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MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

January 2, 1975 

THE :RESfoENT 

KEN~ 

ACTION 

Last Day: January 4 

Enrolled Bill H .R. 421 
Duty-free Treatment of Upholstery 
Regulators 

Attached for your consideration is H. R. 421, sponsored by Represen
tative Conte, which permits the duty free importation of upholster 
regulators and upholsterers' regulating needles and pins. There 
is no domestic commercial production of these articles. 

The remainder of H .R. 421 consists of amendments to the tax laws, 
none of which were opposed by Treasury. 

OMB recommends approval <:tnd provides additional background 
information in its enrolled bill report (Tab A) . 

Max Friedersdorf (Loen) and Phil Areeda both recommend approval. 

RECOMMENDATION 

That you sign H .R. 421 (Tab B) . 

Digitized from Box 20 of the White House Records Office Legislation Case Files at the Gerald R. Ford Presidential Library



EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

MEMORANDUM FOR THE PRESIDENT 

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

Sponsor - Rep. Conte (R) Massachusetts 

Last Day for Action 

January 4, 1975 - Saturday 

Purpose 

Permits the importation of upholstery regulators and upholsterers' 
regulating needles and pins free of duty; and contains numerous 
amendments to the tax laws. 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Council of Economic Advisers 
Department of Housing and Urban 

Development · 
Department of Commerce 
Department of State 
Department of Labor 
Office of the Special Representative 

for Trade Negotiations 
Department .of Justice 

Approval 

Approval 
No objection (InfcrE!:al1y) 

No objection (IlU'orliWll.lly) 
No objection (Section 1) 
No objection (Section 1) 
No objection (Section 1) 

No objection (Sect~hlt'ol-iu!llJ 
Defers to Treasury 
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Discussion 

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

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

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

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

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

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

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

The revenue loss from section 3 would be about $5 million. 
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Accrued vacation pay deductions -- Section 4 would allow employers 
to take a deduct1on for accrued vacation pay which, except for 
contingencies such as termination of employment before vacation 
time arrives, has already been earned by the employees. Special 
rules are provided which would prevent a doubling up of deduc
tions in cases of employers who are newly adopting the accrual 
pay system. 

The revenue effect of section 4 would be negligible. 

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

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

There would be no revenue effect from this provision. 

Extension of special gain recapture provision re sale of sub
S1d1zed hous1ng projects -- Sect1on 5 would extend from January 1, 
1975 to January 1, 1976 the present rules providing a shorter 
period for recapture of gain on the sale of certain Government 
subsidized housing projects. 

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

This provision would have no revenue impact. 

::-+ 
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Treatment of foreclosure property income by real estate investment 
trusts -- In order to qualify for special tax treatment as a 
real estate investment trust ("REIT"} under present law, a 
trust must distribute its income to investors each year and may 
receive only up to certain amounts of specific types of income. 
These restrictions are designed to allow REIT tax benefits only 
where there is a pooling of investment arrangement; the invest
ment is basically in the field of real estate; and the trust's 
income is clearly passive income from real estate investments. 

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

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

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

The revenue effect of section 6 would be negligible. 

Increase in interest charged on tax deficiencies and overpayments 
Section 7 would increase from six to nine percent the rate of 
interest payable (a} by taxpayers to the Government on tax defici
encies and (b) by the Government to taxpayers on overpayments not 
refunded within prescribed time limits. It would also provide 
for further modifications of this rate of interest to be tied 
by formula to the prime rate. 

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

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

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

Withholding tax exemption for interest paid by U.S. companies 
to foreign lenders -- In 1971 legislation was enacted to permit 
U.S. firms to obtain funds from foreign lenders for use domes
tically or abroad, and to exempt such foreign lenders from the 
30 percent withholding tax. In the event these obligations 
were transferred to u.s. persons, the Interest Equalization 
Tax ("IET") was imposed. Since the expiration of the IET on 
June 30, 1974, the withholding tax exemption has not been in 
effect for such borrowings. · 

Section 9 of the enrolled bill would provide an exemption for 
interest paid to foreign lenders except where the income is 
effectively connected with the conduct of a business or trade 
in the U.S. by the foreign lender. It would additionally 
exclude debt obligations from U.S. estate tax where the interest 
received by a decedent at the time of his death would qualify 
for the 30 percent withholding tax exclusion. 

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

Tax treatment of political parties and committees -- The enrolled 
bill would generally treat political parties, committees, and 
separate campaign funds as tax-exempt organizations. Contri
butions to them would not be considered as income, although 
they would be subject to tax on unrelated business income, 
capital gains and investment income. Political organizations 
would not be subject to tax or required to file a return unless 
its gross income exceeds its directly-connected deductions by 
more than $100. (Section 10) 
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Political contributions would not be subject to the gift tax 
for transfers occurring after May 7, 1974. (Section 14) 
However, where gifts of appreciated property are made to 
political organizations, the contributor would be treated as 
having sold the property on that date and would be taxed on 
the difference between the fair market value of the transferred 
property and his basis for the property. (Section 13) 

Individuals holding elective office or candidates for such 
office would be permitted to establish newsletter funds as 
tax-exempt political organizations. (Section 10) The tax 
credit or deduction allowed for political contributions would 
be expanded to cover contributions to newsletter funds. Such 
credit or deduction would be granted for contributions made 
in the calendar year prior to the year that an individual 
publicly announces his candidacy. (Section 11) Under present 
law, a deduction or credit is allowed only for the year in 
which the candidacy is announced. 

The revenue effect of these provisions would be negligible. 

Increase in political contributions credit and deduction -
Under current law a tax cred1t 1s ava1lable for one-half of the 
political contributions by an individual, with a maximum credit 
of $12.50 per individual, or $25 for a couple filing a joint 
return. Alternatively, a tax deduction may be taken for one
half of the contribution, with a maximum deduction of $50 per 
individual or $100 on a joint return. 

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

Enclosures 

?r+-1.1~ 
Assistant Director for 
Legislative Reference 



THE' GENERAL COUNSEL OF HOUSING AND URBAN DEVELOPMENT 

WASHINGTON, D. C. 20410 

DEC 311974 

Mr. Wilfred H. Rommel 
Assistant Director for 

Legislative Reference 
Office. of Management and Budget 
Washington, Do C. 20503 

Attention: Mso Mohr 

Dear Mr. Rommel: 

Subject: H. R. 421, 93d Congress, Enrolled Enactment 

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

This enrolled enactment contains provisions which would amend 
the Tariff Schedules of the United States and the Internal 
Revenue Code of 1954. Of interest to this Department are the 
provisions which relate to the Federal income tax treatment 
accorded real estate investments and investment trusts. These 
include proposed one year extensions (from January 1, 1975 to 
January 1, 1976) of Internal Revenue Code provisions which 
allow (i) a five year amortization of expenses incurred in 
rehabilitating rental housing for low- and moderate-income 
families (section 3(c)) and (ii) accelerated capital gains 
treatment of gain realized from the sale of low- and moderate
income housing assisted under section 22l(d)(3) or 236 of the 
National Housing Act (section 5(c)). 

We support these extensions. In our view, a 
during the next Congress of the entire range 
to tax incentives to encourage investment in 
imperativeo Pending such a review, however, 

close examination 
of issues relating 
real estate is 
we believe 



continuation of the tax benefits involved is desirable, 
particularly in view of current economic conditions affecting 
housing. 

The enactment also would defer application of the class life 
system (sometimes referred to as the assets depreciation range 
or ADR provision) until such time as the Treasury Department 
develops appropriate regulations for such application 
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(section 5). Additionally, it would provide that a real estate 
investment trust (REIT) may not be denied so-called "pass through" 
tax treatment because of income received from foreclosure property, 
and it would allow a REIT to hold foreclosure property for sale 
(section S(c)). 

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

Sincerely, 

!lid. !I« 



THE WHIT£ HOUSE 

ACTION MEMORANDUM WASH! " TON LOG NO.: 912 

Date: Time: 
December 30, 1974 5: p. • 

FOR ACTION: Geoff Shepard~ cc (for informa.tion)=warren lendriks 
iax Friedersdorf ~· Jerry Jones 
Bill Seidman ~ v· Pat. - 'l...l Jack Marsh 
Phil Areeda /10 e::J;b/' 

FROM THE STAFF SECRETARY 

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

SUBJECT: 

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

ACTION REQUESTED: 

__ For Necessary Action __ For Your Recommendations 

__ Prepare Agenda. and Brie£ --Draft Reply 

- For Your Comments -- Draft Remarks 

REMARKS: 

P e return to Judy Johnston, Ground Floor West ing 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

I£ you have any questions or i£ you anticipate a. 
delay in submitting the required mo.teria.l, please 
telephone the Staff Secretary immediately. 

K. R. COLE, JR. 
For the President 
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---- THE WHITE HOUSE 

ACTION MEMORANDUM WASHINGTON LOG NO.: 912 

Date: 
December 30, 1974 

FOR ACTION: Geoff Shepard 
Max Friedersdorf 
Bill Seidman 
Phil Areeda 

FROM THE STAFF SECRETARY 

DUE: Date: Monday, December 31 

SUBJECT: 

Time: 
5:00 p.m. 

cc (for information): Warren Hendriks 
Jerry Jones 
Jack Marsh 

Time: 2:00 p.m. 

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

ACTION REQUESTED: 

-- For Necessary Action __ For Your Recommendations 

-- Prepare Agenda and Brief __ Draft Reply 

--- For Your Comments __ Draft Remarks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

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

., H"'ndrikS 
warren l\• "' 

the president For 



THE \\'HITE IIOCSE 

December 30, 1974 

FOR l~CTION: Geoff Shepard 
f.lax Frieders

7
dorf " 

Bill Seidman 
Phil Areeda 

FROM THE ST.r~FF SECRET.l\RY 

DUE: Dcd.e: Monday, December 31 

SUBJECT: 

LOG NO.: 912 

'"Ilirne: 
5:00 p.m. 

cc (for in£c::mation): Warren Hendriks 
Jerry Jones 
Jack Marsh 

Tixne: 2:00 p.m. 

Enrolled Bill H.R. 421·- Duty-free treatment of upholstery 
reg-ulators 

llCTIOl~ REQ1JES'IED: 

---·-For }Jecessary Action ___ Fm· Your. Reco:n:tmendfltiona 

--· -~ D:::aft Remm:ks 

Please return to Judy Johnston, Ground Floor West Wing 

... 
" 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMI'l"!'ED. 

IE you nc~V8 ar,y . ' or 11 :rcn 



-THE WHITE HOUSE 

WASHINGTON 

December 31, 1974 

MEMORANDUM FORY WARREN HENDRIKS 

FROM: ~~~AX L. FR!EDERSDORF 

SUBJECT: Action Memorandum - Log No. 912 

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

Attachments 



ASSISTANT SECRETARY 

Dear Sir: 

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

DEC 2 61974 

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

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

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

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

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

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

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

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

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

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

The Department recommends the President approve the 
enrolled enactment. 

Sincerely yours 

Frederic W. Hickman 
Assistant Secretary 

Director, Office of Management and Budget 
Attention: Assistant Director for 

Legislative Reference, Legislative 
Reference Division 

Washington, D.C. 20503 



DEC 2 7 1974 

Honorable Roy L. Ash 
Director, Office of Management 

and Budget 
Wash.ington, D. C. 20503 

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

Attention: Assistant Director for Legislative Reference 

Dear Mr. Ash: 

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

''To amend the Tariff Schedules of the United States 
to permit the importation of upholstery regulators, 
upholsterer• s regulating needles, and upholsterer• s 
pins free of duty. 11 

This Department has no objection to section 1 of H. R. 421 which 
provides duty-free treatment under both Column l (MFN) and 
Column 2 (Communist countries, except Poland and Yugoslavia) 
of the TSUS for imports of "upholstery regulators, upholsterer's 
regulating needles, and upholsterer 1 s pins. 11 

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

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

Sincerely, 

r ,. 
K.)~ 



DEPARTMENT OF STATE 

Washington, D.C. 20520 

Honorable Roy L. Ash 
Director, Office of 

Management and Budget 
Washington, D.C. 20503 

Dear Mr. Ash: 

December;; , , 1974 

I am replying to your communication (Office of 
Management and Budget Memorandum, dated 
December 24, and signed by Mr. Rommel) requesting 
our views and recommendations on H.R. 421, an 
enrolled bill to amend the Tariff Schedules of 
the United States to permit the importation of 
upholstery regulators, upholsterer's regulating 
needles, and upholsterer's pins free of duty. 

The Department of State has no objection from 
the standpoint of foreign relations of the 
United States to the enactment of the legislation. 
The articles cited in the bill are used by 
craftsmen in the upholstery trade. United States 
requirements of these articles are supplied 
entirely by imports, which are estimated by 
trade sources to be valued at less than $20,000 
annually. 

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

Cordially, 

~~ 
Linwood Holton 
Assistant Secretary for 
Congressional Relations 



U.S. DEPARTMENT OF LABOR 
OFFICE OF THE SECRETARY 

WASHINGTON 

DEC 2 'i 1974 

Honorable Roy Ash 
Director, Office of Management 

and Budget 
Executive Office of the President 
W~shington, D. c. 20503 

Dear Mr. Ash: 

This is in response to the request of your Office for 
our views on the enrolled enactment of HoR. 421, "To 
amend the Tariff Schedules of the United States to 
permit the importation of upholstery regulators, 
u~holsterer's regulatin~ needles, and upholsterer's 
p~ns free of duty." Th~s Department would have no 
objection to the President's approval of this measure 
insofar as it pertains to the rate of duty imposed on 
the items referred to above. 

This Department defers to the Department of the Treasury 
regarding views on sections 2 through 14 of the enrolled 
enactment which would amend the Internal Revenue Code of 
1954. 

Sincerely, 



ASSISTANT ATTORNEY GENERAL. 

I..EGISI.. A Tl VIii: AFFAIRS 

lltpartmttd nf Juattrt 
Bas4ingtnn. 11.<!!. 2U53U 

Honorable Roy L. Ash 
Director, Office of 

Management and Budget 
Wash1.ngton, D. c. 20503 

Dear Mr. Ash: 

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

Only the first of the fourteen sections in this bill is germane to 
its title. The other thirteen sections contain proposed amendments to 
the Internal Revenue Code of 1954 unrelated, generally, to each other 
and range from innocuous extensions of existing provisions to rather 
elaborate provisions dealing with the taxability of political organizations. 
Section 7 of the bill contains a particularly timely change in the interest 
rate with respect to the internal revenue from 6 percent to 9 percent with 
an "adjustment 11 provision based on the prime interest rate charged by banks. 

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

Sincerely, 

~~J 
W. ~l~nt Rakestraw 
Assistant Attorney General 



THE WHITE HOUSE 

ACTIO:\ :\!E~IORA~Dl·::-.1 LOG NO. : 912 

Do.· : 
December 30, 1974 

'rime: 
5:00 p.m. 

FOR AC'I'ION: Geoff Shepard 
Max Friedersdorf 
Bill Seidman~ 
Phil Areeda 

cc (for information): warren Hendriks 
Jerry Jones 
Jack Marsh 

FROM THE.STAFF SECRETARY 

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

SUBJECT: 

Enrolled Bill H. R. 421 - Duty-free treabnent o f uphols ter y 
regulators 

,.'\CT10N REQUESTED: 

---For Necessary Action __ For You:r R€.commend.a.tions 

--· Prepare Agenda and Brief 

-- For Your Co1nments -- Draft Remarks 

Please return to Judy Johnston, Gr cund Floor West Wing 

. 
~ 

PLEJl.SE ATTACH THIS COPY TO MATERIAL SUBMI'l'TED. 

!( you hnv·~ any questions or if you anticipate a 
deky in submitting the required. 1-naterial, please 
tekphone the Staff Secretary immediately. 

I • 
,..,.r 



EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE or MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

DEC 2 ~ 1~74 

MEMORANDUM FOR THE PRESIDENT 

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

Sponsor- Rep. · Conte (R) Massachusetts 

Last Day for Action 

January 4, 1975 - Saturday 

Purpose 

Permits the importation of upholstery regulators and upholsterers' 
regulating needles and pins free of duty; and contains numerous 
amendments to the tax law~. 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Council of Economic Advisers 
Department of Housing and Urban 

Development · 
Department of Commerce 
Department ot State 
Department of Labor 
Office of the Special Representative 

for Trade Negotiations 
Department of · Justice 

Approval 

Approval 
No objection (Inforita.lly) 

No objection ( h.forr.rally} 
No objection (Section 1) 
No objection (Section 1) 
No objection (Section 1) 

No objection (Sect:t(I)Allf c;i,t~lJ 
Defers to Treasury 



93n CoNGBEss } HOUSE OF REP. RESENTATIVES { REPORT 
~d Session No. 93~972 

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

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

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

REPORT 
[To accompany H.R. 4211 

The Committee on Ways and Means, to whom was referred the bill 
(H.~. 421) to amend the Tariff Schedules of the United States to 
permit the importation of upholstery regulators, upholsterer's regu
lating needles, and upholsterer's pins free of duty, having considered 
the same, report favorably thereon with amendments and recommend 
that the bill as amended do pass. 

The amendments are as follows: 
Pag~ 2, strike out the matter between lines 4 and 5 and insert the 

following: 

651.06 I Upholstery regulators, upholsterer's regulating J Free •••• -------1 Free ••••••••••• " 
needles, and upholsterer's pius, -

Page 2, line 5, insert "(a)" immediately before "The amendments". 
Page 2, after line 8, insert the following: 

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

99.:006:' -
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PuRPOSE 

The purpose of li.R. 421, as reported, is to amend the Tariff" 
Schedules of the United States to make duty. free impocts of up.,. 
holstery regulators, upholsterer's regulating needles, and upholsterer's 
pins. 

GENERAL STATEMENT 

H.R. 421 would provide duty free treatment for imports of up
holstery regul&tors, upholstei'6l''s regub1ting n.eedles, and upholsterer's 
pins by establishing a new item 651.06 in the Tari:ff Sehedules of the 
United States (TSUS) under which all imports of these articles would 
be free of duty. 

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

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

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

Your committee is informed that there is no commercial producticm. 
of these articles in the United States and that the domestic upholstery 
trade is depende:qt on imports of these articles, principally from West 
Germany and the United Kingdom. Imports of upholstery regulators 
and upholsterer's pins and regulating needles are not separately 
reported. However, it is known that the volume of such imports is 
small. 

Bills of identical purpose to H.R. 421 on two previous occassions 
have been unanimously approved by the House, H.R. 10875 nf the 
91st Congress and H.R. 6.40 of the 92nd Congress. In each o~ the~e 
instances, however, the b1ll was not finally enacted before stne d.?.e 
adjournment because the Senate added unrelated amendments m 
which the House did not concur. 

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

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

R.R.972 
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Your committee is unanimous in recommending passage of H. R. 421. 

EFFECT ON THE REVENUES OF THE BILL AND VoTE OF THJ!J 

CoMMITTEE IN REPORTING THE BILL 

In compliance with clause 7· of rule XIII of the Rules of the House 
of Representatives, the following statement is made relative to the 
effect on the revenues of this bill. Imports of the articles for which 
duty-free treatment is provided in H.R. 421 are not separately 
classified, and, in the absence of import statistics, it is not possible: 
to estimate accurately the amount of revenue loss. Based on informa
tion from firms supplying such items to the upholstery trade, it is 
estimated that annual imports of these items would be less than. 
$20,000. Therefore, it is estimated that the revenue loss due to H.R_ 
421 would be less than $2,000 in its first full year of effectiveness. 

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

CHANGES IN ExiSTING LAw MADE BY THE BILL, As REPORTED 

In compliance with clause 3 of rule XIII of the Rules of the House of' 
Representatives, changes in existing law made by the bill, as reported,. 
are shown as follows (existing law proposed to be omitted is enclosed in 
black brackets, new matter is printed in italic, existing law in which n()J 
change is proposed is shown in roman) : 

TARIFF SCHEDULES OF THE UNITED STATES 

* * * * * * * 
ScHEDULE 6.-METALS AND METAL PaonucTs 

* 

Item 

* * * * 
PART S.-METAL PIIODUCTS 

Articles 

Subpart. E.-Tools• Cutlery, !orks and ~poons 

Handsewing or darning needles, bodkins, crochet hooks, 
embroidery stilettos, [upholstery regulators, and) other 
hand needles and upholstery regulators upholsterer's 
regulating needles, and upholsterer's pi1!8, ali the foregoing, 
of metal; and needle books and needle cases, furnished 
with assortments of hand needles only: 

Needle books and needle cases: 
651.01 Valued under $1.25 per dozen books or cases ______ _ 

* • * • • 
651.04 Embroidery stilettos [and upholstery regulators) ________ _ 
651. 05 Other: 

I 
Hand sewing or darni~ needles .• ---------------------

(J/jl. 06 U~~~::lre~;~~~~~~ -~:~--:~e~~~:~ :~~~~!~~- ~::~~~~·-~-~-

* * * * * 
0 

* 

Rates of Duty 
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19% ad.val .••••• 45% ad .vah. 

9.5% ad vaL ••. 45% ad val~ 

Free ••••........ Free. 

Fru_____________ Free. 



Calendar No. 1284 
93n CoNGRESS 

12d Session } SENATE { 

UPHOLSTERY REGULATORS 

DECEMBEB 16, 1974.-0rdered to be printed 

Mr. LoNG, :from the Committee on Finance, 
submitted the :following 

REPORT 
[To accompany H.R. 421] 

REPORT 
No. 93-1357 

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

I. SuMMARY 

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

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

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

38-010 



2 

The second tax provision dea!s with the tax treatment of accrued 
vacation 1?ay. A permanent solutiOn for the treatment of acc~ed.vaca
tion pay IS provided to allow an employer to take ~ dedu?tion m the 
case of accrued vacation pay which, exc~pt f?r conti!lgencies (such as 
termination of employment before vacatiOn time arnves), h9;s already 
been earned by the employees. However, t? prevent a doublmg up ~f 
deductions in the case of an employer who Is not cov~red by the provi
sions relating to accrued vacation pay in the Tec~mcal Amen~ments 
Act of 1958, if the employer elects to take deductiOns under this new 
provision for accrued vacation_Pay, he may not cu~rently take a dedu?
tion for payments of the contm.gent !lmounts whiCh accrued \on this 
basis) in years prior to the :year m whiCh tht:: empl?yer elects this tre.at
ment. This amount is held m suspense an~ 1s. 3;vailable as a deduct~on 
onlv to the extent that the end of the year hab1hty for accrued va~ation 
pay (on the new basis) is less than the beginning amount held m the 
suspense account. . . . 

The third tax provision relates to the .apphcat10n of the class hfe 
svstem to real property. Present law provides that afte:: 1~73, the class 
J]fe svstem (sometimes referred to as the asset depr~cmtion. range or 
ADR provision) is t~ apply to real estate. The eommit~~e beheve~ that 
bringing real estate mto the ADR system before dev1smg a satisfac
tory class life system for real estate would be unworkable. As a resul~, 
the committee bill does not apply the ADR system to re.al estate until 
such time as the Treasury Department develops regulatiOns on a class 
life svstem for real estate. . · . . 

The :fourth tax provision contained in the ~omm1ttee's substitute b1ll 
deals with the tax treatment of real estate mvestment trusts. Und~r 
present law, a rea] estate investment tru~t (REIT) must meet ce1·tam 
income source tests (among other reqmrements) to be treated as a 
REIT and to be allowed "pass through" tax treatment w~ereby tJ.:e 
income is taxed to the shareholders and not the trust. A ser~es of revi
sions would be necessary for the tax treatment .of real estate mv.estment 
trusts to take into account the current pra~tices and eco;nom1c prob
lems of the industry. However, the c'?mm1ttee dealt with. only the 
most pressin~?; current problems of the mdustry, those relatmg to tl!e 
treatment of :foreclosure property .. In view of the curr.ent economic 
situation, these have become im~edmte problems fo_r the mdustry. ~he 
committee's bill generally pro:v1des that a. REI~ IS not to be demed 
the "pass through" because of mcor,n~ that It re~Cives from fort;closure 
property which :formerly was classthed as qualified real estate mcome, 
before it became necessary to foreclose on real estate mortgages. In 
general, instead the REIT will be taxed on the income from the :fore
closure property and will have a period of time to sell the .property 
or convert it into qualified property. Tl;e trust, how~ver, w1ll. not be 
denied the pass throngh tax tre~trnent with respe.ct to Its other mcome. 
The committee's bi11 also takes mto account the ~I!fi~ulty a REIT :fa.ces 
as a result o:f the provision of present law I?rohibitmg It fr?m holqmg 
any property :for sale to customers. In this regard, the bill modifies 
the rule to a limited extent to allow a REIT to hold foreclosure prop-
erty for sale. ·· . 'd b t 

'.l'he fifth tax pr';HTis~on increases the mterest rate pal y ax-
payers on tax dcfimenmes, and by the governmen~ on tax oyeri?ay
ments, from 6 percent to 9 percent per year effective for obhgat10ns 
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outstanding on July 1, 1975. In addition to updating the tax interest 
at this time, the committee believes it is appropriate to provide a 
procedure whereby the interest rate in the future will be kept up to· 
d~te \vith c~1anges in the mopey market rates. As a result, the com~ 
mi~tee provided a 12rocednre whereby the tax interest rate may be· 
ad]l!-sted as the prime rate quoted by commercial banks to larO"C' 
busm.esses. changes. The government interest rate is to be 90 perce~t 
of this pnme rate but to be at the nearest whole interest rate and not 
to be ch3:nged more tha:n. one~ every two years. 

The s1xth tax proviSion 1s concerned with the tax treatment of 
student loan fundmg programs. Present law exempts interest paid on 
.most State and local governmental obligations from Federal income 
tax. The. COJ:?.mittee included in the list of obligations, the interest 
from. wluch IS exempt from Federal income tax, qualified scholarship 
fu . bonds where the student loan programs are finance.d by non
profit 1g~er education authorities which are requested by govern
mental umts, even thm~~h they do not ~onstitu~e a State or local gov
ernment bond. In add1bon, the committee's bill makes it clear that 
s~udent loan inc~ntive payments made by the Commissioner of Educa
tion und~r the :bmergency Insured Student Loan Act of 1969 are not 
to .result m th~ treat:nent of the obligations as arbitrage bonds and in 
this manner disquah:fy the financing of these student loan programs 
for tax-exempt status. 

The s~':enth tax pro~v~sion deals wit.h the exclusion from gross in
c~me of mterest on .l1 .:S. ·bank ~eposits held b.y nonr~sident aliens. 
Un~er P_resent law, mterest received by nonresident aliens from de
posits w1th persons ~arrying on the bank.ing.business, from deposits 
(or o~hE;r accounts w1th savmgs and loan mstitutions or other similar 
assoCiatiOns, and :from amounts held by an insurance company under 
~n agreeme!lt to pay inte_rest) is exempt :from the 30-percent w1thhold~ 
mg tax on meom~ or ga~n !lot effectively connected with the .conduct 
of a trad~ or busmess withm the United States. This provision, how
ever, expues as .of ~)ecember. :n, 19~5: The committee has agreed to 
extend the termmat10n of th1s provisiOn for one additional year to 
Decem~er 31, 1976, to prevent (during 1975) an outflow of :funds held 
a.s certificates o! deposits wit~ U.S. savings in.s~itutions. _During this 
tune the. comm1ttee will review U.S. tax policies affectmg all such 
types or mvestments. 

. The ei~hth committee tax provision provides that (1) where compa:
mes had Issu.es of indebte<~nes.s outstanding on the date of the enact
ment of the mterest ~quahzatlon tax~ (2) which.were guaranteed by 
l!.S. persons, ,(3) wJ.:Ich were treate<:! un~er that Act as debt obli~a
tlOns of a f<;>rmgi; obbgor, ( 4) the obligation does not have a maturity 
date exceedmg 1o years as of .June 30, 1974, and ( 5) the obligation has 
~en I?urchased by one or more un~erwriters with th~ purpose of dis
tnbutiOn through resale, then the mterest on the obhgationR is to be 
exempt :from the 30-percent withholding tax in the ease o:f intt>rest 
payments to nonr__esident aliens. In addition, these obligations are to 
be ex;e?JPt. from lJ .S. estate tax when held by nonresident aliens. This 
pro:rislo? IS need~d because the only other procedure available to com
pames smc~ the mtere~t equalization tax is no longer in effect if they 
are to contmue to avoid the payment of the 30-percent withholding 
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tax is for the U.S. corporation to assume the obli~atim~s of its ~n~nc
ing subsidiary. However, tJ:tis would c.ause the financmg Sl_lbsidiary 
to realize income upon the d1schar~e o_f mdebtedne~s. The actiOn taken 
with respect to the interest equahzatwn tax was mtend~d to e_x:empt 
income from these obligations from tax and to make It possible to 
exclude them for estate tax purposes where th~y ~ere held by for
eigners. However, the repeal of this tax in practice madvertently ter-
minated these effects. . . . 

The final .committee tax proviSIOn modified the tax treatment of 
political organizations in five major respects: . 

(1) It provided that political parties or com~uttees (and s~parate 
campaign funds) are to be taxed on investm_ent mco~e a~d on mcome 
from a trade or business, but not on campaign ~ontnbutwns they r~
ceive. In addition, a $100 minin;mm ~to be pr<?,v1ded before any ~a~ IS 
payable on investment or busmess mcome. Gene~ally, the pohtiCal 
parties and committees are to be taxed ~s .corporatw:t;ts but the sl!rta.x 
exemption is not to be allowed and the dividends received deductiOn lS 

not to be available. 
(2) The limited credit or deduction allow~d under present ~aw for 

.campaign contributions to individual candidates (and parties ~nd 
committees) is available only if a person ha:> all?oun~ed that h_e IS ,a 
candidate for office in the year of th~ coi?-tributwn. 'I he committees 
provision allows this credit or deductiOn m the year before a person 
announces his candidacy. 

( 3) Generally, newsletter committees (and separat~ _funds) ar~ to 
be treated :for tax purposes in the same way as pohtical campaign 

l
'ttees· That is contributions received by the newsletter commlt-

comm . ' . d' ·a 1 'tte a e the tees are not to be taxable to the m IVI ua or comm1 e nor r 
funds spent :for a newsletter to be deductible. However, to the extent 
of any investment income or business incom~ in the case of these funds, 
tax is to be imposed. Should funds be w1t~drawn ~rom newsletter 
funds for personal purposes, however, tax IS to be rmposed at that 

time 1· · l ( 4\ Appre.ciated P.roperty ~ransferred by a taxpaJ:er to a po..,.Itlca 
art, or committee, If occurrmg after May _7, 1974, IS t? be ta .. ed to 

lhe aonor at the time of the transfer. ~ ~uh~g already 1s~ued by the 
Internal Revenue Service taxes apprec1at~on m pr<;>p.erty g~ven before 
that date to the political party or comlillttee rece1vmg ,!he property. 
However, this ruling is not to apply before. Au~st 2, 191 ?·. . 

( 5) Gift taxes are not to apply to contnbutwns to poht1cal parties 
or committees. :f · h 

Generally the provision outlined above ha~ th~ effect o tax1_ng t e 
ax-ties on any earnings, but not on the contrlbu.tio:t;ts.they re.ce1ve .. At 

rhe same time it prevents avoidance of tax by mdiVIdUa~S by ta~mg 
them on any ~nrealized appreciation. attributa;ble .to t~e1r cm;tr1bu· 
tions. It also makes clear that campaiJ511 sontributiOnS m reahty are 

ot a ai:ft but rather constitute contr1 but10ns to further the fleneral 
1~olitic~l ~r o-ood-government objectives of the dono_r. Fi:r:al y, the 
1han also t> deal with existing problems in connectiOn w1th news
lettefhmds and technical diffic~ll~ies arisi:t?-g i:t;t the case of the pres
ently deductible or creditable pohtlcal contr1butwns. 

I 
' 

5 

II GENERAL ExPLANATION 

A. DlJTY-FREE IMPORTATION OF UPHOLSTERY REGULATORS AND UP
HOJ,STERERS' REGULATING NEEDLES AND PINS 

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

Upholstery regulators are similar to knitting needles and are used 
to stuff :furniture being upholstered. They are currently dutiable 
under TSUS item 651.04 at 9.5 percent ad valorem under rate column 
numbered 1 (applicable to imports from countries accorded most
favored-nation treatment) and 45 percent ad valorem under rate col
umn numbered 2 (applicable to Communist countries. except Poland 
and Yugoslavia). ' 
.. Upholsterer's regulating needles are eyeless needles, about 12 inches 
m length, and are currently dutiable under item 651.47 at 8.5 percent 
ad valorem under rate column numbered 1 and 40 percent ad valorem 
under rate column numbered 2. 

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

The committee is informed that there is no commercial production 
of these articles in the United States and that the domestic upholstery 
trade is dependent on imports of these articles, principally from "\Vest 
Germany and the United Kingdom. Imports of upholstery regulators 
and upholsterer's pins and regulating needles are not separately re
ported. However1 it is known that the volume of such imports is small. 

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

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

B. EXTENSION OF CERTAIN AMORTIZATION PROVISIONS FOR ONE YEAR 

(Sec. 3 o£ the bill and sees. 167(k) (1), 169(d) (4) (B), 184(e) (1) 
and ('T) and 187(d)(3} o£ the code) 

In the Tax Reform Act of 1969, :four provisions were enacted to 
make available a special 5-year amortization as an incentive to make 
certain investments. The types of investment made eligible for rapid 
amortization include (1) rehabilitation of low and moderate income 

• 
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housin"' (2) pollution control faci~ities, (3) railroad rolling stock, 
and ( 4 )'certain coal mine safety eqmpment. . . 

In O'eneral rapid amortization was made available as an alternative 
to th~ invest~ent tax credit that was repealed in th~ 19?9 Act. Each 
o:f the types of investment eligible for. r~pid a~ortiz~twn was con
sidered important to the success of an exist~ng so_cml pohcy. :r'hose pro
o-rams relied entirely or partially upon pnvat.e mvestment m o~~er to 
;ccomplish their objectives, and Congress.b~l~eved that an addition.al 
investment incentive restricted to these activities should be made .avail
able in lieu of the investment credit. When t~e investment.credit was 
reenacted in 1971 Congress specifically provided t~at the mvestment 
·credit and rapid ~mortization both :would no~ be available fo_r the san:e 
investment. A taxpayer may elect mther the mvestment credit or rapid 
amortization. . . 

All :four of these special amortization provisions were enacted for 
a 5-year period which expires at the en9- of 1974. . . 

After consultation with the appropriate Federal offiCials an?- p~blic 
hearings during which interested private pa.rties ex:{>ressed thmr VIews, 
the committee concluded that there was still suffiCient need for thes~ 
provisions to warrant extending the. expiration date~. B~ause o:f the 
late date in the year and the present state of the legisla~I:Ve calendar, 
the committee decided to extend each of the four proVISions :f?r one 
additional year, thr<?ugh Decem~r 31, 1975. Next ye~r when It c~m
siders a tax reform bill the committee plans to re-examme t~e questwn 
.as to how long a time p~riod eac~ .provision shoul~ be contmued. . 

These four amortizatwn provisions an~ summarized, as fo~lows . 
Rehabilitation of low and nwderate moome r~n~al houszng .(~eo. 

167 ( k) ) .-Taxpayers may elect to compute depreCiatwn on rehabili~a
tion expenditures incurred after Ju.ly 24,.1969, on low and mod~rate m
come rental housing under the straight lme method over ~ penod of 60 
months if the additions or improvements have a useful life o:f? years 
or mor~. This rapid amortizati?n is ~vailable only for low-mcome 
rental housing where the dwellmg umts ~re held :for. occupan.cy by 
:families or individuals of low or moderate mcome, consistent with the 
policies of the Housing and Urban Developm~nt Act of 1968. The.60-
month rule does not apply to hotels, motels, mns, or other establ~sh
ments where more than one-half of the units are used on a transient ' . 
basis. . . · h b'l't 

To qualify for the 60-month ~epreCiatwn, the aggregate re a I I a-
tion expenditures as to any housmg ~aJ: not excee~ $15,000 per dwell
in& umt and the sum of the rehabilitatiOn expenditures :for two con
se~utive taxable years-including the taxable year-must exceed $3,000 
per dwelling unit. 

Polli>.1,tion control facilities (sec. 169) ·-:-!-'axpayers rna~ elect to 
amortize a certified p~llution co~tro~ fa.cil~ty over a p~nod of 60 
months. The amortizatiOn deductiOn IS h~Ited to. pollutiOJ?. control 
facilities added to plants (or other properties) whiCp. w.ere m OJ?e.ra
tion before January 1, 1969. Thus, the s~e~i.al ~mortizat~on provisiOn 
was not made available in the case of facilities mcluded m new plants 
built after 1968. Amortization is available for the first 15 years of the 
no~mal useful life of a pollution control unit. For example, where the 
nse:fullife of a unit normally is longer than 15 years, sa,y,25 years, the 
first 15 years (or 60 percent of the total cost of the facihty) could be 
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treated as a separate property and amortized in 5 years. The remain
ing 10 years of useful life ( 40 percent of the total cost) could be 
treated as a second property with a 25-year norinal useful life and de
preciated under currently applicable regulations. 

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

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

Ooal mine safety equipment (sec. 187).-Taxpayers may elect 
to amortize over a 5-year period certified coal mine safety equipment. 
For this purpose certified coal mine safety equipment means electrical 
face equipment which is required in order to comply with the Federal 
Coal Mine Health and Safety Act of 1969 and which is certified as 
permissible under this Act by the Secretary of Interior and which 
is placed in service before January 1, 1975. 

The equipment covered by this provision is designed to prevent 
sparking of coal mine equipment. When sparking occurs in coal mines 
with a sufficient concentration o:f methane gas, it can cause ignitions 
and explosions. This provision was enacted to ease the cost burden on 
operators of so-called nongassy mines who were required to install 
this safe electrical face equipment under the Federal Coal Mine Health 
and Safety Act of 1969. 
. Revenue effect.-There will be a decline of $5 million in tax liabili

ties in 1975 as a result of the one-year extension, and further declines 
of $4, $3, $2 and $1 million in succeeding years as the amortization is 
completed, if there are no additional extensions of the provisions. 

C. ACCRUAL OF VACATION PAY 

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

Under the 1939 Code, deductions for vacation pay could be taken 
when these expenses were paid or accrued, or paid or incurred, de
pPnding upon the method of accounting, "unless in order to clearly 
reflect income the deductions should be taken as of a different period." 
Under the above quoted portion of this provision, it was held by 
the Internal Revenue Service that vacation pay for the next year 
could be accrued as of the close of the year in which qualifying services 
were rendered, provided all of the events necessary to fix the liabil
ity of the taxpayer for the vacation pay under the employment con
tract have occurred by the close of the current year. In determining 
whether the events necessary to fix the liability of the taxpayer for 
vacation pay had occurred the fact that the employee's rights to a 
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vacation (or payment in lieu of vacation) in the following year might 
be terminated if his employment ended before the schedul.ed periOd 
was not reaarded as making the liability a contingent one mstead of 
a fixed one~ It was held that the liability in such a case was not con
tingent since the employer could expect ~he employees as a. g~o_up 
to receive the vacation pay; only the spemfic 3:mount of the hab1hty 
with respect to individuals remained lll1Certam at the close of the 
year.1 

In 1954, Congress enacted a provision (sec. 462) .whicl; provided 
for the deduction of additions to reserves for certam estimated ex
penses. Reserves :f~r vaca~ion pay, including accrual ~n a completio_n 
of qualifying service basis, would have been deductible under this 
provision and as a result it was concluded that it was no longer neces
sary to maintain the administrative )Josition describ~d abov~ with re
spect to vacation pay. As a result, m ~even~e R1~lmg 5~608 ( C.B. 
1954-2, 8), the Internal Revenue Service revised Its position on the 
deductibility of vacation pay. In. this ruling, it J:lel.d. that _no accrual 
of vacation pay could occur until the :fact of habihty w1th respect 
to sP.ecific employees was clearly established and the amount of the 
liabilitv to each individual employee was capable of computation with 
reasomible accuracy. It was thought that taxpayers accruing vacation 
pay under plans which did not meet the requirements of the strict 
accrual rule set forth in this ruling would utilize this new provision 
(sec. 462) providing for. the deduction of additions to reserves :for 
estimated expenses. Thes ruling was initially made applicable to tax
able vears ending on or after June 30, 1955. 

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

Congress, in the Technical Amendments Act of 1958 (sec. 97), fur
ther postponed the effective date of Revenue Ruling 54-608 for two 
more years, making it inapplicable to taxable years ending before Jan
nary 1, 1961. Subsequently, Congress in six sections (P.L. 84-496, 
P.L. 88-153, P.L. 88-554, P.L. 89-692, P.L. 91-172 and P.L. 92-580) 
further postponed the effective date o~ R~venue Ruling 54-60~. The 
sixth of these laws postponed the apphcatwn of the rulmg until .Tan-
nary 1, 1973. . . . . 

The applicatiOn of Revenue Ruhng 54-608 results m the demal 
of a deduction in a year where the accrual of vacation pay has not 
been clearly fixed with respect to specific employees. With the provi
sions for reserve for estimated expenses no longer a part of the 
law, this creates hardships for taxpayers who have been accruing 
vacation pay under plans which do not meet the requirements of the 
strict accrual rules set forth in this ruling. For such taxpayers, if this 
ruling were to go }nto effect, th~y would ha':'"e one year in wh~ch they 
receive no deductiOn for vacatwn pay. ThiS would occur smce the 
current year's vacation pay deductiOns would have been accrued in 

'GCM 25261. C.B. 2. 44: LT. 3956. C.B. 1949-1. 78. 
• The last of these postponements was made ln Revenue Ruling 57-825. C.B. 1957-2. 302, 

July 8, 1957. 

I 
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the prior year and the next year's vacation pay does not meet the 
tests of accrual of this ruling. 

Since the rep~al of the provision relating to the reserve for esti
mated expenses m 1955, the House and Senate committees have indi
cated that this problem needed to be studied before permanent legis
lation would be prepared. A provision has been developed as a result 
of su~h stud:y: and _insofar as accrued vacation pay is concerned the 
comrrutte~ believes It represents the permanent legislation promised by 
the commrttees. 

Election.-The comr;ni~tee's bill provides for an election by a tax
payer .-yho compu~s h1s mcome by the accrual method of accounting 
to obtam a. d~~uctwn as a ~rade or business expense (if the conditions 
for deductibility as a busmess expense are otherwise satisfied under 
sec. 162) for both the vested and contingent amounts of vacation pay 
(reflected as reasonable additions to a vacation pay accrual accolll1t 
maintained by the taxpayer) which were earned by the taxpayer's 
employees. be!ore the close of the taxable year and payable during that 
year or withm 12 months thereafter.3 For purposes of this provision 
amounts are to be tre~ted as payable during a. taxable year or within 
12 months .therea;:fter I! the employees have a l'lght to receive the pay
ments durmg this period even though actually paid to them at some 
time subsequent to that period. 
. Opening bala"!-ces ~n account.-To prevent a doubling-up of vaca
t~on pay deductiOns m the first year of the election provided in the 
bill, two .rules are provided :for computing the opening balance of 
the vacatwn pay accrual accou~t. First, if the taxpayer maintained 
a predecessor account for vacatiOn pay under the Technical Amend
ments Act of 1958 (sec. '97) (for his last taxable year ending before 
~anuary 1, 1973 and makes the election :for his first taxable year end
mg after December 31, 1972), the opening balance is the larger of 
the b~lance as of the close of the preceding year in the predecessor 
vacatiOn pay ~.~;ccrual accolll1t maintained by the taxpayer or the 
amount determmed. as if the taxpayer had maintained such an ac
count for the precedmg year. Second, if the taxpayer did not maintain 
a predecessor a~count, then the opening balance is an amount-equal to 
the largest closmg balance the taxpayer would have had for any. of 
the three.yea!-'s ~mmediately .Preceding the first taxable year for which 
the electiOn IS m effect as If the taxpayer had maintained such an 
~cc~unt througho.ut the 3 immediately preceding taxable years. The 
hab1lty :for vacatiOn pay. earned by the tax~ayer's employees before 
the c~ose ?f the year may mclude ~mounts whiCh but for the provisions 
of this bill would not be deductible as an accrued trade or business 
expense because ~f continge~cies. All payments for vacation pay must 
be charged to this account If the taxpayer elects to deduct vacation 
pay as provided under the bill. 

8u.tJP.ense aeco~nt.-. To prevent. the permanent loss of vacation pay 
deductiOns contame~ m the ?Pemng balance of the vacation pay ac
crual account, the bill establishes a suspense account with an initial 
amount equal to the opening balance of the vacation pay accrual ac-

• 
3 In some eases, the taxpayer may also obtain a deduction in the amount of the reduc· 

tion (as of the close of the year) In the special vacation pay suspense account provided for 
by the bill. 

S.Rep~98-1357----2 
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eount minus the amount of the accrual which has been allowed as de
ductions in prior: years (but pot pai~ by the ~ginning of the fir~t ~~x
able year for whiCh the election applies). This suspense account m1t1al 
amount, if any, is determined at the _begin_ning of the first year ~or 
which the taxpayer elects to determme h1s vacaton pay dedu~twn 
under this bill. At the close of each year, the suspense account IS re
duced by the amount, if any, by whicli the beginning balance of the 
suspense account exceeds the ending balance of the vacation pay ac
<lrual account (after making all additions and charges for th~ year). 
The application of the suspense account to any amount attnbutable 
to a transfer· to which section 381 (a) applies is to be determined by 
regulations prescribed by the Secretary of the Treasury or his dele
gate. 

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

Other :rules.-The election by the taxpayer to compute his business 
deduction for vacation pay under this bill may be made at the time and 
in the manner prescribed by the Secretary of the Treasury or his dele
gate. If an accrual basis taxpayer elects to compute his business de
ductions for. vacation pay under this bill, he is not to be considered as 
having changed his method of accounting, and no adjustment is re
.quired in the comp_utation of his ineome beeause of th~ treatment of 
vaeation pay provided here. If a tax.payer treated h1s _predecessor 
vacation pay accrual account under sectiOn 97 o£ the Techmcal Amend
ments Act of 1958 for his last taxable year ending before J anu
ary 1, 1973, but fails to n;take the election provided by the .bill for 
his first taxable year endmg after December 31, 1972, he 1s to be 
treated as having initiated a change in accounting method for pur
poses of section 481, with respect to vacation pay. Under the amend
ment made by the bill a taxpayer who had previously deducted ~on
tino-ent liabilities for vacation pay, but who fails to make the electiOn, 
can~ot continue to take this deduction. 

The term ""acation pay" as used in the bill includes amounts paid 
or to be paid to an employee during th~ ti!lle he is on _vacation or 
amounts paid or to be paid to an employee Ill heu of a vaca_t10n (so long 
as the choice is solely the employee's). However, V3;cat10n. pay does 
not include amounts for items such as sick pay or hohday pay. 

I:f a taxpayer is deducting vested vacation pay liabilities with re.
spect to a vested plan, he need not make th~ el~~t~on provided in the 
bill in order to continue to deduct the vested hab1htles. 

Effective date.-The provisions of the ~ill apply to taxab.le Y.ears 
beginning after December 31, 1973, except lf the taxpayer mamtamed 
a pre~ecessor il;Ccount_under the Technical AJ?-endments Act of 1958 
in whiCh case It apphes to taxable years endmg after December 31, 
1972. 
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Revenue ef!eot.-The revenue effect of this provision is negligible 
(a loss of revenues of less than $500,000). 

D. APPLICATION OF CLASS LIFE SYSTEl:£ '1'0 REAL PROPERTY 

(S~c. 5 of the bill) 

The Revenue Act of 1971 provided a new unified system of class 
lives for depreciation purposes which may be elected by taxpayers 
for assets placed in service after 1979 .. (These new rules are comJ 
monly referred to as the .asset depreciation ra;nge or the AD~ pro: 
visions.) A taxpayer whiCh elects to determme. the use~uJ life of 
assets it acquires during a taxable year under t~us class. hfe system 
generally must use this system for all assets acqmred durmg the year 
which fall within any class for which the Treasury Depa1tment has 
established a class life. 

In the case of real estate, however, Congress in 1971 recognized 
that under the rules of the 1962 guidelines, taxpayers in m~ny cases 
were permitted to depreciate real property over shorter _lives than 
the guideline lives because of the particul_a~ fac~s rel~ting to the 
property. If these taxpayers were, as a cond1t10n ?f electmg .the class 
life system, required to include the real property m the electiOn, they 
would be substantially, adversely affected since they would have to 
use significantly longer lives for the real property than they _had 
used in the past. In view of this, Congress in the 1971 Act provided 
a transitional rule for these taxpayers to enable them to elect the class 
life system for other assets while the Treasury Department studied 
the general matter of the appropriate lives for real property. As 
a result, in the case of real property placed in service during the 
3-year period beginning on January 1, 1971, taxpayers who elect 
the class life system may exclude from the election real property in 
cases where for the first year a life shorter than the intiall~ prescribed 
class life (which is to be the 1962 guideline life) is justified for the 
asset under the rules of the 1962 guidelines. 

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

As a result, the committee's bill repeals the provision requiring 
the application of the ADR system to real estate after 1973 (para
graph (1) of section 109(e) of the Revenue Act of 1971). In the case 
of real property placed in service before class lives have been pre
scribed for real property, a taxpayer who has elected the ADR system 
lllay also elect to determine the useful life of depreciable real property 
under Revenue Procedure 62-21 as in effect on December 31, 1970 (to 
the extent the provisions of that revenue procedure are applicable to 
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real estate), or on the basis of the facts and circumstances of the par
ticular case. 

Effective date.-The amendment made by this provision is to apply 
with respect to property placed in service after December 31, 1973. 

Revenue effect.-It is not believed this provision will have any effect 
on revenues. 

E. REAL ESTATE INVESTMENT TRUSTS-TREAT~fENT OF FORECLOSURE 
PROPERTY 

(Sec. 6 of the bill and sees. 856 and 857 of the code) 

Under present law a real estate investment trust (REIT) must meet 
ceriain income source tests (among other requirements) to be treated 
as a real estate investment trust and to be allowed "conduit" tax treat
ment. Thus, :for example, 75 percent of the income of the trust must be 
from certain qualified real estate income sources to meet these tests 
(and 90 percent of its income must be from these sources and certain 
other passive sources of income). In addition, certain types of income 
from real estate (such as rents which are based on profits) are not 
treated as qualified income because a REIT is intended to be wholly 
passive investor and not an active business competitor with businesses 
which do not receive conduit tax treatment. However, no allowance is 
made in present law for a situation where a REIT, inadvertently, as 
the result of an unanticipated default of its debtor, takes over real 
property under exisitng mortgages or leases that yielded nonq~alified 
income.1 Therefore, under present law a REIT must meet the mcome 
source tests even if it receives nonqualified income from foreclosed 
real propertv, and even if the trust has had no opportunity to influ
ence the type of income received from such property. As a conse
quence a trust may become disqualified involuntarily or may have to 
take adtion which is not economically sensible to remain qualified. 

In addition, often the best course· for a REIT that acquires real 
property on :foreclosure is to sell off the property. Ho;vever1 under 
present law. such action could cause the trust to be d1squahfied as 
holding propety for sale to customers in the ordinary course of its 
trade or business. Under these circumstances, (and particularly in 
view of the present economic situation facing the real estate industry), 
the committee believes that relief should be granted to real estate in
vestment trust that involuntarily acquire property on foreclosure. 

Foreclosure rnles.-As a result of these problems, the committee has 
provided in its bill that, generally, a REIT is not to be disqualified 
because of income that it receives from foreclosure property since the 
REIT is not to be held responsible for the type of lease or other trans
action entered into by its mortgagor. At the election of the REIT, '8. 

two-year grace period-generally subject toone-year extensions-is to 
be allowed so that a REIT may liquidate the foreclosed property in an 
orderly manner, or negotiate changes in, e.g., leases on the property so 
the income received is qualified. However, during the grace period the 

'Present law does recognize that a REIT may involuntarily receive income when ,its 
property is condemned. In this case the 30 percent gain-from-sale Iimltat1on does not 
include gain from involuntary conversions. (Sec. 81i6(c) (4) (B).)· 
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REIT is to Pt;'Y corporate tax on nonqualified income received from 
property acqmred on foreclosure. 

The foreclosu;re mles of the bill are to be wholly voluntary. No 
real property will be treated .as foreclosure property subject to· these 
rules unless t.he R~IT eleets .to have the new rules apply (in a manner 
to b~ P!e~r1bed m regulatiOns). A REIT is to make the election 
.(whiCh IS 1rrev~cable ). to have t~ese rules apply by the date for filing 
Its t~x return ( mclud~ng exte!Ls10n~) for the year in which the trust 
acqmres the property m questwn. Generally an election is to be made 
on a property-by-property basis. 

Since the rules r~lating to foreclosure property are to apply to 
such pr~perty acqmred after December 31, 1973, the general time 
for elech~g to have the rules apply may not be sufficientlv long for 
trust~ which report o!L a fiscal year basis. Consequently, the bill also 
provides that an electiOn may be made up to 90 davs after the date of 
enactmel!t of ~~ foreclosure provisions, if this wou1d be later than the 
general time limit for an election. 

Foreclosure property.-Foreclosure property which will be subject 
to the new rules of the bill (on the election of a REIT) generally is to 
!Je r~al property which is acquired by a REIT after default, or on 
Imm~nent defau.Jt, of a mortgagor to the REIT. Real property will be 
acqmred on foreclosure wh~n ~ REIT which holds an obligation se
cured by the real property bids m the amount of the secured obliuation 
etc., at a S~_tle ~f the property.2 In the case of a sale-leaseback ar~ange~ 
~~nt (which IS closely analogous to a mortgage), real property also 
will be.foreclosure property when a UEIT. which is a lessor, acquires 
possessiOn of the property from its defaulting lessee. 8 It is not neces
sary for a REIT to go through a formal judicial or administrative 
process for p~operty t;tcquired on default to be foreclosure property· 
other mec~amsms available under State or local law for acquisition o~ 
default will be sufficient. Additionally, it is not necessary that a debtor 
or lessee actu~lly have defaulted on his obligation to the REIT for 
property acqmred to be foreclosure property. Since acquisition from a 
debtor may oecur when default is imminent it is unnecessary to go 
t~roytgh the ~ct of a formal default (but there must, of course, be 
Sigl!Ificant evidence that default was imminent). 

,Smce the foreclosur~ rules of the bill are to provide relief for situ
ations wh~re a .REIT madvertently acquires property on foreclosure, 
the committee mte_nds that the rules are not to apply with respect to 
real property acqmred. under a mortgage or lease that was entered into 
by. the REIT (or acqmred by the REIT) WI. 'than intent to foreclose or 
eVIct. Also, w]lere a REIT acquires a mortgage or property subject to 
a lease when 1t knew or had reason to know that default would occur 
the foreclosure rules are not to apply. ' 
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Foreclosure property includes personal property acquire~ on fored 
c 1 O"nre if' the personal property is incidental to (and, there ore, use 
;itl1 ) the real property acquired on foreclosure. For example, where a 
REIT :forecloses on a hotel and acquires all of tl~e personal p~operty 
of the hotel (e.g., furniture, appliances, etc.), this personal property 
will be treated as :foreclosure property. H.owever, foreclosure proprrty 
does not include personal property. ac9.mred on :foreclosure of a 1en, 
wht>re the personal property is not ~nCidental to .the real proper~y. 

Subsequent Z,eases.-Under the bill, a REIT IS ~otto enter. mt<? a 
lease after :lt acquires the :foreclosur~ propertJ:> whiCh woul<1y1eld ~ni 
('ome that does not qualify :for the 7o percent mcome ~est. T. e spema 
foreclosure mles are designed to give a _REIT time. m ":hiCh It can 
ehang;e the income received .from ;nonq?-al~fied to quahfied mcome, and 
it' would be inconsistent w1th th1s <?bJective to ::llow. the REIT also 
to enter into leases which would yield 1!-o.nquahfied mcome. 

The bill provides that if, after acqmrmg the property on fore
closure. a REIT enters into a lease .with. respe~t to the f<_>rec~osure 
property which, by its terms, will g1ve nse to m::"ome which IS not 
qnalifiecl real esta~ income under the 75 percent mcome source test, 
the property will immediately lose it~ status as :fo~eclosure property. 
For e);:ample, a REIT is not to enter m~o a l~ase With respect to :fore
c1osure property where any amount w~nch will bereceived or accrued 
directlv or indirectly by the REIT with respect to ti:at property de
pends i'n whole or in part on the income or profits denved by ar:y per
son from the property. Rents from this type of lease do not quahfy for 
the income source test under present law (sec: 856 ( ~)). Thus, ~m 
entering into such a lease, the property Will Immediately lose Its 
status as fo'reclosure property.+ 

If a REIT enters into a lease which will· yield a fixed rent, plus a 
contingent amo,unt which is depend~nt on the profits in e~cess o~ a 
specified dollar . figur~, the lease by Its ~erms will not 4efimte~y g1ve 
rise to nonquahfi.ed mcome. However, 1f any amount IS rec~1yed or 
acerued by the REIT under the percentage of profits proviSion, at 
that time the property, will lose its :foreclosure property status. 

Foreclosure status may also be terminated :where the ~EI~ enters 
indirectly into an arrangement tl:at results m nonquahfied .mcome. 
For example if the REIT enters mto a lease where the rent IS based 
ori. a percent~ge of the tenant's gross receipts or sal~s, and the tenant 
has a sublease based on a pt?rcentage of the sublessee'S profits, then the 
rent received by th,e. REIT would be nonqualified (as under present 
lj:tw) and the property would cease to qualify as foreclosure prop~rty. 

.· AlsQ. if a REIT delays :foreclosure in order that the debtor might, 
eilter into a new lease with bad income, that is to he treated as if th~ 
REIT itself entered into the lease, and the property would not be 
entitled to the status o:f foreclosure property. 

1\Tlwre there is an extension or renewal of an existing- lease an.d the 
REIT cannot control the terms of the lease, this wil1 not be treated as a 
neW:' lease~ and the renewal will not terminate the status o:f the· prop
erty'as :foreclosure property, even if nonqualified rent is payabl¢ under 

• H(lwever, to improv<> tile sa1eabi1lty of the property, the REIT could enter . .Into a per· 
eenta!!~·Of-profit lease where the perren~age of p\'pftt clausedoes not becOI):metl'~"tiVe UI\tll 
the RF.IT is no longer the owner of the property and where the REIT re¢,e1;v:~~, . .ll<i rents 
from such a clause. · · · · · .. 
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the lease. But, if the REIT had a right to renegotiate the terms of the 
lease, then it will be treated as having entered into a new lease. 

Under the rule dealing with new leases, the real property in ques
tion is to be the entire prope:Fty acquired by foreclosure. For example, 
i:f a UEIT :forecloses on a shopping center and the shopping center 
has individual leases with each store, the "property" £or purposes o£ 
the lease rule is to be the shopping center. Consequently, if the REIT 
enters into a bad lease with any shopping center tenant, the shopping 
center as a whole is to lose its status o£ :foreciosure property, since this 
lease would be evidence that the REIT is not :following the foreclosure 
mles in good faith. 

Construction on foreolo8U/re property.-Under the foreclosure rules 
in the bill, a REIT will be able to complete construction of a project 
where there has been so much construction that it would be difficult to 
dispose o£ the property unless the project is completed. This is neces
sary for a REIT to make a project economically viable and for the 
REIT to preserve its inves~ment. The bill provides, therefore, that a 
REIT may cause construction to take place on foreclosure property 
where more than 10 percent of the building (or other improvement) 
was completed before default became immment. If the REIT causes 
construction in other circumstances, the property will lose its status ~.:s 
foreclosure property. (Any construction which a REIT causes is to 
take place through an mdependent contractor, as under present law.) 

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

Under the 10-percent test, it is intended that the cost of construction 
is not to include architects' fees. "While architects' work is vital to 
construction, this work generally will not make sale more difficult. To 
the contrary, i:f architectural \vork has been done with respect to 
property, this work probably will make it easier to sell the property. 
Therefore, the £act that architectural work has been done will not 
make it necessary to all ow a REIT to complete construction. 

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

In determining whether 10 percent of construction has been com
p}eted, genera~ly the property ~s to be examined buildin.g-by-building. 
I< or example, If a REIT acqmres on foreclosure a proJect where two 
identiral apartment buildings are being constructed on one piece of 
land, if one apartment is 80 percent finished and the other apartment 
is less than 10 percent finished, the REIT could complete the construc
tion of the first building, but could not complete work on the second 
building. On the other hand, if an integral part of the first apartment 
building was a garage not yet begun at the time of foreclosure, the 
J~EIT would be able to have the garage constructed (if the garage 
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and building considered together as one unit '"ere more than 10 percent 
completed). 

Likewise, where the RBIT has foreclosed on land held by a devel-
oper buikhng a housing subdivision, the REIT could complete c~m
struction of the homes where more than 10 percent of the constr:uctlon 
had already been completed, but could not begin construction of other 
homes in the subdivision. 

'The 10 percent rule applies to the amount of cQnstruc6on completed 
before default became imminent. This time period is used in order to 
prevent last minute increases in the amount.of.constru<'t}o~ in order to 
push the construction over the 10 percent hm1t, where 1t 1s clear that 
foreclosure will take place. . . 

Since the 10 percent limit with respect to constructiOn apphes only 
to foreclosure property, to the ext~nt that present law.allows.constrnc
tion to he undertaken by a RBIT 1t may do so where It acqmres prop
erty on :foreclosure, but does not elect to have the property treated 
under the new foreclosure rules of the bill. 

PropeTty used in a trade OT business.-This bill also pr~wi<!es that .if 
a REIT acquires, through :foreclosure, real property which IS us~d m 
a trade or business, the REIT is not to conduct th~ trade or busn~ess 
it:"el£ but is to use an independent contractor. Thus, If a REIT acqmres 
a hotel on :foreclosure, the REIT is to operate the hotel through an 
independent contractor during the grace period. However, the ~EIT 
if) given 90 days 1o hire an independent c9n.t:actor, and thus may Itself 
operate the hotel for 90 days after acqms1t10n on :foreclosur~. By re
quiring an independent co~tractor to operatfl n tl;ade ~r busmess ac
quired on foFecJosnre, the b11l preserves the REIT s basic character as 
a passive investment medium. 5 

EaJten,sions of tinw.-If a REIT elects to have property treated 
as foreclosure property, it will be treated in this manner for two years 
after the date of acquisition on foreclosure by the REIT. Thus, a 
REIT initially is given t~o years to negotiate new leases and change 
the type o:f income received from foreclosur~ property from non
qualified to qualified income, or two years to d1spose of the property. 

If two years is not sufficient, exten~ions of time may b~ granted. The 
two-year period may be exten~ed tw1ce, and ~ach e~tens10n may be up 
to a year, if the REIT estabh~hes. to the satisfactiOn of the I~te~al 
Revenue Service that an extt>ns1on IS necessary :for the orderly hq.ulda
tion of the trust's interest in the property (or an or~erly change m the 
terms and conditions of leases on the property). It 1s expected that ex
tensions will be granted in cases of significant difficulties in di~posing 
of the property or in changing the type of income. The burden IS to be 
on the REIT 'to show that good fa1th efforts have been made before 
applying :for the extension to correct the situation resulting from the 
foreclosure. 

Taxation of incom~ /Tom foreel,osuTe pToperty.-If a REIT elects 
to have real property treated as for~closure pr<?perty, all of the non
rmalified income from that property IS to be subJect to tax. The REIT 
is to pay tax on this income as if it wer~ a corporation subject to tax 
under section 11. The tax rate generally 1s to be the corporate tax rate, 

• Under the bill "independent contractor" !s defined in the same way as under present 
law. See Regs. 1.8h6-4(b) (3) (i) (b). 
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without the surax exemption. On the other hand, any qualified income 
received from the foreclosure property would, of course, not be subject 
to tax (provided that it was distributed to the REIT's shareholders). 

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

All of the income :from foreclosure property (whether or not other
wise qualified) will be treated as qualified income for purposes of the 
90 percent and 75 percent income source tests.6 Therefore, if a REIT 
has 10 percent o:f gross income sources, the REIT will not be disqual
ified if it receives additional no:nqualified income from foreclosure 
property. · 

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

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

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

ForeclosuTe poperty held for sale.-Present law prohibits a REIT 
from holding any property for sale to customers. Under the bill, this 
rul~ .is modified to allow a REIT to hold foreclosure property for sale. 
Th1s is necess~ry to allow a REIT to s~ll off property that it inad
vertently acqmred on foreclosure. Any mcome from the sale of this 
property (less direct expenses of the sale) is to be taxed to the REIT 
at corporate rates. As with other foreclosure income, 90 percent of this 
net after-tax income is to be distributed to shareholders. 

The committee recognizes that the holding-for-sale rule in aeneral 
has caused problems for REITs. For example, questions ha;'e been 
ra;ised with .regard to w!1ether i~come :from specific transactions con
stitute holdmg-:for-sale mcome m the context of a real estate invest
ment trust. This is part of the overall problem that under present law 

6 TbiR inrome will be ineluded iu both the numerator and denominator of the fractions. 
Of <·our"P, income from foreclosure property will not be treated as qualified income to the 
extent that it is derived from sources which produced unqualified Income for the REIT 
prio•· to the foreelosurf>. , 

S,Rept.DS-1357----8 
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if a REI'!' does not meet the various income, asset, and distribution 
tests the REIT will be disqualified from using the special tax provi
sion~ even in cases where the failure to meet a requirement occurred 
after a good faith, reasonable effort on the part of the REIT ~o com
ply. Disqualification would have the effect of not only changmg the 
tax status of the REIT itself, subjecting its income to tax at corporate 
rates, but also could adversely affect the interests of the public share
holders of the REIT. These problems are numerous and complex, 
and consequently the committee does not believe that this is the. ap
propriate time to consider these questions. However, the committee 
believes, and intends, that these problems should be addressed early 
in the next Congress. 

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

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

F. INCREASE IN INTERES'l' CHARGED AXD PAID FRO~! 6 PERCENT TO 9 PERCENT 

(Sec. 7. of the bill and sees. 514, 6601, 6602, 6611, 6332, 6654, 6655, 
7 426 of the code and sec. 2411 (a) of title 28 of the U.S. code) 

In general, interest is payable by a ta~payer t~ the Gove.rnment if 
the taxpayer fails to pay a tax on bme ( d1sregardmg exten~wns) and, 
likewise, the Government will pay interest ~o a taxpayer If ~he. tax
payer overpays his tax and the overpayment IS not refunded withm 45 
days from the date when the return is due or, if later, the date when 
the return was filed. The interest rate is generally 6 percent per year. 

Under present law a 6 percent annual interest rate also applies to 
any personal liability of a taxpayer who fails or refuses to surrender 
any property (or rights to property) on which a levy has been made 
(sec. 6332 (c) ( 1) ) ; to erroneous refunds recovered b~ the Internal 

Revenue Service (sec. 6602) ; and to ce1tain wrongful levies by the Gov
ernment on money or other property of a person other than the ta:~
payer (sec. 7426(g)). 

There are a number of special situations under pres~nt 1!1-w when~ 
a 4 percent annual interest rate, rather than 6 percent, IS pa1d. Under 
present law the estate tax attributable ~o !1 closely held .business in
cluded in a decedent's estate may be pa1d m ten annual Installments 
if the business constitutes a large portion of the estate, subject to cer
tain qualifications (sec. 6166). Payment of the estate tax may also be 
e:..1:ended at an executor's election where the tax is imposed on the value 
of a reversionary or remainder interest included in the gross estate 
(sec. 6163). Further, if the Internal Revenue Service determines that 
payment of a~y part of the estate ta_x on anY. due date would impose 
undue hardship on the estate, extenswns ?f time :fo_r payme_nt may be 
granted (sec. 6161 (a)). In each of these mstances mterest Is payable 
at the rate of 4 percent per year (sec. 6601 (b)). 

A 4 percent interest rate also applies under present law t<_) an exten
sion of time to pay tax :;ttribu~able to recovery of a; foreign expro
priation loss (sec. 6601 ( J)), and to refunds or credits for overpay
ments of tax on unrelated business income by an exempt organization 
under the so-called "neighborhood land rule" (sec. 514(b) (3) ). 
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Most taxpayers are subject to withholding of tax. on thei!-' salary 
or wages bv their employers. If a taxpayer is not subJect to w1thhol~
~ng on his fncome. or wit~holding is not suf!icient to C?ver hi.s t~~ liabil
Ity, the taxpayer IS reqmred t.o make an estimate of h1s tax hab1hty and 
make timely installment pavments. In the case of an underpayment 
of an installment of estimated tax, an addition to the tax is imposed 
at an annual rate of fi percent. The amonnt to which the 6 percent 
rate applies is the difference between the payment (if any) made on 
or before the due date of each instal1ment and 80 percent ( 66% percent 
in the case of farmers or fishermen) of the payment which would be 
due on the basis of the taxpayer's final tax on his annual return. 

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

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

An increasing number of taxpayers are finding it more profitable 
to "borrmv" tax funds at t.he present 6 percent rate rather than paying 
their taxes \Yhen due, and rather than using their own funds or borrow
ing funds at prevailing commercial rates. The present rate may also 
Nlcourage taxpayers to claim more questionable deductions or other 
tax requcing items than they otherwise might, on the theory that a 
later disallowance will ony "cost" 6 percPnt. The trend in taxpayer 
postponement of tax payments is indicated in the fact that delinquent 
individual and business tax accounts totaled 2.8 million in 1973, an in
crease of approximately 400,000 over 1972. The dollar value of these 
delinquent accounts was approximately $5 billion, an increase of $1.5 
billion, or 40 percent, over corresponding 1972 amounts. As a result 
of these developments, the committee believes that the interest rate 
should be increased to 9 percent per year and kept in line with money 
market rates in the future. 

In those cases where the 4-percent interest rate applies, although 
an extension of time to pay a tax may be appropriate in certain cases 
in order to avoid unnecessary hardship, the committee sees no sound 
reason to permit some taxpayers to pay interest at a lower rate than 
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other taxpayers are required to pay on underpayments of tax. Relief 
from the hardship of paying taxes in a lump sum should not also 
mean that the interest rate should be reduced if payments are made 
in installments. This is particularly so if a closely held business owned 
by an estate, or a business which has recovered an expropriation loss, 
is C?r c~n be earning a significantly higher return on the tax money 
which 1t presently can, in effect, borrow £tom· the Government at 4 
percent. 
. On the other hand, :vhere a taxpayer is entitled only to 6 percent 
mterest (or 4 percent m some cases) under present law on a refund 
or credit relatmg to an overpayment o£ tax, he is not receiving the 
value he could obtain by the use o£ his own funds. :Moreover, since 
t~1e Government must pay more t~an 6 percent for money, the incen
tive to make refu_nds pro~ptly JS no. lo_nger operative. For these 
reasons, the committee believes that th1s mterest rate should be up
dated to 9 percent and kept in line with interest rate movements as 
well. 

The inc~eased interes~ rate is i1!tended as a practical approximation 
or compo~Jte rate, and IS not ~es1gned to reflect every money market 
factor whiCh annnally affects mterest rates, such as the degree of risk 
or the demand or supply of loanable funds, etc. 'While the committee 
does not expect interest rates to decline to the area of 6 percent or in
crease to much higher levels in the foreseeable future, it is concerned 
that subsequent declines or increases in interest rates could create a 
significant gap between the 9-percent rate (as provided by the com
mit~ee .amendment) and prevailing money market rates. In order to 
avoid m the future the present wide gap between the interest rate 
charged on fax refunds and tax deficiencies and the prevailing money 
ma;rket rate. (that. has occurred over a long period of time when no 
adJUStment m the mterest rate on taxes was made). the committee con
ch~ded that it is appropriate to provide for a periodic, semi-automatic 
ad]ustm~nt of the interest rate on tax .Payments to reflect significant 
changes m money market rates. For this purpose, the committee con
cluded that the prime lending rate which banks quote on short-term 
loans to large businesses is the appropriate money market rate to use 
as a ~~Iideline £.or a~justments, since it is sensitive to money market 
~ond1tions and 1s widely known and accepted as a good indicator of 
mterest rates generally. · 

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

In addition, in those cases where the special 4-percent interest rate 
applies, the bill also increases the rate to the general 9-percent rate. 
Thus, in cases where the time for payment of an estate tax (either at 
the executor's election or in hardship situations) has been extended, or 
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the time to pay a tax attributable to recovery of a foreign expropria
tion loss has been extended, interest at the rate of 9 percent per year 
must be paid on the unpaid balance o:f the tax and 'on the unpaid 
balance of any deficiency in the tax prorated to the installments. The 
9-percent interest rate will a-lso apply to refunds or credits for over
payments of tax by a charity on unrelated business income under the 
neighborhood land rule. 

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

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

Apart from increasing the rate of interest and the rate of additions 
to the tax, the bill does not change any substantive rules under present 
law relating to interest or to additions to the tax. 

Effef!tive-date.-The amendments made by this provision take effect 
on ,July 1, 1975. The increased rates apply to a tax liability which 
initially arises on and after July 1.1975, and to a liability which arose 
bE' :fore that date and continues outstanding in part or whole thereafter 
(but only on the portion that remains outstanding after July 1, 1975). 
The 4- or 6-percent interest rate (as the case ma.y be) under present 
law will continue to apply to interest accruing up to .July 1, 1975. 

Re1Jenue effeot.-The estimated increase in re('eipts :from this in
erease in interest rates is $130 million in calendar year 1975, $300 
million in 1976, nnd $330 million in 1977. 
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G. TAX TREATJ\!ENT OF CERTAIN STUDENT LOAN FUNDING PROGRAMS 

·(Sec. 8 of the bill and sec. 103 of the code) 

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

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

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

In addition, the committee understands that in certain cases even 
if these obligations were to qualify under section 10::3 (a), they would 
nevertheless not be exempt because they would be treated as arbitrage 
bonds (under sec.103( d) of the code). This is because ofthe provisions 
in the Emergency Insured Student Loan Act of 1969. This Act pro
vides that the Commissioner of Education (of the Department of 
Health, Education, and vVelfare) is authorized to provide incentive 
payments to institutions providing student loans. Although the maxi
mum rate of interest to be paid by students on their loans is now set 
at sev rcent, this yield, together with the incentive payments re-
ceived he institution making the loan from the Commissioner of 
Education, will constitute a yield that should be higher than the maxi
mum yield the associations believe they will be able to pay on their 
bonds if they are to cover administrative expenses and maintain a 
solvent loan program. As a result, these bonds v.·ou]d be subject to the 
arbitrage bond provision and, thus, would not be entitled to tax 
exemption. 

Although the Treasury temporary regulations (Regs. § 13.4(b) (3) 
(ii) (b) ) provide, in generaL that a bond issue is not to be classified 
as an arbitrage i~sue i:f the yield from the intended program will not 
exceed the yield from the governmental issue, pl1t8 administrative ex
penses, this rule further provides that administrative expenses may be 
taken into account for this purpose only if they are not payable with 
funds appropriated from other sources. In cases where the bonds are 
general obligation bonds and a State legislature is required to appro-
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priate the funds necessary to pay the administrative expenses, a~ well 
as the principal of and interest on the bonds, if the program fails to 
generate the necessary revenue, the expenses would be "payable from 
other sources" and as result such bonds not meet the regulation's re
quirements. This means that they would be treated as arbitrage bonds. 

The provision added by the committee amendment includes in the 
list of exempt obligatio:u; ~lese1:ibed in section 103 (a) of the code :er
tain qualified scholarship fundmg bonds. These are defined as obliga
tions Issued by a corporation ·which is nonprofit and is established and 
operated exclusively f<;>r the purpos~ of acquiring student l?a.n notes 
incurred under the H1gher Education Act of 1965. In add1t1on, the 
corporation must be organized at the request of the State or political 
subdivision and must be required by its corporate charter and bylaws 
(or required by State law) to devote any income, after.the payment 
of expenses and debt service, to the purchase of educational student 
loan not~s or to pay over any income to the State or political subdivi
sion. As a result of this provision, a nonprofit corporation ·which meets 
these requirements will qualify to issue tax-exempt bonds to finance 
student loan programs. . 

In addition, the arbitrage provision (sec. 103(d) of. the code) IS 

amended to make it dear that the student loan mcent1ve payments 
made bv the Commissioner of I<Jducation under the Emergency In
sured Student Loan Act of 1969 are not to be taken into account in 
determining whether the yield on the student loan notes is higher than 
the yield on the bonds issued to finance the student loan program. ~s 
a result, these obligations issued to finance student loan programs will 
not be treated as arbitrage bonds. . 

Effective date.-The amPudments made by the comm1ttee amend
ment will apply to obliO'ations issued oil or after the date of enactment. 

Revenue effect.-.. Th~ revenue loss from this provision is estimated 
at less than $1 million in 1975 and in 1976 and l:ietween $1 million and 
$2 million in 1977 if the associations that finance the student loan pro
o-rams under this provision are limited to those the committee under
~tands are in the pl11nning stage. If formatimi of similar associa~ions 
became more widespread, the revenue loss could be substantially 
larger. 

II. EXCLI:"SION FROlf GROSS INCOME Ol' U.S. BANK DEPOSITS HELD BY 

NONRESIDENT ALmNS 

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

Present law provides, in general, that interest, dividends, and other 
similar types of income o£ ·a nonresident alien or a foreign corpora
tion are O'enerally subject to a 30-percent tax on the gross amount 
paid 1 if ~uch income or gain is not effectively connected with the 
conduct of a trade or business ·within the r nited States (sec. 871 (a) 
881) .2 -Ho-wever, interest from deposits with persons ('a trying on the 
banking bnsiness, from deposits or other accounts with savings and 

y collected by means of a withholding by the person n•aking the 
payment to the f eclplent of the income (sees. 1441 and 1442). 

2 If the tnt end or other similar income is effectively connected with a U.S. 
trade or business, that Income Is Included in the normal Income tax rt>turn whlrh must be 
filed for the busine!!s. 
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loan institutions or other similar associations, and from amounts held 
by an insurance co"f!lpany u~der an. ugree;nent to pay iD;terest ~re ex
empt under a prov1s10n wluch expires after December .n, 19J<> (sec. 
861 (a) and 861 (c) ) . In addition, for these types o~ debt obhgatwns 
and deposits no U.S. estate tax liability is assessed lf, .upon t!1e dece
dent's death,· any interest received would be exempt from withhold-
ing tax (sec. 2105 (b) ) . . . . . . . 

The exemption for bank deposits and otl~er smnlar ty.pes of deposits 
and debt obligations has aided in attractmg substantial a~1otmts. ~f 
funds to the United States. Most of these funds are placed m certifi
cates of deposits having a duration of 12 months or ]~n~er. Since the 
present exemption is to expire on December 31, 1975, It IS understood 
that may of these one year ?ertificate~ of depo~its may not be renewed 
during 1975 unless the foreign depos1tors recmve some assurance that 
the interest exemption will be continued. . 

For this reason, the committee has agreed to extend the ternumt
tion date for the exemption for one additional year until December 31, 
1976. Thus, interest on bank deposits and other simil~r type~ of de
posits and debt obligations presently exempt from w1th)wldmg .tax 
will continue to be exempt through 1976. As a rf'sult of th1s extenswn, 
these deposits and debt obligations will a1so continue to be exempt 
from estate tax through the end of 1976. 

The committee takes this action as an emergency measure to prewnt 
during 1075 an outflow of funds held as certificates of depo:;;its with 
l7.S. savings institutions. The committee intends in the next Congre~s 
to review the withholding tax provisions for all types of interes~ obli
gations, as well as for other types of investments, nnd at that time to 
reach more 'comprehensive conclusions regarding lT.S. tax policiPs 
affecting all such types of investments. 

The amendments extending the exemption for hank deposits and 
other similar types of deposits and debt obligations are to be effertive 
ns of the date of enactm~>nt of this bill. Since these items are exempt 
nuder present law, the extension of this provision does not result in 
any additional revt>m1e loss. · 

I. CERTAIN INTEREST EQUAI,JZATION TAX OBI.IGATIONS 

(See. 10 of the bill and 8ecs. 861(a) (1) mnd '2W4(c) of the code) 

The interest equalization tax (lET) contained a procedure whereby 
U.S. obligators could borrow money from foreign lenders without the 
foreign lenders being subject to the 30-percent withholding tax on 
interest or any U.S. estate tax. This procedure was accomplished by 
the U.S. obligor electing to subject its obligations to the lET (sec. 
4912( c)). Furthermore, in order 'to permit U.S. companies to simplify 
their existing international financing structures, companies were per
mitted to use this procedure for outstanding obligations of an affiliated 
corporation by having the domestic parent assume those obligations. 
Those provisions are no longer apphcable since the lET expired on 
.June 30, 1974. However, obligations which were made subject to this 
IET procedure continue to receive the interest withholding and estate 
tax exemptions (sees. 861 (a) (1) (G) and 2104( c)). 
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The purpose of this procedure was to enable companies to simplify 
their international financing operations by eliminating foreig~ or 
domestic financing subsidiaries which they were otherwise reqm::ed 
to maintain. However, the requirement that the U.S. corporation 
assume the obligations of its "finance subsidiary has prevented soll!e 
companies from fully utilizing this proced~~' since the. cha.nge m 
interest rates would cause the finance subsidiary to reahze mcol!le 
from discharge of indebtedness upon .the assumption. These CO"f!lpames 
have been forced to retain the financmg structures they estabhshed to 
satisfy the lET. Accordingly, the committee's bill provides U.S. co~
panies which were entitled to make the lET election may make the·m
terest paid on that obligation exempt from withholding tax. 

The committee's bill limits this procedure to any issue of indebted
ness outstanding on the date of the enactment of the Interest Equal
ization Tax Extension Act of 1971 if it was guaranteed by a U.S. 
person a!ld was trea~e~ under that Act as a ~lebt obligatio~ o~ a for
eign obligor. In addition, as under the reqmrements of existmg law 
(sec. 861(a) (1) (G)) the obligation may not hav~ a maturity ~ate ~x
ceeding 15 years as of June 30, 1974, and when Issued the obhgatwn 
must have been purchased by one or more underwriters with the pur
pose of distribution through resale. Obligations the interest from 
which are exempt from tax under this provision are excluded from 
property in a foreign person's gross estate for estate tax purposes. 

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

J. POLITICAL ORGANIZATIONS 

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

Until recently, the tax status of political organizations has been 
somewhat uncertain. Historically, the Internal Revenue Service has 
not g~nerally required the filing of income tax returns by political 
organiZations.1 Presum~bly, this r:r~ctice resu!ted. from the belief t?-at 
virtually all of the recmpts of political orgamzatwns were from gifts 
and that these organizatiOns would ~ot have taxable inc?me. Howev~r, 
in 1968 the Internal Revenue Service announced that mvestment m
come of a political campaign fund constitutes gross income and may 
be reported on a fiduciary tax return, (Form 1041) with the tax due 
thereo~ paid wit.h the ~lin~ ?f the retu~n. Rece?tly, as a r~sul~ of t~e 
increasmg practice of mdiVIduals making political contnbutwns m 
the form of appreciated property, the Internal Revenue Service con~ 
ducted a study of the tax consequences relatin~ to these t~s~ctio~s. 
This study also included the tax status of political orgamzatlons m 
general. 

> On August 1, 1973, after condu~ting public hearings O!J-.these qu~S· 
tions, the Internal Revenue Service announced that political part1es 
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a~~ committees are taxable organizations and must pay tax on interest, 
d1ndends from investments, income from ancillary commercial activi
ties_, and gains from sales of appreciated property. In its subsequent 
rulm~, the Service stated that campaign contributions are not includ
able m gr_?ss income and that e;x::penditu_re.s for political purp?ses and 
expenses mcurred for fund-ra1smg actlVItes are not deductible. On 
the other hand, expenses directly attributable to activities undertaken 
for the production of income which is taxable (interest, dividends, 
etc.) are ded_uctible. Expenses attributable to the sale of appreciated 
property are to reduce gross proceeds in determining gain or loss real
Jzed on the sale. Under the ruling, political organizations may be 
treated as corporat~ons, trusts, or pos?ibly _PartnershiJ?S qepending 
upon the facts and Circumstances of the md1v1dual org-amzatwn. 

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

Because the questions involved in th1s area require a delicate balance 
bet:v~en the .n<:e.d to ·t the revenue and of the need to encourage 
political activities ch are the heart of the dE>mocratic process the 
committee has examined the entire problem of the tax treatme~t of 
these organizations. 
. In general, the committee's bill provides that political or~aniza

t~o~s ar~ to b~ treated as ta~-exempt ~r~anizations, since politiCal ac
tiVIty ( mcludmg the financmg of political activity) as such is not a 
trade or business which is appropriately subject to tax. However, 
wh~r~ asset~ ~r:e not curre;ntly used by a political organization for 
politiCal actLVItJes, but are mvested for use at a later date, the income 
from the investment (less direct expenses incurred in earning that 
ineome) is to be subject to tax. 

Political or•ganizations.-Under the bilL special tax treatment is 
provided for political organizations· which are organized and oper-
ate? p~imarily for acce ting.contributions or maki xpenditures for 
acbv1t1es related .to . ectwn, et~., of cand~dates public or party 
office. The orgamzat10ns that quahfv for th1s treatment mav include 
political parties, committees, associations, funds (including "the trust 
of .an indivi~ual.candidate), or similar political organizations. A quali
fymg or~amzatlon may be formally established under articles of in
corporatl.on, .a charter, etc.; ~owev~r, it is also anticipated that such 
an orgamzatwn may be established mformal1y. · 

. To. be treated as a political <?rga~ization for tax purposes, the orga
mzat~on must b.e opera~ed primarily ~o receiye money or make ex
penditures for mfiuencmg or attemptmg to mfluence the selection 
nomination, election, or appointment of mdividuals for Federal ( o; 

1 ln :\,news relea'*' issued on October 3. 1972 (IR-J 257), the Internal Reovt>nue. Service 
stntt'd, It Is. a matter of history that the Internal Revenue Service has never required 
rhe filing of mcome tax returns by {}Olitlcal parties as such." However, it appears that 
the Go'"!"l'"nment took a contrary public position on at least one occasion, in attempting 
to ~ustmn an asserted income tax defideney against the Communist Party. In that ease 
(Camm.unist Party of the TJ.IS.A. v. Commissioner, 373 F.Zd 682 (CAD.C., 1961)), the 
<;ourt !lf App<?als stated that "the Government now assures us that all political patties, 
mcludmg petitioner 1 are taxable associations under the statute. That mav be, but the 
Tax_ Court did not so rule; and petitioner is entitled to an ad.tudication In that court 
of Its contention that the statute !s not to be construed ·becallse the Commissioner nnd 
his predecessors have never so construed it." [Footnote omitted.] The case was remanded 
to the Tax Court, but the Government conceded .vlrtuallv all of the asserted tax and so 
the Tax Court never :ruled on this quesHon. The commhtee is rwt aware of any other 
Instances in which the Internal Revenue. Service has attempted to require a political 
party, as such, to file a Federal Income ta:x: return or to pay a Federal Income tax. 
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regional), State (including D.C.), .or loc!l'l public office or for .o~ce 
in a Federal (or regional), .State ( mcludmg D.C.), ?r local pol~t~cal 
organization. It is recognized that between elections a poht~cal 
or~anization such as a local political party, may not be supportmg 
any specific 'candidate for election. In such a case, where the orga
nization is engaged in a~tiv-i~ies that !ire related to an_d supp?r~ the 
process of selection, nommation, electiOn, etc., of candidates, 1t Is to 
meet the operational test. For example, a local party that, between 
elections, prepares for the next pa_rty ~:onventio~, engages i~ fund rais
ing. tra.nsacts intra party orgamzational busmess, ~tc.,. Is ~ngaged 
in qualifying activities. In addition, where an orgamza~wn 1s estab· 
1ished for a single campaign, it may continue. to quahfy after the 
dection in order that it may wind up the campaign, pay off debts, put 
records in order. etc. ' 

To qualify, an or~anization's activities must primarily invo~ve re
ceiving campaign contributions. or making campaign expenditures. 
However, the organization need not engage in both raising and ex-
pending money. . . . . 

It is expected that I~ an orgamza~I?n quahfi~s fo_r purpose~ of the 
tax credit (or deductwn) for political contnbutwns, It w1ll also 
qualify as a' tax-exempt political organization. However, to qualify 
as a tax-exempt political organization, an organization does not have 
to be exclusively political. Thus, a local political cl:rrb could carry on 
incidental social activities as long as it was orgamzed and operated 
primarily to receive campaign contributions or make campaign ex
penditures. Similarly, a qualified organization could support the en
actment or defeat of a ballot proposition, as well as support or oppose 
a candidate, if the latter activity was its primary activity. 

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

Ewempt irwome.-Under ·the bill, a political organization is not 
to be taxed on the receipt of "exempt function income," including con
tributions of money or other property, or the receipt of membership 
fees, dues, or assessments from members of the organization. Whether 
a transfer of money or property constitutes a "contribution" is to be 
determined under present law (sec. 27l(b) (2) ). Generally, individual 
contributiens of cash or property whether solicited personally or by 
direct mail will qualify as "contributions". However, in order to be 
exempt from tax, these amounts must be segregated in separate ac
counts to be used solely for nomination, etc. If contributions. etc., are 
received for campaign purposes, but are not segregated for such pur
poses, they will not be treated as exempt income. The income tax con
sequences of any diversion of segregated funds from campaign pur
pq;ses are to be the same as under present law. 
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The committee also intends that filing fees paid by a candidate 
directly or indirectly to a political party in order that he may run 
in the ·primary election of that party (or run in the general election 
as a candidate of that party) are to be treated as exempt contributions. 
For example, some States provide that a certain percentage of the first 
year's salary of the office sought must be paid to the State as a filing 
(or "qualifying") fee and party assessment. The State then transfers. 
part of this fre to the candidate's party. In such a case, the entire. 
amow1t trans~erred to the party is to be treated as exempt function in~ 
come, not taxable to the party. These filing fees also would be treated 
as contributions if the political party itself made the assessment and. 
directly collected the money. In addition, to the extent that political 
or · ations receive Federal, State, or local funds under the $1 
"c ff" provision or any other provision for public financing of 
campaigns, these amounts are to be treated as tax-exempt contributions. 

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

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

Other -inc011'Ul.-Under the bill, all income received by political orga~. 
nizations, other than exempt function income, is to be subject to tax. A 
political organization's taxable income is gross income (excluding the· 
exempt income described above) less deductions otherwise allowed that 
are directly connected with producing that gross income. The divi
dends received deduction and other special deductions fOit~eorporations: 
are not to be allowed. 

29 

Indirect expenses (such as general administrative expenses) are n?t 
to be allowed as deductions, since it is expected t~at the~e amounts 'Y'Ill 
be relatively small and eliminating these deductiOns w1ll greatly sim-
plify tax calcul3;tions. . . . . , . 

The bill provides a specific deductwn of $100 .agamst gross m:ome. 
As a result, a political organiza~ion is n~t subJect to tax. and .Is no~ 
required to file a return unless ItS gross mcome exceeds Its directlJ 
-connected deductions by more t?~n $100. . . . . 

The bill provides that a poht1eal. or~amzatwn IS to be ta.xed on Its 
nonexempt income as if the orgamzat1on were a corpora~IOn: How
·ever, in order to avoid proliferation of a number of org:amzat~ons no 
surtax exemption will be allowed. Also, the alternate c.ap1tal gam~ rate 
for the corporations ( 30 percent, under sec. 1201 (a) ) lS to be ava1lable 
for net eapital gains income. . . 

Exempt organizations 1ohich are not pol~tical orgamzatwns.-Under 
present law, certain tax-exen:tpt org~mzatwns (such a~~<?· 501 (c) ( ~) 
or<ranizations) may enga{)'e m poht1cal campaign actiVIties. The bill 
ge~erally treats th~~se org~nizations on an ~qual bas~s f~r tax pt~rposes 
with political organizations. Under the b1~l, orgamza~mns whiCh are 
.exempt under section 501 (a) and are descnbed m se?tlon 591 (c), that 
•engage in political activity, are to be .t~xed on th.mr .net mvestment 
income in part as if they we.re pohti.cal or:~~mzatwns. Thus, an 
·exempt organization is to be subJect to tlns t~x If It spends .any amount 
·On the nomination, election, etc., of a candidate for pubhc office, etc: 
However these oro·anizations are to be taxed only to the extent they 
actua1lv ~perate a~ political organizatim~s (that is, to the extent of 
their political expenditmes). Therefor~, If the am~W1t expended for 
political pu es is less than the: net mvestmen~ m,~me7 t~~. less~r 
amount is t the tax base. ThE.~ bill does not reqmre t~aCI;ng m t~1s 
regard. Thus, the tax is t? app"l.y even tho~gh the orgamzatwn uses ~ts 
investment income exclusiVely for nonP.ohtical purposes.an~ makes Its 
political expenditures entirely out of funds other than Its mvestment 
income. . · h b'll To avoid double taxation (and double deductions), t e 1 pro-
vides that income and deductions taken into account for purP.ose~ of 
the tax on unrelated business income of such ex.emp~ orgamz3:ti?ns 
.are not to be included as either income or deductiOns m determmmg 
net investment income under the political organization pro.visi?ns. 

It is not intended that the section 501 (c) exempt organ~zat~on be 
.absolutely liable for any expend_itures made by .an o 1zatwn to 
which it gives funds. How~ver,. If t~e pa~ment IS for any of 
the political purposes described ~n t~Is ~ectmn, then the exen:t~t orga
nization is to be treated as havmg md1rectly made the political ex~ 
penditure. Also, if there are reasonable questions as to whether: fu~ds 
will be spent for political purposes a;nd the exempt orgamzatlon 
wisses to avoid imposition of the tax, 1t would be expected to take 
reasonable ste.rs to see that the recip~e~t or15aniza:tion d<?e~ not spend 
funds for pohtical pmposes. In admimstermg ~h1s prov1s1on.1. the In
ternal Revenue Service could, for example, provide that estab11shment 
of trust funds or other appropriate met?ods of ~egr:egating .tJ:le pay
ments will be satisfactory in demonstratmg that md1rect pohbcal.ex~ 
penditures do not result from the payment by the exempt orgamza
tion. 
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Th~ commi.ttee expects that, generally, a section 501 (c) organization 
that IS permitted to engage in political activities would establish a 
separ~te ?rganizath?n that wo~ld operate primarily as a political 
orgamzatwn, and directly receive and disburse all funds related to 
nomination, etc., a~tivities. In this wa:y, the campaign-type activities 
would be taken entirely out of the sectiOn 501 (c) organization to the 
benefit both of the organization and the administration of the t~x laws. 

Under present law (section 610 of title 18 of the United States 
qode), a corporation or a labor organization which is otherwise for
hidden to. make contributions or expenditures in connection with Fed
eral electi?ns to public office or to political party office may neverthe
less esta~hsh a "separate segreg.ated fund" which is mdintained by the· 
corpo_ratwn or labor orgamzatwn. The separate segregated funds is 
permitted under the statute ~ be ~tili.zed :for P?litical purposes. 

For purpos~s ~f the rule m this bill regardmg the treatment of 
ex~~ Pt. <!rgamzatl?ns .< a~,d :for purposes of the definition in this bill 
of pohtical orga~m~;twn ) , a separ9;te segregated fund maintained by 
an exempt orgamzat10n (a labor umon described in sec. 501 (c) ( 5) a 
chamber .of com,me~ce, ete., described in sec. 501 (c) ( 6)), is to be treat~d 
~san ent1ty whiCh IS sep~rate_from the exempt organization maintain
mg the fund. In such a situation, where the contributions are collected 
by employees of the exempt organization and are placed directly into 
the accounts of the sepa;rate segregated fund, these contributions are 
not to be tr~ated as havmg come ·from the exempt organization. The 
amount subJect to tax on account of those contributed amounts is to 
be ~easu~ed by the political organization taxable income and the 
capital ~n:-s of the s.epa!'ate segregated fund in the same manner as 
other pohtleal orgamzatlons, and not by the income of the exempt 
chamber of commerce or labor union. 

The committee understands that, in a number of States, exempt 
chambers ~f commerce and labor unions may establish funds similar 
to the sectiOn 610 separate segregated funds. Although the require
ments as to ~he manner of collection of contributions in those States for 
State electwns, may. be somewhat different from the requirem~nts 
under Federa! l~w With regard to !federal elections, where the State 
statutes are s1m1lar to the Federal m this respect, then the separate 
seg~egated funds or their equivalents are to be treated the same as the 
sectiOn 610 ~eparate segregated fun?s for purposes of this bill. In 
su.ch ~ case, If the exempt orgamzatwn technically receives the con
~ributwns or dues but the exempt organization does not receive anv 
mterest, etc., income on those contributions or dues and promptly 
transfers the contributions or dues to the separate segregated fund 
then the chamber of commerce or labor union is to be treated as not 
having made a political expenditure of those contributions or dues 

rr:his provi~ion is not inten~ed ~o affect in any wa_y the prohibition 
~gamst ?ertau!- exempt orgamzatwns (e.g., sec. 501 (c) ( 3) ) engagino
m "electwneermg" or the application of the provisions of section 4945. 
to private foundations. 

Disposition of unewpended funds.-Under the bill a political 
orgamzation may contribute any amount to or for the use of another 
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(qualified) political organization. Such a transfer is not to affect the
tax status of the transferor organization, and the transfer is not to be· 
treated as a diversion of funds for the personal use of the candidate, 
the governing board, or any other person. (Newsletter funds are to be· 
treated somewhat differently-see below.) Similarlv, a political orga
nization may transfer funds to the general fund ofthe U.S. Treasury 
or of any State (including D.C.) or local government or to or for use 
of an exempt "public charity" (i.e., an organization which is exempt 
under sec. 501(c) (3) and is not a private foundation or an organiza
tion described in sec. 509(a) (3) or (4) ). Since no one is to realize· 
income on such a transfer, no deduction is to be allowed to the political 
organization or to any other person on account of a transfer to a 
charitable, etc., organization. 

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

If the payment satisfies a legal obligation o:f the candidate, then it 
may be treated as a diversion for his personal use. For example, if the 
candidate uses amounts from his campaign fund to pay his Federal 
income tax, then this is treated as a diversion, even though the amount 
is deposited "in the general fund of the Treasury." Similarly, use of" 
a campaign fund to satisfy a legally binding pledge to make contribu
tions to a public charity is to be treated as a diversion. In such a case,. 
the candidate would include the diverted amounts in his gross income. 
In the illustration relating to Federal income taxes, there would be no· 
offsetting deduction; in the il1ustration relating to charitable contribu
tions, there would be an offsetting charitable contributions deduction 
(assuming that the candidate was itemizing his deductions and that 
the applicable deduction limits (the 50-percent, 30-percent. or, in the 
case of a contribution :for the use of a "public charity," the 20-percent 
limit) were not exceeded). 

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

Under the bill, incidental amounts used by a political organization 
for ~e p~imary purpo~e of benefiting the candidate directly in con
nectiOn With lns campaign are not to be treated as amounts diverted 
for the personal benefit of the candidate. For example, self-improve
ment courses directly related to the campaign, such as voice and speech 
lessons, are not to be treated as diversions. Similarly, where a political' 
o~ganization pays for a candidate's transition expenses, these expen
dltures are not to be considered a diversion if the amount paid is' 
reasonable. 
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2. Contributions to Political Organizations (sees. 13 and 14 of the 
bill and sees. 84 and 2501 of the Code) 

~ince 193¥, t~e Internal Revenue Service has treated political cam
paign contr1butwns as taxable transfers for J?Urposes of the gift tax. 2 

Under present law, a $3,000 annual excluswn from taxable gifts is, 
aJlowed for each donee. The Internal Revenue Service has ruled that 
for gift tax purposes political organizations (and not the candidates 
they support) generally are considered the donees of :political contri
b.utio~ls .. rr:he Serv~ce has further ruled that each pohti?al organiza
tJ?n, .l:f It 1s:orgamzed and operated as a bona fide committee or orga
nization, 'nil generally be treated as a separate donee for purposes 
of the annual gift tax exclusion where the committees are the actual 
recipients of the contributions.3 

~s. indicate~, t~ere is some uncertainty in the law as to whether 
pol!tiCal contnbutwns are properly taxable as gifts. The committee 
be.hev~ that it is inappropriate to apply the gift tax to political con
tnbutwns because the tax svstem should not be used to reduce or re
strict political contributions. Consequently, the committee's bill pro
vides that the gift tax is not to apply to the transfer of money or any 
other property to a qualified political organization, where the trans
feroccurs after May 7,1974. 

However, if a decedent includes a political organization as a bene
ficiary of his estate, the amount so transferred is -to be included in his 
estate. 

As previously discussed, it is the position of the Internal Revenue 
Service that campaign contributions are taxable transfers for pur
poses of the gift tax. As a result, in the case of gifts of appreciated 
property, the donee takes over the contributor's "basis", i.e., his tax 
cost, for income tax purposes and no gain is recognized by the donor 
at the time of the transfer. However, the committee's bill provides 
that the gift tax is not to ap~ly to transfers to political organizations 
which occur after May 7, 19t4. The committee also believes,that it is 
appropriate to tax the contributor on unrealized appreciation on prop
erty transfeiTed to political organizations. This rule is to apply solely 
to contributions to political organizations and is not to apply, nor 
is any inference to be drawn with respect to, contributions of appre
ciated property to other organizations such as charitable organizations. 

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

2 However, one court has held that, in the circumstances in the particular case. political 
contributions were not taxable gifts because they were motivated by a desire to protect and 
advance a taxpayer's personal and economic Interests. Stern v. United StateB, 436 F.2d 
1327 (CA5, 1971). The Internal Revenue Service has announced that it will follow the 
Stem decision only In the Fifth Circuit; In that circuit. the Service wm follow that deci
sion in "any case on all-fours with the Stem case." Rev. RuL 72-583, 1972-2 CB 534. 

• However. one U.S. district court has ruled that political contributons by one donor to 
multiple committees established to further the nomination or election campaign of the 
same candidate are not to be treated as gifts to distinct per~ons for pnrpos!'s of the $3,000 
annual gift tax exclusion, TaiiJ Analysis &; Advocates v. Slmltii!!, 376 F. Supp. 889 (DC 
D.C., 1974). 
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of contribution (rather than the proceeds received by the political 
organization on sale of the property) in order that the contributor 
may know what his tax liability is at the time he transfers the property. 
Since the property is to be treated as having been sold on the date 
of transfer to the political organization, the basis of the property to 
the organization is to be the basis to the transferor plus the amount 
of gain recognized to the transferor on account of the transfer. How
ever, to avoid the selective recognition of losses by contributors, this 
provision does not apply where the fair market value of the property 
is less than its adjusted basis and the sale treatment would result in a 
loss to the contributee. 

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

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

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

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

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

I'am_ation of newsletter fwnds.-Under the bill, if an individual 
·establishes a fund to be used exclusively to prepare and circulate his 
Xl.ewsletter, the fund is to be treated as an exempt political organiza
tiOn, as described above. This tax treatment is to be available for an 
individual who holds any Federal, State (including the District of 
Columbia), 0r local elective public office. It also is to be available for 
.a person who is a candidate :for such office, and to individuals who 
!lave been elected to public office, but who have not yet begun to serve 
m that office.~ 

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

Amounts received as contributions, membership (or subscription) 
dues, or proceeds from fundraising events for the newsletter fund 
:are not to be treated as taxable income to the fund. However, any 
·other income received by the fund, such as interest, dividends, and 
gain on the sale of appreciated property, is to be subject to the tax 
which applies to exempt political organizations. With respect to 

·the taxation of such income, however, the $100 deduction allowed to 
political organizations is not to be allowed :for newsletter funds. The 

·committee believes that this is necessary to avoid proliferation of such 
funds. 

A qualified newsletter fund is to be treated for most purposes as an 
·exempt political organization. For example, contributions to a quali
fied newsletter fund are not to be subject to the gift tax. Transfers of 
appreciated property to such a fund are to be treated as sales to the 

. fund by the transferor on the date of transfer. Unexpended assets may 
be transferred to certain charitable organizations, and to the general 
fund of the United States or of any State (including the District of 

·Columbia) or local government, and the transfer is not to be treated 
as the diversion of amounts for the personal use of any person. How

. ever, it is intended that transfers are not to be allowed from a news
letter fund to a political organization which is not a newsletter fund 
since, to qualify, newsletter fund assets must be used exclusively for 
ne>vsletter (and not campaign) activities. If assets of the newsletter 
fund are used for any purpose other than preparing or circulating 

·the newsletter, contributions to certain charitable organizations, or 
transfers to the general :fund of Federal, State (including the District 

··Of Columbia), or local governments, these amounts are to be treated 
. as div~rted :fo~· -p~rsonal use and, therefore, taxable as under present 
law. Smce activities of a newsletter :fund are to be tax-exempt, it is 
intended that no deduction may be taken by the fund or by an elected 

. • Of co_urse, after an individual has completed his term of office, the newsletter pro
'Vlsions Will not be available to him unless he again beeomes a candidate. 
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Qfficial for newsletter expenses that are paid for with assets of the 
fund. 

TCWJ <YI'edit /or contributions to newsletter funds.-In the Revenue 
Act of 1971 (Public Law 92-178) Congress added a provision to allow 
~n i~dividual taxpayer a credit against his income tax liabilit;y (or an 
Itemized deduction) for a limited amount of political contributions. 
This was done to encourage more widespread financing of political 
campaigns by small contributions. By encouraging small-scale con
tributions and broadening the base of political financing, these provi
sions were designed to help reduce the dependency of candidates on 
large contributors and special interest groups. 

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

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

Under present law, a credit against tax (or a deduction from in
come) is allowed for political contributions to an individual or to a 
campaign committee supporting the individual only i£ the individual 
has J?Ublicly anno-.:nced in the t':ix~ble year in question that he is a 
candidate for electiOn. However, It IS understood that for various rea
sons an individual may not wish to publicly announce his candidacy 
at an early date even though there is a substantial likelihood that he 
ultimately will become a candidate. Among the factors that may in
fluence a decision to become a candidate is the willingness of a number 
of indiyiduals to ~ake s~all contributions to. sustain a ca~paign . 
.Accordmgly, the bill provides that the tax credit (or deductiOn) for 
·small politJCal contributions is to be allowed to taxpayers if the in
dividual publicly announced his candidacy before the end of the cal
endar year :following the calendar year in which the contribution is 
made. For example, under the bill if a taxpayer makes a contribution 
to the "Elect X :for Mayor Committee" in 1977, and X has not 
annou~ced his candi~acy, the taxpayer i~ to be allowed a credit (or 
deductiOn) for 1977 If X becomes a pubhcly announced candidate by 
December 31, 1978. The committee expects that the Internal Revenue 
Service will require appropriate verification in such cases that the 
indi.vi~ual has made a timely annou~~ement of ~is candidacy. 

Similar rules are to apply to political committees for such candi
dates. 



36 

5. Returns (sec. 11 (b) o:f the bill and sec. 6012 of the code) 

Under the bill everv exempt political organization that has gross 
income (less deductions directly connected with the production of that 
income) in excess of $100 is to file a tax return for the years in which 
it has such income. The bill also provides that political organizations 
with $100 or less of· such income need not file tax returns for years 
beginning after December 31, 1971, and before January 1, 1975. 

6. Effective Dates 

The provisions of the bill regar · the taxation of exempt politi
cal organizations and newsletter fun are to apply to taxable years 
beginning after December 31, 1974. 

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

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

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

7. Revenue Effect 

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

III. CosTs oF CARRYING OuT THJ,1 BILL AND EFFECT ON THE REVENUES 
OF THE BILL 

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

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

Most of the tax provisions inclu~ed in the co;n!Inttee bill are ex
pected to have either no ~·evenne effect ~>r: a negligible revenue effect. 
The only exceptions to tlns are the. proviSl~n.relatmg to .the tax treat
ment of certain student loan fnndmo· proviswns which IS expected to 
result in a revenue loss of under $1 ~illion in 1975 and 1976 and be
tween ::;1 and $2 million in 1977, the four amortization provisions 
which ~re extended for one vear which are expected to decrease reve
nues by $5 million in 1975, $4 million in 1976 and $3 million in 197J, 
and finally the provision increasing interest rates charged and paid 
from 6 pe;cent to 9 percent which are expected to result in revenue 
gains of $130 million in 1975, $300 milli<?n in 197~, a~d $330 million in 
i977 (assuming the 9-percent rate remams effective m these 3 .years). 

IV. VOTE m' Co~nH'l'TEJ<J ox REPORTING THE BILL 

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

V. CHANGES IN ExiSTING LAW 

In the opinion of the committ~e, it is n~cessary, in ~rder to expedite 
the business of the Senate, to diSpense with the reqmrements of sub
section 4 of rule XXIX of the Standing Rules of the Senate (relating 
to the showing of changes, in existing law made by the bill, as 
reported). 

0 



93o CoNGRESS } HOUSE OF REPRESENTATIVES { REPOR'l' 
~d Session No. 93-1642 

UPHOLSTERY REGULATORS 

DECEMBER 19, 1974.-0rdered to be printed 

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

CONFERENCE REPORT 
[To accompany H.R. 421] 

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

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

In lieu of the matter proposed to be inserted by the Senate amend
ment insert the following: 
SEOTION 1. AMENDMENT OF TARIFF SCHEDULES. 

{a) In General.-Schedule 6,part 3, subpart E of the Ta'riff Sched
ules of the United States (19 U.S.0.1~0~) is amendedr-

( 1) by striking out "upholstery regulators, and", and by insert
ing "and upholste1'y regulators, upholsterer's regulating needles, 
and upholsterer's pins," after "other hand needles," in the item 
description preceding item 6.51.01; 

(~) by striking out "and upholstery regulators" in item 651.04-; 
and 

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

(b) Effeetive Date.-The amendments made by subsection (a) apply 
with respect to articles entered,· or 1.vithdrmvn from· warehouse, for 
consumption on or after the date of enactment of this Act. 

(c) Status of New /tem.-The duty free treatment applied to up
holstery regulators, upholsterer's regulating needles, and upholster-

38-006 0 
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er's pins under item651.06 of the Tariff Schedule.~ of the United States 
(as added by subsection (a) ) shall be treated as not having tl~;e status 
of a statutory provision enacted by the Cqngress, but as ~avzng been 
proclaimed by the President as bein{l Tequzr~d. or approp~<tate to carry 
out foreign trade agreements to 'whwh the [)mted States ~sa party. 
SEC. f&. Ali/ENDMENT OF INTERNAL REVENUE CODE. 

Except as otherwise expressly provided, ~vhenever in t.his Act an 
amendment is expressed in terms of a_n amendment to a.se;ctwn or other 
provision, the reference is to a sectwn or other prov1.swn of the In
te'i"nal Revenue Code of 1954. 
SEC. 3. EXTENSION BY ONE YEAR OF PERIOD DURING 

WHICH POLLUTION CONTROL FACILITIES, 
RAILROAD ROLLING STOCK, REHABILITATION 
HOUSING, AND COAL MINE SAFETY EQUIP
~JENT MAY QUALIFY FOR 5-YEAR AMORTIZA
TION. 

(a) Pollution Control Fa.cilities:-;-Sec~ion 169(d) (4) (B) .(defin
inrJ new identifiable treatment faczl1ty) ~s amended by stnkzng out 
"january 1, 1975" and inserting in li~u thereof "Janu;zry 1, 1976'': 

(b) Railroad Rolling 8 toek.-S ectwn 184 (e) ( relatzng to amort~za-
tion of railroad rolling stock) is amended- . . . 

(1) by striking out "1975" in paragraph (1) and znsertzng zn 
lieu thereof '~19'76", and .. 

(93) by striking .out "January 1, 1975" in paragraph (7) and 
inseTting in lieu thereof "January 1, 1976". 

(c) Rehabilitation of Low-Income Renta.l.Housing.-;-Seetion 167 
( k) ( 1) (relating to expenditures to rehabzlztate lmv-znoo~ ren.tal 
housing) is amended by striking out "January 1, 1975" and tnsertzng 
in lieu thereof" ,l anuaryl, 1976". . . . . 

(d) Coal Mining Safety Equ~pment.-?eetion 187(d) (3) .(~efinzng 
certified coal mine safety equzpment) ts amended by stnktng out 
"lanuary 1, 1975" and inserting in lieu thereof "January 1, 1976". 
SEC. 4. AOCRUAL OF VACATION PAY. . 

(a) In General.-Subpart 0 of.part II of.subchapterlf of chapter 1 
(relating to taxable year for whwh deduet~ons taken) zs amended by 
adding at the end thereof the following new section: 
"SEC. 463. ACCRUAL OF VACATION PAY. 

" (a) Allowance of Deduotion.-At the election of a taxpayer 'I;Dho~e 
tawable income is computed under an aeerua? methfJd of accounting; zf 
the conditions of section 16f& (a) are otherwtse sattsfied, the deductwn 
allowable under section 1613(a) with Tespeet to vacation pay shall be 
an amount equal to the l!'tJ/m of- . 

"(1) a reasonable addition to an account represent~ng the taro
payer's liability for vacation pay eamed bp employees before the 
close of the taxable year .and payable dunng the taa:able year or 
~vithin 1'2 months following the close of the taxable year; plus 

" ( 93) the amount (if any) of the reduction .at th~ close .of ~he 
taxable year in the suspense accc0111nt provided tn subseetzon 
(c)(~). 
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Such liability for vacation pay eamed before the close of the tawable 
year shall include airoounts which, because of contingencies, ~vould not 
(but for this section) be deductible under section 16'2 (a) as an accrued 
expense. All payments with respect to vacation pay shall be charged 
to such acc0111nt. 

"(b) Opening Balance.-The opening balance of the accuunt de
scribed in subsection (a) (1) for the first tawable year shall, under 
regulations prescribed by the Secretary or his delegate, be-

" (1) in the ease of a taxpayer ·who maintair~ ed a predecessm• 
account for vacation pay under section 97 of the Teehnwal Amend
ments Act of 1958, as amended, for hiR last taxable year ending 
before January 1, 1973, and who malces an election under this 
section for his first taa:able year ending after December 31, 197f&, 
the larger of- ·. 

" (A) the balance in such predecessor account at the close 
of sueh last taxable year, or 

"(B) the amount determir~ed as if the taxpayer had main
tained an account deacribed in subsection {a) ( 1) for suelt 
laJJt taxable year, or 

" ( 93) in the caJJe of any tawpayer not described in paragraph ( 1), 
an amount equal to the largest closing balance the taa:payer would 
have. had for a. nv of the tawpayer's 3 taxable years immediately 
preceding such first taxable year if the taa:payer had maintained 
such account throughout sueh 3 ~mmediately preceding taxable 
yeara. 

"(e) Suspense Account for Deferred Deduotion.-
"(1) Initial 8U8pense account.-The amount of the suspense 

account at the beginning of the first taxable year for which the 
taa:payer maintains under thiR section an account ( deM:ribed in 
subsection (a) (1)) shall be the amount of the opening balance 
described in subsection (b) minus the amount, if any, allowed an 
deductions for prior taxable year8 for vacation pay accrued but 
not paid at the close of the taxable year preceding such first taw
able year. 

"('2) Adjustments in suspen.'3e aceount.-At the close of each 
taxable '!/ear the suspense account shall be-

"(A) reduced by the excess, if any, of the amount in the 
suspense account at the beginni'ng of the tawable year over the 
amount in the account described in subsection (a} (1) at the 
close of the tawable year (after making the additions and 
charges for su,ah taxable year .provided in subsection (a) ) , or 

"(B) increased (but not to an amount greater than the 
initial balance of the 8U8pense account) by the excess, if any 
of the-amount in the t:Wcount described in subsection (a.) ( 1) 
at the close of the taa:able year (after malcing the additions 
and ehargea for sueh taxable- year provided in subt1eetion (a) ) 
over the amount in the suspeme accownt at the beginning of 
the taa:able year. 

" ( 3) Section 381 acquisitions.-The application of this subsec
tion to any acquisition to which section 381 (a) applies shall be 

. determined under regulations prescribed by the Secretary or his 
dele fl. ate. 
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" (d) Election.-An election '!llfllie-r this section shall be made at such 
time and in such manner as the SeC'retary or his delegate 'l1U1J!f by regu
lations prescribe. 

" (e) Chatnges in Accounting Method.-
"(1) Establishment of accownt. not .considere~ chantje.-The 

establishment of am, account desrmbed 2n subsectwn (a) (1) shall 
not be considered a cha~f!f~e in method of accounting for purposes 
of seetion 446 (e) ( relatzng tQ requirement respecting change of 
accounting method), and no adjustment shall be required under 
section 481 by reason of the establishment of such account. 

"(1:1) Certain tampayers treated as having initiated change.-I.f 
the tawpayer treated vacation pay under section 97 of the Techni
cal Amendments Act of 1958, as amended, for' his last tawable 
year ending before January 1, 1973, and if sueh tawpayer fails to 
make an election u/nder this section for his first tawable year end
ing after December 31, 197-E, then, for purposes of section 481, sueh 
tampayer shall be treated as having initiated a change in method 
of accounting with respect to vacation pay for his fi'!'st tamable 
year ending after December 31, 19713." 

(b) Clerical Amendment.-The table of sections for BUOh subpart C 
is amended by adding at the end t~reof the followinu: 

"SEo. Jlj3. Accrual of vacatwn pay." 
(c) Certain Increases in Suspense Account Included in Gross In-

come.-
(1) Section81 is amended to read as follows: 

"SEC. 81. CERTAIN INCREASES IN SUSPENSEACCOUNTS 
"There shall be included in gToss ineome for the tawable yea1' for 

which an increase is required--
"(1) Certain dealers' reserves.-The amount of any inc'!'ease in 

the suspense account required by paragraph (4) (B) (ii) of sec
tion 166(g) (relating to certain debt obligations guamnteed by 
dealers). 

"(13) Vacation pay.-The amountof any inC'rease.in the suspense 
aceount Tequired. by paragraph ( 13) (B) of seetion 403 ( c} ( relat
ing to acC'rUal of vacation pay)." 

(13) The table of sections fm• part II of subchapter B of chapter 
1 is amended by striking out the item relating to section 81 and 
inserting in lieu thereof the fonowing: 

"SEc. '81. Certain increases in suspense accownts." 
(d) Effective Dates.-

(1) Ewcept as provided in paragraph (B), the amendments 
made by this section shall apply to tamable years beginning after 
December 31, 1.973. 

(B) If the tampayer maintained an account for vacation pay 
under section 97 of the Technical Amendments Act of 1958, as 
amended, for his last tawable year ending before January 1,1973, 
the amendments made by this section shall a,pply to tawable years 
ending after December ,CJJ, 197S. 

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

(a) General Rule.-/n the case of buildings and other items of sec
tion 1S50 p1'0perty (wi,thin the meaninu of section 1B60(c) of the 
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Internal Revenue. Code of 1954) ,Placed in service before the effective 
date ~4 the class lwes first p;resrmbed by the Secretary of the Treasury 
or h'tB delegate under sectzon 167(m) of such Code for the class in 
which such prope1'ty fall8, if un election under such section 167(m) 
applies to the tawpayer for the tamahle ·year in which such propertp zs 
placed in service, the tawpayer may, in accordance with regulat~ons 
p1'eBcribed by the Secretary of the Treasury or his delegate, elect to 
dete'l"'nine the useful life of such p'l'Operty-

(1) under Revenue Procedure us:...B1 (as amended and supple
mental) as in effect on Deoember31, 1970, or 

(B) on the facts and oiroumstanees. 
(b).Repeal of Prior Transitional Rute.-Para{/'f'aph (1) of section 

109(e) of the Revenue Act of 1971 (Public Law 9'9---178) is hereby 
repeated. . 

(c) Conforminu Amendtment.-Section 1S50(a) (1) (C) (ii) is 
amended by striking "January 1, 1975" icnd in lieu thereof inserting 
"January 1, 1976". 

(d) Effective Date.-The amendments made by this section shall 
apply w2th reBpect to p'l'Operty placed in service after December 31, 
1973. 
SEO. 6. REAL ESTATE INVESTMENT TRUSTS; TREAT

MENT OF FORECLOSURE PROPERTY. 
(a) Foreclosure P1'operty.-Section 856 (defining real estate invest

ment t1'U8t) is amended by adding at the end thereof the followinu new 
subsection: · 

" (e) Special Rules for Foreclosure Property.-
"(1) Foreclosure property defined.-For purposes of this part, 

the te'l"'n 'foreclosure p'l'Operty' means any real p'l'Operty { inelud
ing interests in real p1'0perty), and any personal p1'0pe1'ty 2ncident 
to such real p1'operty, acquired by the real estate investment t1'U8t 
as the r68ult of such trust having bid in such property at fore
closure, or having othe'f"Wise reduced such p1'0perty to ownership 
or possession by agre~en! or p1'0ces8 of law, after there was de
fault (or default was tmm2nent) on a lease of such properly or on 
an indebtedness which such p1'0perty secured. 

"(B) Grace period.-Ewcept as provided in paragmph (3), 
property shall cease to be foreclo8u1'e property with respect to the 
real estate investment t1'U8t on the date which is 9 years after the 
date such t1'U8t acquired such property. · · 

" ( 3) Ewtensians.-1 f the real estate in1Jestment trost establishes 
to the satisfaction of the Secretary or his delegate tkat an ewten
sion of the grace period is necessary for the orderly liquidation of 
the t1'U8t's interest in sueh property, the Se(J'f'f,tary or his delegate 
m;ay ewtend the grace pe'l"iod for BUOh property. Any such er»ten
B'ton shall be for a period ·of not more than 1. year, and not more 

· than 9 ewtensians shall be gmnted 'with respect to any property. 
"(4) Te'l"'nination of grace period in certain cases.-Any fore

closure property shall cease to be atteh on the first day (occurring 
on or after the day on which. the real estate investment t1'U8t ac
quired the property) on 'lVhich-

" (A ) a lease is entered int-o with reBpeat to sitch properly 
which, by its terms, will give rise to income which Ul not ite-
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scribed in subsection (c) (3) (other than subparagraph (F) 
of such sUbsection), or any amount is received or a~orued, di
rectly or indirectly, pursuant to a lease entered ~nto on or 
after suah day which is mt deseribed in such subsection, 

" (B) any const'I'UIJtion tolces place on suah property ( ot~er 
than completion of a building, or oompletion of any other ~m
prove'ln6nt, where 'inOre than 10 percent of the const'I'UIJtionof 
BUIJh building or other imprO'I)eme'nt was completed before 
delault became imminent), or · 

t, ( 0) if such day is more than 90 days after the day on 
which BUIJh property was acguired by the real estate invest
'ln6nt t'l"tUJt and the prop_erty is used in a trade or business 
which is oonduated by the t'l"tUJt (other than th'lfough an in
dependent contractor (within the meaning of section (d) ( 3)) 
from whom the t'l"tUJt itself does not derive or receive any 
income). · 

" ( 5) T aa'Ypayer mWJt make eleetion.-Property shall be treated 
as foreclosure property for purptJses of this part onl!p, if the real 
estate invest'ln6nt t'l"tUJt so elects (in the manner promded in regu
lations prescribed by the Secretary or his delegate} on or before 
the due date (including any ewtensions of time) for filing its re
ttttrn of taw under this chapter for the tawable year in which BUIJh 
t'l"tUJt acquires such property. Any suah election shall be irrevo-
cable." . 

(b) Modification of Holding for Safe Rule.-Sect~on 8~6(a) (4) 
(defining real estate in'IJest'in6nt t'l"tUJt) zs amended by ~nsertzng after 
"property". the following: " (other than foreclosure property, as de~ 
fined in subsection (e) ) "· · · · 

(c) Taw on Income From Foreclosure Property.-Section 857(b) 
(relating to method .of taifJation of 1'eqj estate_ investment t'l"tUJts, etc.) 
is amended by redeszgnat~ng paragraph (4) as paragraph (5) and by 
inserting after paragraph ($') the following ne')J) paragraph: 

"(4) Income from foreclosure property.- . 
"(A) Imposition of taw.-There is het•eby imposed for 

each tawable year on the net inco'in6 from foreclosure rr:op
erty of e'Very real estate investment t'l"tUJt a taw deter:mzned 
by applying sectio~ 11 to such income as if such 1mcome 
constituted the tawable ineome of a corporation tawable under 
section 11. For purposes of the preceding sentence, the.surtaw 
ewemption shall be uro. . 

"(B) Net income from foreclosure property.-For pur
poses of this part, .. the .term 'net incO'In6 from foreclosure 
property' means the ewcess of- . . . 

" ( i) gain from the sale or other dupo~twn of fore
closure property descnoed in section 1~~1 (i) and th,e 
gross incO'In6 for' the tawable year de'ri?Jed from fore
closure property (as defoned in section 856 ( e! ) , b~t only 
to the ewtent BU~Jh gross. incO'In6 is not descrzbed .'ln sub~ 
paragraph (A), (B), (0), (D), or (E) of section 856 
(c\ (3), O'l)er . . . 

(, ( ii) the deductions allowed by this chapter which 
are directly connected with the production of the income 
referred to in clause (i)." 
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(d) Technical A'Jn6ndment8.-
(1) Paragraphs ( ~) arid ( 3) of section 856 (c) (relating to limita

tions) are each a'ln6nded by striking out "and" at the end of sub
paragraph (D), by adding "cvnd" a.t the end of subparagraph (E'), 
and by adding at the end thereof the follO'I.t'ing new subparagraph: 

"(F) income and gain derived fro1n foreclosure property (as 
defined in subsection (e));". 

( 2) Section 857( a) ( 1) (relating to requirements applicable to real 
estate invest'ln6nt t'l"tUJts) is amended to read as follows: 

"(1) the deduction for dividends paid during the tawable year (as 
defoned in 'section 561, but determined withdut regard. to capital gains 
dividends) equals or ewceeds the sum of-

"(A) 90 percent of the Teal estate investment t'l"tUJt tawable 
ineo'in6 for the tawabie year (determined without regard to the 
deduction for dividends paid (as defined in section 561)); and 

"(B) 90 percent of the ewcess of (i) the net income from fore
closure property O'l)er ( ii) the taw imposed on suah ineo'in6 by 
subsection (b) ( 4 )(A ) , and". 

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

"(F) There shall be ewcluded an a'lnOunt equal to the net 
ineO'in6 from foreclosure property." 

(4) Section 857(b) (~) ( 0) is amended by inserting before the 
period at the end thereof "and shall be computed without regard 
to that portion of such deduction which is attributable to the 
a'inOunt eweluded under subparagraph (F)"· 

(e) Effective Date.-The amend'ln6nts made by this section apply 
to foreclosure property acquired after December 31, 1973. Notwtth
standing the prO'I)isions of section 856(e) (5) of the Internal Revenue 
Oode of 1954 (as added by sUbsection (a) of this section) any tawpayer 
required to molce an election with ret~pect ·to foreclosure property 
sooner than 90 days after the date of enaet'ln6nt of this Act, may make 
that election at any time before the 91st day after the date of enact
'ln6nt of this Act. 
SEO. 7. INOREASE IN INTEREST OHARGED AND PAID IN 

OONNEOTION WITH DEFIOIENOIES, ETO. 
(a) Increase in Interest Rate.-

(1) Ohapter 67 ( relatin~ to interest) is amended by adding at 
the end thereof the followtng new subchapte1': 

"Subchapter 0-DETERMINATION OF INTEREST RATE 

"Sec. 66~1. Determination of rate of interest. 

"SEO. 6~1. DETERMINATION OF RATE OF INTEREST. 
"(a) In General.-The rate of interest under sections 6601 (a), 66~, 

6611(a), 633~(c)(1), and 7~(g) of ·this title, and under section 
24.11 (a) of title ~8 is 9 percent per annwm, or IJUch adji.tated rate as is 
established by the S eCII'etary or his delegate under subsection (b) . 
· "(b) AdjWJtment of Interest Rate.-The Secretary or his delegate 

shall establish an adjusted rate of interest for the purpose of subsection 
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(a) not later than October 15 of any year if the adjusted prime rate 
charged by banks during September of that year, rounded to the near
est full percent, is at least a full percentage point more or less than the 
interest rate which is then in effect. Any such adjusted rate of inte'l'est 
shall be equal to the adjusted prime rate ohareed by bank8, rounded to 
the nearest full percent, and shall become effective on February 1 of 
the immediately succeeding year. An adjustment provided for under 
this subsection may not be made prior to the ewpiration of 9J3 'fMnths 
following the date of anv precedzng adjustment under this subsection 
which changes the rate of interest. 

" (c) Definition of Prime Rate.-For purposes of subsection (b), the 
term 'adjusted prime rate charged by banks' means 90 percent of the 
average predominant prime rate quoted by commercial banks to large 
businesses, as determined by the Board of Governors of the Federal 
Reserve System." · 

(?J) The following provisions are each amended by striking out 
"the rate of 6 percent per annum" and inserting in lieu thereof 
the following: ''an annual rate estriblished under section 669J1": 

(A) section 6601(a) (relating to interest on underpay
ments), 

(B) seetion 6609J (relating to interest on erroneous refunda 
recoverable by suit), 

(0) section 6611(a) (relating to interest on overpay
ments), 

(D) section 63-"J?J (c) ( 1) (relating to interest with respect 
to failure to surrender property 8Ubjeot to levy), and 

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

Seotion 9J411 (a) of title 9J8 of the United States Oode (relating to 
interest on judgments for overpayments of t(J;Il)) is amended by strik
ing out "the rate of 6 per centum per annum" and inserting in lieu 
thereof: "an annual rate etJtablished under section 669Jl o/ the ln
ternalRevenue Oode of 1954". 

(b) Termination of Reduced Interest Rate in, Oertain Oa8es~-
(1) Oertain ewtensions of time.-Section 6601 is atnended by 

striking out 8Ubsection (b) (relating to ewtensions of time in tll,e 
case of certain estates) and subsection ( j) ('!'elating to em tensions 
of time in the case of certain ewpropriation l~sses), and by redesig
natingsubsections (e), (d), (e), (f), (g), (h),(i), (k), and {l) as 
8Ubsect!ons (b), {c), (d), (e), (f), (g), (h), (i), and (j), 
respecttvely. · · • 
· (S) Debt-financed property.-Sectimt 514(b) (3) (D) (relating 
~o intet'est 'with re~p~ct to certain unrelated debt-finaneed income) 
w amended by st'l"tk~ng out the last senteniJe. 

(c) lnerease in Penalty for Failure To Pay_ Estimated Income 
Taw.-Setrtion 6654 (a) (relating to failure by individuals to pay esti
mated. income taw) and sections 6655 (a) and. (g) ( 1) (relating to 
failure by corporations to pay estimated in:come t(J;Il)) are eaeh amended 
by striking out "the rate of 6 percent per annum" and inserting in 
lieu thereof the following: "an annual rate estriblished unde'r section 
6621". 

( 
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(d) Oonforming Amendments.-
(1) Section 6163(c) is amended to read as follows: 

" (c) .Oross Referenee.-
"F~r a"!thority of the Secreta"Y. or his delegate to require 

secur"lty ~n the case of an ewtenswn under this section, see 
section 6165." 

(2) Sections 6166 (g) atnd 6167 (e) are each amended by striking 
out the last sentence. . 

(3) Sections6166(k) and 6167(h) are each amended by st?iking 
out paragraph ( 1) and by redesignating paragraphs ( ?J) and ( 3) 
as paragraphs ( 1) and ( ?J), respectively: 

(4) Section 6504(15) is amended by st1ikVng out 6601 (h)" and 
inserting in lieu thereof "6601 (g)". · · 

( 5) The table of subohapteTB for chapter 67 is amended by add
ing at the end thereof the following: 

"Subchapter 0. Determination of Interest Rate.". 
{e) Effective Date.--'-T'he amendments rlbaile by this section shall take 

effect on July 1, 1975, and apply to amounts outstanding on such date 
or arising thereafter. · 

SEO. 8.1NTEREST ON CERTAIN DEPOSITS, ETO., IN THE 
UNITED STATES. 

1'he_ last sentence of s~c~ion 861 ( o) (relating to interest on deposits, 
~to.} w ameruM:d by stNktng out "December 31, 1.975," and inserting 
m heu thereof •'Decembtw31, 1976~"· 

SEO. 9. EXCLUSION OF' INTEREST ON OERTAIN OBLIGA
TIONS ISSUED PRIOR TO 1971. 

(a) In General.-Seetion 861(a) (1) (relating to income from 
sourceswithin the United States) is amended-

(1) by st1iking out "and" at the end of subparagraph (F) 
(?J} by sprik~ng put the period at the end of subparagraph (G) 

and tnsertzng ~n lzeu thereof a comma and the word "and'; and 
(3) by rutding at the end thereof the following new ~para

graph: 
"(H) ilnterest on a debt obligation which was part of an 

issue which-
"(i) was part of an iasue outstanding on April1, 1971, 
"(ii) W(IJJ guaranteed by a United States person, 
" (iii) was treated under chapter 41 as a debt obligation 

of a foreign obligor, 
, " ( iv) as of J'llll'te 30, 197 !;, had a ~.trity of not more 
than 15 years, and 

" ( v) when issued, 'W(IJJ ~J~UII'chased by ·one or 'fMTe un. 
derwriters for the purpose of distribution through 

. resale.". 
(b) Conforming Amendment.-The last sentence ofseetion2104(c) 

(relating to debt obligatiomrtreated (1JJ property within the United 
~tates) is .ame:nrJed by striking out "or section 881(a)(1)(G)" and 
znsertzng tn lzeu thereof a comma and "section 8111 (a) (1) (G) or 
section 881(a) (1) (H)". ' 
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(a) Effective Date.-The amendment made by subsection (a) 
applies to interest paid after the date of enactment of this Act, and 
the amendment made by subsection (b) applies with respect to estates 
of decedents dying after 8UCh date. 
SEO. 10. TAX ON OERTAIN INOOME OF POLITIOAL ORGA

NIZATIONS. 
(a) General Rule.-Subchap~er F of chapter 1 (relating to exempt 

organieatio?;US) is amended by adding at the end thereof the following 
new part: 

"PART VI-POLITIOAL ORGANIZATIONS 

"Sec. 521. PoUUcaZ organizati-ons. 

"SEO. 5£7. POLITICAL ORGANIZATIONS. 
" (a) General Rule.-A political organization shall be subject to taxa

tion PJ,nder this subtitle only to the extent provided in this section. 
A political organization shall be considered an organization exempt 
from income taxes for the purpose of any law which refers to organiza-
tions exempt from income taxes. · 

"(b) Taw Imposed.- · 
"(J) In general.-A taw is hereby imposed for each taxable year 

on the political organization taxable income of every political organi
zation. Such taw shall consist of a no'l'TIUll taw and surtax computed 
as provided in section 11 as though the political organization were a 
corporation and as though the political organization taxable incorme 
1tJere the taxable income referred to in section 11. For purposes of this 
subsection, the surtax exemption provided by section 11 (d) shall not 
be allowed. 

"(~) Alternative taw in case of capital gains.-lf for any tamable 
year any political organization has a net section 1201 gain, then, in lieu 
of the tam imposed by paragraph (1), there i8 hereby imposed a taw 
(if such a tam is less than the taw imposed by paragraph (1)) which 
shall oonsist of the sum of- · 

"(A) a partial taw, computed as provided by paragraph (1), 
on the ·political organization taxable income determined by 
reducing 8UCh income by the amount of such gain, and 

" (B) an amount determined as provided in section 1~01 (a) on 
such gain. 

" (a) Political Organization Tamable Income Defined.-
"(1) Tamable income defined.-For purposes of thi8 section, 

the political organieation.tawable income of any organization for 
any taxable year is an amount equal to the excess (if any) of

" (A) the gross i'Mome for the taxable year (excluding any 
e:l!empt function iMome), over 

"(B) the deductions allowed by thi8 chapter which are 
directly connected with the production of the gross income 
( ewcludinp exempt fu'!Wtion income), computed with the 
modifiaat~ons provided in paragraph ( £). 

"(~) Modifications.-For purposes of this subsection-
"(A) there shall be allowed a specific deduction of $100, 
"(B) no net operating loss deductions shall be allowed 

under section 172, a;nd 
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" ( 0) no deduction shall be allowed under part VI l o faub
chapter B (relating to special deductions for corporations). 

"(3) Exempt function i'!Wome.-For purposes of thi8 subsec
tion, the term 'exempt function income' means a;ny amount 
received as-

" (A) a contribution of money or other property, 
"(B) membership dues, a membership fee or assessment 

from a member of the political organization, or 
" ( 0) proceeds from a political fund raising or entertain

ment event, or proceeds from the sale of political campaign 
materials, which are 'IWt received in the ordinary course of 
any trade or business, · · 

to the extent such .amount i8 segregated for use only for the exempt 
fu,nction of the political organization. 

"(d) Oerta~n Uses Not Treated as Income to Oandidate.-For 
purposes of this title, if any political organization-

"(!) contributes any amount to or for the use of any political 
organization·whiah i8 treated as exempt from taw under subsec
tion (a) of thi8 section, 

" ( 9) contributes a;ny amount to or for the use of any organisa
tion described in paragraph (1) or (9) of section 509(a) which 
i8 exempt from taw under section 501 (a), or 

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

such amount shall be treated as an amount not diverted for the personal 
use of the candidate or any other person. No deduction shall be allowed 
under thi8 title for the contribution or deposit of any amount described 
in the preceding sentence. 

"(e) Other Definitions.-For purposes of th.i8 section-
"(1) Political organir&ation.-The term 'political organization' 

means a party,.committee, association, fund or other organization 
(whether or not incorporated) organized and operated primarily 
for the purpose of directly or indirectly accepting contributions 
or making expenditures, or both, for an exempt function. 

"(2) Exempt function.-The term 'exempt function' means the 
funetwn of influencing or attempting to tnfl;uence the selection 
nomination, election, or appointment of any individual to any 
Federal, State, or local public offke in a political organization, or 
the election of Presidential or Vice-Presidential electors, whether 
or not 81f0h individual or electors are selected, nominated, elected, 
or appo~nted. .· . · 

. . " ( 3) 0(Jntributimts.-The term 'contributions' has the meaning 
gwen to such term lty section 271 (b) ( ~). 

."(4) Ewpenditures.-The term 'expenditures' .has the meaning 
g~ven to such term by section 1171 (b) ( 3) • . 

"(f) Exempt Orpanization Which 18 Not Political Organization 
Must Include Oertam Amounts in Gross l'!Wome.- . 

.".(1) ! n general.-/ f an organization desrrribed in section 501 (e) 
1vhUJh ~ exempt ·from taw under section 501 (a) expends any 
amo'}tnt. during the taxable. year directly (or through another or
gan"fat?on) for an exempt fuMtion (within the meaning of sub
seat'ion (e) ( 2) ),, then, no~~thstandinp any other provi8ion of law, 
tliere shall be z'!Wluded zn the gross 'income of such o'rganir&ation 



12 

for the tamable year, and shall be subject to tam under subsection 
(b) as if it constituted political organization taxable income, an 
anwunt equal to the lesser of-

" (A) the net investment income of such organization for 
the tamabl-e year, m· · 

"(B) the aggregate amount so expended during the tamable 
year for such an exe~pt function. . . 

"(S) Net investment ~ncome.-For purposes of th~ subsectwn, 
the term 'net investment income' means the excess of-

." (A) the gross amount of income from interest, dividends, 
rents, and royalties, plus the excess (if any) of gains from 
the sale 0'1' exchange of a8sets over the losses from the sale or 
exchange of mJsets, over 

" (B) the deductions allotoed by this chapter which are di
rectly connected with the production of the income referred 
to in subparagraph (A). 

For purposes. of the prec~ding sentence, there shall not be t~en 
i/ato account ~tems taken znto account for purposes of the tam zm
posed by section 511 (relating to tam on unrelated business in
come). 

"(3) Certain separate segregated funds.-For purposes of this 
subsection and subsection (e) ( 1), a separate segregated fund 
( withitn the meaning of section 610 of title 18 or of any similm· 
State statute, or within the meaning of any State statute which 
permits the segregation. of dues mone'/l.s for exempt functions 
(within the meaning of subsection (e) U:)) which is maintained 
by an. organization described in section 501 (c) which is exempt 
from tam under section 501(a) shall be treated a8 a separate 
organization. 

"(g) Treatment of Newsletter Funds.-
"(1) In general.-For purposes of this section, a fund estab

lished and maintained by an individual who holds, ha8 been elected 
to, or is a candidate (within the meaning of section 41 (a) (2)) for 
nomination or eleetion to, any Federal, State, or local elective pub
lic office for use by such individual exclusively for the preparation 
and circulation of such individual's newsletter shall, except a8 
provided in paragraph (2), be treated a8 if such fund constituted 
a political organization. 

"(2) Additional modifications.-/n the case of any fund de
scribed in paragraph (1)-

" (A) the exempt function shall be only ·the preparation 
and circulation of the newsletter, and 

" (B) the specific deduction provided by subsection (c) ( 2) 
(A) shall not be allowed." . 

(b) Requ~rement of Return.-Section 6012(a) (relating to persons 
required to make returns of income) is amended by striking out 
"and'' at the end of paragraph (4), by inserting "and" at the end of 
paragraph ( 5), and by inserting after paragraph ( 5) the follO'UJiing 
new paragraph: 

" ( 6) Every politieal organization (within the meaning of sec
tion 5S'i(e) (1) ), and every fund treated under section 52'i(g) as 
if it constituted a political organization, whieh has political or
ganization tamable income (within the mea:tftiing of section 
5B7(c) (1)) joT the tamable year;". 

$.:.,1 ,,) 
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Section 601~(a) is amended by striking out the last sentence thereof. 
(c) Conforming Amendment.-Seotion 501(b) (relating to taaJ on 

unrelated business income and certain other activities) is amended by 
striking out "parts II and III" each place it appears and inserting in 
lieu thereof "parts//, III, and V !". 

(d) Clerical Amendment.-The table of parts for subchapter F is 
amended by adding at the end thereof the following new item: 

"Part VI. Political Organizations.". 
(e) Effective Date.~ The amendments made by subsections (a), (b), 

(c), and (d) shall apply to tamable years beginning after December 31, 
1974. 

(/) Exemption From Filing Requirement for Prior Years Where 
Income of Political Party Wa8 $100 or Less.-ln the ease of a tamable 
yem· beg~nning after December 31,1971, and .before January 1, 1975, 
nothing in the Internal Revenue Code of 1954 shall be deemed tore
quire any organization described in section 527 (e) ( 1) of such Code to 
file a return for the tamable year under such Code if such organization 
would be exempt from so filing under section 6012(a) (6) of such Code 
if such section applied to such tamable year. 

(g) Technical Amendment.-Th.e Act entitled "An Act to amend 
the Internal Revenue Code of 1954 'With respect to advertising in a 
convention program of a national political convention", approved 
Ju/ne 18,1968 (82 Stat.183; Public Law 90-346) is repealed. 
SEC. 11. EXTENSION OF EXISTING CREDIT AND DEDUC

TION PROVISIONS FOR POLITICAL CONTRIBU
TIONS TO CONTRIBUTIONS FOR NEWSLET
TERS; TWO-YEAR RULE FOR ANNOUNCING 
CANDIDACY. 

(a) General Rule.-S ection 41 (a) (relating to contributions to can
didates for public office) is amended by inserting "and all newsletter 
fund contributions" after "all political contributions". 

(b) V erification.-Section 41 (b) ( 3) (relating to verification) is 
amended-

(1) by striking out "political contribution" the first place it 
appears and inserting in lieu thereof "political contribution or 
newslettel' fund contributon", and 

{2) by striking out "political contribution" tlte seeond place 
it appears and inserting in lieu thereof "contribution". 

(c) Definition.-Section 41 (c) is amended by adding at the end 
thereof the following new paragraph: ' 

" { 5) Newsletter fwnd ()()'J'ttribution.-The term 'newsletter fund 
contribution' means a contribution or gift of money to a fwnd es
tablished and maintained by an individual who holds, has been 
elected to, or is a candidate for nomination or election to, any 
Fede'l'al, State, or local elective publie office for use by such indi
vidual exclusively for the preparation and oirculation of a 
newsletter." 

(d) Conforming Amendments in Deduction PTovision.-Section 
218 (relating to contn"butions to candidates for public office) is 
amended-

(1) by inserting "or nPI/J.Jsletter fund contribution ( a8 defined 
in seation 41 (c) ( 5) ) " after "section 1,1 (c) ( 1) " in subsection (a) ; 
and 
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(2) (A) by striking out "political contribution" the first place 
it appears in subsection (b) (2) and inserting in lieu thereof "po
litical contribution or newsletter fwnd contribution"; and 

(B) by striking out "political contribution" the second place it 
appears in subsection (b) (2) and inserting in lieu thereof "con
tribution". 

(e) T'IJ)(J-Year Rule for Announcing Candidacy.-Section 41 (c) (2) 
(A) ( defoning candidate) is amended by striking out "has publicly 
~d" and inserting in lieu thereof "publicly announce8 before 
the clO~ of tlte calendar year following . the calendar year in which 
tlle contribution or gift is nuuie". 

(/) Effective Date.-The amendments made by this section shall 
apply to o:ny contribution, payment of which is made after December 
31, 1974, in tamable years beginning after such date. 
SEC. 1'2. INCREASE IN POLITICAL CONTRIBUTIONS 

CREDIT AND DEDUCTION. 
(a) l'M1'ease in Credit.-Section 4J(b)(1) (relating to mawimwm 

credit for contributions to candidates for public office) is amended to 
read as follows: 

"(1) N awimum credit.-The credit allowed by subsection (a) 
for a ta!lJa.ble year shall not ewceed $25 ($50 in the case of a joint 
return under section 6013) ." 

(b) Increase inDeduction.-Section 218(b) (1) (relating to amownt 
of dedvotion for contributions to candidates for public office) is 
ame'Tided to read as follows: 

"(1) A'l(l.iOunt.-The deduction under subsection (a) shall not 
ewceed $100 ($200 in the case of a joint return under section 
6013) ." 

(c) Effective Date.-The amendments made by subsections (a) and 
(b) 1hall apply with respect to any contribution, the payment of which 
is made after December 31, 197 4, in tamable years beginning after such 
date. 
SEC.13. TRANSFER OF APPRECIATED PROPERTY TO PO

LITICAL ORGANIZATIONS. 
(a) /ncludon in Gross Income of Transferor.-

(1) In General.-Part II of subchapter B of chapter 1 (relat
ing to items specifically inc7Auled in gross income) i~ amended by 
adding at the end thereof the following new section: 

"SEC. 84. TRANSFER OF APPRECIATED PROPERTY TO 
POLITICAL ORGANIZATIONS. 

" (a) General Rule.-/ f- . , 
"(1) any person transfers property to a political organization, 

and 
"(2) the fair market .value of such property ewceeds its ad-

justed basis, 
then for purposes of this chapter the transferor shall be treated as hav
ing sold such property to the political organization on the date of the 
transfer, and the transferor ~hall be treated as having realized an 
amount equal to the fa~r market value of such property on such date. 
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"(b) Basis of Property.-ln the case of a transfer of property to a 
political organization to tvhich subsection (a) applies, the basis of 
such property in the hands of the political organization shall be the 
same as it tvould be in the hands of the transferor, increased by the 
amount of gain recognized to the transferor by reason of such transfer. 

" (c) Political Organization Defined.-F or purposes of this section, 
the term 'political organization' has the meaning given to such term 
by section 527(e) (1).'' 

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

"Sec. 84. Transfer of appreciated property to poZiticaZ organizations." 

(b) Effecti1Je Date.-The amendments made by subsection (a) shall 
apply to transfers made after May 7, 1.97 4, in tamable years ending 
after such date. 

.(c) Nonrecognition of Gain or Loss Where Organization Sold Con
tnbuted Property Before August 2, 1973.-/n the case of the sale or 
ewchange before August 2, 1973, by an organization described in sec
tion527(e) (1) of the Internal Revenue Code of 1954 of property tvhich 
such organization acquired by contribution (within the meaning of 
section 271 (b) (2) of such Code), no gain or loss shall be recognized 
by such organization. 
SE0.14. GIFT TAX NOT TO APPLY TO CONTRIBUTIONS TO 

POLITICAL ORGANIZATIONS. 
(a) In General.-Section2501(a) (relating to tawable transfers for 

purposes of the gift taw) is amended by adding at the end thereof the 
following new paragraph: 

"(5) Transfers to political organizations.-Paragraph (1) shall 
not apply to the transfer of money or other property to a political 
orgamzation (within the meaning of section 527 (e) (1) ) for the 
use of such organization." 

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

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

(17) 



JOINT EXPLANATORY STATEMENT OF THE COMMITTEE 
OF CONFERENCE 

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

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

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

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

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

CLERICAL AMENDMENT 

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

The conference substitute adopts this provision of the Senate 
amendment. 

ONE-YEAR ExTENSION OF AMORTIZATION PROVISIONS 

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

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

AccRUAL oF VAcATION PAY 

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

(18) 
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been continuing the temporary treatment in this area pending a 
permanent solution. The last extension expired in 1973. This treat
ment allows an employer to take a deduction in the case of accrued 
vacation pay which, except .for contingencies (such as termination of 
employment before vacation time arrives), has already been earned 
by the employees. However, to prevent a doubling up of deductions 
in the case of an employer who is newly going on to the accrual pay 
system, this provision of the bill provides that the employer may 
not currently take a deduction for contingent amounts which accrued 
in years prior to the year in which he elected this treatment. This 
amount is held in suspense and is available as a deduction in subse
quent years only to the extent that the end of the year liability for 
accrued vacation pay (on the new basis) is less than the beginning 
amount held in the suspense account. 

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

ExTENSION oF REAL EsTATE DEPRECIATION REcAPTURE RuLES oN 
FEDERALLY, STATE AND LocALLY-AssiSTED HousiXG PROJF..CTS 

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

Section 5 of the Senate amendment also extends the real estate 
recapture rules on certain housing projects. The effect of the recapture 
rules is to tax the gain from such sales as ordinary income (rather 
than capital gain) to the extent of the deductions taken under accel
erated depreciation in excess of straight-line depreciation. In the case 
of Federal, State, and locally assisted housing projects (which are 
limited as to the rate of return on the investment, such as the FHA 
221 (d) ( 3) and the FHA 236 programs) where the construction or 
acquisitiOn occurs before January 1, 1975, there is to be full recapture . 
during the first 20 months of holding and this is decreased by one per
cent a month thereafter (with no recapture at the end of 10 years). In 
the case of most housing, there is full recapture during the first 100 
months after which there is a decrease of the amount recaptured by 
one percent a month (with no recapture after 16% years). These gen
eral recapture rules apply to the governmentally assisted housing in 
the case of construction and acquisitions in 1975 and later years. The 
Senate amendment extends for one more year, until January 1, 1976, 
the .shorter recapture period for the governmentally assisted housing 
proJects. 

The conference substitute adopts section 5 of the Senate amendment. 

REAL EsTATE INVESTMENT TRusTS: TREATMENT OF FoREcLOSURE 
PRoPERTY 

Section 6 of the Senate amendment deals with some of the tax prob
lems of real estate investment trusts. Under present law, a real estate 
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investment trust (REIT), if it de:ives most o~ its incom~ from real 
estate investments (and meets certam other reqmrements), IS not taxed 
on its distributed income but instead is allowed "pass through" tax 
treatment whereby the income is taxed to the shareholders and not the 
trust. A series of revisions, had been proposed for the tax treatment of 
real estate investment trusts to take account of current practices and 
economic problems faced by the industry. The Senate amendment deals 
only with the most pressing current problems of the industry, those 
relating to the tax treatment of foreclosure property. The Senate 
amendment, in general, provides that a REIT is not to be denied the 
"pass through" treatment because of income it receives from fore
closure property. In general, under the Senate amendment the REIT 
will be taxed as a corporation on the income from the ioreclosure 
property and will have a period of time to sell the foreclosed property 
or convert it into qualified property. 

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

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

INCREASE IN INTEREST CHARGED AND PAm IN CoNNECTION WITH 
DEFICIENciES, Ere. 

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

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

INTEREST ON CERTAIN OBLIGATIONS 

Section 8 of the Senate amendment deals with the tax treatment of 
student loan funding programs. Presen~ la'Y exempts interest J?aid on' 
most State and local governmental obhgat10ns from Federal mcome 
tax. The provision adds a new category to the list of obligations, the 
interest from which is exempt from Federal income tax. The category 
added is qualified scholarship funding bonds where the students loan 
programs are financed, at the request of governmental units, by,non
profit higher education authorities even though the bonds do not con
stitute a State or local government bond. , In addition, the provision 
makes it clear that student loan incentive payments made by the Com
missioner of Education under the Emergency Insured Student Loan 
Act of 1969 are not to result in the treatment of the obligations as 
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arbitrage bonds and in this manner disqualified the financing of these 
student loan programs for tax-exempt status. 

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

The managers understand that in certain cases even if these obliga
tions qualify under section 103 they nevertheless would not be exempt 
because they would be treated as arbitrage bonds (under sec. 103 (d) of 
the Code). These obligations are treated as arbitrage bonds if the 
interest to be paid by students on their loans together with any incen
tive payments represent a yield that may be materially higher than the 
yield on the bonds issued to finance the student loan program. Many of 
these obligations may be treated as arbitrage bonds because certain 
student loan incentive payments made by the Commissioner of Educa
tion (HEW) to cover the expenses of the student loan program are 
taken into account in computing the yield (and other amounts appro
priated under State law may be so taken into account). The temporary 
regulations provide that the yield on the proceeds from the acquired 
program obligations may not exceed the yield produced over the term 
of the obligations issued to finance student loans by more than 11;2 per
cent or such higher percentage as is shown to be necessary to cover 
administrative expenses. 

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

INTEREST ON CERTAIN DEPOsiTs, ETc., IN THE UNITED STATES 

Section 9 of the Senate amendment deals with the exclusion from 
gross income of interest on U.S. bank deposits held by nonresident 
aliens. Under present law, interest received by nonresident aliens from 
deposits with banks, with savings and loan institutions or other similar 
associations, and from amounts held by al). insurance company under 
an agreement to pay interest is exempt from the 30-percent withhold
ing tax on income or gain not effectively connected with the conduct 
of a trade or business within the United States. This provision, how
ever, expires as of December 31, 1975. The Senate amendment extends 
the termination of this provision for one additional year to Decem
ber 31, 1976. 

The conference substitute adopts the provisions of section 9 of the 
Senate amendment. 
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ExcLUSION OF INTEREST ON CERTAIN OBLIGATIONS IssUED PruoRTO 1971 

Section 10 of the Senate amendment provides that (1) where com
panies had issues of indebtedness outstanding on the date of the en
actment of the interest equalization tax, (2) which were guaranteed 
by U.S. persons, (3) which were treated under that Act as debt obli
gations of a foreign obligor, (4) the obligation does not have a matu
rity dats exceeding 15 years as of June 30, 197 4, and ( 5) the obligation 
ha-s been purchased by one or more underwriters with the purpose of 
distribution through resale, then the interest on the obligations is to 
be treated as foreign source income and as a result exempt from the 
30-percent withholding tax in the case. of interest payments to non
resident aliens. In addition, these obligations are to be exempt from 
U.S. estate tax when held by nonresident aliens. Since the interest 
equalization tax (under which these obligations were exempted from 
withholding tax) is no longer in effect, the only way finance subsid
iaries can continue to avoid payment of the withholding tax is for 
their U.S. parent company to assume these obligations. However, this 
would cause the finance subsidiaries to realize income from the dis
charge of indebtedness. For this reason, these types of obligations were 
made exempt from the 30-percent withholding tax. · 

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

TAx oN CERTAIN INcoME oF PoLITICAL ORGANIZATIONs 

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

Generally, newsletter committees (and separate funds) are to be 
treated for tax purposes in the same manner as political campaign 
committees. That is, contributions received by the newsletter commit
tees are not to be taxable to the individual or committee nor are the 
funds ~pent for a newsletter to be deductible. However, to the extent 
of any mvestment income or business income in the case of these funds 
tax is to be imposed. Should funds be withdrawn from newslette~ 
f.unds for ·personal purposes, however, tax is to be imposed at that 
time. 

The conference substitute adopts the provisions of section 11 of the 
Sena~e amendment, with an amendment to clarify the provision re
gardn~ .. g ~parate segregated campaign funds established by exempt 
orgamzations to conform to State laws. In such a case, where appropri
ate under the saf!'lguard~ of the laws of the rel~vant State, a separate 
segregated fund IS permitted to have dues momes transferred to it by 
t~e exempt organizatio~ to be. used for political campaign purposes, 
without tho~e f.unds bemg treated as expenditures made by that ex
empt orgamzatwn. 
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ExTENSION OF ExiSTING CREDIT AND DEDUCTION PROVISIONS FOR Po

LITICAL CoNTRIBuTIONS To CoNTRIBUTIONS FOR NEWSLETTERS ; 2-Y EAR 
RuLE FOR A.NNOUNCING CANDIDACY 

Section 12 of the Senate amendment extends the existing credit and 
deduction provisions for political contribiltions to contributions to 
newsletter funds. · 

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

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

INCREASE IN PoLITICAL CoNTRIBUTIONS CREDIT AND DEDUcTioNs 

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

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

TRANSFER oF APPRECIATED PROPERTY TO PoLITICAL ORGANIZATIONS 

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

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

GIFT TAx NoT To APPLY TO CoNTRIBUTIONS TO PoLITICAL 
ORGANIZATIONS 

Section 15 of the Senate amendment provides that gift tMms are not 
to apply to contributions to political parties or committees. 

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

EXEMPTION OF INTEREST ON CERTAIN GoVERNMENTAL OBLIGATIONS 

Section 16 of the Senate amendment exempts from Federal taxation 
the interest on obligations issued by the American Falls Reservoir 
District to finance and construct a dam and related facilities to replace 
the existing American Falls Dam of the Minidoka. project, Idaho-

,. 



24 

Wyoming, pursuant to a contract with the Secretary of Interior under 
authority contained in the Act of December 28, 1973 (87 Stat. 904). 

The conference substitute does not adopt the .Provisions of section 16 
of the Senate amendment. The conferees were mformed that there are 
several electrical power companies and regional power systems that 
face this type of situation in which tax-exempt bonds may not be 
issued to finance electric generating facilities for an area that extends 
beyond' two contig!JOUS counties, The, conferees" believed that they 
would not be taking a constructive step now· to enact this provision 
when a generalized approach is the proper course of action to follow. 
Therefor~, the conferees have agreed that their respective committees 
will re-examine the present situation to provide a more general 
solution. 

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

AL ULLMAN, 
JAMES A. BURKE, 
.DAN·RoSTENKOWSKI, 

PHIL M. LANDRUM, 
H. T. ScHNEEBELI, 
JOEL T. BROYHILL, 
BARBER B. CoN ABLE, 

Managers on the part of the House. 
RussELL B. LoNo, 
HERMAN E. TALMADGE, 
vANCE HARTKE, 
wALLACE F. BENNETT, 
CARL T. CURTis, 

Managers on the part of the Se'TULte. 
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H. R. 421 

RinrQ!,third Q:ongrrss of tht llnittd ~tatrs of 5lmcrica 
AT THE SECOND SESSION 

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

9n 9ct 
To amend the Tariff Schedules of the United States to permit the importation of 

upholstery regulators, upholsterer's regulating needles, and upholsterer's pins 
free of duty. 

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

(a) IN GENERAL.-Schedule 6, part 3, subpart E of the Tariff Sched
ules of the United States (19 U.S.C. 1202) is amended-

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

(2) by striking out "and upholstery regulators" in item 651.04; 
and 

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

I Free 

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

(c) STATUS OF NEw lTEM.-The duty free treatment applied to 
upholstery regulators, upholsterer's regulating needles, and uphol
sterer's pms under item 651.06 of the Tariff Schedule~ of th~ United 
States (as added by subsection (a)) shall be treated as not having 
the status of a statutory provision enacted by the Congress, but as 
having been proclaimed by the President as being required or appro
priate to carry out foreign trade agreements to which the United 
States is a party. 
SEC. 2. AMENDMENT OF INTERNAL REVENUE CODE. 

Except as otherwise expressly provided, whenever in this Act an 
amendment is expressed in terms of an amendment to a section or 
other provision, the reference is to a section or other provision of the 
Internal Revenue Code of 1954. 
SEC. 3. EXTENSION BY ONE YEAR OF PERIOD DURING WHICH POLLU

TION CONTROL FACILITIES, RAILROAD ROLLING STOCK, 
REHABILITATION HOUSING, AND COAL MINE SAFETY EQUIP
MENT MAY QUALIFY FOR 5-YEAR AMORTIZATION. 

(a) PoLLUTION CoNTROL FAciLITIES.-Section 169(d) (4) (B) 
(defining new identifiable treatment facility) is amended by striking 
out "January 1, 1975" and inserting in lieu thereof "January 1, 1976". 

(b) RAILROAD RoLLING SrocK. -Section 184 (e) (relating to amor
tization of railroad rolling stock) is amended-

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

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

(c) REHABILITATION OF Low-INCOME RENTAL HousiNG.-Section 
167(k) (1) (relating to expenditures to rehabilitate low-income rental 
housing) is amended by striking out "January 1, 1975" and inserting 
in lieu thereof "January 1, 1976". 

(d) CoAL MINING SAFETY EQUIPMENT.-Section 187(d) (3) (defin
ing certified coal mine safety equipment) is amended by striking out 
"January 1, 1975" and inserting in lieu thereof "January 1, 1976". 
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SEC. 4. ACCRUAL OF VACATION PAY. 
(a) IN GENERAL.-Subpart C of part II of subchapter E of chapter 

1 (relating to taxable year for which deductions taken) is amended 
by adding at the end thereof the following new section : 
"SEC. 463. ACCRUAL OF VACATION PAY. 

"(a) ALWWANCE OF DEDuCTION.-At the election of a taxpayer 
whose taxable income is computed under an accrual method of account
ing, if the conditions of section 162(a) are otherwise satisfied, the 
deduction allowable under section 162(a) with respect to vacation pay 
shall be an amount equal to the sum of-

" ( 1) a reasonable addition to an account representing. the tax
payer's liability for vacation pay earned by employees before the 
close of the taxable year and payable during the taxabie year or 
within 12 months following the close of the taxable year; plus 

"(2) the amount (if any) of the reduction at the close of the 
taxable year in the suspense account provided in subsection 
Tc) (2). 

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

"(b) OPENING BALANCE.-The opening balance of the account 
described in subsection (a) ( 1) for its first taxable year shall, under 
regulations prescribed by the Secretary or his delegate, be---

"(1) in the case of a taxpayer who maintained a predecessor . 
account for vacation pay under section 97 of the Technical Amend
ments Act of 1958, as amended, for his last taxable year ending 
before January 1, 1973, and who makes an election under this 
section for his first taxable year ending after December 31, 1972, 
the lar¥er of-

' (A) the balance in such predecessor account at the close 
of such last taxable year, or 

" (B) the amount determined as if the ~ipajet had tnain
tained an account described in subsection (a) ( 1) for such 
last taxable year, or 

"(2) in the case of any taxpayer not described in paragraph 
(1), an amount equal to the largest closing balance the taxpayer 
would have had for any of the taxpayer's 3 taxable years immedi
ately preceding such first taxable year if ,the taxpayer had main
tained such account throughout such 3 immediately preceding 
taxable years. 

" (c) SusPENsE AccoUNT FOR DEFERRED DEDucTioN.- · 
" ( 1) INITIAL susPENSE ACCOUNT.-The amount of the suspense 

account at the beginning of the first taxable year for which the 
taxpayer maintains under this section an account (described in 
subsection (a) ( 1) ) shall be the amount of the opening balance 
described in subsection (b) minus the amount, if any, allowed as 
deductions for prior taxable years for vacation pay accrued but 
not paid at the close of the taxable year preceding such first tax
able year. 

"('2) .ADJUSTMENTS IN SUSPENSE ACCOUNT.-At the close of each 
taxable year the suspense account shall be-

"(A) reduced by the excess, if any, of the amount in the 
suspense account at the beginning of the taxable year over the 
amount in the account described in subsection (a) (1) at the 
close of the taxable year (after making the additions and 
charges for such taxable year provided in subsection (a) ) , or 
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"(B) increased (but not to an amount greater than the 
initial balance of the suspense account) by the excess, if any 
of the amount in the account described in subsection (a) ( 1) 
at the close of the taxable year (after making the additions 
and charges for such taxable year provided in subsection (a) ) 
over the amount in the suspense account at the beginning of 
the taxable year. 

"(3) Section as1 ACQUISITIONs.-The application of this subsec
tion to any acquisition to which section 381 (a) applies shall be 
determined under regulations prescribed by the Secretary or his 
delegate. 

"(d) ELECTION.-An election under this section shall be made at 
such time and in such manner as the Secretary or his delegate may by 
re~lations prescribe. 

' (e) CHANGES IN AccouNTING METHoD.-
"(1) ESTABLISHMENT OF ACCOUNT NOT CONSIDERED CHANGE.

The establishment of an account described in subsection (a) (1) 
shall not be considered a change in method of accounting for 
purposes of section 446 (e) (relating to requirement respecting 
change of accounting method), and no adjustment shall be 
required under section 481 by reason of the establishment of such 
account. 

"(2) CERTAIN TAXPAYERS TREATED AS HAVING' INITIATED 
CHANGE.-If the taxpayer treated vacation pay under section 97 
of the Technical Amendments Act of 1958, as amended, for his 
la~t taxable year ending before January 1, 1973, and if such tax
payer fails to make an election under this section for his first 
taxable year ending after December 31, 1972, then, for purposes 
of section 481, such taxpayer shall be treated as having initiated 
a change in method of accounting with respect to vacation pay 
for his first taxable year ending after December 31, 1972." 

(b) CLERICAL AMENDMENT.-The table of sections for such subpart 
C is amended by adding at the end thereof the following: 

"Sec. 463. A.ccrual of vacation pay." 

(c) CERTAIN INCREASES IN SusPENSE AccouNT INCLUDED IN GRoss 
INCOME.-

(1) Section 81 is amended to read as follows: 
"SEC. 81. CERTAIN INCREASES IN SUSPENSE ACCOUNTS. 

"There shall be included in gross income for the taxable year for 
which an increase is required- · 

"(1) CERTAIN DEALERS' RESERVES.-The amount of !lillY increase 
in the suspense account required by paragraph (4) (B) (ii) of 
section 166(g) (relating to certain debt obligations guaranteed 
by dealers). 

"(2) VACATION PAY.-The amount of any increase in the sus
pense account required by paragraph (2) (B) of section 463(c) 
(relating to accrual of vacation pay)." 

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

"Sec. 81. Certain increases in suspense accounts.". 

(d) EFFECTIVE DATES.-
(1) Except as provided in paragraph (2), the amendments made 

by this section shall apply to taxable years beginning after De
cember 31, 1973. 
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(2) If the taxpayer maintained an account for vacation pay 
under section 9'7 of the Technical Amendments Act of 1958, as 
amended, for his last taxable year ending before January 1, 19'73, 
the amendments made by this section shall apply to taxable years 
ending after December 31, 19'72. 

SEC. 5. APPLICATION OF CLASS LIFE SYSTEM TO REAL PROPERTY. 
(a) GENERAL RULE.-In the case of buildings and other items of 

section 1250 property (within the meaning of section 1250 (c) of the 
Internal Revenue Code of 1954) placed in service before the effective 
date of the class lives first J?rescribed by the Secretary of the Treasury 
or his delegate under section 16'7(m) of such Code for the class in 
which such property falls, if an election under such section 16'7(m) 
applies to the taxpayer for the taxable year in wl].ich such property is 
placed in service, the taxpayer may, in accordance with regulations 
prescribed by the Secretary of the Treasury or his delegate, elect to 
determine the useful life of such property-

(1) under Revenue Procedure 62-21 (as amended and supple
mented) as in effect on December 31, 19'70, or 

( 2) on the facts and circumstances. . . 
(b) REPEAL OF PRioR TRANSITIONAL Rm.-Paragraph (1) of sec

tion 109(e) ofthe Revenue Act of 19'71 (Public Law 92-1'78) is hereby 
repealed. 

(c) CoNFORMING AMENDMENT.-Section 1250(a) (1} (C) (ii) is 
amended by striking "January 1, 19'75" and in lieu thereof inserting 
"January 1, 1976". 

(d) EFFECTIVE DATE.-The amendments made by this section shall 
apply with respect to property placed in service after December 31, 
19'73. 
SEC. 6. REAL ESTATE INVESTMENT TRUSTS; TREATMENT OF FORE

CLOSURE PROPERTY. 
(a) FoRECLOSURE PROPERTY.-Section 856 (defining real estate 

investment trust) is amended by adding at the end thereof the follow
ing new subsection: 

''(e) SPECIAL RuLES FOR FoRECLOSURE PROPERTY.-
"(!) FoRECLOSURE PROPERTY DEFINED.-For purposes of this 

part, the term 'foreclosure property' means any real property 
(including interests in real property), and any personal property 
incident to such real property, acquired by the real estate invest
ment trust as the reS1llt of such trust having bid in such property 
at foreclosure, or having otherwise reduced such property to own
ership or possession by agreement or J?rocess of law, after there 
was default (or default was imminent) on a lease of such prop
erty or on an indebtedness which such property secured. 

"(2) GRACE PERion.-Except as provided m paragraph (3), 
property shall cease to be foreclosure property with respect to the 
real estate investment trust on the date which is 2 years after the 
date such trust acquired such property. 

"(3) ExTENSIONs.-If the real estate investment trust estab
lishes to the satisfaction of the Secretary or his delegate that an 
extension of the grace period is necessary for the orderly liquida
tion of the trust's interest in such property, the Secretary or his 
delegate may extend the grace period for such property. Any such 
extension shall be for a period of not more than 1 year, and not 
more than 2 extensions shall be granted with respect to any 
property. · 

"(4) TERMINATION OF GRACE PERIOD IN CERTAIN CASES.-Any 
foreclosure property shall cease to be such on the first day (occur-
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ring on or after the day on which the real estate investment trust 
acquired the property) on which-

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

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

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

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

(b) :MoDIFICATION OF HoLDING FOR SALE RuLE.-Section 856 (a) ( 4) 
(defining real estate investment trust) is amended by inserting after 
"property" the following:" (other than foreclosure property, as defined 
in subsection (e))". 

(c) TAx oN INCOME FRoM FoRECLOSURE PROPERTY.-Section 857 (b) 
{relating to method of taxation of real estate investment trusts, etc.) 
is amended by redesignating paragraph (4) as paragraph (5) and 
by inserting after paragraph (3) the following new paragraph: 

" ( 4) INCOME FROM FORECLOS'CRE PROPERTY.-
"(A) IMPOSITION oF TAx.-There is hereby imposed for 

each taxable year on the net income from foreclosure prop
erty of every real estate investment trust a tax determined 
by applying section 11 to such income as if such income 
constituted the taxable income of a corporation taxable under 
section 11. For purposes of the preceding sentence, the surtax 
exemption shall be zero. 

"(B) NET INCOME FRO::\-! FORECLOSURE PROPERTY.-For pur
poses of this part, the term 'net income from foreclosure 
property' means the excess of-

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

" ( ii) the deductions allowed by this chapter which are 
directly connected with the production of the income 
referred to in clause ( i) .'' 



H.R.421-6 

(d) TECHNICAL AMENDMENTS.-
( 1) Paragraphs ( 2) and ( 3) of section 856 (c) (relating to 

limitations) are each amended by striking out "and" at the end 
of subparagraph (D), by adding "and" at the end of subpara
graph (E), and by adding at the end thereof the following new 
subparagraph: 

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

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

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

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

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

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

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

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

(e) EFFECTIVE DATE.-The amendments made by this section apply 
to foreclosure property acquired after December 31, 1973. Notwith
standing the provisions of section 856(e) (5) of the Internal Revenue 
Code of 1954 (as added by subsection (a) of this section) any taxpayer 
required to make an election with respect to foreclosure property 
sooner than 90 days after the date of enactment of this Act, may make 
that election at any time before the 91st day after the date of enact
ment of this Act. 
SEC. 7. INCREASE IN INTEREST CHARGED AND PAID IN CONNECTION 

WITH DEFICIENCIES, ETC. 
(a) INCREASE IN INTEREST RATE.-

( 1) Chapter 67 ( relatin~ to interest) is amended by adding at 
the end thereof the followmg new subchapter: 

"Subchapter C-Determination of interest rate 
"SEc. 6621. Determination of rate of interest. 

"SEC. 6621. DETERMINATION OF RATE OF INTEREST. 
" (a) IN GENERAL.-The rate of interest under sections 6601 (a), 

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

"(b) ADJUSTMENT OF IN'l'EREST RATE.-The Secretary or his dele
gate shall establish an adjusted rate of interest for the purpose of 
subsection (a) not later than October 15 of any year if the adjusted 
prime rate charged by banks during September of that year, rounded 
to the nearest full percent, is at least a full percentage point more or 
less than the interest rate which is then in effect. Any such adjusted 
rate of interest shall be equal to the adjusted prime rate charged by 
banks, rounded to the nearest full percent, and shall become effective 
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on February 1 of the immediately succeeding year. An adjustment 
provided for under this subsection may not be made prior to the 
expiration of 23 months following the date of any preceding adjust
ment under this subsection which changes the rate of interest. 

"(c) DEFINITION OF PRIME RATE.-For purposes of subsection (b), 
the term 'adjusted prime rate charged by banks' means 90 percent 
of the average predominant .Prime rate quoted by commercial banks to 
large businesses, as determmed by the Board of Governors of the 
Federal Reserve System." 

(2) The following provisions are each amended by striking 
out "the rate of 6 percent per annum" and inserting in lieu thereof 
the following: "an annual rate established under section 6621": 

(A) section 6601 (a) (relating to interest on 
underpayments), 

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

(C) section 6611 (a) (relating to interest on overpayments), 
(D) section 6332(c) (1) (relating to interest with respect 

to failure to surrender property subject to levy), and 
(E) section 'T426(g) (relatmg to interest on judgments 

with respect to property wrongfully levied upon). 
Section 2411(a) of title 28 of the United States Code (relating to 
interest on judgments for overpayments of tax) is amended by strik
ing out "the rate of 6 per centum per annum' and inserting in lieu 
thereof: "an annual rate established under section 6621 of the Internal 
Revenue Code of 1954". 

(b) TERMINATION OF REDUCED INTEREST RATE IN CERTAIN CASES.-
(1) CERTAIN EXTENSIONS OF TIME.-Section 6601 is amended by 

striking out subsection (b) (relating to extensions of time in the 
case of certain estates) and subsection (j) (relating to extensions 
of time in the case of certain expropriation lesses), and by redes
ignating subsections (c), (d), (e), (f), (g), (h), (i), (k), and 
(1) a.s subsections (b), (c), (d), (e), (f), (g), tft'), (i), and (j), 
respectively. 

(2) DEBT-FINANCED PROPERTY.-Section 514(b) (3) (D) (relat
ing to interest with respect to certain unrelated debt-financed 
income) is amended by striking out the last sentence. 

(c) INCREASE IN PENALTY FOR FAILURE To PAY EsTIMATED INCOME 
TAx.-Section 6654(a) (relating to failure by individuals to pay esti
mated income tax) and sections 6655 (a) and (g) (1) (relating to fail
ure by corporations to pay estimated income tax) are each amended 
by striking out "the rate of 6 percent per annum" and inserting in lieu 
thereof the following: "an annual rate established under section 6621". 

(d) CoNFORMING AMENDMENTS.-
(!) Section 6163(c) is amended to read as follows: 

" (c) CROSS REFERENCE.-
"For authority of the Secretary or his delegate to require security 

in the case of an extension under this section, see section 6165." 

(2) Sections 6166(g) and 6167(e) are each amended by striking 
out the last sentence. 

(3) Sections 6166(k) and 6167(h) are each amended by striking 
out paragraph (1) and by redesignating paragraphs (2) and 
(3) as paragraphs (1) and (2), respectively. 

( 4) Section 6504(15) is amended by striking out "6601 (h)" 
and inserting in lieu thereof "6601(g) ". 

(5) The table of subchapters for chapter 67 is amended by 
adding at the end thereof the following: 

"SUBCHAPrEB C. Determination of Interest Rate.". 
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(e) EFFECTIVE DATE.-The amendments made by this section shall 
take effect on July 1, 1975, and apply to amounts outstanding on such 
date or arising thereafter. 
SEC. 8. INTEREST ON CERTAIN DEPOSITS, ETC., IN THE UNITED 

STATES. 
The last sentence o:f section 861 (c) (relating to interest on deJ?osits, 

etc.) is amended by striking out "December 31, 1975," and insertmg in 
lieu thereof "December 31, 1976,". 

SEC. 9. EXCLUSION OF INTEREST ON CERTAIN OBLIGATIONS ISSUED 
PRIOR TO 1971. 

(a) IN GENERAL.-Section 861 (a) ( 1) (relating to income :from 
sources within the United States) is amended-

( 1) by striking out "and" at the end of subparagraph (F), 
(2) by striking out the period at the end of subparagraph (G) 

and inserting in lieu thereof a comma and the word "and", and 
( 3) by adding at the end thereof the :following new 

subparagraph: 
"(H) interest on a debt obligation which was part of an 

issue which-
" ( i) was part of an issue outstanding on April1, 1971, 
"(h) was guaranteed by a United States person, 
" (iii) was treated under chapter 41 as a debt obligation 

of a :foreign obligor, 
"(iv) as o:f June 30, 1974, had a maturity of not more 

than 15 years, and 
" ( v) when issued, was purchased by one or more under

writers :for the purpose o:f distribution .through resale.". 
(b) CoNFORMING AMENDMENT.-The last sentence o:f section 2104( c) 

(relating to debt obligations treated as property within the United 
States) IS amended by striking out "or section 861(a) (1) (G)" and 
inserting in lieu thereof a comma and "section 861 (a) ( 1) (G), or sec
tion 861(a) (1) (H) ". 

(c} EFFEC'l'lVli lh'!'E.-The amendment made by subsection (a) 
applies to interest paid after the date of enactment of this Act, and tlw 
amendment made by subsection (b) applies with respect to estates o:f 
decedents dying after such date. 
SEC. 10. TAX ON CERTAIN INCOME OF POLITICAL ORGANIZATIONS. 

(a) GENERAL RULE.-Subchapter F of chapter 1 (relating to exempt 
organizations) is amended by adding at the end thereof the :following 
new part: 

"PART VI-POLITICAL ORGANIZATIONS 

"Sec. 527. Political Organizations. 

"SEC. 527. POLITICAL ORGANIZATIONS. 
(a) GENERAL RULE.-A political organization shall be subject to 

taxation under this subtitle only to the extent provided in this section. 
A political organization shall be considered an organization exempt 
from income taxes :for the purpose o:f any law which re:fers to organiza
tions exempt :from income taxes. 

"(b) TAX IMPOSED.-
" ( 1) IN GENERAL.-A tax is hereby imposed :for each taxable 

year on the political organization taxable income o:f every political 
organization. Such tax shall consist o:f a normal tax and surtax 
computed as provided in section 11 as though the political 
organization were a corporation and as though the political 
organization taxable income were the taxable income referred to 
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in section 1i. For purposes of this subsection, the surtax exemption 
provided by section 11 (d) shall not be allowed. 

"(2) ALTERNATIVE TAX IN CASE OF CAPITAL G~NS.-If for any 
taxable year any political organization has a net section 1201 gain, 
then, in lieu of the tax imposed by paragraph (1), there is hereby 
imposed a tax (if such a tax is less than the tax imposed by 
paragraph (1)) which shall consist of the sum of-

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

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

" (c) POLITICAL ORGANIZATION TAXABLE INCOME DEFINED.-
"(1) TAXABLE INCOME DEFINED.-For purposes of this section, 

the political organization taxable income of any organization 
for any taxable year is an amount equal to the excess (if any) 
of-

"(A) the gross income for the taxable year (excluding 
anzr 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) MoDIFICATIONs.-For purposes of this subsection-
"(A) there shall be allowed a specific 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 deductiol,l.S for 
corporations). 

"(3) ExEMPT FUNCTION INCOME.-For purposes of this sub
section) the term 'exempt function income' means any amount 
reeeivid as-

"(A) a contribution of money or other property, 
"(B) membership dues, a membership fee or assessment 

from a member of the political organization, or 
" (C) proceeds from a political fundraising or entertain

ment event, or proceeds from the sale of political campaign 
materials, which are not received in the ordinary course o:f 
any trade or business, 

to the extent such amount is segr~ated for use only for the 
exempt function of the political orgamzation. 

"(d) CERTAIN UsEs NOT TREATED AS INCOME TO CANDIDATE.-For 
purposes of this title, if any political organization-

"(!) contributes any amount to or for the use of any political 
organization which is treated as exempt from tax under sub
section (a) of this section, 

"(2) contributes any amount to or for the use of any organiza
tion described in paragraph (1) or (2) of section 509(a) which is 
exempt from tax under section 501 (a), or 

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

such amount shaJl be treated as an amount not diverted for the per
sonal use of the candidate or any other person. No deduction shall be 
allowed under this title for the contribution or deposit of any amount 
described in the preceding sentence. 
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" (e) OTHER DEFINITIONs.-For purposes of this section-
"(1) PoLITICAL ORGANIZATION.-The term 'political organiza

tion' means a party, committee, association, fund, or other 
organization (whether or not incorporated) or~anized and oper
ated primarily for the purpose of directly or mdirectly accept
ing contributions or makmg expenditures, or both, for an 
exempt function. 

"(2) ExEMPT FUNCTION.-The term 'exempt function' means 
the function of influencing or attempting to influence the selec
tion, nomination, election, or appointment of any individual to 
any Federal, State, or local public office or office in a political 
organization, or the election of Presidential or Vice-Presidential 
electors, whether or not such individual or electors are selected, 
nominated, elected, or appointed. 

"(3) CoNTRIBUTIONS.-The term 'contributions' has the mean-
in~ given to such term by section 271 (b) ( 2). ' 

' ( 4) ExPENDITURES.-The term 'expenditures' has the meaning 
given to such term bysection271(b) (3). 

"(f) EXEMPT ORGANIZATION WHICH is NoT PoLITICAL ORGANIZA
TION MusT INCLUDE CERTAIN AMOUNTS IN GRoss l:N'coME.-

"(1) IN GENERAL.-If an organization described in section 
501 (c) which is exempt from tax under section 501 (a) expends 
any amount during the taxable year directly (or through another 
organization) for an exempt function (within the meaning of 
subsection (e) (2) )1 then, notwithstanding any other provision of 
law, there shall be mcluded in the gross income of such organiza
tion for the taxable year, and shall be subject to tax under sub
section (b) as if it constituted political organization taxable 
income, an amount equal to the lesser of-

"(A) the net investment income of such organization for 
the taxable year, or 

" (B) the aggregate amount so expended during the taxable 
year for such an exempt function. 

"(~) NET INVESTMENT INCOME.-For purpo-ses of this subsec
tion, the term 'net investment income' means the excess of-

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

"(B) the deductions allowed by this chapter which are 
directly connected with the production of the mcome referred 
to in subparagraph (A). 

For purposes of the preceding sentence, there shall not be taken 
into account items taken into account for purposes of the tax 
imposed by section 511 (relating to tax on unrelated business 
income). 

"(3) CERTAIN SEPARATE SEGREGATED FUNDS.-For purposeS of 
this subsection and subsection (e) ( 1), a separate segregated fund 
(within the meaning of section 610 of title 18 or of any similar 
State statute, or within the meaning of any State statute which 
permits the segregation of dues moneys for exempt functions 
(within the meaning of subsection (e) (2))) which is maintained 
by an organization described in section 501 (c) which is exempt 
from tax under section 501 (a) shall be treated as a separate 
organization. · 

"(g) TREATMENT OF NEWSLETI'ERFUNDS.-
"(1) IN GENERAL.-For purposes of this section, a fund estab

lished and maintained by an individual who holds, has been 
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elected to, or is a candidate (within the meaning of section 41 (c) 
(2)) for nomination or election to, any Federal, State, or local 
elective public office for use by such individual exclusively for the 
preparation and circulation of such individual's newsletter shall, 
except as provided in paragraph (2), be treated as if such fund 
constituted a political organization. 

"(2) ADDITIONAL MODIFICATIONS.-In the case of any fund 
described in paragraph (1)-

" (A) the exempt function shall be only the preparation 
and circulation of the newsletter, and 

"(B) the specific deduction provided by subsection (c) 
(2) (A) shall not be allowed." 

(b) REQUIREMENT oF RETURN.-Section 6012(a) (relating to per
sons required to make returns of income) is amended by striking out 
"and" at the end of paragraph (4), by inserting "and" at the end of 
paragraph ( 5), and by inserting after paragraph ( 5) the following 
new paragraph : 

" ( 6) Ever;:- political organization (within the meaning of sec
tion 52'7(e) (1) ), and every fund treated under section 52'7(g) 
as if it constituted a Ji>olitiCal or~anization, which has political 
organization taxable mcome (within the meaning of section 
52'7(c) (1)) for the taxable year;". 

Section 6012(a) is amended by striking out the last sentence thereof. 
(c) CoNFORMING AMENDMENT.-Sectwn 501 (b) (relating to tax on 

unrelated business income and certain other activities) is amended by 
striking out "parts II and III" each place it appears and inserting in 
lieu thereof "parts II, III, and VI". · 

(d) CLERICAL AMENDMENT.-The table of parts for subchapter F is 
amended by adding at the end thereof the following new item : 

"Part VI. Political Organizations.". 

(e) EFFECTIVE DATE.-The amendments made by subsections (a), 
fb)~)_, and (d) shall ap_ply to taxable years beginning after 
December 31, 19'74. 

(f) ExEMPTION FROM FILING REQUIREMENT FOR PRIOR YEARS 
WHERE INCOME oF PoLITICAL PARTY WAs $100 oR LEss.-In the case 
of a taxable year beginning after December 31,1971, and before Janu
ary 1, 1975, nothing in the Internal Revenue Code of 1954 shall be 
deemed to require any organization described in section 527(e) (1) of 
such Code to file a return for the taxable year under such Code if such 
organization would be exempt from so filing under section 6012 (a) ( 6) 
of such Code if such section applied to such taxable year. 

(g) TECHNICAL AMENDMENT.-The Act entitled "An Act to amend 
the Internal Revenue Code of 1954 with respect to advertising in a 
convention program of a national political convention", approved 
June 18, 1968 (82 Stat. 183; Public Law 90-346) is repealed. 
SEC. 11. EXTENSION OF EXISTING CREDIT AND DEDUCTION PROVI

SIONS FOR POLITICAL CONTRIBUTIONS TO CONTRIBUTIONS 
FOR NEWSLETTERS; TWO-YEAR RULE FOR ANNOUNCING 
CANDIDACY. 

(a) GENERAL RuLE.-Section 41 (a) (relating to contributions to 
candidates for public office) is amended by inserting "and all news
letter fund contributions" after "all political contributions". 

(b) VERIFICATION.-Section 41(b) (3) (relating to verification) is 
amended-

(1) by striking out "political contribution" the first place it 
appears and inserting in lieu thereof "political contribution or 
newsletter fund contnbution", and 

(2) by striking out "political contribution" the second place it 
appears and inserting in lieu thereof "contribution". 
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(c) DEFINITION.-Section 41(c) is amended by adding at the end 
thereof the following new paragraph: 

"(5) NEWSLETI'ER FUND CONTRIBUTION.-The term 'newsletter 
fund contribution' means a contribution or gift of money to a 
fund established and maintained by an individual who holds, has 
been elected to, or is a candidate for nomination or election to1 any 
Federal, State, or local elective public office for use by such mdi
vidual exclusively for the preparation and circulation of a 
newsletter." · 

(d) CoNFORMING AMENDMENTS IN DEI)UCTION PRovrsiON.-Section 
218 (relating to contributions to candidates for public office) is 
amended-

(1) by inserting "or newsletter fund contribution (as defined 
in section 41 (c) ( 5) ) " after "section 41 (c) ( 1)" in subsection (a) ; 
and 

(2) (A) by ·striking out "political contribution" the first place 
it aJ?pears m subsection (b) (2) and inserting in lieu thereof 
"pohtical contribution or newsletter fund contribution"; and 

(B) by striking out "political contribution" the second place it 
appears in subsection (b) (2) and inserting in lieu thereof 
"contribution". · 

(e) Two-YEAR RULE FOR ANNOlJNCING CANDIDAcr.-Section 41 (c) 
(2) (A) (defining candidate) is amended bl. striking out "has publicly 
announced" and mserting in lieu thereof 'publicly announces before 
the close of the calendar year following the calendar year in which 
the contribution or gift is made". 

(f) EFFEcTIVE DATE.-The amendments made by this section shall 
apply to any contribution payment of which is made after December 31, 
197 4, in taxable years beginning after such date. 
SEC. 12. INCREASE IN POLITICAL CONTRIBUTIONS CREDIT AND 

DEDUCTION. 
(a) INCREASE IN DMJDrr.-&dien. +i(b) (1 M~to maximum 

credit for contributions to candidates for public office) is amended to 
read as follows: 

"(1) MAXIMUM CREDIT.-The credit allowed by subsection (a) 
for a taxable year shall not exceed $25 ($50 in the case of a joint 
return under section 6013) ." 

(b) INCREASE IN DEDUCTION.-Section 218(b) (1) (relating to 
amount of deduction for contributions to candidates for public office) 
is amended to read as follows : 

"(1) A:MoUNT.-The deduction under subsection (a) shall not 
exceed $100 ($200 in the case of a joint return under section 
6013)." 

(c) EFFECTIVE DATE.-The amendments made by subsections (a) 
and (b) shall apply with respect to any contribution the payment of 
which IS made after December 31, 1974, in taxable years beginning 
after such date. 
SEC. 13. TRANSFER OF APPRECIATED PROPERTY TO POLITICAL 

ORGANIZATIONS. 
(a) INCLUSION IN GRoss INCOME oF TltANSFEROR.-

(1) IN GENERAL.-Part II of subchapter B of chapter 1 (relat
ing to items specifically included in gross income) is amended by 
adding at the end thereof the following new section: 

SEC. 84. TRANSFER OF APPRECIATED PROPERTY TO POLITICAL 
ORGANIZATION. 

"(a) GENERAL RULE.-If-
"{1) any person transfers property to a political organization, 

and 
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"(2) the fair market value of such property exceeds its adjusted 
basis, 

then for purposes of this chapter the transferor shall be treated as 
having sold such property to the political organization on the date 
of the transfer, and the transfero11' shall be treated as having realized 
an amount equal to the fair market value of such property on such 
date. 

(b) BAsis OF PROPERTY.-In the case of a transfer of property to a 
political organization to which subsection (a) aJ?plies, the basis of 
such property in the hands of the political orgamzation shall be the 
same as it would be in the hands of the transferor, increased by the 
amount of gain recognized to the transferor by reason of such transfer. 

"(c) PoLITICAL ORGANIZATION DEFINED.-For purposes of this sec
tion, the term 'political or~ation' has the meaning given to such 
term by section 527(e) (1).' 

(2) CLERicAL AMENDMENT.-The table of sections for such 
part II is amended by adding at the end thereof the following: 
"Sec. 84. Transfer of appreciated property to political organizations." 

(b) EFFECTIVE DATE.-The amendments made by subsection (a) 
shall apply to transfers made after May 7, 1974, in taxable years end
ing after such date. 

{c) NoNRECOGNITION OF GAIN OR Loss WHERE ORGANIZATION Sow 
CoNTRIBUTED PROPERTY BEFORE AuGUST 2, 1973.-In the case of the 
sale or exchange before August 2, 1973, by an organization described 
in section 527 (e) ( 1) of the Internal Revenue Code of 1954 of property 
which such organization acquired by contribution (within the mean
ing of section 271(b) (2) of such Code), no gain or loss shall be 
recognized by such orgamzation. 
SEC. 14. GIFT TAX NOT TO APPLY TO CONTRIBUTIONS TO POLITICAL 

ORGANIZATIONS. 
(a) IN GENERAL.-Section 2501 (a) ! rela;:~o taxable transfers 

f6l'- purposes of the gift tax) is amended by · gat-the end-thereof 
the following new paragraph: 

"(5) TRANSFERS TO POLITICAL ORGANIZATIONS.-Paragraph (1) 
shall not apply to the transfer of money or other propert:y to a 
political organization (within the meaning of section 527 (e) ( 1) ) 
for the use of such organization." 

(b) EFFECTIVE DATE.-The amendment made by subsection (a) shall 
apply to transfers made after May 7, 1974. 

Spealcer of the House of Representatives. 

Vice President of the United States and 
President of the Senate. 
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s. 141.8 ~ LR. 2208 .IJLR. U796 ~ ..S.R. 11010V / 
s. 2149 :/' v'JLB. 2933 / ~R. l.l8o2 / B.R. 17o45V 
s. 2446,/ ·a.R. 3203 ~ / f1LB. l.1847 ~.R. 17o65/ 
S. 26o7 '1.4' B.R. 3339 J.? .r'JI.R. l1897 ~ '11.B. 17l668 / 
S. 2854 (7 LB. 5264 v/ ~B. 12044 ·. / .,...B. 17558 t/ 
S. 2688 1/ LR. 5463 ~ "'1l.R, l2U3 V: B.R. 17597Z/ 

· s. 2994 ~ vB.B. 5773 ~ w11.R. 12427 l/ ""'l'.R. 17626 
V: S. 3022 ... I B.B. 1599 ;,( VS.B. 12684 s/ .,...B.R. 17655 

S. 3289 f:/ LR. 1684 ;,/ .-ti.B, 13022 
s. 3358 V.. LR. 7767,/ ~a. a. 13296 ,/ 
s. 3359V / LB. 8214 l/ AI.B. 13869 I/' 
s. 339411' / B.R. 8322 B.R. 14449i/V, 

v's. 3433V LR. 8591 ,/' -'B.R. 14461 

Please let t.he President have reparta e.D1 reconmendations as to the 
approval of these bills as aoon u possible. 

The Honorable Bqy L. Aah 
Director 
Ot'tice ot lfaDBgement &1Xi »udset 
Wash1.ngton, D. C. 

81Dcerely, 

Robert D. Linder 
Obiet Executive Clerk 




