMENT 

INCENTIVE EXPENSES TO FIRST 12 MoNTHs OF EXl'LOYMENT.-Sub
paragraph (B) of section 50B(a) (1) is amended to read as follows: 

'~(B) the amount of Federal welfare recipient employment 
incentive expenses J>&d or incurred by the taxpayer for serv
ices rendered dunng the first 12 months of employment 
(whether or not consecutive)." 

(f) CmmFICATION OF WJIJl,FARE Rl:oxPimrr EKPLOYEES BY SECRE
TARY OF Liloa.-Subparagraph (A) of section 50B(g)(l) {relating to 
eligible employees) is amended hy inserting "the secretary of Laoor 
or by" after "certified by". 

(g) TJIJOHNICAL AJoNDJl;ENTS.-
(1) The second sentence of section 641l(a) (relatin¥ to appli

catlOil for adjustment) is amended by inserting "(or, m the case 
of a work incentive program carryback, to an investment credit 
carryback)" after "capital loss ca.rcyback". 

(2) The following provisions are each amended by inserting 
", an investment credit carryback," after "net operating loss 
carryback": 

(Al Section 6501~0~. 

~
B Section 6511 d (7). 
C Section 6601 d (4). 
D) Section 6611 f)(4). 

SEC. 2108. REPEAL OF EXCISE TAX ON LIGHT-DUTY TRUCK PARTS. 
(a) IN GaNEa&L.-Section 6416(b) (2) {relating to special cases in 

which tax payments are considered overpayments) is amended-
(1) by striking "or" at the end of subparagraph (R); 
( 2) by strilcing the period at the end of subparagraph ( S) and 

inserting in lieu thereof " • or " · and 
( 3) by adding at the ~nd thereof the following new 

ml>~ph: 
"(T) in the case of any article taxable under section 4061 

(b), sold on or in connection with the first retail sale of a 
light-duty truck, as described in section 4061(a) (2), if credit 
or refund of such tax is not available under any other provi
sions of law." 

(b) EFFECTIVE DATE.-The amendments made by this section shall 
apply to parts and accessories sold after the date of the enactment of 
this Act. 
SEC. 2109. EXCLUSION FROM EXCISE TAX ON CERTAIN ARTICLES 

RESOW AFTER MODIFICATION. 
(a) IN GENEllAL.-8ection 4063 (relating to exemptions from 

excise tax on motor vehicles) is amended by aading at the end thereof 
the following new subsection: 
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" ( d) REsALE ArrER CEBTAI.N liODlFlCATIONs.-Under regulations 
prescribed by the Secretary, the tax imposed by section 4061 shall not 
apply to the resale of any article described in section 4061(a) (1) if 
before such resale such article was merely combined with any cou
pling device (including any fifth wheel), wrecker crane, loading and 
unloading equifment (including any crane, hoist, winch, or power 
liftgate),. aeria lad~er or tower, sn<?W and_ ice control equipment, 
earthmoving, excavation and construction equipment, spreader, sleeper 
cab, cab shield, or wood or metal floor." 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply to the resale of any article on or nfter the date of the enact
ment of this Act. 
SEC. 2110. FRANCHISE TRANSFERS. 

(a) APPLxcATION OF FBANCHISE RuLEs TO PARTNEBSHIPS.--Section 
75f(c) (relating to unrealized receivables of a partnership), as 
amended by this Act, is amended-

( 1) by striking out "farm land (as defined in section 1252 
(a))," and insertmg in lieu thereof "farm land (as defined in 
section 1252 (a) ) , franchises, trademarks, or trade names 
(referred to in section 1253 (a) ) ," and 

(2) by striking out "1252(a)" and inserting in lieu thereof 
"1252 (a}, 12.'>3 (a}". 

(b) EFFECTIVE DATE.-Subsection (a) shall apply to transactions 
described in sections 731, 736, 741\ or 751 of the Internal Revenue Code 
of 1954 which occur after Decemoer 31, 1976, in taxable ye.ars ending 
after that da.h.•. 
SEC. 2111. EMPLOYER'S DUTIES IN CONNECTION WITH THE RECORD

ING AND REPORTING OF TIPS. 
(a) SuSPENBlON OF RULINos.-Until January 1, 1979 the law with 

respect to the duty of an employer under section 6041(a) of the Inter
nal Revenue Code of 1954 to re:port charge account tips of employees 
~ the I~ternal Revenue S~rv1ce (other than charge account tips 
included in statements furmshed to the employer under section 6053 
(a) of such Code) shall be administered-

(1) without regard to Revenue Rulings 7&--400 and 76-231, and 
(2) in accordance with the manner in which such law was 

admmistered before the issuance of such rulings. 
(b) EFFECTIVE DAT&.-This section shall take eft'ect on January 1, 

1976. 
SEC. 2112. TREATMENT OF CERTAIN POLLUTION CONTROL FACILI· 

TIES. 
(a) AVAILABILITY oF INVF.STMENT CREDIT FOR CERTAIN PoLLUTION 

CONTROL FACILITIES.-
(1) IN GENERAL.-Section 48(a) (8~ (relating to amortized 

property) is amended by striking out '169," and by striking out 
the aeoond sentence thereof. 

(2) APPLloABLJD PERCENTAGE IN DETERMINING AMOUNT OF 
OJtEDIT.-Section ~ ( c) (relating to qualified in.vestment) is 
amended by adding at the end thereof the following new 
~raph: 

'-'(6) ..!Pft.l~ PERCENTAGE IN THE CASE OF CERTAIN POLLU
TION CONTROL FACIL1TIE8.-Notwithstanding subsection (c) (2) in 
the case of rro~rty- ' 

"(A with respect to which an election under section 169 
applies, and 
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(B) the useful life of which (determined without regard 
to section 169) is not less than 5 years, 

50 percent shall be the a(>plicable percentage for pu~ of 
applying paragraph (1) with respect fA? so.much of 0e adJusted 
basis of the property as (after the apphcation of section 169~f)) 
constitutes the amortizable basis for purposes of section 169.' 

(b) DEFINITION OF CERTll'IED POLLUTION CoNTRoL F .A.CILITIF.S.-Par
agraph (1) of section 169(d) (defining certified pollution control 
facilities) 18 a.mended- . . . 

(1) bzr striking out "January 1, 1969," and insertmg m lieu 
thereof 'January 1, 1976,"; 

(2) by striking out "or storing" and inserting in lieu thereof 
"storing, or r.reven~ the creation or emission of"; and 

(3) by striking out 'and" at the end of subparagraph (A), by 
striking out the period a.t the end of su~para.graph (B) and 
inserting in lieu thereof"; and", and by adding at the end thereof 
the following new sub1;>aragraph: 

" ( C) does not s1gnificantly-
" ( i) increase the outfut or capacity, extend the useful 

life, or reduce the t.ota operating costs of such plant or 
other property (or any unit thereof) , or 

" (ii) alter the nature of the manufacturing or pro
duction process or facility." 

(c) Ern:NSION OF .AxoRTIZ.A.TION.-Paragra.J.>h ( 4) of section 169 ( d) 
( reiating to new identifiable treatment facility) is amended to read 
as follows: 

"(4:) NEW IDENTIFIABLE TREATHENT FACILITr.-
"(A) IN GENERAL.-For purposes of paragraph (1), ~e 

term 'new identifiable treatment facility' mcludes only tangi
ble property (not includina' a build~ and its structural 
components, other than a 6uil~ wnich is exclusively a 
treatment facility) which is of a character subject t.o the 
allowance for depreciation provided in section 167, which is 
identifiable as a. treatment facility, and which is property-

"(i) the construction, reconstruction, or erection of 
which is completed by the taxpa.yer after December 31, 
1968 or 

"cli) acquired after December 31, 1968, if the original 
use o{ the property commences with the taxpayer and 
commences after such date. 

In appl:ying this section in the case of property dMCribed in 
clause (i) there shall be taken into account only that portion 
of the basis which is properly attributable to construction, 
reconstruction, or erection after December 31, 1968. 

"(B) CElrrA.IN PLANTS, ET0.1 PLACED IN OPERATION AFTER 
1e6a.-In the case of any treatment facility used in connec
tion with any plant or other .Property not in operation before 
January 1, 1969, the preceding aentence shall be applied by 
substituting December 31, 1975, for December 31, 1968." 

(d) E:rncTivE D.A.TBB.-
(1) The amendments made by subsection (a) shall apply~ 

(A) property acquired by the taxpayer after December 31, 
1976.and 

(B) property the construction, reconstruction, or erection 
of which was complet.ed by the taxpayer after December 31, 
1976, (but only t.o the extent of the basis thereof attributable 
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t.o construction, reconstruction, or erection after such date), 
in taxable years beginning after such date. 

(2) The amendments made by subsection (b) shall apply to 
taxable years beginning after December 31, 1975. Such amend
ments shall not apply in the case of any property with respect t.o 
which the amortization period under section 169 of the Internal 
Revenue Code of 1954 has begun before January 1, 1976. 

SEC. 2113. CLARIFICATION OF STATUS OF CERTAIN FISHERMEN'S 
ORGANIZATIONS. 

(a) IN GENERAL.-8ection 501 (relating to exempti~n from tax on 
corporations, etc.) is amended by redesignating. subsection (g) .as (h) 
and by inserting after subsection (f) the followmg new subsection: 

"(g) DEFINITION OF AGRicuLTURAL.-:i.'or purposes of subsection 
( c) ( 5), the te~m 'agricultural' in~l udes the art or ~e!lce o! cultiva~ng 
land, hal'\'<'>itmg crops or aqua.be resources, or ralStng livestock. 

(b) EFFECTIVE DATE.-The amendment made by this section applies 
to taxable years ending after December 31, 1975. 
SEC. 2114. APPLICATION OF SECTION 6013(e) OF THE INTERNAL REYE· 

NUE CODE OF 1954. 
(a) IN GENERAL.-&ction 3 of the Act of January 12, 1971, Public 

Law 91-679 (84: Stat. 2064), is amended by adding at the end thereof 
the following new sentences: "Upon application by a taxpayer, the 
Secretacy of the Treasury shall redetermine the liability for tax 
( includina' interestt penalties, and other amounts) of such taxpayer 
for taxable years oeginning after December 31, 1961, and ending 
before January 131 197L The preceding sentence shall apply solely to a 
taxpayer to whom the application of the provisions of section 6013(e) 
of the Internal Revenue Code of 1954, as added by this Act, for such 
taxable years is prevented bv the operation of res judicata, and such 
redetermination shall be made without regard to such rule of law. Any 
overpayment of tax by such taxpayer for such taxable yea.rs resulting 
from the redetermination made under this Act shall be refunded to 
such taxpayer." 

(b) EFFE<1l'IVE DATE.-The application permitted under the amend
ment made by subsection (a) of this section must be filed with the 
Secretary of the Treasury during the first calendar year beginning 
after the date of the enactment of this A.ct. 
SEC. 2115. AMENDMENTS TO RULES RELATING TO LIMITATION ON PER· 

CENTAGE DEPLETION IN CASE OF OIL AND GAS WELLS, 
TRANSFERS OF OIL AND GAS PROPERTY WITHIN THE 
SAME CONTROLLED GROUP OR FAMILY. 

(a) RETAIJ,ER ExCLuSioN.-Paragraph (2) of section 613A(d) 
(relating to the retailer exclusion) is amended by inserting " ( exclud
ing bulk sales of such items to commercial or industrial users)" after 
"natural gas" where it first appears, and by adding at the end thereof 
the following: 

"Notwithstanding the preceding sentence this paragraph shall not 
apply in any case where the combined gross receipts from the sale 
of such oil, natural gas, or any product derived therefrom, for the 
taxable vear of all retail outlets taken into account for purposes 
of this paragraph do not exceed $6,000,000. For purposes of this 
paragraph, sales of oil, natural gas, or any product derived from 
oil or natural gas shall not include sales made of such items out
side the United States, if no domestic production of the taxpayer 
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or a related person is exported during the taxable year or the 
immediately preceding taxable year." 

(b) TRANSFER RuLE.-
( 1) IN GENERAL.-Subparagraph (B) of section 613A(c) (9) 

(relating to exceptions to the transfer rule) is amended by strik
ing out "or" at the end of clause ( i), by striking out the period 
at the end of clause (ii) and inserting in lieu thereof", or", and 
by adding at the end thereof the following new clause: 

" (iii) a change of beneficiaries of a trust by reason of 
the death, birth, or adoption of any vested beneficiary if 
the transferee was a beneficiary of such trust or is a 
lineal descendant of the settlor or any other vested bene
ficiary of such trust, except in the case of any trust 
where any beneficiary of such trust is a member of the 
family (as defined in section 267 ( c) ( 4)) of a settlor who 
created inter vivos and testamentary trusts for members 
of the family and such settlor died within the last six 
days of the fifth month in 1970, and the law in the juris
diction in which such trust was created requires all or a 
portion of the gross or net proceeds of any royalty or 
other interest in oil, ~as, or other mineral representing 
any percentage depletion allowance to be allocated to the 
principal of the trust." 

(2) CONFORMING AMENDMENTS.-Paragraph (1) of section 613A 
(d) (relating to the limitation on percentage depletion based 
upon taxable income) is amended-

( A) by striking out subparagraph (A) and inserting in 
lieu thereof the following: 

"(A) any depletion on production from an oil or gas prop
erty which is subject to the provisions of subsection ( c) ,", 

(B) by striking out "and" at the end of subparagraph (B), 
(C) by striking out the period at the end of subparagraph 

(C) and inserting in lieu thereof", and", and 
(D) by adding at the end thereof the following new 

subparagraph: 
"(D) in the case of a trust, any distributions to its benefi

ciary, except in the case of any trust where any beneficiary of 
such trust is a member of the family (as defined in section 
267(c) (4)) of a settlor who created inter vivos and testamen
tary trusts for members of the family and such settlor died 
within the last six days of the fifth month in 1970, and the 
law in the jurisdiction in which such trust was created 
requires all or a _portion of the gross or net proceeds of any 
royalty or other mterest in oil, gas, or other mineral repre
senting any percentage depletion allowance to be allocated 
to the principal of the trust." 

( c) PARTNERSHIP RuLEs.-
( 1) Subparagraph (D) of section 613A(c) (7) (relating to the 

computation of depletion in the case of partnerships) is amended 
to read as follows: 

"(D) PARTNERSHIPs.- In the case of a partnership, the 
depletion allowance shall be computed separately by the part
ners and not by the partnership. The partnership shall allo
cate to each partner his proportionate share of the adjusted 
basis of each partnership oil or gas property. The allocation 
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i~ to be made as of the later of the date of acquisition of the 
011 or g~s property by the partnership, or January 1, 1975. A 
partn~r s proportionate share of the adjusted basis of part
~ersh1p _property shall be determined in accordance with his 
mterest m partners~ip capital o~ income and, in the case of 
an agreement descnbed m section 704:(c) (2) (relating to 
effect of a partnership ag~eement on. contributed property) , 
such share shall be determmed by takmg such agreement into 
account. Each partner shall separately keep records of his 
share of the ~djust~d basis in each oil and gas property of 
the partne~h1p, ad1ust such share of the adjusted basis for 
any depletion taken on such property, and use such adjusted 
~:>asis each year !n the C?mputation of his cost depletion or 
m the computation of his gain or loss on the disposition of 
such ;>rop~rty by th~ partn~rsh.ip. For purposes of section 
732 ( relatmg to basis. of d1stnbuted property other than 
money) , the partnership's adjusted basis m mineral prop
erty shall be. a1.1 amount equal to the sum of the partners' 
adJusted basis m such property as determined under this 
paragraph." 

(2) .Subparagraph (G) of section 703(a) (2) (relating to 26 USC 703. 
deductions not allowed to a partnership) is amended by striking 
out "production subject to the provisions of section 613A ( c)" and 
inserting in lieu thereof "wells". 

. ( 3) .Subsection (a) ~f sectiol_l 705 (relating to the determination 26 USC 705. 
of basis of a partner's mterest m a partnership) is amended-

( A) by striking out "and" m paragraph (1 ) (C), 
(B) by striking out the period at the end of paragraph (2) 

and inserting in lieu thereof"; and", and 
(C) by adding at the end thereof the following: 

"(3) decreased (but not below zero), by the amount of the 
partner's deduction for depletion under section 611 with respect 
to oil and gas wells." 

( d) RELA~'~D PEnsoN.- Paragraph. (3) of section 613A( d) (relating 26 USC 613A. 
to the defimtion of related person) is amended by adding at the end 
thereof the following: 

'.'For purposes of determining a significant ownership interest, an 
mterest owned by or for a corporation, partnership, trust, or estate 
s~all be cons_idererl as owned directly both by itself and propor
tionatel.r, by its shareholders, partners, or beneficiaries, as the case 
may be.' 

(e) TRANSFERS OF 01L AND GAs PROPERTY WITHIN THE SAME CoN
TROLLED GROUP OR FAMILY.-Subparagraph (B) of section 613A(c) 
( 9) (relating to transfer of oil or gas property), as amended by sub
section (b) (1), is amended-

( 1) by str~k~ng out "or" at the end of clause (ii), 
(2) by str1kmg out the period at the end of clause (iii) and 

inserting in lieu thereof a comma, and 
( 3) by ~~~ing at the end thereof the following : 

(1v) a transfer of property between corporations 
which a~e members of t~e same controlled group of 
corporations (as defined m paragraph (8)(D)(i)), or 

".(v) a transfer of property between business entities 
which are under common control (within the meanincr 
of paragraph (8) (B)) or between related persons in th~ 
same family (within the meaning of paragraph (8) 
(C)), or 



90 STAT. 1910 

26 USC 613A 
note. 

26 USC 6361 
note. 

26 USC 6362. 

PUBLIC LAW 94-455-0CT. 4, 1976 

"(vi) a ti·ansfer of property between a trust and 
related persons in the same family (within the meaning of 
paragraph ( 8) ( C)) to the. extent that the beneficiari~ 
of that trust are and contmue to be related persons m 
the family that transferred the l.>roperty, and to the 
extent that the tentative oil quantity is allocated among 
the members of the family (within the meaning of 
paragraph ( 8 )( C)). . . 

Clause (1v) or (v) shAll apply only so long as the tentative oil 
quantity determined under the table contained in paragraph (3} 
(B) is allocated under paragraph (8) between the transferor and 
transferee." 

(f) EnEOTIVE DAm.-The amendments made by this section shall 
take effect on January 1, 1976, and shall apply to taxable years ending 
after December 31, 1974. 
SEC. 2116. IMPLEMENTATION OF FEDERAL-STATE TAX COLLECTION 

ACTOF1972. 
(a) ELECTION BY STATES To PARTICIPAm-Section 204(b) (2) of 

the Federal-State Tax Collection Act of 1972 is amended to read as 
follows: 

"(2) the first January 1 which is more than one year after the 
first date on which at least one State has notified the Secretary 
of the Treasury or his delegate of an election to enter into an 
agreement under section 6363 of such Code." 

(b) .AnJus1'lCENT8 TO Qu:ALll'.IlID RESIDENT T.AXES FOR PumosE8 OF 
FEDERAL CoLLEOTION OF STATE INDIVIDUAL INOOKB TAXl&-

(1) QUALU'IBD RESIDENT TAX BASED ON TAXABLE INOO:ME.

(A) REQUIRED ADJUSTKENTS.-8ection 6362(b) (1) (relat
ing to required adjustments) is amended-

~) by striking out "and" at the end of subparagraph 

(B(i{) by strikin1f out the ~riod at the end of subpara
grar.h (0) and mserting m lieu thereof ", and", and 

(iii) by adding at the end thereof the following new 
subparagraph: 

"(D) if a credit is allowed against such tax for State or 
Ioeal sales tax in accordance with: paragr&J?h (2) (C), by add
ing an amount equal to the amount of his deduction under 
section 164 (a) ( 4) for such sales tax." 

(B) PERxrrr.Eo ADJUSTHENTB.-Section 6362(b )(2) (relat
ing to permitted adjustments) is amended by adding at the 
end thereof the following new subparagraph: 

" ( C) A credit is allowed a~aillst such tax for all or a 
portion of any F,ere.l sales tax imposed by the same State or 
a political subchvision thereof with respect to sales to the tax
pal'.:er or his dependents." 

(2) QUALIFIELD RESIDENT TAX WHICH I8 A PERCENTAGE OF THE 

FEDERAL TAX-
( A) PERlrllTTEI> ADJU8'11XENTS.-Section 6362 ( c) ( 8) ( relat

ing to permitted adjustments) is amended-
(i) by striking out "both" and inserting in lieu thereof 

"all" 
(ii} by striking out "and" at the end of subparagraph 

(A), 
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(iii) by striking out the period at the end of subpara
graph (B) and inserting in lieu thereof", and", and 

(iv} by adding at the end thereof the following new 
subparagraph: 

"(C} if a credit is allowed against such tax for State or 
1ooa1 sales tax ~ !lccordance with _paragraph (4) (~),_ ~e 
liability for tax IS mcreased by the mcrease m such babihty 
which would result from includin~ as an item of income an 
amount equal to the amount of his deduction under section 
164(a) (4) for such sales tax." 

(B) FoJttm:a PERMITTED ADJU8TJRNTS.-Section 6362(c} 
(4) (relating to further permitted adjustments) is amended 
to read as follows: 

"(4) FURTHER PERMI'ITED ADJUsncmrr&-A tax which other
wise meets the ~uirements of paragraphs (1) and (2) shall not 
be deemed to fail to meet such requirements solely because it 
provides for one or b.oth of the. followmg adjustments:. 

"(A) A credit deteimmed under rules prescribed by the 
Secretary is allowed a~inst such tax for income tax paid to 
another State or a J!Olitical subdivision thereof. 

"(B) A credit 18 allowed a~ainst such tax for all or a 
portion of any general sales tax unposed by the same State or 
a political subdivision thereof with respect to sales to the 
taxpayer or his dependents." 

( c) PRoHIBmoN oN CuARO:ES FOR FEDERAL CoLLECTioN OF 8TATl!l 
INCOMll TAXES.-Section 6361(a) (relating to ~eneral rules for Fed
eral collection and administration of State individual income taxes) 
is amended by inserting, after the first sentence thereof, the follow
ing: "No fee or other charge shall be im~ upon any State for the 
collection or administration of the qualified State .individual income 
taxes of such State or any other State.". 

(d} EFFECTIVE DATE.-The amendments made by this section shall 
take effect on the date of the enactment of this Act. 
SEC. 2117. CANCELLATION OF CERTAIN STUDENT LOANS. 

(a) L~ GENERAL.-ln the case of an individual, no amount shall be 
included in gross income for purposes of section 61 of the Internal 
Revenue Code of 1954 by reason of the discharge of all or part of the 
indebtedness of the individual under a student loan if sucli discharge 
was pursuant to a prov.isi~n _of such Joan un~er which _all or_pa.!1.of 
the indebtedness of the mdividual would be discharged if the mdiv1d
ual worked for a certain period of time in certain geographical areas 
or for certain classes of employers. 

(b\ STUDENT LoAN.-For purposes of this section the term "student 
loa.n'; means any loan to an individual to assist the individual in 
attending an educational organization described in section 170(b) (1) 
(A) (ii) of such Code-

{1} by the United States, or an instrumentality or agency 
thereof, or a State, territory, or possession of the United States, or 
any politi<'al subdivision thereof, or the District of Columbia, or 

(2)by any such educational organization pursuant to an agree
ment with the United States, or an instrumentality or agency 
thereof, or a State, territory, or possession of the United States, 
or any political subdivision thereof, or the District of Columbia 
under which the funds from which the loan was made were 
provided to such educational organization. 

90 STAT. 1911 

26 USC 6362. 

26 USC 6361. 

26 USC 6361 
note. 

26 USC 61 note. 

"Student loan." 



90 STAT. 1912 

26 USC 61 note. 

26 USC 337. 

26 USC 337 
note. 

26 USC 61 note. 

26 USC 118. 

Definition. 
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(c) EPTECTIVJG DATE.-The provisions of this section shall apply to 
discharges of indebt.cdneas made before January 1, 1979. 
SEC. 2118. TREATMENT OF GAIN OR LOSS ON SALES OR EXCHANGES 

IN CONNECTION WITH SIMULTANEo·us LIQUIDATION OF 
A PARENT AND SUBSIDIARY CORPORATION. 

(a) IN GENERA.c..-Section 337 (relating to gain or loss on sales or 
exchanges in connection with certain liquidations) is amended by add
ing the following sentence at the end of subsection (c)(2) thereof: 

"This paragraph shall not apply to a sale or exchange by a 
member of an affiliated group of corporations, as defined in sec
tion 1504 (a) {but without regard to the exceptions contained in 
section 1504:(b)), if each member of such group (including the 
common parent corporation) which receives, within the 12-month 
period beginning on the date of the adoption of a plan of complete 
liquidation by the corporation which made the sale or exchange, 
a distribution in complete liquidation from any other member of 
such group is it.self completely liquidated within such 12-month 
period." 

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall 
apply to sales or exchanges made pursuant to a plan of complete 
liquidation adopted after December 31, 1975. 
SEC. 2119. REGULATIONS RELATING TO TAX TREATMENT OF CER

TAIN PREPUBLICATION EXPENDITURES OF PUBLISH
ERS. 

(a) GENERAL Ruu.-With~t to taxable years beg~ on or 
before the date on which tions dealing wit.h pre ublication 
expenditures are issued after e date of the enactment oft~ Act, the 
application of sections 61 (as it relates to cost of goods sold), 162, 174:, 
263, and 471 of the Internal Revenue Code of 1954 to any prepublica
tion expenditure shall be administered-

( 1) without regard to Revenue Ruling 73-396, and 
(2) in the manner in which such sections were applied consist

ently by the taxpayer to such expenditures before tlie date of the 
issuR.Dce of such revenue ruling. 

(b) lbxrot.ATioNs To BE PRo8PECTIVE 0NLT.-Any ~ions 
issued after the date of the enactment of this Act whic.h deal with the 
application of sections 61 (as it relates to cost of goods sold), 162, 174:, 
263, and 471 of the Internal Revenue Code of 19M to prepublication 
expenditures shall apply only with respect to taxable years beginning 
after the date on which such regulations a.re issued. 

(c) PREPUBLICATION EXPENDITURES l>EFINED.-For purposes of this 
seetion, the term "prepublication expenditures" means ex~enditures 
paid or incurred by the taxpayer (in connection with his trade or busi
ness of publishing) for the writing1 editing, compiling, illustrating, 
designing, or other development or improvement of a book, teaching 
aid, or similar product. 
SEC. %120. CONTRIBUTIONS IN AID OF CONSTRUCTION FOR CERTAIN 

UTILITIFA 
(a) IN GENERAL.-Section 118 (relating to contributions to the cap

it.al of a corporation) is amended h,v redesignating subsection (b) as 
subsection ( c) and inserting immediately after subsection (a) the fol
io~ new subsection: 

"(b) CoNTRIBUTIONS IN Aro OF CoNSTRUCTION.-
"(1) GENERAL RULE.-For purposes of thii; section, the term 

'contribution to the capital of the taxpa.yer' includes any amount 
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of money or other property received from any person (whether 
or not a shareholder) by a regulated public utility which provides 
water or sewerage cltsposal services if-

"(A) such amount is a contribution in aid of construction, 
"(B) where the contribution is in property which is other 

than water or sewerage disposal facilities, such a.mount meets 
the requirements of the expenditure rule of paragraph (2), 
and 

"(C) such a.mounts (or any proJ?6rty ~uired or con
structed with such amounts) are not included m the taxpay
er's rate base for rate-making purposes. 

"(2) EXPENDITt.'ll RULE.-An amount meets the requirements 
of this ~aragraph if-

{ A) an amount equal to such amount is expel,lded for 
the acquisition or construction of tangible property described 
in section 1231(b)-

"(i) which was the purpose motivating the contribu
ti~ and 

" {ii) which is used predominantly in the trade or busi • 
ness of furnishing water or sewerage disposal services, 

"(B) the expenditure referred to in subparagraph (A) 
occurs before the end of the second taxable year after the 
year in which such amount was received, and 

" ( C) accurate records are kept of the amounts contributed 
and expenditures made on the basis of the project for which 
the contribution was made and on the basis of the year of 
contribution or expenditure. 

"(3) DEFINrrIONs.-For purposes of this section-
"(A) CONTRIBUTION IN AID OF CONBTRUOTION.-The term 

'contribution in aid of construction' shall be defined by regu
lations prescribed by the Secretary; except that such term 
shall not include amounts paid as customer connection fees 
(including amounts paid to connect the customer's property 
to a main water or sewer line and amounts paid as service 
charges for starting or stopp4ig services). 

"(B) PREDOKtNANTLY.-The term 'predominantly' means 
80 percent or more. 

"(C) REGULATED PUBLIC UTILITY.-The term 'regulated 
public utility' has the meaning given such term by section 
7701 (a) (83); except that sucli term shall not include any 
such utility which IS not required to provide water or sewer
age ~sposal services to members of the general public in its 
service area. 

"(4) DISALLOWANCE OF DEDUCTIONS AND INVESTMENT CREDITj 
ADJUSTED BASis.-Notwithstanding any other provision of this sub
title? no deduction or credit shall be allowed for, or b;y reason 
of, the expenditure which constitutes a contribution in aid of con
struction to which this subsection applies. The adjusted basis of 
any property acquired with contributions in aid of construction to 
which this subsection applies shall be zero." 

(b) CoNFOBJr[ING A.>IENDHENT.-Section 362 ( c) ( relati~ to ~pecia.1 
rule for contributions to capital) is amended by adrung the following 
new pa.ragra.ph immediately after paragraph (2) : 

11 (3) E:tcl!:PrION FOR CONTRIRUTIONS IN AJD OF CONSTRUCTION.
The provisions of this subsection sha11 not apply to contributions 
in aid of construction to whieh section 118(b) ap:plies." 

(c) EFFECT.IVE DATE.-The amendments made by this section apply 
to contributions made after January 81, 1976. 

90 STAT. 1913 

26 USC 362. 

Ante, p. 1912. 
26 use 118 
note. 
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SEC. .ZlZI. PROHIBITION OF DISCRIMINATORY STATE TAXES ON PRO
DUCTION AND CONSUMPTION OF ELECI'RICITY. 

(a) IN G:mmw..-The Act entitled "An Act relating to the J?OWer 
of the States to impose net income taxes on income derived from mter
state commerce, and a.uthoriz~ studies ~y congressional committees 
of ma.tters_pertaining thereto", approved September 14, 1959 (73 Stat. 
555; 15.U.8.C. 3~1 et~·) .is a;mended by striking out title II (relating 
to studies) and msertmg m heu thereof the following: 

"TITLE II-DISCRIMINATORY TAXES 
"Sec. 201. No State, or political subdivision thereof, may impose or 

assess a tax on or with respect to the generation or transmisc;ion of 
electricity which discriminates against out-of-State manufacturers, 
producers, wholesalers, retailers, or consumers of that electricity. For 
p~rposes o~ t~s secti~n a. tax is discriminatory if it results, either 
directly or md1rectly1.m a gre.ater tax burden on electricity which is 
generated and transnutted m mterstate commerce than on electricity 
which is generated and transmitted in intra.state commerce." 

(b) EFFECTIVE DATE.-The amendment made by subsection (a) 
shall take effect beginning June 30, 197 4. 
SEC. %1%%. ALWWANCE OF DEDUCTION FOR ELIMINATING ARCHITEC

TURAL AND TRANSPORTATION BARRIERS FOR THE 
HANDICAPPED. 

(a) 1:N GENDAL:-Part YI ~f.subchapter B of ch.apt.er 1 (relating 
to i~ deductions for md1viduals a.nd corporations) is amended 
by adding at the end thereof the following new section: 

"SEC. 190. EXPENDITURES TO REMOVE ARCHITECTURAL AND TRANS· 
PORTATION BARRIERS TO THE HANDICAPPED AND 
ELDERLY. 

"(a) TREATHENT A.8 EXPENSES.-
"(~) IN GJ!JNERAL.-A taxpayer may elect to treat qualified 

architectural and trans~rtation barrier removal expenses which 
are.paid or incurred bV him during the taxable year as expenses 
which &re not chargeaLle to capital account. The expenditures so 
treated shall be allowed as a deduction. 

"(2) E~ON.-An. election under paragraph (1) shall be 
made at s~ch hme and m such manner as the Secretary prescribes 
by regulations. 

"(b) DEnNrrxoNS.-For purposes of this section-
" ( 1) ARCHITECTURAL AND TRANSPORTATION BARRIER REMOVAL 

EXPENSEs.-The term 'architectural and transportation barrier 
~moval exJ?6!1&es' means an expenditure for the purpose of mak
ing any facility or public transportation vehicle owned or leased 
by the taxp~yer for use in connection with his trade or business 
~o~. accessible to, and usable by, handicapped and elderly 
mdividuals. 

"(2) QuALll'IED A.RCHITFCl'URAL AND TRANSPORTATION BARRIER 
REHOV ~L EXPE~SE.-The term 'qualified architectural and trans
portatio~. barrier ~oval expense' means with ~. to any 
such fac1lit1 or public transportation vehicle an ~t',;tural or 
transportation barrier removal expense with ~pect to which the 
taxpayer ~stablishes, to the satisfaction of the Secretary, that 
the resulting removal of any such barrier meets the standards 
promulga.ted by the Secretary with the concurrence of the Archi-
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tectural and Transportation Barriers Compliance Board and 
set forth in regulations prescribed by the Secretary. 

"(3) HANDICAPPED INT>IVIDUAL.-The term 'handicapped indi
vidual' means any individual who has a physical or mental dis
ability (including, but not limited to, blindness or deafness) which 
for such individual constitutes or results in a functional limita
tion to employment, or who has any physical or mental impair
ment (including, but not limited to, a sight or hearing 
imJ.>&irment) which substantially limits one or more major life 
activities of such individual. 

"(el LIHITATION.-The deduction allowed by subsection(a) for any 
taxable year shall not exceed $25,000. 

"(d) REGULA.TIONs.-The Secretary shall .Prescribe such regulations 
as may be necessary to carry out the provimons of this section within 
180 days after the date of the enactment of the Tax Reform Act of 
1976." 

(b) TECHNICAL AND CoNFORHINO AMJllNDXENTS.-
( 1) The table of sections for such part VI is amended by add

ing at the end thereof the following new item: 
"Sec. 100. Expenditures to remove architectural and transportation bar

riers to the handicapped and elderly." 

(2) Section 263(a) (1) (relating to capital expenditures) is 
amended-

(A) by striking out "or" at the end of subparagraph (D) 
thereof, 

(B) by striking out the period at the end of subsection 
(E) thereof and inserting in lieu thereof a comma and the 
word "or" and 

(C) by' adding at the end thereof the following new 
subparagraph: 

" ( F) expenditures for remova 1 of architectural and trans
portnti on barriers to the handicapped and elderly which 
the taxpayer elects to deduct under section 190." 

(3) Section 1245(a) (relating to gain from dispositions of cer
tain depreciable property) is amended-

( A) by striking out "or 188" each place it appears in para
graJ:hs (2) and (3) (D) and inserting in lieu thereof "188, or 
190 ' 

(B) by striking out "or 185" in paragraph (2) (D) and 
in, <>rt ing in lieu thereof "185, or 190"; and 

(C) by adding at the end offaragraph (2) the following 
new S<>ntence: "For purposes o this section, any deduction 
allowable under section 190 shall be treated as if it were a 
deduction allowable for amortization." 

( 4) Section 1250 (b) ( 3) (relating to depreciation adjustments) 
is amended bv striking out "or 188" and inserting in lieu thereof 
"188, or 190'1• 

(c) EFJ'F.Cl"IVE DATJ:.-The amendments made by this section shall 
apply to taxable years beginning after December 31, 1976, and before 
January 1, 1980. 
SEC. 2123. HIGH INCOME TAXPAYER REPORT. 

The Secretary of the Treasury shall publish annuall:y information 
on the amount of tax paid by mdividual taxpayers with high total 
incomes. Total income for this purpose is to be calculated and set forth 
in three ways: 

90 STAT. 1915 

Ante, p. 1520. 

26 USC 263. 

26 USC 1245. 

26 USC 1250. 

26 USC 190 
note. 

26 USC 56 note. 
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(1) by ad~ to adjusted gross income any items of tax pref
erence excluded from, or deducted in arriving at, adjusted gross 
income 

(2) b;v subtracting any investment expenses incurred in the 
production of such income to the extent of the investment income, 
and 

(3) by making both of the adjustments referred to in para-
graphs (1) and (2). 

In any event these data are to include the number of such individuals 
with total income over $200,000 who owe no Federal income tax (after 
credits) and the deductions, exclusions or credits used by them to 
avoid tax. 
SEC. Z124. TAX INCENTIVES TO ENCOURAGE THE PRESERVATION OF 

HISTORIC STRUCTURES. 
(a) AMORTIZATION OF REHABILITATiaN EXPENDJ.TURE8.-

(1) .Au.ow.A.NOE OF DEDUCTION.-Part VI of subchapter B of 
chapter 1 (relating to itemized deductions) is amended by adding 
at the end thereof the following new section: 

26 USC 191. "SEC. 191. AMORTIZATION OF CERTAIN REHABILITATION EXPENDI-
TURES FOR CERTIFIED HISTORIC STRUCTURES. 

"(a) .Ax.wwANCE OF DEDUCTION.-Every person, at his election, 
shall be entitled to a deduction with respect to the amortization of the 
amortizable basis of any certified historic structure (as defined in 
subsection s'J?~l based on a period of 60 months. Such amortization 
deduction be an amount, with respect to each month of such 
period within the taxable/ear, equal to the amortizable basis at the 
end of such month divide by the number of months (including the 
month for which the deduction is computed) remaining in the period. 
Such amortizable basis at the end of the month shall be computed 
without regard to the amortization deduction for such month. The 
amortization deduction provided by this section with respect to any 
month shall be in lieu of the deJ?rooiation deduction with respect to 
such basis for such month proVIded by section 167. The 60-month 
period shall begin, as to any historic structure. at the election of the 
taxpayer, with the month following the month in which the basis is 
a~uired, or with the succeeding taxableyear. 

'(b) ELEOT10N OF AxoRTIZATION.-The election of the taxpayer to 
take the amortization deduction and to begin the 60-month period 
with the month following the month in which the basis is acquired, or 
with the taxable year succeedin~ the taxable year in which such basis 
is acguired, shall be made by fil4ig with the Secretary, in such man
ner, in such form, and within such time as the Secretary may by regu
lations prescribe, a statement of such election. 

"{c) TEnctNATION OF A:xoRTIZATION DmucrroN.-A. taxpayer who 
has elected under subsection {b) to take the amortization deduction 
provided in subsection (a) may, at any time after making such election, 
discontinue the amortization deduction with respect to the remainder 
of the amortization period, such discontinuance to begin as of the 
beginning of any month specified by the taxpayer in a notice in writ
inJ? filed with the Secretary before the beginnin~ of such month. The 
dep~c~ation. deduction provided undei: section 167 ~ha~l be allowed, 
begmmng with the first month as to which the amortization deduction 
does not apply, and the taxpayer shall not be entitled to any further 
amortization deduction under ihis section with respect to such certified 
historic structure. 
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" ( d) l>D:tNITioNs.-For purposes of this section-
" ( 1) CEk'l'lllED HISTORIC STRocrou.-The term 'certified his

toric structure' means a building or structure which is of a char
acter subject to the allowance for depreciation provided in section 
167which-

" (A) is listed in the National .Register, 
"(B) is located in a Registered Historic District and is 

certified by the Secretary of the Interior as being of historic 
si~ificance to the district, or 

(C) is located in an historic district designated under a 
statute of the appropriate State or local ~vernment if such 
statute is certified by the Secretary of the Interior to the Sec
retary as containing criteria which will substantially achieve 
the. purpose of preservnw and rehabilitating buildings of his
toric significance to the district. 

"(2) AMORTIZABLE BASis.-The term 'amortizable basis' means 
the {>Ortion of the basis attributable to amow1ts expended in con
nection with certified rehabilitation. 
"~S) CElmFim JtEJIABILITATION.-The term 'certified rehabilita

tion means any rehabilitation of a certified historic structure 
which the Secretary of the Interior has certified to the Secret.ary 
as being consistent with the historic character of such property or 
the district in which such property is located. 

"{e) DEPREcliTION Dmum'ION.-The depreciation deduction pro
vided by section 167 shall, despite the provisions of subsection (a}, 
be allowed with respect to the portion of the adjusted basis which is 
not the amortizable '6asis. 

"(f) LIFE TENANT AND RExAINDERMAN.-In the case of property 
held by one person for life with remainder to another person, the 
deduction under this section shall be computed as if the life tenant 
were the absolute owner of the property and shall be allowable to the 
life tenant. 

"(g) CROss REPERENCF.8.-
"(1) For rules relatinr to the listing of buildings and structures in 

the National Register and for definitions of 'National Register' and 
'Registered Hi11toric District', see aeetion 470 et seq. of title 16 of the 
United States Code. 

"(2) For speci:>I rule with respect to certain gain derived from the dis
position of property the adjusted hula of which is determined with 
regard to this section, see section 1245." 
(2) GAIN ON DISP08ITION.-Section 1245(a) (relating to gain 

from dispositions of certain depreciable property) is amended by 
strikinl? out "or 100" each place it appears and inserting in lieu 
thereof "190, or 191 ". 

( 8) CoNFORXING AMENDMENTS.-
( A) The table of sPctions for part VI of subchapter B of 

chat>ter 1 is amended by inserting at the end thereof the fol
lowing nPw item: 

"Sec. 191. Amortization of certain rebabllltatlon expenditures for ~rtl
fled historic structures." 

{B) Section 642{f) (relating to amortfaation deductions 
of estates and trust) is amended by striking out "and 188" 
and insertin~ in lieu thereof "188, and 191". 

(C) Section 1082(a) (2) (B) (relatin~ to basis for deter
minin~ gain or loss) is amended by striking out "or 188" and 
inserting in lieu thereof "188, or 191 ". 

90 STAT. 1917 

26 USC 124.'i. 

26 USC 642. 

26 USC 1082. 
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(D) Section 1.250(b) (3) (relat~ to de~reciation adjust
ment.B) is amended by striking out' or 190 and inserting in 
lieu thereof "190or191". 

(4) EFFECTIVE DATE.-The amendments made by this subsec
tion shall apply with respect to additions to capital account made 
after June 14, 1976 and before June llS, 1981. 

(b) DEMOLITION.-
(1) DIBALLOWANCE OF DEDUCTIONS.-Pa.rt IX of subchapter B 

of chapter 1 (relating to items not deductible) is amended by add
ing at the end thereof the following new section: 

"SEC. 280B. DEMOLITION OF CERTAIN IDSTORIC STRUCTURES. 
" (a) GENERAL RULL-In the case of the demolition of a certified 

histonc structure (as defined in section 191 ( d) (1) )-
" (1) no deduction otherwise allowable under this chapt.er shall 

be allowed to the owner or lessee of such structure for--
" (A) any amount expended for such demolition, or 
"(B) any loss sustained on account of such demolition; and 

"(2) amounts described in paragraph {1) shall be treated as 
properly chal'geable to capital account with respect to the land 
on which the demolished structure was located. 

"(b) Sn:cIAL Rurz roR REGISTERED HISTORIC DISTRICTS.-For pur
poses of this section, any building or other structure located in a Regis
tered Historic District shall be treated as a. certified historic structure 
1~nless the Secretary of the Interior has certified, prior to the demoli
tion of such structure, that such structure is not of historic significance 
to the district." 

(2) CLERICAL AMENDHENT.-The table of !!eetions for part IX 
of subchapter B of chapter 1 is amended by adding a.t the end 
thereof the following new item: 

"Sec. 280B. Demolition of certain historic structures." 

(3) EFFECTIVE DATE.-The amendments made by this subsection 
shall apply with respect to demolitions commencing after 
June 30, 1976, and before January 11 1981. 

{ C) DEPRECIATION OF lKPROVEJONTS.-
( 1) METJIOD OF DEPRECIATION.-Seetion 167 (relating t,o depre

ciat.ion) ~ amended by re~esignating subsect?on ( n) as ( p), and 
.. by msertmg after subsection (m) tlie followmg new subsection: 
••(n) STRAIGHT LINE Mrnloo IN CERTAIN CAns.-

"(1) IN GENEJW...-In the case of any property in whole or in 
part constructed, reconstructed, erected, or used on a site which 
wa.s, on or after June 30, 1976, OOCUJ>ied. by a certified historic 
structure (as defined in section 191(d)(l)) which is demolished 
or substantially altered (other than by_ virtue of a certified reha
bilitation a.s defined in section 191( d) (3)) after such date--

"(A) subsections (b), (j), (k), and (1) shall not apply, 
"(B) the te1m 'reasonalile allowance' as used in subsection 

(a) shall mean only an allowance computed under the straight 
line method. 

"(2) ExcEPTION.-The limitations imposed by this subsection 
shall not apply to pel'80nal property." 

(2) EFFECTIVE DATB.-The amendment made by this subsection 
shall apply to that portion of the basis which is attributable to 
construction, reconstruction, or erection after December 31, 1975, 
and before January 1, 1981. 

(d) SUBSTANTIALLY REHABILITATED PBoPERTY.-
(1) Section 167 (relating to depreciation) is amended by insert-
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ing after subsection (n) (as added by subsection (c) of this 
section) the following new subsection: 

" ( o) SUBSTANTIALLY REHABUJTATED HISTORIC PBoPERTY.-
" ( 1) GENERAL RULE.-Pursuant to regulations prescribed by the 

Secretary, the taxpayer may elect to compute the depreciation 
deduction attributable t.o subStantially rehabilitated historic prop
erty as though the original use of such property commenced with 
him. The election shall be eft'ective with respect t,o the taxable year 
referred to in paragraph (2) and all succeeding taxable years. 

"(2) SUBSTANTIALLY REHABILITATED PROPERTY.-For purposes 
of par8'11pph ( 1) , the t.erm 'substantially rehabilitated historic 
property' means any certified historic structure (as defined in sec
tion 191(d) (1)) with respect to which the additions to capital 
a.ccount for any certified rehabilitation (as defined in section 
191(d) (3)) during the 24-month period enaing on the last day of 
any taxable year, reduced by any amounts allowed or allowable as 
depreciation or amortization with respect thereto, exceeds the 
greater of-

"(A) the adjusted ha.sis of such property, or 
"(B) $5,000. 

The adjusted basis of the property shall be determined as of the 
beginning of the first day of such 24-month period, or of the hold
i_DJ period of the property (within the meaning of section 1250 
{e)_) whichever is later." 

(2) EFFECTIVE DATE.-The amendment made by this subsection 
shall apply with respect to additions to capital account occurring 
after June 30, 1976, and before July 1, 1981. 

{e) 'J.iu.NSl'EBS 01' PARTIAL lNTEBESTS IN PRoPERTY FOR CoNSERVA
TION PmlPosE&-

(1) INOOJOl TAX DEDUCTIONS FOR CHARITABLE CONTRIBUTIONS OF 
PARTIAL INTERESTS IN PROPERTY FOR CONSERVATION PU1U'08ES.-Sec
tion 170(f) (8) (relating to charitable contributions) is 
amended-

( A) by striking out "or" at the end of subparagraph 
(B) (1) 

(B) by striking out "l?roperty.11
, at the end of sub~ra

graph (B) (ii} and in.sertmg in lieu thereof "property,', 
(C) by ad.ding after clause (ii) of subparagraph (B) the 

followin,g new clauses: 
" {iii) a lease on, option to purchase, or easement with 

respect to real property of not less than 30 years' dura
tion granted to an organization described in subsection 
(b) (1) (A) exclusively for conservation purposes, or 

"(iv) a remainder mterest in real property which is 
granted to an organization described in subsection (b) 
(1) (A) exclusively for conservation purposes.", and 

(D) by adding a.t the end thereof the following new sob
paragmph : 

"(C) Co. SERVATION PURl'OSES DEl'INED.-For purposes of 
subpa~ph (B), the term 'conservation purposes' mean&

" ( i) the preservation of land areas for public outdoor 
recreation or education, or scenic enjoyment; 

" (ii) the preservation of historically important land 
areas or structures; or 

"(iii) the protection of natural environmental systems/'. 
(2) ESTATE TAX DEDUCTION roR TRANSFER OF PARTIAL INTERESTS 

IN PROPERTY roR CONSERVATIONS PUBPOSES.-Section 2055(e) (2) 
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(relatintf to deductions from gross estate} is amended by strik
ing out (other than a remainder interest m a personal residence 
or farm or an undivided portion of the decedent's entire interest 
in property)" and inserting in lieu thereof " (other than an inter
est described in section 170(f) (3) (B) )". 

(3) GDT TAX DEDUCATION FOR TRANSFERS OF PARTIAL INTERESTS IN 
l'ROl'ERTY FOR CONSERVATION l'UR1'08E$.-Section 2522(c) (2) 
(relating to deductions from taxable gifts) is amended by strilc
ing out " (other than a remainder interest m a personal residence 
or farm or an undivided portion of the donor's entire interest in 
property)" and inserting in lieu thereof " (other ~ an inter
est described in section 170(f) (a) (B)) "· 

(4) EFFE<mVE DATE.-The amendments made by this subsection 
·shall apply with respect to contributions or transfers made after 
June 13, 1976, and before June 14, 1977. 

SEC. 2125. AMENDMENT TO SUPPLEMENTAL SECURITY INCOME 
PROGRAM. 

Section 1612(a) (2) (A) (iii} of the Social Security Act is amended 
by striking out "fifth month ' and inserting in lieu thereof "seven
t.eenth month". 
SEC. 2126. EXTENSION OF CARRY-OVER PERIOD FOR CUBAN EXPRO· 

PRIATION LOSSES 
Subparagraph (D) of section 172(h) (1) (relatin~to years to which 

loss may be carried) is amended by striking out "15 and inserting in 
lieu thereof "20". 
SEC. 2127. OUTDOOR ADVERTISING DISPLAYS. 

(a) l:N GENERAL.-Section 1033(g) (relating to condemnation of 
real property held for productive use in trade or business or for invest
ment) is amended by adding at the end thereof the following new 
pats.graph: 

"{3) ELEOTION TO TREAT OUTDOOR ADVERTISING DISPLAYS AS REAL 
PROPERTY,-

"(A) IN OENERAL.-A taxpayer may elect, at such time 
and in such manner as the Secretary may prescribe, to treat 
property which constitutes an outdoor advertising display 
as ieal property for purposes of this chapter. The election 
provided by this subparagraph may not be made with respect 
to any property with respect to which the credit allowed by 
section 38 (relating to investment in certain depreciable 
property) is or has been claimed or with respect to which 
an election under section 179(a) (relating to additional first
year depreciation allowance for small business) is in effect. 

"(B) ELECTION.-An election made under subparagraph 
(A) may not be revoked without the consent of the Secretary. 

"(C) Oumooa ADVERTIBJNG DlSl'LAY.-For purposes of this 
paragraph, the term 'outdoor advertising dtsplay' means a 
rigidly assembled sign, display, or device permanently affixed 
to the ground or permanently attached to a building or other 
inherently permanent structure constituting, or used for the 
di~lay of, a commercial or other advertisement to the public. 

' (D) CHARACTER OF REPLACEMENT PROPERTY.-For purposes 
of this subsection, an interest in real property purchased as 
replacement property for a compulsorily or involuntarily con
verted outdoor advertising display defined in subparagraph 
( C) (and treated by the taxpayer as real property) shall be 
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considered property of a like kind as the property converted 
without regard to whether the taxpayer's interest in the 
replacement property is the same kfud of interest the tax
payer held in the converted property." 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply to taxable years beginning after December 31, 1970. 
SEC. 2128. TAX TREATMENT OF LARGE CIGARS. 

(a) IN GENERAL.-So much of section 5701 (a) ( rela~ to the 
manner of taxation and the rates of tax on cigars) as follows para
graph ~1) is amended to read as follow(\: 

'(2) LAROE CIGARS.-On cigars weighing more than 3 pounds 
per thousand, a tax equal to 8¥.a percent of the wholesale price, 
but not more than $20 per thousand. 

Cigars not exempt from tax under this chapter which are removed but 
not intended for sale shall be taxed at the same rate as similar cigars 
removed for sale." 

(b) DEFINITION OF WHOLESALE PmCE.-Section 5702 is amended by 
addinl{ at the end thereof the following new subsection: 

"(m) WHOLESALE PmCE.-'Wholesale price' means the manufactur
er's, or importer's, sugizest;ed delivered :price at which the cigars are to 
be sold to retailers, inclusive of the tax imposed by this chapter or sec
tion 7652, but exclusive of any State or local taxes imposed on cigars 
as a commodity, and before any trade, cash, or other discounts, or any 
promotion, advertising, display, or similar allowances. Where the 
manufacturer's or importer's suggested delivered price to retailers is 
not adequately supported by bona fide arm's length sales, or where the 
manufacturer or importer has no suggested delivered price to retailers, 
the wholesale price shall be .the price for which cigars of comparable 
retail J.>rice are sold to retailers in the ordinary course of trade as 
determined by the Secretary." 

( c) RECORDKEEl'ING REQUIREMENT.-Section 57 4'.1. is amended to read 
as follows: 
"SEC. 5741. RECORDS TO BE MAINTAINED. 

"Every manufacturer of tobacco products or cigarette papers and 
tubes, every importer, and every export warehouse proprietor shall 
keep sud>. records in such manner as the Secretary shall by ~on 
prescribe. The records required under this section shall be available 
for inspection by any internal revenue officer during business hours." 

(d) CumcAL AxENDKENTS.-
(1) The heading of subchapter D of chapter 52 is amended to 

read as follows: 
"Subchapter D-Records of Manufacturers and Importers of 

Tobacco Products and Cigarette Papers and Tubes, and 
Export Warehouse Proprietors". 

(2~ The table of subchapters for chapter 52 is amended by 
striking out the item relating to subchapter D and inserting in 
lieu thereof the following: 

"8lJJklllAl"l'D D. Records of manufacturers and Importers of tobacoo 
products and cigarette IJ&pen llDd tubes, and 9POrt 
warehouse proprtetora." 

( e) EFFECTIVE DATE.-The amendments made by this section shall 
iake effect on the first month which begins more than 90 days after the 
date of the enactment of this Act. 
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SEC. 2129. TREATMENT OF GAIN FROM SALES OR EXCHANGES 
BETWEEN RELATED PARTIES. 

.(a) IN GE:NERAL.-Section 1239 (relating top.in from sale of cer
tam property between spouses or between an individual and a con
trolled corporation) is amended to read as follows: 
"SEC. 1239. GAIN FROM SALE OF DEPRECIABLE PROPERTY BETWEEN 

CERTAIN RELATED TAXPAYERS. 
"(a) TREATMENT OF GAIN AS ORDINARY lNcoKE.-ln the case of a 

sale or excha~ of pro,l>CrtY, directly or indirectly, between related 
persons, any gam recognized to the transferor shall be treated as ordi
nary income if such proJ!erty is, in the hands of the transferee, sub
ject to the allowance for aepreeiation provided in section 167'. 

"(b) RELATED PERSONs.-For purposes of subsection (a), the term 
'related pe1. om;' means--

" ( 1) a husband and wife, 
"(2) an individual and a cor~ration 80 percent or more in value 

of the outstandin~ stock of which is owned, directly or indirectly, 
by or for such individual, or 

"(3) two or more corporations 80 percent or more in value of 
~he outstanding stock of each of w.hich is owned, directly or 
mdirectly, by or {or the same individual. 

. " ( c) Co.N~TRUCTIVE OwN~HIP OF Srocx.-Section 318 shall apyly 
m deterrmmng the ownership of stock for ~~ of this section, 
except that sections 318(a) (2) (C) and 318(a) (3) (C) shall be &J>plied. 
without regard to the 50-percent limitation contained therein.r; 

(b) EFFECTIVE DATE.-The amendment made by this section shall 
apply to sales or exchanges after the date of the enactment of this Act. 
For purposes of the precedinA' sentence, a sale or exchan~ is considered 
to have occurred on or before such date of enactment if such sale or 
exchange is made pursuant t.o a binding contract entered into on or 
before that date. 
SEC. 2130. APPLICATION OF SECTION 117 TO CERTAIN EDUCATION 

PROGRAMS FOR MEMBERS OF THE UNIFORMED SERVICES. 
S_ubsection ( c) of section 4 of the Act entitled an Act t.o suspend 

until the close of June 30, 1975, the duty on certain carboxymethyl 
cellulose salts, an~ for other purposes, approved October 26, 1974 (88 
Stat. 1457; Pubhc Law 93-483), is amended by strikinrr out "and 
1975" and inserting in lieu thereof the following: "and IY75, and in 
the case of a ~1emb;er of a u_niformed B!'rvice receiving trainin~ in 
programs described m subsection (a) durmg calendar year 1976 with 
respect to amounts received during calendar years 1976, 1977, 197S, and 
1979." 
SEC. 2131. EXCHANGE FUNDS. 

(a). CoRPORATE REORGANIZATIONS.-Paragraph (2) of section368(a) 
(special rules relating to definition of reorganization) is amended by 
addinK at the end thereof the following new subparagraph : 

"(F) CElrrAJN TRANSACTIONS IN\'OL\'ING 2 OR MORE INVEST
MENT COHPANIES.-

" (i) If immediately before a transaction described in 
paragraph (1) (other than subparagraph (E) thereof), 
2 or more parties to the transactlon were inve.stment com
panies, then the transaction shall not bl' considered to be 
a reorganization with respect to any such investment 
company (and its shareholders and security holders) 
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unless it was a regulated investment company, a real 
estate investment trust, or a corporation which meets the 
~uirementsofclause (ii). 

(ii) A corporation meets the requirements of this 
clause if not more than 25 percent of the value of its total 
assets is invested in the stock and securities of any one 
issuer, and not more than 50 percent of the value of its 
total assets is invested in the stock and securities of 5 or 
fewer issuers. For purposes of this clause, all members of 
a controlled group of corporations (within the meaning 
of section 1563 (a) ) shall be treated as one issuer. 

"(iii) For purposes of this subpa~ph the term 
'investment company' means a regulated mvestment com
pany, a real estate investment trust, or a corporation 
more than 50 percent of the value of whose total IUB!ts 
are stock and securities and more than 80 percent of the 
value of whose total assets are assets held for investment. 
In making the 50-percent and SO-percent determinations 
under the precedirig sentence stock and securities in any 
subsidiary corporation shall b; disregarded and the par
ent corporation shall be deemed to own its ratable share 
of the subsidiary's assets, and a corporation shall be 
considered a subsidiary if the parent owns 50 percent or 
more of the combined voting power of all classes of stock 
entitled to vote, or 50 percent or more of the total value 
of shares of all classes of stock outstanding. 

"(iv) For purposes of this subparagraph1 in deter
min.mg total assets there shall be excluded casn and cash 
items (including receivables). Government securities, 
and, under regulations prescribed by the Secretary, assets 
acquired (through incurring indebtedness or otherwise) 
for purposes of meeting the requirements of clause (ii) 
or ceasin__g to be an investment company. 

" ( v) This subparagraph shall not apply if the stock of 
each investment company is owned subst.antially by the 
same ~rsons in the same proportions. 

"(vi) If an investment company which is not diversi
fied within the meaning of clause (ii) acquires aESet.s of 
another corporation, clause (i) shall be applied to such 
investment compan7 and its shareholders and security 
holders as though its assets had been acquired by such 
other corporation. If such investment company acquires 
stock of another corporation in a reorganization described 
in section 368(a) \1) (B) (hereafter referred to as the 
'actual acquisition), clause (i) shall be applied to the 
shareholders and security holders of such investment com
pany as though they had exchanged with such other cor
poration all of their stock in such investment company 
for a percentage of the va.lue of the total outstanding 
stock of the other corporation equal to the percentage of 
the value of the total outstanding stock of such invest
ment company which such shareholders own immediately 
after the actual acquisition. For purposes of section 1001, 
the deemed acquisition or excharige referred to in the two 
preceding sentences shall be treated as a sale or exchange 
of property by the corporation a.nd by the shareholders 
and security holders to which clause (i) is applied." 
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(b) PART?11'ERSHI1'8.-St>ction 721 (relating to nonrecognition of gain 
or loss on transfers to partnerships) is amended to read as follows: 
"SEC. 721. NONRECOGNITION OF GAIN OR LOSS ON CONTRIBUTION. 

"(a} GENERAL RuLE.~No gain or loss shall be reco~ed to a part
nership or to any of its partners in the case of a contribution of prop
ertr, to the partnership m exc~ for an interest in the partnership. 

' (b) SPECIAL RuLE.-Subsection (a) shall not apply to gain realized 
on a tra.ns:fer of property to a partnership which would be treated as an 
investment company (within the meaning of section 351) if the part
nership were incorporated." 

(c) CoNJl'ORXINo AHENDHE?l.'T.-8ections 722 and 723 (relating to 
~x ~) are each amend~ by~ out "contribution." and insert
mg m lieu thereof "contribution mcreased by the a.mount (if any) of 
gain recognized to the contributing partner at such time." 

( d) ColDtoN TauST FuND8.-Subsection ( e) of section 584 (relating 
to admission to and withdrawal from a common trust fund) is 
amended by inserting after the first sentence the following new sen
tence: "The admission of a pa.rticipant shall be treated with res~ct to 
~he i::~~nt as the purchase of, or an exchange for, the part1cipat-

~e) TRUSTS.-
( 1) IN GENERAL.-8ection 683 (relating to applicability of pro

viswns) is amended to read as follows: 
"SEC. 683. USE OF TRUST AS AN EXCHANGE FUND. 

" (a) GENk.RAL RULE.-Exeept as provided in subsection (b), if 
property is transferred to a tn1st in exchange for an interest in other 
trust property and if the t.rnst. wouJd be an investment company 
(within the meaning of section 351) if it were a corporation, then 
gain shall be recognized to the transferor. 

"(b) ExCEPTION FOR PooLED INCOME Fmros.-Subsection (a) shall 
not af ply to any transfer to a pooled income fund (within the mean
ing o section 642 ( c )( 5)) . " 

(2) (',ONFORMINO AMENDMENT.-The table of sections for sub
part F of part I of subchapter J of chapter 1 is amended by 
striking out the item relating to section 683 and inserting in lieu 
thereof the following: 

"Sec. 683. Use of trust as an exchange fund.'' 
( f) EFFECTIVE DA'.lT.8.-

{ 1) Except as provided in paragraph (2), the amendment 
made by subsection (a) shall apply to transfers made after 
February 17, 1976, in t:a.xable years ending after such date. 

(2) The amendment made by subsection (a) shall not apply 
to transfers made in accordance with a ruling issued by the 
Internal Revenue Service before February 18, 1976, holding that 
a proposed .transaction would be a reorganization descriDed in 
paragraph (1) of section 368(a) of the Internal Revenue Code 
of 1954. 

( 3) Except as provided in paragraph ( 4:), the amendments 
made by subsections (b) and ( c) shall applJ' to transfers made 
after February 17, 1976, in taxable years ending after such date. 

( 4:) The amendments made by subsections ( b) and ( c) shall 
not apply to tra.nsfers to a partnership made on or before the 
90th day after the date of the enactment of this Act if-

(A) eith~ 
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(i) a ruling request with respect to such transfers 
was filed with the Internal Revenue Service before 
.March 27, 1976, or 

(ii) a .registration statement with respect to such 
transfers was filed with the Securities and Exchange 
Commission before March 27, 1976 

( B) the securities transferred were deposi~ on or before 
the 60th day after the dat.e of the enactment of this Act, and 

(C) either---
(i) the aggregate value (determined as of the close of 

the 60th day referred to m subparagraph (B), or, if 
earlier, the close of the deposit period) o1 the securities 
so transferred does not exceed $100,000,000, or 

(ii) the securities transferred were a.ll on deposit on 
February 29, 1976, pursuant to a ~ration stat.ement 
referred to in subparagraph (A) (ii) •• 

( 5) If no registration statement was required to be filed with 
the Securities and Exchange Commission with respect to the 
transfer of securities to any partnership, then paragraph ( 4:) 
shall be applied to such transfers-

(A) as if pa~ph ( 4) did not cont.a.in subpa.ragra.ph 
(A) (ii) thereOf, aD.d 

( B) by substituting "$26,000,000" for "$100,000,000" in 
subparagraph (C) (i) thereof. 

( 6) The amendments ma.de by subsections ( ~m~d ( e) shall 
t.ake effect on April 8, 1976, in t.axable years en · on or aft.er 
such date. 

SEC. Zl32. CONTRIBUTIONS OF CERTAIN GOVERNMENT PUBLICATIONS. 
(a) IN GENERAL.~tion 1221 (relating to definition of capital 

asset) is amended by-
( 1) striking out "or" at the end of paragraph ( 4:); 
(2) striking out the !'?riod at the end of para.graph (5) and 

inserting in lieu thereof ; or", and 
~3) adding aft.er paragraph (6) the following new pa~ph: 
'(6) a publication of the United States Governmenf (inelu~ 

the Congressional Record) which is received from the Unitea 
States Government or any agency thereof, other than by purchase 
at the price at which it is offered for sale to the public, and which 
is held by-

" (A) a taxpayer who so received such publication, or 
" ( B) a taxpayer in whose hands the basis of such publica

tion is determined, for purposes of determining gain from a 
sale or exchange, in whole or in part by reference to the basis 
of such publication in the hands of a taxpayer described in 
subparagraph (A).". 

Cb) EFJ'EOTIVE DATE.-The amendment made by subsection (a) 
sh&ll apply to sales, exchanges, and contributions made after the date 
of enactment of this Act. 
SEC. Zln. TAX INCENTIVES STUDY. 

(a) 8'rm>Y.-The Joint Committee on Taxation, in consultation 
with the Treasury, shall make a full and complet:.e study and compara
tive analysis of the cost effectiveness of different kinds of tax incentives, 
including an analysis and study of the most effective way to use tax 
cuts in a period of business recession to provide a stimulus to the 
economy. 

90 STAT. 1925 

26use121 
note. 

26 USC 584 
note. 

26 USC 1221. 

26USC1221 
DOte. 

26 USC8022 
DOte. 



9 90 STAT. 1926 

26 USC 120. 

PUBLIC LAW 94-455-0CT. 4, 1976 

(b) REroRT.-The Joint Committee on Taxation shall submit to the 
Committee on Finance of the Senate and to the Committee on Ways 
and Means of the House of Representatives a final re_port of its study 
and investigation together with its recommendations, mcluding recom
mendations for legislation, as it deems advisable. 

(c) REFORTINO DATE.-The final report called for in subsection (b) 
of this section shall be submitted no later than September 30, 1977. 
SEC. 2134. PREP AID LEGAL EXPENSES. 

(a) ExOLusION.-Part III of subchapter B of chapter 1 is amt-nded 
by inserting after section 119 the following new section: 
"SEC. 120. AMOUNTS RECEIVED UNDER QUALIFIED GROUP LEGAL 

SERVICES PLANS. 
"(a) ExOLuSioN BY EHPLOYEE FOR CoNTRIBUTIONs AND LmAL SERV

ICES PlwVIDED BY EXPLOYEB.-Gross income of an employee, his spouse, 
or his de;>endents, does not include-

" ( 1) amounts contributed by an employer on behalf of an 
employee, his spouse, or his dependents under a qualified group 
legal services plan (as defined in subsection (b) ) ; or 

"(2) the value of legal services provided, or amounts paid for 
I~ services, under a qualified ~oup legal services plan (as 
defined in subsection (b)) to, or with respect to, a.n employee, his 
spouse, or his dependents. 

"(b) Qu.ALIJ'IED GROUP LEGAL Suv1cES P.u.N.-For purposes of 
this section, a qualifird group legal services plan is a separate written 
plan of an employer for the exclusive benefit of his employees or their 
spouses or <leI?endents to provide such employees, spouses, or depend
ents with specified benefits consisting of personal legal services throu~h 
prepayment of, or provision in advance for, legal fees in whole or m 
part by the employer, if the plan meets the requirements of subsec
tion (c). 

" ( e) R:EQUIBEHENTS.-
" ( 1) DISCRllUNATION.-The contributions or benefits provided 

under the plan shall not discriminate in favor of employees who 
are officers, shareholders, self-employed individuals; or highly 
com~nsated. 

"(2) Euom1LITY.-The plan shall benefit employees who qual
ify under a classification set u.P by the employer and found by 
the Secretary not to be discrimmatory in favor of employees who 
are described in para~ph (1). For purposes of this paragraph, 
there shall be excluded from consideration employees not included 
in the plan who are incJuded in a unit of employees covered by 
an agreement which the Secretary of Labor finds to be a collec
tive bargaining agreernent between employee representatives and 
one or more employers, if there is evidence that group legal serv
ie.es plan benefits were the subject of good faith bargaining 
between such employe.e representatives and such employer or 
e~loyers. 

(3) CoNTRIBUTION LIMITATION.-Not more than 25 percent of 
the amounts contributed under the plan during the year may be 
provided for the class of individuals who are shareholders or 
owners (or their spouses or dependents), each of whom (on any 
day of the year) owns more than 5 percent of the stock or of the 
c&gital or profits interest in the employer. 

(4) NCYI'lFIOATION.-The plan shall give notice to the Seer~ 
tary, in such manner as the Secretary may by regulations pre
scribe, that it is applying for recognition of the status of a 
qualified group legal services plan. 
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"(5) CoNTRIBUTIONs.-Amounts contributed under the P.lan 
shall be paid only (A) to.insurance companies, ?r to or~za.
tions or persons that provide personal legal 801:"1~' or mdem
nification against the cost of personal legal semces, m exchange 
for a prepayment or payment of a ~remium, (B) to orga~ons 
or trusts described in section 50l(c) (20), (C) to orgamzati?118 
described in section 501 ( c) which are permitted by that section 
to receive payments from an employer for support of one or more 
qualified group legal services _plan or P!~ except that ~ch 
organizations shall pay or credit the contnbubon to an orgamu
tion or trust described in section 50l(c) (20), (D) as prepa~~ts 
to providers of legal services under the plan, or (E) a combma-
tion of the above. . 

" ( d) Orm:R l>EFINITioNs AND SPECIAL Ruu:s.-For purposes of this 
eection- , 

"(1) SELF-Elf'PWYED INDIVIDUALj EXPWYJ!lE.-The term self
employ.ed individual' means, and the term 'employee' includes, 
for any year an individual who is an employee within the mean
illl? of sectiO:. 401(c) (1) (relating to self-employed individua.ls). 

1'(2) EHPLOYER.-An individual who owns the entire iJ?.te~ 
in an unincorporated trade or business shall be treated as his own 
employer. A J>&rtnership shall be treated as the employer of each 
partner who 18 an employee within the meaning of paragraph (1). 

"(3) Au..ocATIONs.-Allocations of 8.!11ount.s co~tributed u~der 
the pla.n shall be made in accordance with regulations prescnbed 
by the Secretary and shall take into account the expected relative 
utilization of benefits to be provided from such contributions or 
plan assets and the manner in which any pnimium or other charge 
was developed. 

" ( 4) DEPENDENT.-The term 'dependent' has the meaning given 
to it by section 152. 

"(5/ EXCLUSIVE BENEFIT.-In the case of a pla~ to whic~ C?D
tribut1ons are made bv more than one employer, m dete~ 
whether the plan is lor the t'Xclusive benefit of an employers 
employees or their spouses or dependents, the employees of any 
employer who maintains the plan shall be considered to be the 
employees of each employer who maintains the plan. 

'r(6) ATI'RIBUTION RULE8.-For purposes oft.his Reetion-
" (A) ownership of stock in a corporation shall be deter· 

mined in accordance with the rules v.rovided under subsec· 
tions ( d) and ( e) of section 1563 (without regard to section 
1563(e) (3) (C) ), and 

"(B) the interest of an emfloyee in a trade or business 
which is not incorporated shal be determined in accordance 
with regulations prescribed by the Secretary, which shall be 
based on principles similar to the principles which a.pply 
in the case of subparagraph (A). 

"(7) Ton OF NOTICE ro SECRJ!!TARY.-A plan shall not be a quali
fied group legal services plan for any period prior to the ti!De 
hotifica.tion was provided to the Secretary in accordance with 
subsection ( c) ( 4:), if such notice is given after the time prescribed 
by the Secretary by regulations for givin' such notice." 

(b) EXEHPT STATUs . .:.__section 501 ( c) (relating to exempt organi
zations) is amended by adding at the end thereof the following new 

pa~ph: · · ust ted "zed · th (20) an orgamzation or tr crea or orgam m e 
United States, the exclusive function of which iR to form part of 

90 STAT. 1927 

Infra. 

"Dependent." 

26 USC 501. 
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a quali!ied group legal se!"i~ plan or plans, within the meaning 
o.f section 120. An <!rgaruzat1on or trust which receives contribu
tion~ ~use of section 120 ( c) ( 5) ( C) shall not be prevented from 
quahfymg as an. organ~ation described in section 501(c) (20) 
me~ly because it proVIdes legal services or indemnification 
against the cost of legal services unaBSOCiated with a qualified 

up legal services plan." 
TECHNICAL AHENDHENT.-The table of sections for part III of 

!'1l apte~ B of chapter 1 i~ amended by inserting after the item relat-
mg to section 119 the following new item: 

"Sec. 120. Amounts received under qua!Uled group legal aervtces plan&" 

( d) STUDY AND REPORT BY SECBETARIES OF 'I'REAsuaY AND L.uwc.-
(1) ~.complete stl?-dl.. and investigation with respect to the 

~esJ.rabihty an~ feas1bpity of continuin¥ the exclusion from 
~come of certain prepaid group legal services benefits under sec
t10n !20 of the Internal Revenue CQd.e of 1954 shall be made by 
the Secretary of Labor and by the Secretary of the Treasury. 

(2) The Secretary of. Labor and the Secretary of the Treasury 
shall repoi;:t to ~e P~dent and the Congress with respect to the 
study and mvestigation conducted under paragraph (1) not later 
than December 31, 1980. 

(e) EFFECTIVE D.ATES,-

(1) IN GENEJW..-Except as provided in paragraph (2) the 
am~nd~ents made by this section shall apply to taxable years 
~~mg after December 31, 1976, and ending before January 1, 

(2) NOTICE REQUIREKENT.-For purposes of section 120(d) (6) 
of the Internal Revenue Code of 1954, the time prescribed by the 
Sec~tary of the .1'reasucy by regulations for gi~ the notice 
required by section 120 ( c) ( 4) of such Code shall not exJ_>ire 
before the 90th.day after the day on which rejtll}ations prescribed 
under such section 1.20 ( c) ( 4) firSt become final 

( 3) EXISTING PI.A.NS.-
( A) For purp~ of section 120 of the Internal Revenue 

9ode. of 1954, a written group legal services plan which was 
m eXiste~ce on June 4, 1976t shall be considered as satisfying 
the reqwrement:a of su~ti<?ns (b) and (e) of such section 
1~ for the period ending with the compliance date (deter
mmed under subparagraph (B) ). 

(B) CoHP~cg DATE.-Il'or purposes of this paragraph 
the term "compliance date" means-- ' 

(i) the date ?£!Curring 180 days after the date of the 
en~?n~nt of ~s Act, or 

(11) if later, m the case of a plan which is maintained 
pursuant to one or more agreements which the Secre
tary of Labor . finds to be collective bargaining agree
me~ts, the earlier of December 81, 1981, or the date on 
wh1c~ the last of the collective bargaining a ments 
relating to the pl~ terminates ( determmef!ithout 
regard to any extension thereof agreed to after the date 
of the enactment of this Act). 

SEC. 2135. SPECIAL RULE FOR CERTAIN CHARITABLE CONTRIBUTIONS 
OF INVENTORY AND OTHER PROPERTY. , 

~ (a) IN GE_NERAL.-Sectio~ 170 ( e) (relating to certain contributions 
or ordmary income and cap1~al gain property) is amended by adding 
at the end thereof the followmg new paragraph : 
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"(3) SPECIAL RULE FOR CERTAIN CONTRIBUTIONS OF INVENTORY 

A.ND OTHER PROPERTY.- • 
"(A) QuALIPIED CONTRIBUTIONS.-For purposes o~ this 

para~aph, a qualified contribution shall mean a chantable 
contribution of property described in paragraph (1) or (2) 
of section 1221, by a corporati<!n (other than. a co~~t1on 26 USC 1221. 
which is an electing small business corpo~tio!l WI~ t~e 
m~ of section 137l(b)) to an orgammtlon which. 18 

described in section 501 ( e) ( 3) and i;B exempt und~r seet~on 
601 (a) (other than a private fo~dahon, as .defined m sect1C?n 
509{a), which is not an operatmg foundation, as defined m 
section 4942(j) (3) ), but only if-

"(i) tlie use of the J.>roperty by the donee is related to 
the purpose or funct.ion constituting the basis. for its 
exemption under section 501 and the property is to be 
used by the donee solely for the care of the ill, the needy, 
or infants ; . 

" (ii) the property is not transferred by ~he donee m 
exchange for money, other property, or services; . 

"(iii) the taxpayer receives from the donee a written 
statement representing that its use and disposition of the 
property will be in accordance with the provisions of 
cla~ (i) and (ii); and . . 

" ( 1v) in the case where the property IS sub1ect ~ regu-
lation under the Federal Food, Drug, and Cosmetic Act, 26 USC 301. 
as amended, such property must fully satisfy the applica-
ble requirements of such Act and regulations promul-
gated thereunder on the date of transfer and for one 
hundred and eighty days prior thereto. 

"(B) .A.xoUNT OF REDUCTION.-The reduction under para
graph (1) (A) for any qualified contribution (as defined in 
subpa~ph (A)) shall be no greater than the sum of-

"(i) one-half of the amount computed under para
graph (1) (A) (computed without regard to this para-

~fftl'~~mount (if any) by which the charitable con
tribution deduction under this section for any qualified 
contribution (computed by ~ into account the 
amount determined. in clause (i), but without regard to 
this clause) exceeds twice the basis of such property. 

"(C) This paragraph shall not apply to so much of the 
amount of the gain described in paragraI>h (1) (A) which 
would be long-term capital gain but for the a.pplication of 
sections 61'7, 124!l.1250, 1251,orl2!l2." 

(b) EFFECTIVE D~n.;--The amendment made by this section appli~ 26 USC 170 
to charitable contnbuhons made after the date of enactment of th18 note. 
Act, in taxable years ending after such date. 
SEC. 2136. TAX TREATMENT OF THE GRANTOR OF OPTIONS OF STOCK. 

SECURmES. AND COMMODmES. 
(a) Section 1234 (relating to options to buy or sell) is amended to 26 USC 1234. 

read as follows: 
"SEC. 1234. OPTIONS TO BUY OR SELL. 

" (a) TREATH!lNT OF GAIN OR Loss IN THE CASE or THE PUBCHASER.
" ( 1) GENERAL RULE.-Gain or loss attributable to the sale or 

exchange of, or loss attributable to failure to exercise, an option 
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to buy or sell property shall be considered gain or loss from the 
sale or exchange of property which has the same character as the 
property to which the option relates has in the hands of the tax
payer (or would have in the hands of the taxpayer if acquired 
by him). 
~(2) SPECIAL RULE FOR LOSS ATl'RIBUTABLE TO FAILURE TO EXER

CISE OPl'ION.-For purposes of paragraph (1), if loss is attribut
able to failure to exercise an option, the o_{>tion shall be deemed 
to have been sold or exchanged on the day it expired. 

"(3) NONAPPLIOATION OF SUBSE<-TION.-This subsection shall not 
applyto-

"(A) an option which constitutes property described in 
paragraph ( 1} of section 1221; 

" ( B) in the case of gain aUributable to the sale or 
exeharige.of an option, ~ny income derived~ connection with 
such option which, without regard to this sll'bsection is 
treated as other than gain from the sale or exchange ~f a 
cariital asset; and 

' ( C) a loss attributable to failure to exercise an option 
described in section 1233 ( c). 

"(b) TREATMENT OF GaANTOR OF OPnoN IN THE CASE OF Srocx, 
8ECUJU'l'IE8, oa CoxK'ODrru:s.-

" ( 1) GENERAL RULL-In the case of the grantor of the option, 
gain or loss from any closing transaction with respect to, and 
gain on lapse of, an option in property shall be treated as a gain 
or loss from the sale or exchange of a capital asset held not more 
than 6 months. 

"(2) l>unnnoNs.-For purposes of this subeection-
. "~A) CWSING TRANSACTION.-The term 'closing transac

tion means any termination of the taxpayer's obligation 
under an option in property other than through the exercise 
or lapse of the option. 

"(B} PltoPERTY.-The term 'property' means stocks and 
securities (including stocks and securities dealt with on a 
'when issued' basis), commodities, and commodity futures. 

111 (3) NONAPPLICATION OF 8UBSECTION.-This subsection shall not 
apply to any option granted in the ordina7, course of the tax
payer's trade or business of granting options. ' 

(b) Er:n~ DATE.-The amendment made by subsection (a) shall 
apply to opt.ions granted after September 1, 1976. 
SEC. 2137. EXEMPT-INTEREST DIVIDENDS OF REGULATED INVEST

MENT COMPANIES. 
(a) G;E~L.-Section 852(a) (1) (relating to regulated investment 

compames) is amended to read as follows: 
" ( 1) the ~educti«?n for dividend~ paid during the taxable year 

(as defined in section 561, but without regard to capital gain 
dividends) equals or exceeds the sum of-

"(A) 90 percent of its investment company taxable income 
for the taxable year determined without regard to subsection 
(b)(2)(D); and 

"(B) 90 percent of the excess of (i) its interest income 
e~cl~dable fro.m gro.ss income under section 103(a) (1) over 
( 11) its deductions disallowed under sections 265 171 (a) (2) 
and". ' ' 

(b) Dn:n>ENDS ~AID DEnUCTION.-Section 852(b) (2) (D) (relating 
to taxable mcome) is amended to read as follows: 
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"(D) the deduction for dividends paid (as defined in sec
tion 661) shall be allowed, but shall be computed !fithout 
regs.rd to capital gain dividends and exempt-mterest 
dividends." . 

(c) EXEMPT-INTEREST DrvroENDS.-Section 852(b) (relatmg to 
method of taxation of regulated investment companies and shB;re
holders) is a.mended by inserting after paragraph (4) the following 
newpa~j~ 

" ( 5) I INTBRE8T DIVD>END8.-If, at the close of each qua.r-
t.er of its taxable year, at least 50 percent of the value (as ~efined 
in section 851(c) (4)) of the total assets of the regulated mv~
ment company consists of obligations described in section 
103(a) (1). such company shall be qualified to pa.y exempt-interest 
dividends

1 
as defined herein, to its shareholders. 

"(A) DlmmTioN.-An exempt-interest dividen~ me~s 
any dividend or part thereof (other than a capital gam 
dividend) paid by a regulated investment company a.nd aes
ignated br. it as an exempt-interest dividend in a written 
notice mailed to its shareholders not later than 45 days after 
the close of its taxable year. If the aggrega.te amount so 
designated with respect to a ta.xable year of the company 
(includ4ig exempt-interest dividends paid after the close of 
the taxa.ble lear as described in section 855) is greater than 
the excess o -

"(i) the amount of interest excludable from gross 
income under section 108{a} (1), over 

" {ii) the amounts disalfowed as deductions under 
sections 265 and 17l(a} (2), 

the portion of such distribution which shall constitute an 
exempt-interest dividend shall be only that proportion of the 
amount so designated as the amount of such excess for such 
taxable Ie&r bears to the amount so designated. 

"(B) TREATMENT OF EXEXPI'-INTEREST DIVIDENDS BY SHARE
HOLDEBS.-An exempt-interest dividend sha.ll be treated by 
the shareholders for all purposes of this subtitle as an item 
of interest excludable from gross income under section 108(a) 
(1). Such purposes include but are not limited~ 

"(i) the determination of gross income a.nd taxable 
income, 

" (ii) the determination of distributable net income 
under subchapter J, 

"(iii) the allowance of, or calculation of the amount 
of, any credit or deduction, and 

" (iv) the determination of the basis in the hands of 
any shareholder, of &J!Y share of stock of the compan:y." 

(d) TEcHNicAL A:m:NDJ1DNT.-Section 108(g), as redesipted bI 
section 1805 of this Act ( relatin.1? to exclusions hom gross mcome of 
interest on certain K<>vemment Obligations) is amended by inserting 
after paragraph (28) the following new paragraph: 

•(U) Exempt-interest dhidenda..-For treatment of exempt-interest 
dividenda, 1ee aeetion 85!(b)(5)(B)." 

(e) Duw.wwANCJ: OF DmuCTioNs.-8ection 265 (relating to non
allowance of deductions for expenses and interest relating to tax
exempt income) is amended by adding at the end thereof the following 
new pa.ragraphs: 

26 USC 852. 

26 USC 103. 

26 USC 265. 
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"(3) CERTAIN REGULATED INVESTJONT OOKPANDS.-ln the case 
of a regulat.ed investment company which distributes during 
the taxable year an exempt-interest dividend (including exemp~ 
interest dividends paid after the close of the taxable year as 
described in section 855), that portion of any amount otherwise 
allowable as a deduction which the amount of the income of such 
company wholly exempt from taxes under this subtitle bears to 
the total of such exempt income and its j{I'OSS income (excluding 
from gross income, for this purpose, capital gain net mcome, as 
defined in section 1222 ( 9) ) . · 

"(4) INTEREST RJ<:I,ATED TO EXEHPT·INTEREST DIVIDENDS.-Jnter
est on indebtedness incurred or continued to purchase or carry 
shares of stock of a regulated investment company which during 
the taxable year of the holder thereof distributes exempt-interest 
dividends." 

( e) EnEcTIVE DATL-The amendments made by this section shall 
apply to t;axable years beginning aft.er December 31, 1975. 
SEC. 2138. COMMON TRUST FUND TREATMENT OF CERTAIN CUSTODIAL 

ACCOUNTS. 
(a) IN GENERA.L.-Section 584 (a) ( 1) (relating to definition of com

mon trust fund) is amended to read as follows: 
" ( 1) exclusively for the collective investment and reinvestment 

of mone~s contril>uted thereto by the bank in its capacity-
" A) as a trustee1 executor, administrator, or guardian, or 
" B) as a custodian of accounts-

" ( i) which the Secret&~ determines are established 
pursua~t to a Si;ate law "'.hich is substantiall;y similar to 
the Uniform Gifts to Mmors Act as publiShed by the 
American Law Institute, and 

". (ii) '!"ith respect to which the ba~ establishes, to the 
satisfac?<,>~ .of ~he. Secretary,, that it has duties and 
respons1biht1es srm1lar to duties and responsibilities of 
a trustee or guardian ; and". 

SEC. 2139. SUPPORT TEST FOR DEPENDENT CHILDREN OF DIVORCED 
ETC., PARENTS. 

(a) . IN GENERAL.-S~c~on 152 ( relatin~ to definition of de~d
ents) is a.mended by striking the word "all in subsection (e) (2) (B) 
(i) thereof and inserting in lieu thereof "each" 

(b) EnEcTIVE DATB.-The amendment made by this section shall 
ap.PlY to taxable years beginning after the date of the enactment of 
this Act. 
SEC. 2140. INVOLUNTARY CONVERSION OF REAL PROPERTY. 

(a) IN Gi:NERAL.-Bection 1033(~) (relat~ to involuntary con
versions), as amended by this Act, IS emended by adding at the end 
thereof the following new paragraph: 

"(4) SPEC!AL RULE.~ln µie case of a compulsory or involun
tar[ conversion descl'lbed m paragraph (1), subsection (a) f3) 
(B (i) shall be applied by substituting '8 years' for '2 years';". 

(b) FftOTIVE DATE.-The amendment made by this section shall 
apply with respect to any disposition of conve11:ed property (within 
the meaning of section 1083(a) (2) of the Internal Revenue Code of 
1954) after December 31, 1974, unless a condemnation proceeding 
with respect to such property began before the date of the enactment 
of this Act. 
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SEC. 2141. LIVESTOCK SOLD ON ACCOUNT OF DROUGHT. 
(a) IN GENERAL.---tiection 451 (l'elating to general rules for taxable 

year of inclusion) is amended by adding at the end thereof the fol
lo~ new subsection: 

" ( e) SPECIAL RULE FOR PBocmms FBox LivmrooJt Sow ON AoooUNT 
OJ!' DROUGBT.-

" (1) IN GENERAL.-ln the case of income derived from the sale 
or exc~ of livestock (other than livestock described in sec
tion 1231(6) (8)} in excess of the number the taxpayer would sell 
if he followed hls usual business practices a taxpayer reporting 
on the cash receipb:l and disbursements method of accounting may 
elect to include such income for the taxable year following the 
taxable year in which such sale or exchange occurs if he estab
lishes that, under his usual business practices, the sale or exchange 
would not have occurred in the taxable year in which it occurred 
if it were not for drought conditions, and that these ~ht con
ditions had remlt.ed in the area being designated as eligible for 
~ce by the Federal Government. 

"(2) LmrrATION.-Paragraph (1) shall apply only to a tax
payer whose principal trade or business is farming (within the 
meaning of section 6420 ( c) ( 3)) ." 

(b) EFFEOTIVE DATE.-The amendment ma.de by this section applies 
to taxable years beginning after December 81, 1975. 

Approved October 4, 1976. 
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