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FOR IMMEDIATE RELEASE . MARCH 29, 1875
OFFICE OF THE WHITE HOUSE PRESS SECRETARY

* THE WHITE HCUSE

ADDRESS BY THE PRESIDENT
"~ LIVE ON NATIONWIDE
RADIO AND TELEVISION

THE OVAL OFFICE

7:31 P.M, EDT

Fellow Americans, and Fellow taxpayers:

" Eleven weeks ago, ‘in mld-January, I requested
the new Congress to pass as its first prlorlty a smmple
$16 billion reduction in Federal income taxes in ‘order A
to stlmulate economlc actmvxty and put people back to
work.

‘I agked for a one-time refund to individual 1974
taxpayers up to a maximum of $1,000, enough to assist
in the purchase of new cars, home appliances, or other
1mprovements, thus helping business and workers in areas_
that have been espe01ally hard hlt by the rece531on.' ;

I also asked for bigger investment credlts to‘
encourage businessmen and farmers to expand and make
more jobs.

Jobs were then and are now my maln concern.
Unfortunately, though some other economic 31gns are ,
improving, the employment plcture remains bleak. . I want
most to help those who want to get back to work in ‘pro-
ductive ]ObB. This can best be done by temporary tax
incentives to charge up our free enterprise system, not
by gcvernment handouts and make-work programs that )
g0 on forever.'

Therefore, over the past few months, I have
repeatedly urged the Congress to get a stralghtforward
tax cut bzll on my desk by Easter, one that would restore
some of the 'buylng power American families lost to
inflation and rising prices in 1973 and 1974.

. My objective was to put money in the pockets .
of the American people promptly rather ‘than have the
Congress dream up new schemes for more of your money
to be spent by the government in Washington.

MORE

(OVER)
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Last Wednesday, before re:essmngg the Congress
did pass a tax reduction bill ‘whish is heve before me.

The tax cut finally adopted by the Congress
represents a compromise between the $16 billion I
recommended in Januavry and the $32 billion figure
passed ty the Senate. I said that I would accept a
reasonable compromise and the $23 billion tax reduction
is within reason.

However, this bill also distributes the cuts
differently and, in my opinion, fails to give adequate.
tax relief to the millions of middle income taxpayers

who already contribute the biggest share of Pederal
taxes. :

+

But the most troublesome defect of this bill
is the fact that the Congress added to an urgently
needed antl-rece551on tax reduction a lot of extraneous
changes in our tax laws, .some well-lntentloned but
very ill-considered, which should have waited for
deliberate action in committee hearings and full debate
by all Members. Instead, they were adopted in a hectic,
last minute session before recessing.

This is no way to leglslate fundamental tax
reforms and every Member of the Congress knows it. Upon
their return, I will again ask the House and Senate
to work with me on a comprehensive review of our tax
structure to eliminate inequities and to insure adequate
revenues for the future without crippling economic
growth.

I commend those Members of the Congress who
fought for a clean and uncompllcated tax cut to create
more jobs and speed economlc recovery.

If I were still 1n the House of Representatlves
I would have opposed extraneous amendments and would

have voted to send this bill back to committee for Purther
cleaning up.

 As President, however, I cannot, under the
Constitution, accept a part of this bill and reject the
rest. It comes before me on a take it or leave it basis.

The Congress has gone home. I believe my
veto would eventually be sustained but I am by no means
sure that this Coéngress would send me a better blll.

It might even be worse.

MORE
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- The people of this country need to know right
now how to plan their financial affairs for the rest of
this year. Farmers and businessmen have already waited
too long to find out what investments they can make to
improve their production and put people back on the
payroll. ‘

Confidence depends on certainty, and While,
the Congress deliberated, uncertainty has clouded
flnan01al plannlng throughout the country.

Our country needs the stimulus and the support
of a tax cut, and needs 1t now.

I have, therefore, decided to sign this bill
so that its economic benefits can begin to work. I
do this despite the serious drawbacks in the bill.” Most
of the drawbacks are enacted for only one year. I
strongly urge the Members of the Congress to calmly v
reflect upon these provisions and let the worst expire.
However, any damage they do is outweighed by the urgent
necessity of an anti-recession tax reduction right now.

Even if I asked the Congress to send me a better
bill -- and it did =~ it would take too ldng a time to
get one back, and I cannot, in goed canaclence, risk
more delay.

oo I will work with the - Ccngress to not only
remedy the deficiencies in this bill, but also the dangerous“
actions and attitudes towards huge Federal deficits

some Members have already shown in other legislative
decisions.

. The first part of my economic recovery recommen~
fdat:.ons last January -- a prompt tax cut of reasonable
size -- now becomes law.

‘The second and equally important part of my
economic program was to restrain Federal spending by
cutting back $17 billion in exmstlng programs and by a
one-year moratorium on all: new' Federal spending programs;
except in the critical fleld of energy. .

So far, these proposals have been mostly ignored
or rejected by a majority of the . Members of the Congress.

Now that we have reduced our tax revenues by
some $7 billion more than I proposed, we must move to
reduce Federal spending in every way we can.

We cannot afford another round of inflation
due to giant and growing deficits that would cancel out
all our expected gains in economic recovery.

MORE
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- . Maybe I can show you the situation better
on this chart. If Congress had accepted all. my economic
recovery proposals, both for tax cuts and spending cuts,
the estimated Federal defxc;t for fiscal year 1976 would
have been about $52 billion, as represented by this o
column. ' :

This kind of a deficit is far too high, but
most of it was unavoidable and was brought about by
mandatory Federal payment programs alreadyon the
.statute books by increased unemployment compensation
and reduced tax revenues due to the recession.

This is where we are today. The tax cuts in
the bill I have just signed and other changes will
bring the estlmated fiscal year 1976 deflclt up to
approximately $60 billion,

Since January,,Congress has rejected, or ignored,
most of my requested spending cuts. If Congress fails
to make these reductions it will add up to about.
$12 billion to the contemplated 1976 deficit. On top
of that, as I look at the new spending actions which
commit1 ees of the Congress are already seriously -
con31der1ng, I can easily add up another $30 billion
of spendxng. This would bring the deficit to the
enormous total of $100 billion.

Deficits of this magnitude are far too dangerous
to permlt. - They threaten another vicious spiral of

runaway,\double~d1g1t inflation which could well choke ‘
off any economlc recovery.

Interest rates, now starting down, would again
climb as the Federal Government borrowed from the private
money market to finance its $100 billion deficit., Individual
citizens would be unable to borrow money for new homes,
cars and other needs. Businesses, despite the increased
tax credit, would delay investments and expansions to
put the unemployed back to work.: I am, therefore; '
serving notice now that this is as high as our flscal
1976 def1c1t should go. : : '

I am drawing the line right here. (Points to
$60 bllllon on chart) ~ -

MORE
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This is as far as we dare to go.

I will insist (resist) every attempt by the Congress
to add another dollar to this deficit by new spending
programs. I will make no exceptions, except where
our long-range national security interests are involved,
as in the attainment of energy independence or for urgent
humanitarian needs.

In short, in signing this bill, I am keeping
my promise to reach a reasonable compromise with the
Congress and to provide a needed boost to the economy.

I must say again, this is as far as I will go.

If we use common sense and prudence, I am
confident that the present recession will retreat into
history. If your Congressmen and your Senators return
from their recess with new awareness of your deep
concern and desire for caution and care in steering
our difficult economic course, we will soon get back
on the broad highway of increasing productivity and
prosperity for all our people.

Thank you and good evening.

END (AT 7:45 P.M., EDT)
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Mr. Long, from the Committee on Finance,
submitted the following

REPORT
together with
SUPPLEMENTAL VIEWS

[To accompany H.R. 2166]

The Committee on Finance, to which was referred the bill (H.R.
2166) to amend the Internal Revenue Code of 1954 to provide for a
refund of 1974 individual income taxes, to increase the low income
allowance and the percentage standard deduction, to provide a credit
for certain earned income, to increase the investment credit and the
surtax exemption, and for other purposes, having considered same,
reports favorably with an amendment and recommends that the bill

as amended do pass.
I. SUMMARY

The United States economy has experienced its sharpest decline
since the 1930’s. The unemployment rate in January was 8.2 percent,
the highest since 1941, and the unemployment rate in February would
have 1ncreased above that level but for the fact that many had de-
spaired in looking for jobs and left the labor market. In addition,
actual gross national output is over $200 billion below the potential
output. The Finance Committee version of this bill deals with these
problems by providing a $29.2 billion tax reduction in 1975.
b'lIln providing this reduction, the Finance Committee version of the

11—

Reduces taxes for individuals in the middle and lower income
brackets, by providing a 4-percentage-point tax reduction and
by providing a tax credit in lieu of exemptions for those in the
low and middle income brackets.

1)



Removes from the income tax rolls families with income below
the poverty level. .

_Provides relief to earners with dependent children who pay
little or no income taxes by providing a refundable tax credit
based on earned income. .

Stimulates the depressed housing industry by providing a 5-
cent credit (up to a maximum of $2,000) for the purchase of
personal residences during the remainder of 1975.

Encourages immediate increased investment in equipment by
increasing the investment tax credit on a permanent basis to 10
‘percent. In addition, for a 2-year period the investment credit
1s increased to 12 percent, subject in certain cases to the condition
that half of this 2-percentage-point increase is invested in em-
ployee stock ownership plans. _

Aids public utilities by allowing them the same investment
credit rate as other taxpayers and by increasing the fraction of
their income tax liability which can be offset by the investment
credit from 50 to 100 percent for a temporary period.

" ‘Helps small business by increasing the corporate surtax exemp-
tion from-$25,000 to $50,000 and by reducing the rate of tax on
the first $50,000 to 18 percent. .

Provides tax relief to companies with large losses by allowing
an extended net operating loss carryback in lieu of the regular
carryback and carryforward period provided under present law.
" Assists the hard-hit automobile industry by repealing the ex-
cise tax on trucks and buses and related parts. o

The Finance Committee bill provides tax reductions of $9.5 billion
above those available under comparable provisions of the House bill.
Of this, $4 billion represents individual iricome tax decreases and $5.5
billion represents business tax decreases. The increase in the case of
individual taxes is attributable to a special tax credit provided by the
Finance Committee for home purchases, a 4-percentage-point rate re-
duction, and a tax credit in lieu of exemptions for those in the middle
and lower-income brackets. In the case of businesses, the additional tax
reduction under the Finance Committee bill is largely attributable to
increases in the investment credit above the House provision (particu-
larly the 2-year increase of the credit to 12 perce_ntg), the provision for
an optional net operating loss carryback, lowering the corporate tax
rate primarily for small businesses, and repealing the excise tax on
new trucks. ] .

More specifically, the Finance Committee version of the bill pro-
vides the following tax reductions: )

Refund on 197} tax liability—The bill provides a refund on 1974
tax liability to be paid in one installment beginning in May 1975. It
will generally equal 10 percent of tax liability up to a maximum of
$200. However, each taxpayer is to receive a refund of at least $100 (or
the full amount of his or her actual tax liability if less than $100). The
refund is to be phased down from the maximum of $200 to $100 as
the taxpayer’s income rises from $20,000 to $30,000. The revenue loss
from the 1974 refund is estimated to be $8.1 billion.

8200 personal exemption tax credit.—1In lieu of raising the standard
deduction, as would the House bill, the committee bill provides a $200
tax credit as an alternative to the $750 personal exemption deduction.

¥
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The tax credit is more generous than the personal exemption in all
cases where individuals are subject to tax under present law below a
27-percent tax rate. This change involves a revenue loss of $6.3 billion,
or approximately $1 billion more than the increase in the standard de-
duction which would have been provided by the House bill.

Rate reduction on the first $4,000 of income.—The committee bill
lowers by one percentage point the tax rate applying to the first $4,000
of taxable income in the case of individuals. This reduction for those
with higher incomes means a reduction of $40 in each case. This change
will result in a revenue loss of $2.3 billion in 1975.

 Refundable credit on earned income or work bonus.—The bill pro-
vides for a refundable credit of 10 percent of earned income up to a
maximum of $400—closely matching the employee and employer social
security tax on the first $4,000 of income. This credit is to be available
only to those with dependent children. The credit is to be phased out
from the maximum of $400 to zero as adjusted gross income rises
from $4,000 to $8,000. This change involves a revenue loss of $1.5
billion, or about one-half of the provision in the House bill. Federal
welfare costs will be reduced by an estimated $0.1 billion.

Credit for home purchases.—The committee bill provides a tax
credit for the purchase of homes (both new and old homes) which are
used as principal residences, where the settlement occurs after March
12, 1975. Generally, the house must be purchased in 1975, except that
in limited types of situations purchases begun earlier may be eligible
for the credit even if they were not comp%ebed until 1976. It is esti-
%?zt;d that this provision will result in a revenue loss of $3.0 billion in

Capital loss carrybacks—The bill provides a 3-year capital loss
carryback for individuals where their capital losses on a cumulative
basis amounts to $30,000 or more. This carryback may be offset in
these prior 3 years only to the extent of capital gains realized in those
years. This provision is expected to result in a loss of revenue of $110
million in 1975 and smaller amounts thereafter. , '

Increase in the investment credit.—The investment tax credit rate is

increased for all taxpayers (including public utilities) to a permanent
rate of 10 percent from the present rate of 7 percent (4 percent in the
case of public utilities). In addition, for a 2-year period taxpayers
may claim a 12-percent investment tax credit. However, if the tax-
payer’s qualified investment for a taxable year is more than $10 million,
an employer must contribute one-half of the additional 2 percent to
employee stock ownership plans. In addition, in the case of public
utilities, the limitation on the amount of tax liability that may be
offset by the investment credit in a year is increased from 50 percent
to 100 percent for a 2-year period and then is gradually reduced back
to the 50 percent level over a 5-year period. In the case of long lead-
time property, the bill provides that the investment credit is to be
available to the extent that progress payments are made during the
construction period. Finally, the $50,000 limitation in present law on
the amount of used property eligible for the investment credit is elimi-
nated. The revenue loss from these changes in the investment credit is
estimated at $4.3 billion with respect to 1975 liabilities, or $1.9 billion
more than the House provision.
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Net operating loss carryback.—The bill provides that businesses gen-
erally may elect to substitute for their present 8-year carryback and
5-year carryforward of net operating losses an 8-year carryback and no
carryforward. This is to apply for loss years back to 1970. Once such a
carryback is elected, a carryforward is not to be available unless the
taxpayer revokes his election and in effect recomputes his tax for all of
the years involved on the basis of the 3-year carryback and the 5-year
carryforward. To be eligible for this treatment initially (except in
cases where the tax benefit is small), 25 percent of the tax benefit real-
ized from the first use of the extended loss carryback is to be placed
in an employee stock ownership plan or in some cases to a limited
extent, in a supplemental unemployment benefit plan. It is estimated
that the initial revenue loss from this provision will be $1 billion.

Decrease in tax to help small business—To aid small businesses, the
surtax exemption (the amount to which the 22-percent corporate rate
presently applies rather than the 48-percent rate) is increased from the
present $25,000 to $50,000. In addition, the 22-percent rate applying to
this first $50.000 of income is reduced to 18 percent, although no change
is made in the 48-percent rate on income above $50,000. Finally, the
accumulation credit under the accumulated earnings tax is increased
from $100,000 to $150,000. It is estimated that these changes will re-
gult in a revenue loss of $1.9 billion, or $700 million more than under
the House bill. '

Repeal of truck excise tax.—The committee bill repeals the 10-per-
cent manufacturers’ excise tax on new trucks and buses and also the
8-percent manufacturers’ excise tax on truck parts. It is estimated that
this will result in a revenue loss of $700 million in 1975.

WIN tax credit.—The present tax credit of 20 percent of wages
paid to employees hired under the Work Incentive Program is to be
available with respect to the hiring of former welfare recipients, even
though they have not been in the WIN program, by both business and
non-business employers. This supplement to the WIN credit is to be
available until July 1,1976. - o , g

Effective date—~Most of the provisions included in the committee
vergion of this bill apply only for 1975. However, the increase in the
individual rates by 4 percentage points is to apply for 2 years, the
investment credit is increased to 10 percent on a permanent basis and
to 12 percent for 2 years, and the net operating loss provision for busi-
ness and the capital loss carryback for individuals are permanent
changes. The possibility of making the other changes permanent will
be reviewed in subsequent legislation, ' o

II. REASONS FOR THE BILL

The committee agrees with the House that it is imperative to pro-
vide a substantial tax reduction at this time to check the drastic down-
ward slide in our economy and to restore a rate of economic growth
that will move us closer to full employment. The Finance Committee
version of the Tax Reduction Act o%) 19}(75 does this by providing appro-

riate tax reductions—substantially larger than those provided by the

ouse bill-—designed to increase purchasing power and investment in-
centives. There is wides(freadagreement among economists that such
action is urgently needed at this time to avoid great hardship for large
numbers of people and huge waste in unused human resources, Before
adopting this bill, the committee held hearings in which it had the
benefit of the views of Administration witnesses and eminent econo-
mists, businessmen, and labor experts, representing a broad spectrum
of our political and economic institutions. Virtually all recommended
‘quick action to cut taxes. ‘ S '

This is not surprising in view of the sharp decline in economic ac-
tivity which has taken place recently. Although characterized by
marked inflation, 1974 was clearly a recession year. B

In 1974, real gross national product (that is, GNP in constant
prices) registered the laréest decline since 1946. (See table 1.) For the
year as a whole, money GNP rose to $1,397 billion—7.9 percent over
1973—but this increase merely reflected higher prices. Real GNP fell
2.2 percent. The decine in output and the rise in prices was especially
marked in the fourth quarter of 1974, when real GNP fell at an annual
rate of 9.1 percent and prices rose at an annual rate of 14.4 percent.

TABLE 1.~—GROS$ NATIONAL PRODUCT 1929-74
[in biflions of dollars]

Gross pational  Gross national ] G ross national  Gross national
product in product in product in Q&Muct in
- Year - . currentdolars 1958 dollars Year currentdoflars 1 dollars
103. 203,61 419, . 446.1
55.5 1415 441, 452.5
9.5 209.4 447, 47.3
99, 227.2 475.9
124.5 263.7 487.7
B E i
y *
0. 36L.3 551,
21), 355.2 581,
208.5 312.6 617,
231 309.9 658,
257, 3237 675,
236, 3241 706, €
% R 355.3] I 725.¢
aaa'g %i‘ 3%
364.6 412.8 792,
364.8 407.0 839.2
398.0 438.0 821,

s Proliminary.
Source: Department of Commerce,

&)
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The falling GNP figures for 1974 reflect widespread declines in both
consumption and investment. The decline in consumption was par-
ticularly sharp for durable goods expenditures, including new cars.
The leading reasons for the weakness in consumer expenditures were
- falling disposable income, inflation, and lack of consumer confidence.
_ Real gross private investment fell 8.2 percent in 1974, The decline
in’ housing starts was even sharper. Housing starts totaled only 1.4
million compared with 2.4 million in 1972 and 2.1. million in 1978. By
January 1975, housing starts were running at an annual rate of well
under 1 million: o )

- " As the economiic situation deteriorated, unemployment, rates rose—
- from 5.2 percent in January 1974 to 8.2 percent in February 1975.
'This: compares with average unemployment rates of 4.9 percent in
1978, 5.6 percent in 1972, 5.9 percent in 1971, and rates averaging
8.8 percent or less from 1966 through 1969. The February unemploy-
ment rate was the highest since 1941. : :

 In the absence of remedial action to cut taxes, the outlook is that
the current recession will continue and deepen. Growth in business
. investment was one of the prime forces fueling the upward move-

‘ment of our economy . prior to the current downturn. However, after
- adjustment for price changes, capital expenditures for new plant and
- équipment are expected to fall significantly in 1975, according to the
most recent survey of the Commerce Department.? »

Economic forecasters are practically unanimous in predicting that
in 1975 the economy will continue to operate far below its potential.
While the precise figure varies with different forecasters, real GNP
in 1975 is generally expected to be substantially lower than in 1974,
altgo%%h many forecasters anticipate a modest recovery beginning in
mid-1975. . : '

In view of these further expected sharp declines in economic activity,
the committee concluded that appropriate tax reductions to stimulate
the econoniy should be enacted promptly. In arriving at this conclu-
sion, the committee gave careful consideration to the large budgetary
deficits that are expected in the fiscal years 1975 and 1976 and the
prevalence of & rapid rate of inflation despite the economic downturn.
~ Similarly, the committee does not view with equanimity the fact
that in 1974 the consumer price index rose 12.2 percent and the whole-
sale price index rose 23.5 percent. Although in December 1974 and
January 1975 the rate of growth of the consumer price index moder-
. .ated and the wholesale price index dropped slightly in December 1974
;tnd the early months of 1975, inflationary pressures are still very
_strong, - — :

. However, the committee believes that the present economic situa-
. tion requires the adoption of an appropriate tax reduction measure
" now. Without such timely tax reduction, there is the grave risk that
~ the present recession will be prolonged and intensified, resulting in
" huge waste of resources and human hardship.
. The substantial budget deficits in prospect for fiscal years 1975 and
© 1976 are due in large measure to the économié¢ downturn which has
shrunk the tax base and cut tax receipts drastically. This is shown by
the fact that if the economy were operating at its full potential, suf-
ficient revenue would be collected with present law taxes to produce

1 U.8. Department of Commerce News, March 7, 1875,

%
%
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2 _budget surplus running at an annual rate of about $30 billion in
the second quarter of 1975. The committee believes that the best way
to reduce the anticipated large budget deficits would be to take action
to restore economic growth and thereby increase tax receipts. ‘

Moreover, without in any way seeking to diminish the vital impor-
tance of reducing the budget deficits, the committee believes that it
1s iImportant to note that the projected budget deficits for fiscal years
1975 and 1976, though large in dollar amounts, are not unusually large
in relation to the gross national product for a recession year. They are
expected to amount to 2.4 percent and 3.2 percent of the gross national
product, respectively. In other recession years the budget deficit
amounted to 3.7 percent of gross national product in fiscal 1948, 2.7
percent in fiscal 1959 and 2.3 percent in fiscal 1971.

Furthermore, under present conditions, the adoption of an appro-
priate tax reduction program will help to revive the economy and
mncrease employment without adding significantly to inflationary
pressures. This is because there are now ﬁ;;‘ e amounts of available
unused resources which can be gainfully employed to add to our out-
put. As the tax reductions stimulate the economy, these at present
idle resources will be brought back into use, thus adding more goods
and services to match the added purchasing power made available b
the tax cut. The size of these unused resources is shown in table 2 whici};
sets forth estimates indicating that in 1975 the actual GNP may be as
much as 14 percent below the potential GNP, assuming the present
budgetary picture with no tax cut. This gap would amount to $250
billion, or over $1,000 per capita.

TABLE 2.—ACTUAL AND POTENTIAL GNP
[Biltions of dofars, seasonally sdjusted annusf rates]

GNP
Year and quarter Mé#; Pot%?‘ﬁpa} Itgs%;
, 022, 081.4 54,2
045, V105.2 583
063, 1126.0 6.5
, 084, LD 56,8
12, '164.3 518
gl pmr
2199,2 ,223.8 2.
1 248.9 1258, 3 9.4
\277. 1293.0 15,
, 308, ;33201 2
344, 137132 23,
1358, 8 217 6
" 383 14743 90,
, 416, ,532,0 115,
L0 Lems iy
11520, +1,770.3 250,

# The increase of potential GNP assumes a growth rate in real terms of 4 nt each year, com; of an increase |
_trf;'u:b:rrmfomds m:; lﬁﬁpgzc:zt,a ge g?:gn&in bogrs a;mkaddmot 0.% peirca% am}r;?i‘g of ouf y:: per mmur otn 25 mruug
I OF conaitions N
e ey B R g A
2 metries, Inc., assuming no tax £ jon.
? Stalt estimates using the methodology of the Council of Economic Advisers.

Sourca: Business Conditions Digest.
Appropriate tax reductions will also increase incomes, both directly
and through the multiplier effect, and the increased saving from this
additional income will provide the flow of funds needed to purchase
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the government securities issued to finance the increase in the deficit
resulting from the tax cut. . .

In view of these considerations, the committee provided tax reduc-
tions, totaling $29.2 billion in the calendar year 1975. Of this amount
$21.2 billion, or 73 percent, is to go to individuals in their personal
capacity. This reduction is designed to restore purchasing power and
in this way to stimulate the economy. The remaining $8 billion of
tax reductions, or 27 percent, is to go to businesses (both corporate and
other) and is.designed to stimulate investment. - ,

The committee’s bill is similar in a number of important respects
to the House-passed bill, reflecting the basic similarity in objectives.
However, the committee’s bill also differs from the House bill in a
number of important respects. : ) o

The $29.2 billion total tax reduction provided by the committee’s
bill for calendar year 1975 is $9.3 billion larger than the $19.9 billion
tax reduction provided by the House bill for that year. _ .

The committee inereased the total tax reduction because it believes
that a tax reduction in the neighborhood of $30 billion is required
to bring the economy out of its present slump. While it would be
helpful, the $19.9 billion tax cut provided in the House hill would
not be adequate to do this job. particularly in view of the fact that
the economic situation has generally continued to deteriorate since
the House action was taken. Moreover, because of the large amount
of available unused resources which can be gainfully employed, the
‘economy, at this time, is able to absorb a tax cut approaching $30 bil-
lion without creating undue inflationary pressures. Substantial tax
reductions are also justified at the present time because individuals
have incurred a tax increase of over $7 billion in 1974 alone as a
result of increases in money incomes pushing them into higher tax
brackets and the lack of adjustment of the tax brackets, the personal
exemption and the minimum and maximum standard deduction for
inflation. » . ] ) L

The Finance Committee bill also provides reductions in 1975 liabil-
ity both for individuals who itemize as well as those who take the
standard deduction, instead of limiting these reductions only to those
who take the standard deduction. While both version of the bill pro-
vide an earned income credit, the committee bill has redesigned the
House credit both to double its size and also to direct it exclusively to
families with children. The committee has also added a significant
stimulant for the construction and sale of housing during the re-
mainder of this year. On the business side, it has, for a limited period
of time, increased the investment credit by two additional percentage
points, and has also made provision for a longer net operating loss
carryback. The major changes made by the committee bill which are
described further below.

Individual Tax Reductions ‘

The $21.2 billion of individual income tax reductions ? consists of
$8.1 billion from a refund of part of 1974 tax liability, $6.3 billion
from a $200 tax credit in lieu of exemptions, $1.5 billion for a refund-
able credit on earned income, $3.0 billion from the 5-percent tax credit

2 There algo 18 8 $800 millfon Investment credft tax reduction in the business tax labilitles
of individuals. This is included in the next discussion on business tax labilities.

9

for home purchases, $2.3 billion from tax rate reductions, and ap-
proximately $100 million from the addition of a capital loss carryback
provision.

While the committee’s bill adopts the same $8.1 billion refund pro-
vision as is in the House bill, the committee believes that the individ-
ual income tax reduction should be weighted less in favor of a lump-
sum payment and more toward tax cuts that are reflected in lower
withholding. The lump-sum payment based on 1974 tax liability has
the advantage of providing a quick increase in disposable income in a
form that will encourage taxpayers to spend their refunds on con-
sumer durable goods, a sector of the economy where much of the
current decline in production has occurred. Many individuals, how-
ever, will save any lump-sum payment, or use it to repay debts, and to
the extent this occurs, the tax cut will not increase income and em-
ployment. The tax reductions reflected in lower withholding will
Increase disposable income more slowly than a lump-sum payment, but
individuals will be more likely to spend this additional income than
the income they receive as a lump-sum payment. The committee be-
lieves that the best way to make sure that the tax reduction provides
the desired stimulus is to supplement any refund by significant reduc-
tions in withheld taxes.

The committee believes that concentrating the tax reduction in the

low- and middle-income brackets, as the committee bill does, is equi-
table in that these are the taxpayers who have been affected the most
by iuflation. Also, a tax cut concentrated in these brackets probably
will be more effective since these people are more likely to spend the
tax cut and in this way increase income and employment.
. To an appreciable extent, this tax reduction reflected in withhold-
ing also compensates individuals for the increase in their real tax
burden that results from inflation. Inflation erodes the value of the
personal exemption and minimum and maximum standard deductions,
and it pushes taxpayers into higher rate brackets even when they have
not experienced an increase in their real income. The tax increase
caused by inflation was approximately $7 billion in 1974 alone.

The withholding changes made by the bill are to take effect on May 1,
1975. The new withholding rates will reflect the personal exemption
tax credit, the earned income credit, and individual tax rate reductions.

Refum? on 1974 taw liability—As in the House bill, the committee
has provided individual income taxpayers a refund on 1974 tax lia-
bility amounting to 10 percent of tax Lability (after credits) up to a
maximum of $200. However, taxpayers with $1,000 of tax liability or
1&8.3 are to receive a refund of $100 or the amount of their actual tax
if it is less than $100. (Married people who file separate returns are to
receive $50 each unless a spouse’s tax payment is less than $50, in which
case that spouse is to receive a refund of the full amount of his or her
tax liability.) For taxpayers whose adjusted gross income (AGI) ex-
ceeds $20,000, the refund is to be phased down from the maximum of
$200 to $100 as AGI rises from $20,000 to $30,000. The $100 minimum
refund is designed to provide some rebate for all taxpayers and espe-
cially to channel the greater portion of the total revenue to families in
the income levels which are more likely to spend it. The committee
considered phasing out the refund entirely for upper-income families,
but decided it was more appropriate to give this group the same $100
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minimum refund provided to other taxpayers. The revenue loss from
the refund is estimated to be $8.1 billion. . .

Taxpayers should begin receiving these payments approximately six
weeks after the date of enactment of this bill. There is no need for
them to make any adjustments on their 1974 tax returns; the Internal
Revenue Service will make the appropriate calculations and mail the
refund checks without any action lgy taxpayers other than filing their
1974 tax returns. . .

$200 personal ewemption taw eredit—In the present situation it is
essential to extend relief generally to as broad a group of taxpayers
as possible, both for equity and economic reasons. The House bill,
however, provides only limited tax relief to a large group of individ-
uals, namely, those who itemize their tax deductions. This is because
all of the relief on 1975 liability provided by the House bill is granted
in the form of a higher standard deduction which provides no bene-
fits to individuals who continue to itemize their deductions. In order
to remedy this situation, the Finance Committee bill substitutes for
the larger standard deduction provided in the House bill a $200
tax credit that the taxpayer may take in place of the $750 per-
sonal exemption. This $200 personal exemption tax credit has the
advantage of being available to taxpayers regardless of whether they
itemize their deductions or take the standard deduction. )

In addition, the tax credit provided by the committee is a more
effective means of aiding low and middle-income taxpayers than the
higher standard deduction provided in the House bill. As shown in
table 3 the new credit raises the tax-free income level above poverty
income levels. As is indicated in this table, in the case of families
with more than one dependent, the tax credit is more successful
in bringing the tax threshold above the poverty level than would be
the changes in the minimum standard deduction provided by the
House bill. Moreover, the credit has the effect of generously increasing
the personal exemption for low and middle-income taxpayers, which is
needed to take account of the increased cost of maintaining dependents
in the face of rising prices. At the same time, taxpayers whose mar-
ginal tax rate exceeds 27 percent will continue to take the regular $750
personal exemption, thus conserving revenue.

TABLE 3.—1975 POVERTY LEVELS AND TAX THRESHOLDS UNDER PRESENT LAW, INCREASED MINIMUM
SYANDARD DEDUCTION 2 AND FINANCE COMMITTEE BILL 2

Tax

threshold

under increa-
sed minimum Tax
1975 Present standard thrashold
poverty law tax  deduction in under $200
Iavel thresholds Houss hill credit

Family size:

.................................. 2,694 $2, 050 $2,650 $2,733
S o %R Bm %W 318
K R, o . 4,253 3,550 4,750 5,405
[ S, —— 5,442 4,300 5, 500 6,458
| S .’ 6,423 5, 050 6, 250 7,511
2R O O 7.2% 5, 800 . 1,000 8,563

! Minimum standard deduction of $1,900 for single persons and $2,500 for jolnt returns and $750 per personal exemption
deduction. i )
9 Including rate reductions in lower tax brackets, hut exciuding the refundable earned income credit.
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The personal exemption tax credit involves a revenue loss of $6.3 bil-
lion for 1975. 5 percent of the reduction goes to taxpayers with incomes
under $10,000, and 47 percent to taxpayers with incomes between
$10,000 and $20,000. 57 million taxpayers will receive a tax reduction
from this provision. ’

Earned income credit—The Finance Committee’s bill adopts the
general concept of the earned income credit provided in the House
bill, but significantly revises this provision in order to improve its
impact on the low-income taxpayers with children.

The Finance Committee bill revises the House earned income credit
generally to conform with the work-bonus concept reported by the
committee previously. Under the committee’s bill, the refundable
credit is to be 10 percent of earned income up to a maximum credit of
$400 (on $4,000 of earnings). The credit is set at 10 percent in order
to correspond roughly to the added burdens placed on workers by both
employee and employer social security contributions. The credit is to be
phased out as adjusted gross income rises between $4,000 and $8,000.
The credit is to be available only to taxpayers with dependent chil-
dren—those who are most in need of the relief. .

This new refundable credit will provide relief to families who our-
rently pay little or no income tax. These people have been hurt the
most by rising food and energy costs. Also, in almost all cases, they:
are subject to the social security payroll tax on their earnings. Be-
cause it will increase their after-tax earnings, the new credit, in effect,
provides an added bonus or incentive for low-income people to work,
and therefore, should be of importance in inducing individuals with
families receiving Federal assistance to support themselves. Moreover,
the refundable credit is-expected to be effective in stimulating the econ-
omy because the low-income people are expected to spend a large
fraction of their increased disposable incomes.

The new credit provided by the committee’s bill involves an esti-
mated revenue loss of $1.5 billion per year. It is estimated that Federal
welfare costs will be reduced $0.1 hillion.

Individual rate reduction.—The committee bill reduces individual
income tax rates in the lowest tax brackets in order to provide addi-
tional relief to the low and middle-income taxpayers and to offset the
tendency of the House bill to provide insufficient relief to individuals
who itemize their deductions. More specifically, the bill reduces tax
rates in the lower brackets—those applicable to taxable income under
$4,000. For those at or above this income level the reduction is $40.
These rate reductions result in a revenue loss of $2.8 billion. Of this
amount, 35 percent goes to taxpayers with incomes under $10,000, and
46 percent to taxpayers with incomes between $10,000 and $20,000,
although all taxpayers benefit from the reduction in the bottom rates.

Tow credit for home purchases~—The bill also provides a 5-percent
tax credit (with a $2,000 maximum) for the purchase of a new or
used home which is a taxpayer’s principal residence. This credit is
to be available only for the purchase of homes between March 13 and
December 31, 1975, This includes condominiums and trailer homes.
This new credit is designed to stimulate the housing industry, which

has been operating at depression levels over the past year or so. In
view of the fact that in January 1975, housing starts were running at
an annual rate of well under one million, the committee believes that it
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is imperative to provide additional tax incentives to the housing indus-
try, both to increase the supply of housing to fulfill vital needs and hel
put the entire economy back on an economic growth path. While 1t
is difficult to measure the exact impact, the committee expects that
the new housing credit Erovision will increase home purchases by
close to 100,000 units. This might raise residential construction by
something like $3 billion for the year, and probably will also increase
the purchases of furniture and major appliances by close to half a
billion dollars. This, of course, (as also is true of other individual tax
reductions provided in the bill) will increase the gross national prod-
uct significantly for 1975. This, in turn, will result in an increase in
revenues for the year, offsetting an important part of the revenue loss
involved in this ;{)rovision. The revenue loss from this provision is ex-
pected to be $3.0 billion in 1975 and $0.6 billion in 1976.

Capital loss darryback.—Under present law, individuals with eapital
losses exceeding capital gains are allowed to carry forward these losses
to future years. There is no limitation on the number of future years
to which these capital logses may be carried. However, such losses ma
not be carried back to past years. This imposes a hardship on individ-
uals who have incu substantial caf.ﬁital losses and who have little
or no expectation of capital gains in future years against which they
can offset such losses, but who in past years have paid tax on large
capital gains. To give such individuals relief, the committee bill allows
individuals whose cumulative capital losses in the current year exceed
$30,000 to carry back the losses to offset ca}lzoital gains in the previous
3 years. This provision is intended not only as a relief measure for
those with substantial capital losses, but also to help sustain current
investment in common stocks. The revenue loss from this provision
i estimated to be $110 million in 1975 and to decrease in subsequent
years. ‘ .

Business Tax Reductions ,
Increase in the investment credit—In view of the low and decreas-
ing level of economic activity and the poor expected level of invest-
ment, the committee concluded that a balanced grogram which en-
courages both consumption and investment will be a more effective
method of stimulating the economy than attempting to focus all of the
tax stimulus on consumption, In addition to providing short-run
stimulus to the economy, an increase in the amount of investment
is desirable for other reasons. The investment not only creates
jobs both directly and through the multiplier effect, but it also in-
creases productivity. This is anti-inflationary because it increases the
amount of output available to meet future consumer demands and
because it resulpts in lower production costs which means that money
wage increases will not exert the same degree of upward pressure on
groduct prices that they would in the absence of growing productivity.
ncreased productivity also has favorable implications for our balance
of payments and the exchange rate of the dollar. Finally, unless in the
future the stock of capital is increased significantly, there will be
serious problems in providing enough jobs for those entering the
labor force. S '
The House bill seeks to respond to these problems by increasing
the investment credit for one year (with limited extensions beyond
that year) from 7 to 10 percent generally (from 4 percent for public
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utilities), and by adopting a number of other liberalizations in the
credit designed to facilitate the use of the credit and increase the
amount of relief provided by the credit. However, the Finance Com-
mittee believes that the current economic situation and the low level
of investment now prevailitig call for stronger remedies than those
provided in the House bill. For this reason, the committee decided
to increase the investment credit to 12 percent for 1975 and 1976, the
2 years in which most forecasts indicate the investment stimulus will
be particularly needed. In addition it decided to make the 10-percent
investment credit permanent for 1977 and later years. Thus under the
Finance Committee action the investment credit rate will not return
to the 4- or 7-percent rate provided by present law (as under the
House bill).

In order to encourage the growth of employee stock ownership
plans, the committee bill provides that a corporate taxpayer who
elects the 12-percent credit (for 1975 and 1976) must agree to put
an amount equal to one-half of the excess over 10 percent (or one
percentage point of the credit) into an employee stock ownership
plan if the corporation has more than $10 million of qualified invest-
ment property for the year, '

Investment credit applicable for public utilities—Under existing
law, a 4-percent investment credit is provided for most public utilities,
as compared to the 7-percent investment credit which a plies gener-
ally. This lower investment credit for public utilities discriminates
against investment in utilities and impedes such investment at a time
when the public utilities need large amounts of capital to build u
their capacity to meet the growth in demand for their services an
to convert from oil and gas to other energy sources.

Public utilities have experienced very considerable difficulty in
recent years in securing capital for essential expansion in view of
the depressed state of the stock market, tight money, and the reluc-
tance of regulatory commissions to grant rate increases to cover in-
creased costs. The results have been especially severe for the electric
utilities which have incurred sharp rises in costs as a result of sub-
stantially higher prices for their sources of energy.

As a result, the committee concluded that the investment credit
for eligible investment in public utilities should be increased from 4
percent to the 12-percent rate provided in the bill for all other tax-
payers for 1975 and 1976 and to the same 10-percent rate for 1977
and later years which was provided for corporations generally.

The committee believes that it also is not only appropriate to in-
crease the investment credit from 4 percent to 12 percent and then to
10 percent for utilities, but also agrees with the House that it is neces-
sary to focus the incentive effect of the investment credit on the less
profitable utilities which are faced with increasing problems because
of rising energy costs. The bill does this by increasing the limitation
on the amount of income tax liability which can be offset by the invest-
ment credit in any one year from 50 percent of tax liability (above the
first $25,000 of tax liability) to 100 percent. This 100-percent limit
applies for 2 years and then the limitation is gradually phased back
to 50 percent over a period of 5 years.

In addition, in order to increase the effectiveness of the credit as
a means of granting relief to public utilities, the committee deleted

49-011 O ~ 7§ - 3
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from the bill a House provision limiting to $100 million the total
amount of additional credit that would be provided to any utility
or group of utilities. - oo )

' 'l%tilities also will be provided another opportunity to elect to nor-
malize the investment credit as under the Revenue Act of 1971.

Inwestment credit for progress payments.—Under present law the
investment tax credit is available only when property 1s placed in
service. This has been considered an inequity in the case of property
with a long construction period where {)ayments are made during the
course of construction but are not eligible for the credit until the prop-
erty is completed and placed in service, The committee believes it is
appropriate to make the credit available to the extent progress pay-
ments are made in the case of property which requires a long period
of construction. As a result, the committee’s bill accepts a House pro-
vision that in the case of long lead-time property, that is, property that
requires at least 2 years to construct, the investment tax credit is to be
available to the extent that progress payments are made during the
construction period (rather than in the year when the property is
ultimately placed in service). This provision has an initial 5-year
transitional period to phase in the new system. The availability of the

-investment tax credit guring the construction period of long lead-time
property will also provide an additional financial incentive to encour-
age utilities and others to undertake longer term projects.

Investmeni credit for used property—In order to encourage the ac-
quisition of used property that will increase the productivity of small
businesses, which are frequently unable to afford new equipment, the
House bill increased the $50,000 limit of present law on the amount of
used property eligible for the investment credit to $75,000. The Fi-
nance Committee concludued that even this limit was inappropriate
for small businesses, and therefore eliminated the limitation on used

roperty eligible for the investment credit. This is expected to cost
§0.1 billion. : )

The estimated total revenue loss from the increased investment
credit is $4.3 billion in 1975. )

Net operating loss carryback.—The committee adopted a new pro-
vision designed to provide immediate tax relief to companies which are
hard-pressed financially and which might otherwise fail. Under pres-
ent law, taxpayers generally are allowed a 3-year carryback and 5-year
carryforward as a period over which to average their net operating
losses with their income. While an 8-year period generally grants
adequate relief for losses, the relatively brief 3-year carryback period
fails to grant sufficient relief in cases where taxpayers have incurred
very substantial losses and anticipate little or only moderate profits
inrt:,ie period ahead. ) ) ) ‘

In order to grant such taxpayers relief, the committee’s bill gener-
al]ly extends the present 3-year loss carryback for 5 additional years
for taxpayers who elect to forego the 5-year carryforward of present
laws’ ﬁis treatment, it should be noted, does not extend the overall pe-

.rjod over which net operating losses can be deducted, since the period
.during which either a carryback or a carryforward may be utilized re-

mains 8 years. However, it does provide substantial relief to businesses

3 Where the carryforward period is more than 8§ years (as in the case of the 7-year

net operating loss carryforward for regulated transportation companies), the carryback 1s.

lengthened by this additional number of years.
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which are hard-pressed in the current recession by giving them the op-
portunity to obtain refunds immediately through the use of carrybacks
1n exchange for an eventual recoupment through a carryforward. Com-
panies with losses which elect to take the longer carryback period
can thereby arrange to get immediate relief at a time when they need
the cash, instead of waiting for profitable future years to take their
loss carryforwards. Moreover, the Pprovision is less likely to be subject
to abuse than is a carryforward since, in many cases, companies are,
in effect, “sold” largely to obtain the benefit of a carryforward. How-
ever, had a carryback been available instead, it would either have been
use(fii up or would not be available to offset the other company’s past
profits,

This provision involves an estimated $1 billion revenue loss. How-
ever, it is believed that much of this (over one-half) will be recouped
by smaller loss offsets on carryforwards in future years. Approxi-
mately $150 million of this benefit will go to the Chrysler Corpora-
tion, %:H} million to Pan American World Airways, Inc., and $65 mil-
lion to Lockheed Aircraft Corporation. Under this provision, 1970
is the first loss year which may be taken into account for this purpose.

Those electing the new operating loss carryback rule (where the tax
benefit is $10 million or more) in the initial application are required
to devote an amount equivalent to 25 percent of the tax savings to
employee stock ownership plans. In those cases where the company
owner has a supplement&? unemployment compensation benefits plan
(SUB), however, in order to assist the unemployed, the company and
any union plan subject to such a contract may elect to satisfy this
obligation in part by putting an amount up to one-half of 25 percent
of the tax savings into the SUB fund. No tax deduction is to be
available for any amount so used.

Surtax exemption and rates applicable to small corporations—The
committee (like the House) was concerned that concentrating all the
tax relief to business in the form of an increase in the rate of the in-
vestment tax credit alone would not provide sufficient financial relief to
small corporations, particularly to those that are not capital intensive.
The committee agreed with the House that the best way to provide
financial relief for hard-pressed small corporations was through a rate
reduction applicable primarily to them. This result was sought in the
House bill by an increase in the surtax exemption from $25,000 to
$50,000. This, in effect, increases from $25,000 to $50,000 the income of
any corporation subject only to the 22-percent tax rate rather than
the full 48-percent tax rate. The committee agreed with this House -
provision. However, it realized that while the relief provided by
the House bill is of benefit to corporations with income of more than
$25,000, it provided no tax relief for corporations with smaller in-
comes. To achieve this result, the committee, in addition to enlarging
the surtax exemption, reduced from 22 percent to 18 percent the tax
rate applicable under the House bill to the first $50,000 of taxable
income. As a result, on the first $50,000 of taxable income, corporations

-.will be taxed at a rate of 18 percent rather than at a rate of 22 percent

on the first $25,000 of their income as under present law.

Increase in minimum accumulated earnings credit—The bill also
aids small business by increasing the minimum credit in the accumu-
lated earnings tax from $100,000 to $150,000. This reflects the rise ir
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the price level that has occurred since 1958, when the credit was raised

to $100,000. ' o

- The increase in the surtax exemption to $50,000 is estimated to
cost $1.2 billion, and the reduction in the 22-percent tax rate to 18 per-

cent is estimated to cgst ﬁlplﬁroximately $700 million more, for a
total of approximately $1.9 billion.

Repealpgf excise taw on trucks and buses and related parts—The
committee also repealed the 10-percent tax on trucks and buses and the
8-percent tax on truck parts effective for sales after March 13, 1975.
This should aid in offsetting the badly lagging sales of trucks and
truck trailers, the sales of which have dropped dramatically in recent
months. At the same time it should reduce the price of trucks to busi-
nesses and consumers who have been faced with rapidly rising prices
for trucks and truck parts, The tax revenues in these cases are devoted
under present law to the Highway Trust Fund which, because of im-

oundments by the administration, presently is not spending all of its
nds. As a result this lessening of revenue for the Highway Trust
Fund is not likely to reduce highway construction. Moreover, since it
does not affect the general fund it will not affect other programs. The
revenue cost of this provision for 1975 is approximately $700 million.
- Etension of work incentive program—The bill also modifies the
tax credit of 20 percent of the first year’s wages paid to employees hired
under the Work Incentive Program (WIN) in an attempt to make
the tax incentive workable. The program has not been effective in mov-
ing welfare recipients into employment because of administrative
complexities that have been added by the Labor Department. Conse-
quently, the bill extends the credit to nonbusiness employees as well
as the present business employees, and makes it available for welfare
recipients whether or not in the WIN program if they have been on
welfare for 90 days or more. In addition, after the eligible employee
has worked the first 30 days, the employer would receive the credit
for the wages paid or incurred by the employer for the first 30 days of
employment plus the wages for all days the employee continued to
work after the original 80-day period. This liberalization is provided
as a supplement to the present WIN credit, and this supplement is to

terminate on July 1, 1978,

1II. REVENUE EFFECTS

_The bill is estimated to result in a reduction in tax liability of $29.2
billion through calendar year 1975. Table 1 shows how the impact of
this reduction is divided between individuals and business organiza-
tions. It shows that $21.2 billion of the reduction goes to individunals in
their nonbusiness capacity and $8.0 billion to businesses. Thus, almost
73 percent of the tax reduction goes to individuals (in their nonbusi-
ness capacity) and 27 percent to business.

The $21.2 billion of tax reduction for individuals (in their nonbusi-
ness capacity) is made up of an $8.1 billion refund on 1974 income tax
liability, a $6.3 billion increase relating to a $200 exemption tax credit,
a $2.3 billion tax decrease relating to a 1-percentage point decrease
1n rates on the first $4,000 of taxable income, a $3.0 billion credit for
the purchase of homes and a $1.5 billion earned income eredit. Addi-
tion of a $794 million liberalization of the investment credit for indi-
viduals in their business capacity (plus the effect of a few other items)
raises the total reduction for individuals through 1975 to $22.3 billion.
The $8.0 billion reduction in corporate tax liability is made up almost
entirely of $4.3 billion ascribable to liberalization of investment credit,
$1.9 billion derived from inereasing the corporate surtax exemption
from $25,000 to $50,000 and from decreasing the starting rate for
corﬁoratxons, $1 billion from liberalizing the net operating %oss carry-
Eac ksprovisions, and $500 million from repeal of excise taxes on

rucks.

Table 2, which presents the data from Table 1 on a quarterly and
a fiscal year basis, shows the impact of the tax reduction on the econ-
omy so far as timing is concerned. As this table shows, almost 43 per-
cent of the total tax reduction ($12.5 billion) is estimated to occur
during the second quarter of calendar year 1975, Most of this will o
to individuals ($1.8 billion will go to ‘corporations). In the last two
quarters of calendar year 1975 tax collections are estimated to decline,
because of the reductions called for in the committee bill, by $13.9
billion with $11 billion of the decreased collections affecting individ-
uals. Part of this latter sum reflects underwithholding which will be
recouped in the first two quarters of calendar year 1976. The whole of
fiscal year 1976 shows individuals benefiting from $13.4 billion of
decreased receipts and corporations by $7.0 billion.

Table 3 shows, by adjusted gross income class, the distribution of
the effect of the refund of part of 1974 tax liabﬁity which produces
8 tax reduction of $8.1 billion.

Table 4 shows the effect of the 1-percentage-point decrease in indi-
vidual tax rates with respect to the first $4,000 of taxable income.
As is indicated in this table, this represents a tax reduction of $2.2 bil-
lion, of which 85 percent is distributed to those with incomes under
%0,8000, and 47 percent to those with incomes between $10,000 and

0.

$
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Table 5 shows the effect of allowing the $200 credit in lieu of the
$750 personal exemption deduction. As indicated in this table, this
provision will make 7.2 million returns nontaxable and provide tax
reductions for 57.3 million returns. The tax reduction in this case 1s
$6.1 billion, of which 51 percent goes to those with incomes below
$10,000 and 47 percent to those with incomes between $10,000 and

20,000. )
’ Table 6 shows the effect of the 10-percent refundable earned income
credit provided by the bill. (The amounts shown in the body of this
table do not include $200 million represented by credits for those who
are not filers.) The total revenue cost of this provision is $1.5 billion
and 100 percent of the amount of the tax decrease goes to those with
incomes below $8,000. ) o ) )

Additional tables are provided in the Statistical Appendix of this
report. These tables, numbered 1 through 5, give the tax burden under
present law and (1) under the provision of the bill which grants a
refund of 1974 tax liability; (2) under the provision of the bill which
decreases tax rates by 1-percentage point on each of the brackets
applicable to the first $4,000 of taxable income; (3) under the pro-
vision which grants a nonrefundable $200 tax credit in lieu of the $750
personal exemption deduction; (4) under the provision of the bill
which grants an earned income credit; and (5) under the combined
provisions of the bill which grant a 1-percentage point rate reduc-
tion to the first $4,000 of taxable income and a nonrefundable $200
tax credit in lieu of the $750 personal exemption. The tax burdens
are given for single persons and married couples with differing num-
bers of dependents with selected levels of adjusted gross income under
the assumption that deductible personal expenses are equal to 17 per-
cent of adjusted gross income.
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TABLE 1—ESTIMATED DECREASE IN INDIVIDUAL AND CORPORATE TAX LIABILITY UNDER THE BILL—CALENDAR
YEARS 1974-77

[In millions]

Decrease in tax liability
Provision 1974 1975 1976 1977

Granting a 100-percent refund of 1974 individual income tax liability up to
$100 with no phaseout and a 10-percent refund of tax above $1,000 with
a maximum refund of $200 with the refund phased out between $20,000

and $30,060 of adjusted gross income but not below $1062_____________ 8,125 el
Decreasing by 1 percentage point the tax rates applicable to the 1st $4,000

of taxable fncome. .. _ .. cememeienaa- $2,289  $2,406 ___.__....
Granting a nonrefundable optional $200 tax credit in lieu of the $750 personal

exemption deduetion. ... ...l eiiieaaooo. 8,327 e

Granting a nonrefundable tax credit equal to 5 percent of the purchase price
of new and used homes (including mobile homes) to be used as the prin-
cipal residence of the taxpayer. . ... .. o iiee e 3,000 600 ... ...

Granting returns with dependent children a refundable credit of 10 percent
of wage and salary and self-employment income with a2 $400 maximum
credit with a phaseout of the credit between $4,000 and $8,000 of adjusted

gross income 3. ... . ... _.. 1,455 ...
Total, individuals, nonbusiness 4. .. ... .. oo ieeiaaeoo 8,125 13,071 3,006 ...
Granting individuals election of a 3-year carryback of capital fosses.__..___._..._.... 110 55 $30
Increasing the rate of investment credit to 12 percent for 1975 and 1976
and to 10 percent thereafter; repealing the $50,000 limitation on used
property qualified for credit; and allowing the investment credit on
progress payment:
Individuals, business. ... emaeaaaa 794 892 572
Corporations. .. ememcmm———an 3,515 4,122 2,943
Total ... S S S PN 4,309 5,014 3,515
Increasing the corporate surtax exemption from $25,000 to $50,000 on
1975 income subject to tax_ .. ... eiiiiceeea.o. 1,200 el
Lowering the rate of corporate normal tax from 22 percent to 18 percent
and increasing the rate of corporate surtax from.26 percent to 30 percent :
on 1975 income subject to tax_ _________ . ... 700 .
Repealing excise tax on trucks, buses and trailers:
Individuals, business. ... eeeeaes 162 173 165
COrpOrationS. o e e ————— 378 403 385
L 540 576 550
Repealing excise tax on parts and accessories of trucks:
Individuals, DUSINESS .- ..o nece e ceeeeaaeeaaae——cea————— 53 49 43
COrporationS._ . ... e e emcceee—a——————— 123 ns ...
Total. o e 176 - 164 159
Modifying tax credit to employers of public assistance recipients under the
work incentive program (WIN):
Individuals, business. . ... e 1 | R
L] 4T 2 (T 2 ) S
Total e eeacmeee e 3 2 ...
Liberalizing net operating loss carryback provisions: i in refunds_________._. 1,900 - 500 200
Increasing the accumulated earnings credit allowance from $100,000 to
50,000 e ® ® @
L P 8125 21,109 9,317 4,454
Individuals 8,125 14,191 4,176
Corporations. e man 5,141 3,639

8125 120671 3,006 ...
...... 8038 6311 445

Individuals, nonbusiness.. .
Business (individuals and co!

1 The individual income tax iability figures in this table are based on income levels of the respective years and therefore

may differ from those in the distributional tables which are based on 1974 income levels. e

.2 Under the language of the bill this item is viewed as a refund of a payment deemed to have been made on 1974 indi-
vidual income tax rather than a decrease in tax liability, .

.8 Includes tax credits and/or payments, the latter going tc tax returns where the tax liability before the credit is not
big enough to absorb the credit and to specially designed returns where there is no tax liability and no tax return.
. 4 Exclusive of tie portion of the decreased tax liability under the loss carryback provision which may be ascribable to
individuals in a nonbusiness capacity.

5 An undeterminable amount deemed to be small.
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TABLE 2.~ESTIMATED CHANGE IN INDIVIDUAL AND CORPORATE TAX COLLECTIONS UNDER THE BiLL—
FISCAL YEARS 1375 AND 1976

{In millions]

See footnotes at end of table p. 21.

Collections
Calendar year 1975 Calendar year 1976
2d 3d Ath Ist 2d
Provision quarter quarter quarter quarter  guarter
Granting a 100-percent refund of 1974 individual income tax
fiahility up to 2100 with no phaseout and a 10-percent refund
tax above $1,000 with a maximum refund of $200 with the
refund phased out between $20,000 and $30,000 of adjusted
gross income but not below $100 8. oo LR Y 0 VL T PP
Decreasin%(’by 1 percentage point the tax r: e to the
first $4,000 of taxable income_______ ... .owoeocecoiaann ~446 ~$1,190 --$1,190  —$433 ~$438
Granting a nonrefundable optional $2
$750 personal exemption deduction. ... ... .eeneererniann 1,424 —3,79% 3,796 41,107 1,582
Granting a nonrefundable tax credit squal to 5 percent of the
urchase price of new and used homes (including mobile
Romes) to be used as the principal residence of the taxpayer...  —300 ~150 ... -765  —1,845
Granting returns with dependent children a refundable credit of
10 tgercent of wage and salary and seif-employment income
with a $400 maximum credit with a phaseout of the credit
between $4,000 and $8,000 of adjusted gross ingomes.... ... —140 375 —37% +61 —B26
Total, individuals, nonbusiness $_ . . . umnirnrnrnnan —10,435 --5,511 5,361 -3  -1,327
Granting individuals election of a 3-year carryback of capital
!osseg.-.--,-........_..-.-_....y ....... r.y ............... -11 e -21 -72
Increasing the rate of investment credit o 12 percent for 1975
and 1876 and to 10 percent thereafter; repsaling the $50,000
limitation on used J;mperty qualified for credit; and allowing
the investment credit on progress payments:
Individuals, business . ..covvumimnmc—————— 74 -4 .. -~203 =562
COrporations._ - ..ovoomonemr e acremem e nanan -1, 058 527 —527 -758 1,884
TORAE . oo oo eeevra e ———— —1,134 ~567 —527 —~962  ~2,446
Increasing the corporate surtax exemption from $25,008 to
,Gﬁogon 1975 income subject to taxp. .................... —350 —180 ~-180 —240 ~240
Lowering the rate of corporate normal tax from 22 percent to 18
percent and increasing the rate of corporate surtax from 26
percent to 30 percent on 1975 income subject to tax_._._... ~210 ~105 —105 -140 —140
Repealing excise tax on trucks, buses and trailers:
Individuals, business____ . . oonennnns N ~B7 —42 —42 B4 42
COTPOTAtIONS .. - vm e e oo ec v mmm s mmee i m e e —157 —~98 -—88 — 98 —93
Total. oo i Freie T —224 ~140 —140 —140 —140
Repealing excise tax on parts and accessories of trucks
P mdigiduals, businesg .......................... —26 -12 —12 -12 —12
LorporationS. . . oo -60 —28 28 —28 —-28
¢ P - 86 —40 40 —40 ~40
Moditying tax credit to employers of public assistance recipients
under ﬁle work incentive program (WIN):
TRdiviOuals, BUSTIESS . « . - oo o e m o e ~1
COTPOTAtIONS .. o v o oo oo mcmawmmmsmmmmmmmmm e m s s m oo mm e S S, -1
Liberalineg ot operating loss carryback provisions: increase T Tl 2
7 net operating loss car ovisions: increa
in :e%mgs--_-_P_e.___f.&..-..?,_-..%m‘.l ........ b 800 —200 —400 ~100
ncreasing the accumulated earnings credit allowance from
$100,000 t0 $150,000. oo e oo ® ® ® ®
D PO -1,97%  —4,507
Individuals. -314 2,018
Corporations. ... - - - ~1,842 -1,738 -1, -1,665  —2,491
Individuals, nonbusiness... -10,43% 5,511 5361 —-30 1,327
Business (individuals and ¢ -2,025 ~1,8 -1,193 1,849 3,180
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TABLE 2—ESTIMATED CHANGE IN INDIVIDUAL AND CORPORATE TAX COLLECTIONS UNDER THE BILL—
FISCAL YEARS 1875 AND 1976—Continued

{in miltions}
FISCAL YEAR SUMMARIES

*

Collections
Calendar year 1975 Calendar year 1978
" 3d 4th st 2d
Provision fivarter  quarter quarter  quarter quarter
Fiscal year 1975:
Individuals. ..
Corporations___._._...

individuals and corpor
Individuals, nonbusiness. ..
. Business (individuals and ¢
Fiscal year 1976:
Individuals. .
Cotrporations.
Individuals and corporations_
Individuals, nonbusiness.._..__.._....._...
Business {(Individuals and corporations)......

1 Under the languaie of the bill this item is viewed as a refund of a payment deemed to have been made on 1874 indi-
vidual income tax rather than a decrease in tax liability.

2 According to the Internal Revenue Service this refund will take place in fiscal year 1975 except for refunds to certain
fiscal year taxpayers and late filers. .

3 Includes tax credit and/ar payments, the latter going 1o tax returns where the tax liability before the credit is not big
snough to absorb the credit and to specially designed returns where there is no tax liability and no fax return.
_ 4 Exclusive of the portion of the decreased tax liability under the loss carryback provision which may be ascribable to

in a nonb pacity.
3 An undeterminable amount deemed to be small.

TABLE 3.—EFFECT OF THE PROVISION IN THE BILL WHICH GRANTS A REFUND OF 1974 TAX LIABILITY *
|By adjusted gross income class—1974 income levels]

Number of retumns

affected (thousands) Degrease in tax liability
. Total Percentage distribution of total decrease
Adjusted gross number Number ha
income class with tax made Amount By income By
(thousands) decrease nontaxable (miilions) class Cumulative segment
4,057 3,097 $230 2.8 2.
7,579 1,280 8.4 11.2 35,7
, 273 339 795 9.8 L0
11,428 186 1,197 14.7 35.7 48.9
$10to $15... ... , 952 59 2,178 26,8 62.5 .
$1510 820......- , 856 16 1,796 22.1 &4, 6}
32010 850....... 9,006 3 1,162 14.3 98.9 5.2
$50 1o $100. ... 655 [Q] 5 0.8 99.7 -
$100 and over.___.____. 160 [0 16 0.2 9.9
Total. e 66, 966 4, 980 8125 100.0 100.0 100.0

1 Granting a 100-percent refund of 1974 income fax liability up to $100 without a phaseout and a 10-percent rafund of tax
above $1,000 with a maximum refund of $200 with the refund phased out between $20,000 and $30,000 of adjusted gross
income but not below $100.

% Less than 500 returns.

Note.—Details may not add to totals because of rounding.

49-011 O~ 73 - 4
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TABLE 4—EFFECT OF THE PROVISION IN THE BILL WHICH DECREASES BY ONE PERCENTAGE POINT THE TAX
RATES APPLICABLE TO THE FIRST $4,000 OF TAXABLE INCOME?

[By adjusted gross income class—1974 income levels]

Decrease in tax liability

Number of Percentage distribution of total decrease
refurns with
tax decrease Amount By income i .
Adjusted gross i class (th ds) @ ds) {millions) class  Cumulati By seg
4,057 318 0.8 0.8
7,579 115 53 6.1 35.5
8,273 236 10.8 17.0 3
11,428 403 18.5 355
15,952 621 28.5 64. 0‘% 16.6
9,856 392 18,0 82.0
9,006 359 16.5 98.5
655 i) 1.2 99.7 18.0
160 0.3 100.0
86, 966 2,177 100.0 100.0 100. 8

1 The tax rates are as follows; for taxable income brackets not shown the tax rates are the same as under present law.
Taxable intior&e bracket (thousands): Tax rate

Joint returns: (percentf3
Qtodl.. . i
$lto $2.. . 15
$2 o 33. 1
Singl $3 ets:t- .18
ingle person retyrnsy
000 805 et et mnn e mn s o n o m s mm e s B
05wl 14
15
16
18
13
15
17

Note.—Details mag not add to fotals because of rounding.

TABLE 5.—EFFECT OF THE PROVISION IN THE BiLL WHICH GRANTS A $200 TAX CREDIT IN LIEG OF THE $750
PERSONAL EXEMPTION DEDUCTION

{By adjusted gross income ¢lass—1874 income levels]

Number of returas

affected (thousands) Decrease in tax liability
Total Percentage distribution of total decrease
Adjusted gross number Number -
income class with tax made Amount By income By
(thousands) decrease nontarable (millions) class Cumulative segmen
4,057 2,84 $217 3.6 3.6
7,579 1,748 598 9.8 13.4 51.0
8213 1,35 844 13.8 21.2
11,413 974 1,456 23.8 51.0,
15, 147 278 2,080 34.1 85, 1} a7
8,834 31 801 13.1 98.2 -1
2,011 3 109 1.8 100.0
3 1 8 100.0 1.8
1 (0] (U] g 100.0
57,317 7,225 6, 106 100.0 100.0 106.0

1 Less than 500 returns, $500,000, or .05 percent.
Note.~Details may not add to toials becauyse of rounding.

e i
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TABLE 6.—EFFECT OF THE PROVISION IN THE BILL WHICH GRANTS A REFUNDABLE EARNED INCOME CREDIT:

[By adjusted gross income class—1974 income levels]

Number of returns
affected (thousands) Decrease in tax liability
. Total Percentage distribution of total decrease
Adjusted gross numbser Numbet
income class with tax made Amount 2 By income By
(thousands) decrease?  nontaxable {millions) class Cumulati gment
T - R
732 437 4.7 94, 4} 160.0
n 55 100.0,
1,611 1,288 100.0 100.0 100.0

! Grantinﬁ returns with dependent children a refundable tax credit of 10 percent of wage and salary and self-employment
income with a maximum credit of $400 and a phaseout of the credit between $4,000 and $8,000 of adjusted gross income.
2 Does not include tetums.r_epresentln%&eneﬂcmries who are nonfilers under the 1570 filing requirements,
3 Does not include an additional $200,000,000 to cover the credit on wage and salary and self-employment income
of earners who are nonfilers under the 1570 filing requirements.

Note.—Details may not add to totals because of rounding.




IV. GENERAL EXPLANATION

A. Individual Income Tax Reductions

1. Refund of 1974 Individual Income Taxes (Sec. 101 of the bill and
secs. 6428 and 6611(e) of the code)

Under present law, individual taxpayers generally are required to
file their 1974 tax returns by April 15, 1975. (This 1s true in the case
of calendar year taxpayers who account for the great bulk of all
individual taxpayers.)

In order to achieve the objective of infusing additional purchasing
power into the economy as speedily as possible, and on a broad basis,
your committee’s bill and the House bill provide for refunds to be made
to individual taxpayers of a portion of their Federal income tax liabil-
ities for the year 1974. To acﬁieve this objective, it is expected that the
Internal Revenue Service will make every effort to pay out all refunds
on returns filed by April 15 within 60 days of that date. ~

Under the provision adopted by the committee and the House, the
general rule is that individuals are to receive a refund of 10 percent of
their tax liability for 1974, but this refund is not to be less than $100
(except that the refund is not to exceed an individual’s tax liability)
or more than $200. In addition, for taxpayers with adjusted gross in-
comes of $20,000 or more, the size of this refund is to be phased down
to $100 for those with adjusted gross incomes of $30,000 or more. These
computations will not have togge made by the taxpayer but instead
will be made by computers in the Internal Revenue Service.

The refund 1s to be $100 where the taxpayer’s tax liability is at least
$100 and not more than $1,000. For tax liabilities of less than $100
the refund is to be the full amount of the 1974 tax. Where the tax
liability is over $1,000 but not over $2,000, the amount of the refund
is to be 10 percent of the tax liability (subject to the adjusted gross
income limitation described below). As a result, in this tax liability
range the refund will vary from a low of $100 to a high of $200. Where
tax liability exceeds $2,000, the refund remains at the maximum of "
$200 (also subject to the income limitation described below). ‘

In cases where a taxpayer is entitled to a refund of movre than $100
by reason of his tax liability for 1974 but has an adjusted gross income
of over $20,000, the amount of refund over the $100 minimum is re-
duced. The amount of the reduction is computed by applying to the
refund in excess of the $100 minimum the ratio of his adjusted gross
income over $20,000 to $10,000 (the total difference of the phaseout
between adjusted gross income of $20,000 and $30,000). For example,
if a taxpayer whose adjusted gross income is $25,000 would otherwise
be entitled to the maximum refund of $200 by reason of his tax lia-
bility, $100 of this maximum amount—that is, the amount over and
above the minimum refund—must be reduced by 50 percent, reflecting
the ratio between $5,000 (the amount of adjusted gross income over

(25)




26

0,000) and $10,000 (the total difference between $20,000 and
goiooog .Asa resu,lt, thi(s taxpayer’s 1974 refund would be $150 ($100
minimum refund, plus $100 additional refund by reason of tax lia-
bility, less $50 reduction in the latter amount by reason of adjusted
gross income).? . .

This phaseout on account of adjusted gross income in excess of
$20,000 1s to reduce the refund to $100 if the adjusted gross income is
$30,000 or more—the phaseout is not to reduce the refund below $100
no matter how high the adjusted gross income. This minimum is $100
unless the taxpayer’s 1974 tax liability apart from the refund is less
than $100, in which case he is entitled to no more than a refund of the
full amount of that tax liability.

In the case of married taxpayers who file separate returns for 1974,
the minimum and maximum refunds and the income limitation re-
ferred to above are cut in half with respect to each spouse. Each spouse
is entitled to a refund of all of his or her tax liability for 1974 if that
liability is less than $50. If the spouse’s tax liability 1s $50 or more, he
or she will be entitled to a minimum refund of $50 and a maximum
refund of $100, subject, however, to reduction by reason of his or her
adjusted gross income. Where a spouse filing a separate return has ad-
justed gross income of more than $10,000 but not more than $15,000,
the amount of refund to which the spouse would be entitled based on
his or her tax liability for 1974 is reduced in proportion to the amount
by which his or her adjusted gross income exceeds $10,000.2

Table 1 in the Statistical Appendix provides specific examples of
the amount of refund which a single person or a married couple filing
a joint return, assuming different family size and income levels, is to
obtain under your committee’s bill.

Eligibility for refunds—The refund of all or part of 1974 taxes
applies only to taxpayers who are individuals. This includes single
persons, heads of households, surviving spouses (within the meaning
of sec. 2(a)), and married persons, whether they file joint returns
or separate returns. Where married taxpayers file a joint return for
1974, the amount of the refund is determined by reference to the joint
income tax liability and adjusted ‘gross income figures as if the spouses
were one individual. .

Refunds are not to be available under the bill in the case of nonresi-
dent aliens and trusts and estates.® .

The refund is available, of course, in a situation where a decedent’s
executor or other representative files a final return of the decedent for
1974. In such a case, the refund is available for the decedent’s final
return, but not for the estate’s return for the remainder of that
year. The refund is also available in the case of a so-called grantor
trust (secs. 671-678) where the person to whom the trust’s income is

1Tf the same taxpayer’s tax Ifability apart from the refund were $1,500, so that he
would be entitled to a $150 refund by reason of tax liability, the Income limitation would
reduce the refund by $20 (i.e, 50 percent of the excess of $150 over §100). As a result,
this taxpayer's refund would be $125.

If the same taxpayer’s tax Habllity apart from the refund were only $80, his refund
would be $80. No reduction in that amount would Gecur under the income Iimitation since
the taxpayer Is not otherwise entitled to more than the $100 minimum refund.

2To {llustrate the effect of the income limitation, a spouse filing a separate return who
would be entitled to a maximum $100 refund based on tax Habllity, and whose adjusted
gross income on his or her separate return is $13,000, is entitled to a refund of £70 hy rea-
son of the income Iimitation, The £100 refund amount is reduced by $30, 1.e., $3,000/%$5,000
of the $50 excess of the $100 refund based on tax liability over the minimum $50 refund,

38 Where income in respect of a decedent is includible in the income of an estate under
present law (see, 691), no refund 1s available with respect to such income since the lability
for tax on such income is that on the estate.
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taxable is an individual, and to the extent that the trust’s income is
taxable to such person. There, too, the refund is available to the indi-
vidual and not to the trust. In addition, the refund is available in
fiduciary situations such as a guardianship where the tax liability
reflected on the return is that of the individual beneficiary.

T'axable year affected.—The refund provisions of the bilﬁy generally
apply to the year of a taxpayer which began during the 1974 calendar
year. Thus, individuals WEO use the calendar year 1974 for tax report-
Ing purposes, as well as those who report on a fiscal vear which began
in 1974 and ends during 1975, generally are entitled to refunds to the
extent provided in the bill. However, if an individual has two taxable
years which began during 1974 (where one taxable year was a short
year), the refund provisions of the bill apply only to the first of the
two taxable years,

Procedures for making refunds—Under both the committee and
the House bill a taxpayer computes his tax liability for 1974 as he has
done in the past when no special refund was made. Therefore, in pre-
paring his return for 1974, a taxpayer should not reduce his tax lia-
bility by the amount which he anticipates will be refunded to him under
this bill. Instead, after the taxpayer’s return has been filed, the Internal
Revenue Service will initiate the refund based on the taxpayer’s tax
liability and adjusted gross income for the vear.

In order to carry out this procedure, both versions of the bill pro-
vide that the taxpayer is to be treated as if he made an additional
payment to the sury against his 1974 income tax liability. This
constructive ;g(ayment is to be treated as if made on the due date of the
taxpayer’s 1974 return (without taking into account any extension of
time to file the return) or, if later, on the date on which he actually
files his 1974 return.

This constructive payment is to be in most cases processed by the
Service as an overpayment of tax by the taxpayer and, as such, is to
be paid to him in the form of a refund of tax. In accord with the gen-
eral rule that Federal income tax refunds do not constitute income,
refunds received under the bill will likewise not constitute income {(for
Federal income tax purposes) to the taxpayers who receive them.

Other aspects of the refunds.—The tax liability which determines
the amount of the refund under the bill is the taxpayer’s tax liability
for 1974, reduced by the so-called “nonrefundable” credits against this
liability to which he may be entitled. These credits are the foreign
tax credit (sec. 33), the retirement income credit (sec. 87), the invest-
ment credit (sec. 88), the work incentive credit (sec, 40), and the
credit for contributions to candidates for public office (sec. 41). The
tax liability will also be computed with certain other adjustments
necessary in order to assure speedy and efficient processing of the
refunds through the Service’s computer facilities.

Although under present law (sec. 6601(f) (1)), interest which a
taxpayer owes on an underpayment of his tax liability is treated as
part of his liability for “tax,” your committee intends that interest
not be treated as part of the tax liability for purposes of determining
the refunds to be made under this bill. )

4 By deeming the amount of 1974 tux which is to be refunded under the bill as a payment
of 1974 Federal income tax by the taxpayer on the due date of his return, the committee
expects that for State income tax purposes, States will treat the Federal refund of this
deemed payment as a refund of an overpayment of Federal income tax., Such treatment
would also reflect the committee’s view that the refunds under the bili do not involve any
reduction in the taxpayer’'s Federal income tax lability as such for 1974.
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In determining marital status for purposes of the refund provisions
of the bill, the provisions of section 143 of present law are to be uti-
lized. As a result a married person living apart from his or her spouse
will, under certain conditions, be treated the same as a single person,
and have his or her 1974 refund determined accordingly. )

The amount of the refund which a taxpayer may receive and retain
is to be determined by reference to his tax liability as finally deter-
mined for Federal income tax purposes. Consequently, the refund is
not finally determined by the amount of tax liability shown on the
return as filed by the taxpayer, but (like refunds generally) ma be
subsequently increased or decreased depending on adjustments which
may be made in the taxpayer’s final tax liability for1974.

Since a refund does not result from a reduction in tax liability for
1974 (but instead results from a constructive payment against a tax-
payer’s liability for tax), the two versions of the bill do not affect the
definition of a “deficiency” in tax under present law (sec. 6211),
or the computation of the negligence or civil fraud penalties (im-
posed by sec. 6653 of present law), which are based on the amount

eficiency.

Ofgsl?egest on z'efunds.——Under present law, the Internal Revenue
Service is not required to pay interest on an overpayment of income
tax if it makes a refund within 45 days after the last date prescribed
for filing the return (without regard to extensions) or, if the return 1s
filed late, within 45 days after the date on which the return is actually
filed (sec. 6611(e)). In order, however, to facilitate the speedy proc-
essing of the special 1974 refund by the Internal Revenue Service, a
provision is included which is designed to give the Service up_to 60
days to make 1974 refunds to individuals without incurring an obliga-
tion to pay interest on the refund. In the interest of administrative
feasibility, the bill extends the 45-day interest-free period both for
the special one-time refund under your committee’s bill and for re-
funds of 1974 tax generally under present law. This special extension
of the 45-day period under present law applies to refunds of any tax
under Subtifle A of the code (secs. 1-1564) which are made to an in-
dividual for a taxable year which began during the calendar year 1974,
As under present law, the 60-day period will run from the later of the
due date of the return (disregarding extensions) or the date on which
the return is actually filed. )

If the Service takes more than 60 days to make the refund, it must
pay interest on the refund (as occurs under present law with refunds

nerally).
geThis ('X))-day provision does not extend to refunds made to an estate
or trust, to a nonresident alien individual or to a corporation. As to
these taxpayers, the 45-day period of present law continues to apply.
The 45-day period is also the governing rule for all other taxable
years, i.e., those beginning before and after 1974. . )

Revenue effect—The refunds for 1974 individual income tax lia-

* bility are estimated to result in a revenue loss of $8.1 billion.

- 2, Disregard of Refunds with Respect to Federally Assisted Bene-
‘ fit Programs (Sec. 102 of the bill)
In some instances individuals who receive refunds of 1974 income
tax payments under the bill will also be receiving benefits or assistance
under one or more Federal or Federally assisted State social programs
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based on individually determined needs. Such programs include those
which provide supplemental security income benefits, aid to families
with dependent children, medicaid, food stamps, educational and hous-
ing benefits, and veterans’ pensions.

For example, an individual who is a member of a family receiving a
payment under the program for aid to families with dependent chil-
dren might receive, during some month in 1975, a tax refund for
1974 under the bill which, if considered to be income to the recipient
during that month, might make him ineligible to continue receiving
aid for that month. In some States the refund might also disqualify
persons for medicaid or from eligibility to purchase food stamps, or,
if treated as income, the refund might make the individual ineligible
for a loan, or for a reduced rental, etc., under other aid programs.

Your committee does not believe that these refunds of 1974 tax
should change an individual’s eligibility for these assistance programs
for the month in which the refund is received. In addition, the cost of
identifying and making the adjustments might well exceed any sav-
ings in assistance funds were the refunds to be taken into account for
these purposes.

Accordingly, both the House and your committee have included a
provision in the bill which provides that 1974 income tax refunds under
the bill are not to be considered inecome or resources for purposes of
determining who is eligible to receive benefits or assistance, or the
amount or extent of benefits or assistance, under any Federal or Fed-
erally assisted program. For this purpose the concept of benefits or
assistance is intended to include all assistance benefits in which the
Federal Government participates, including those made in a form
other than cash, such as a reduced rental and eligibility for a loan.
Your committee also intends that a refund which an individual receives
pursuant to the bill should not be considered part of his resources or
assets for that month for purposes of any resources test under the ap-
plicable social program.

The treatment of refunds of 1974 tax, were it not for this provision,
would be a problem since these, in effect, are additional payments made
by the Federal Government on behalf of the individuals involved.

3. $200 Personal Exemption Tax Credit (sec. 201 of the bill and
secs. 2, 42, 63, 151, and 6201 of the code).

Present law provides a $750 personal exemption deduction for each
taxpayer and each dependent with an additional exemption for tax-
payers who are age 65 or over or who are blind. In addition, present
law provides a low income allowance (also known as the minimum
standard deduction) to determine the minimum amount of income
an individual must have in order to pay Federal income taxes. Under
present law, the low income allowance is $1,300 for both single indi-
viduals and for married couples filing joint returns ($650 for a
married individual filing a seaparate return). This means that under
present law a single individual does not pay tax unless income exceeds
$2,050 (the $1,300 allowance plus $750 for one personal exemption),
a married couple does not pay tax unless their income exceeds $2,800
(plus 8750 for each dependent); and a married individual filing a
separate return does not pay tax unless his income exceeds $1,400
(plus $750 for each dependent). Under present law, the percentage
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standard deduction is 15 percent of adjusted gross income, with a
maximum deduction of $2,000.

As indicated above in the reasons for the bill, your committee agrees
with the House that persons whose income falls below the poverty
levels should not pay income tax, The House bill met the poverty level
thresholds for payment of tax by raising the minimum standard de-
duction from $1,300 to $1,900 for single persons and $2,500 for joint
returns. In addition, the House bill increases the percentage standard
deduction from 15 percent of adjusted gross income with a maximum
of $2,000 t6 16 percent with a maximum of $2,500 for single persons
and $8,000 for joint returns.

The committee concluded, however, that it would be more appropri-
ate to provide a $200 tax credit as an alternative to the $750 personal
exemption deduction instead of increasing the minimum standard de-
duction and the percentage standard deduction,

The committee believes that an exemption credit of $200 is a more
effective way to increase the tax-free income level above the poverty
income levels than increasing the minimum standard deduction, as
provided by the House (except for single persons and married couples
with no dependents where the effect of the two approaches is virtually
i%intical) , a8 is shown in the table in the Reasons For The Bill section,
above.

The committee was also concerned because the standard deduction
changes provided by the House bill do not cover middle income tax-
payers who itemize their deductions. Since the credit provides the
same amount of tax reduction for taxpayers who itemize their dedue-
tions as for those who take the standard deduction, your committee be-
lieves that tax reductions provided in the form of a $200 exemption
tax credit is more equitable in providing tax reductions to low and
middle income taxpayers than increases in the standard deduction.

Moreover, a tax credit of $200 in lieu of the personal exemption
deduction provides the same tax relief for low and middle income
taz;{iayer's as does an increase in the personal exemption deduction
without giving excessive relief to high income taxpayers for whom
an increase in the $750 exemption deduction is worth a great deal
more.

The committee concluded that such tax relief to larger families is
appropriate to compensate for the greater burden placed on families
with more children by the recent inflation. This has been a severe prob-
Iem for those lower and middle income taxpayers who itemize their
de]ductions and would receive relatively little benefit from the House
bill.

The committee bill provides that taxpayers are to compute their tax
by using either the $750 exemption deduction of present law or the tax
credit of $200 per exemption provided by the bill, depending on which
alternative results in a lower tax liability. For taxpayers using the
optional tax tables of section 8 (i.e., those with incomes of less than
$10,000 who take the standard deduction), no additional computation
is required by this provision since the tax tables will automatically
reflect the credit when it is worth more than the exemption. A taxpayer
not using the tax tables is to compute his tax either by subtracting $750
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per exemption from adjusted gross income in arriving at taxable in-
come as under present law, or by subtracting only his itemized deduc-
tions (or standard deduction), computing the tax on the resulting in-
come, and then subtracting $200 per exemption from the resulting
tentative tax to obtain his tax liability. Most of these taxpayers will
not need to compute their tax both ways to determine which method to
use, since the exemption deduction is worth more than the credit for
taxpayers with a marginal tax rate at 27 percent or above. This is the
case for taxable income (after the deduction of $750 per exemption as
well as the standard or itemized deduction) above $10,000 for single
persons and $16,000 for joint returns. Your committee expects that the
Internal Revenue Service will provide guidelines to eliminate the need
for taxpayers to compute their tax both ways. Of course, the personal
exemption credit which may require a taxpayer to compute his tax in
two ways is similar in principle to the choice between the standard
deduction and itemized deductions.

The bill provides that any overstatement of tax liability resulting
from incorrectly choosing the personal exemption deduction instead of
the credit (or vice versa) will be treated by the IRS as a math error.
Thus, the IRS will automatically check the computation made on each
return and will refund (or credit) any excess amounts paid resulting
from the overstatement of tax liability.

The overall tax reduction from the personal exemption tax credit is
$6.1 billion in 1975. This is an increase of approximately $1 billion over
the standard deduction changes in the House bill, which amount to
$5.1 billion, . »

The }fersonal exemption tax credit is to apply on a one-year basis for
a taxable year beginning in 1975 only.

4. Tax Rate Reduction for Individuals (sec. 202 of the bill and sec.
1 of the Code) '

Under present law, the individual income tax rates for joint re-
turns begin with a 14 percent rate on the first $1,000 of taxable income
and an increase to 15, 16, and 17 percent for each additional $1,000 of
taxable income, as shown in the table below.! For single persons
the first 4 rates are the same as for joint returns, but the brackets in
each case relate to $500 of taxable income rather than $1,000. The fifth
bracket which begins at $2,000, relates to the next $2,000 of income.

As indicated in the reasons for the bill, the committee concluded
that a reduction in the lower tax rates is the best way of focusing
tax relief on low and middle income bracket taxpayers without an
excessive revenue cost. Moreover, a reduction in tax rates provides
tax relief to tapayers whether they itemize their deductions or take
the standard deduction, in contrast to changes in the standard deduec-
tion. The committee also believes that a reduction in the tax rates is
appropriate as a partial offset to the effect of inflation in movin
low and middle income taxpayers into higher tax brackets even thoug
they have no increase in real income. The House did not include a pro-
viston for individual rate reductions.

The committee bill provides a one-percentage-point reduction in
the four tax rates applicable to the first $4,000 of taxable income in

1 For heads of households the rates are 14 percent on the first $1,000 of taxable income,
%fxpgfceint on the second $1,000 of taxable income and 18 percent on the next $2,000 of
able income. ’
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the case of joint returns. In the case of single persons and married
individuals filing separate returns, there are 5 brackets for the first
$4,000 of taxable income (8 brackets in the case of heads-of-house-
holds). The bill also reduces each of these brackets by one percentage
point. Thus, for all taxpayers (except heads-of-households), the 14-
percent rate is cut to 13 percent, the 15-percent rate to 14 percent,
the 16-percent rate to 15 percent, and the 17-percent rate to 16 per-
cent. Since single persons have 5 brackets for the first $4,000 of taxable
income, the 19-percent rate in the 5th bracket is also reduced one
percentage point from 19 percent to 18 percent.? These rate reductions
are shown in the table below. (The Internal Revenue Service will
prepare new tax tables for the optional tax tables (under sec. 8 of
the code) to reflect these changes for taxpayers with adjusted gross
income under $10,000 who take the standard deduction.)

A one-percentage-point cut reduces the tax to be paid by $10 at
the top of a $1,000 bracket and by $5 for a $500 bracket. These four-
percentage point reductions provide tax savings of $40 for taxable
income of $4,000 and above on joint returns; the five-percentage point
reduction for single returns also saves $40 for taxable income of
$4.000 and above in single persons’ returns, as shown in the table
below.

LOWER BRACKET TAX AND RATES UNDER PRESENT LAW AND UNDER THE COMMITTEE BILL

Tax and rate
Taxable incoms brackets Present law Committee bill
Joint returns:

Oplusldpercent... ... O plus 13 percent.
sﬁa plus 15 percent.. ... $130 plus 14 percent.
.. $290 plus 18 percent.. . $270 plus 15 percent.
... $450 plus 17 percent. ... ... $420 plus 16 percent.
.......................... .. $620 plus 19 percent............ $580 plus 19 percent.

0 plus 14 percent........ ... 0 plus 13 percent,
37% plus I%epercent ...... ... 365 plus 14 percent.
$145 plus 16 percent..... ... $135 plus 15 percent.
.. 3225 plus 17 percent.. 3210 plus 18 percent.
o —————— $310 plus 19 percent._.... vu. $290 plus 18 percent.
:000 0 86,000 . $690 plus 21 percent........... $550 plus 21 parcent.

1 Change in tax at the lower end of the bracket but no change in tax rate.

This rate reduction is to apply for tax years 1975 and 1976.

Approximately 62 million taxpayers will receive tax reductions
from these rate reductions. The total amount of the tax reduction is
estimated to be $2.3 billion. The tax savings for illustrative taxpayers
is shown in table 2 of the Statistical Appendix.

5. Earned Income Credit (sec. 203 of the bill and secs. 43, 6201
and 6401 of the code, and sec. 402(a)(7) of the Social Secu-
rity Aect). ' .

Under present law an individual is not required to pay income tax
unless his income exceeds the amount of the minimum standard de-
duction plus the sum of available personal exemptions. Social security
taxes, however, are paid on all covered earnings by workers and em-
ployers, regardless of how small the amount of earnings. For 1975,

2 h £ households the tax rate for the first bracket of £1,000 is reduced from
14 ;fg-‘;enetags fs percent, for the second bracket of $1,000 the tax rate is reduced frol;l 18
percent to 15 percent and for the next ftax bracket of $2,000 the tax rate is reduced from
18 percent to 17 percent.
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the social security tax rate on employees is 5.85 percent of employee
wages up to $14,100. Self-employed individuals pay a tax at a 7.9 per-
cent rate on net earnings from self-employment income up to $14,100
if that income exceeds $400.

As indicated in the section above on reasons for the bill, your com-
mittee agrees with the House that it is appropriate to use the income
tax system to offset the impact of the social security taxes on low-
income persons in 1975 by adopting a refundable income tax credit
against earned income. Although gle earned income credit may be
viewed as a method to help compensate wage earners of low income
families for the social security taxes they pay, your committee wishes
to have it clearly understood that this provision of the bill is not
intended to provide a way of reducing social security taxes paid by
low income wage earners. The financing of the social security program
1s a matter which the committee will %e required to review in depth
in subsequent legislation.
. The House bill provides a new refundable income tax credit for
individuals, called the earned income credit, to compensate low in-
come wage earners (and-low income self-employed persons) for the

-+ social security taxes (or self-employment taxes) they pay. The amount

of the credit provided by the House bill is 5 percent of earned income,
up to 2 maximum of $200 per taxpayer. The credit is phased out at
Income levels between $4,000 and $6,000. n

As indicated above, the committee agrees with the House that this
tax reduction bill should provide some relief at this time from the
social security tax and the self-employment tax for low income indi-
viduals. The committee believes, however, that the most significant
objective of the provision should be to assist in encouraging people
to obtain employment, reducing the unemployment rate and re-
ducing the welfare rolls. Thus, the provision should be similar in
structure and objective to the work bonus credit the committee has
reported out previously.

As a result the committee does not agree with the House that the
earned income credit should be available to all individuals who have
earned income regardless of their marital status or family require-
ments. For example, the House bill grants the credit to students and
retired individuals, who often have low amounts of earned income
because they work part-time or for short periods of time and may
receive most of their support from family relatives or through social
security or private pension plans. More importantly, Federal welfare
programs apply primarily to married couples with dependent children
and it is in this area where this program can be most effective in reduc-
ing any tax disincentive to work.

In addition, the committee believes that the amount of the credit
adopted in the House bill should be increased for those who are to be
eligible for the credit. Here, also, the larger credit will largely remove
the disincentive that the social security tax produces against seeking
employment for Jow-income people. It will thus encourage low income
individuals to seek part-time or full-time work.

As a result the committee bill provides an income tax credit of 10
percent of earned income up to a maximum of $400. The amount of
the credit is to be reduced by the amount of adjusted gross income, or
the amount of earned income, if greater, which exceeds $4,000 per
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year on the basis of $1 of credit for each $10 of income in excess of
$4,000. Thus, the credit is phased out for individuals with income
levels of $8,000 and over.

An individual is eligible for the credit only if he maintains a house-
hold (within the meaning of sec. 214(b) (3)) in the United States for
himself and for one or more children (of his own or legally adopted),
who can be claimed as a dependent by the individual under the per-
sonal exemption provision (sec. 151(e) (1) (B)). A single individual
is considered to be maintaining a household if the individual provides
over half of the cost of maintaining the household (including costs
attributable to children who are dependents). A married individual
is considered to be maintaining a household if the individual and his
spouse together furnish over one-half of the cost of maintaining the
household.

Individuals otherwise eligible for the credit are not to receive the
credit if they have amounts which are excluded from gross income
under the exclusion for income earned abroad (sec. 911) or the exclu-
sion of income from possessions of the United States (sec. 931).

Earned income eligible for the credit (up to the phaseout amount)
includes all wages, salaries, tips, and other employee compensation,
plus the amount of the taxpayer’s net earnings from self-employment
as that term is presently defined in the code (sec. 1402(a)). This broad
definition of earned income can include some types of wages and other
income not subject to social security tax (such as government employ-
ees’ wages) but simplifies the process of determining what income is
eligible for the credit. It is anticipated that a taxpayer will be able to
calculate the amount of earned income eligible for the credit merely
by adding together the amounts reported on form 1040 (the individual
income tax return) as wages, salaries, tips and other employee com-
pensation (line 9 of form 1040) with any amounts reported as net
earnings from self-employment (line 18 of Schedule SE of form
1040).* Net earnings from self-employment are to be taken into ac-
count even though they are less than $400 (even though they are not
subject to the self-employment tax). L.

Earned income generally is to be eligible for the credit only if it is
includible in the gross income of the taxpayer during the taxable year
in which the credit is claimed. Earned income of an individual is to be
computed without regard to community property laws (so that a tax-
payer is to take into account his or her own earnings for purposes of
the earned income credit even though, under the community property
laws, part of those earnings would be includible in the gross income
of the spouse and not that of the earner). Amounts received as pension
or annuity benefits are not to be taken into account for purposes of the
credit.

Finally, the earned income credit is not to be available for income
of nonresident alien individuals which is not connected with a U.S.
trade or business (i.e., income not currently reported on a 1040NR
form).

Be():ause the credit as provided by the committee bill applies only to
individuals who maintain a household and who are entitled to claim
a child as a dependent, the bill omits the special rules for individuals
under 18 years old and for individuals employed by a family relative,

1 However, amounts included as net earnings from self-employment are not also to be
included as wages, salaries, tips and other employee compensation.
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both of which were provided in the House bill. These rules were aimed
at preventing abuses in cases of young individuals and students; under
the committee bill they would have no significant application.

The credit is to be calculated on a return-by-return basis. Individ-
uals who are married and file joint returns are eligible for one credit
on the combined income of the spouses. Married individuals filing sep-
arate returns are not to be eligible for the credit. A married individual
who is treated as not being married (under sec. 143(b)) for return-
filing purposes (i.e., a head of a household whose spouse has not been
a member of the household for the entire year) is eligible for the credit
in the same manner as a single individual who maintains a household
and claims his child as a dependent (and any of the absent spouse’s
income attributed to him or her under State community property
laws is to be disregarded).

The credit is generally available only for taxable years representing
a full 12 months. However, in the case of a short year closed by reason
of the death of the taxpayer, the credit is to be allowed.

Since the credit is refundable, eligible individuals with low incomes
on which little or no income tax is due are to receive a cash payment
equal to the amount of the credit reduced by any tax due. It is antici-
pated that low income individuals not required to file returns will be
provided with a simple method of obtaining any payment due by filling
out a brief form (such as the 1040A form) and attaching to it a copy
of their W-2 withholding statements. It is hoped that through the
simplicity of this form, plus efforts by the Internal Revenue Service
to build public awareness of the availability of the credit, all eligible
taxpayers will file for the credit available to them.

The amount of the credit received is to be taken into account as
“other income” under the Social Security Act for purposes of deter-
mining eligibility for aid for dependent children payments (sec. 402
(a) (7) of the Social Security Act).

Th)e; earned income credit is to apply only to taxable years beginning
in 1975.

It is estimated that this provision will decrease 1975 income tax
liabilities by $1.5 billion, compared with $3.0 billion under the House
version of the bill. Of this $1.5 billion amount, $0.1 billion will be
offset by reduced AFDC payments resulting from the increase in in-
come for those receiving the credit. The savings under this tax reduc:
tion for illustrative taxpayers is shown in — the Statistical
Appendix.

6. Changes in Withholding Tables to Reflect the Exemption Tax
Credit, the tax rate reduction, and the earned income credit
(sec. 204 of the bill and sec. 3402(a) of the code).

Under present law, the amount of the personal exemption, the low
income allowance and the percentage standard deduction are reflected

_in statutory withholding tables. The bill requires the Secretary of the

Treasury to prescribe new withholding tables which reflect the $200
exemption tax credit, the rate reduction, and the earned income credit
as well as the features of present law. ,

It is anticipated that the new withholding tables will be effective
from May 1, 1975. Since income tax withholdings for the first one-third
of the year will have been at current rates, which on an annual basis




36

would result in considerable over-withholding for lower income em-
ployees and employees who claim the standard deduction, the with-
holding rates for the last two-thirds of the year are to be additionally
reduced so that amounts withheld by the end of the year would ap-
proximately equal 1975 tax liabilities after the reductions made by this
bill. The changes in the withholding rates preseribed by the Secretary
are therefore to reflect the changes listed above in such a way that the
withholding change for the last 8 months of the year match as nearly
as possible the change in tax liability for 1975. The committee expects
the new withholding tables to be available for inclusion in the final
legislation.

Another change in withholding rates will be required effective
January 1, 1976, to put the withholding rates on a full year basis and
to reflect the expiration of the earned income credit and personal
exemption tax credit. A third change will be required on January 1,
1977, to reflect the fact that the rate reductions are effective only for
1975 and 1976.

The withholding changes made by the bill are to take effect on May
1, 1975. This will provide the Internal Revenue Service approximately
45 days to prepare and distribute new tables.

7. Housing Purckase Credit (Sec. 205 of the bill and sec. 44 of
the code)

There is no tax credit under present law for the purchase of homes.
However, homeowners (including ownership of condominiums and
in certain cases tenant-stockholders in housing cooperatives) are able
to deduct their mortgage interest and property taxes as itemized
deductions. Although no similar provision applies to renters, owners
of rental units can take deductions for accelerated depreciation and
may expense their interest and tax charges during the construction
period of the building.

The current weakness in the economy is centered disproportionately
on the housing industry. Housing starts have declined from a level
of approximately 2.4 million units in 1972 to a level of approximately
1.4 million units in 1974. This decline has created severe unemployment
problems among the various construction trades and industries sup-
plying construction materials. The average rate of unemployment in
the construction industry is significantly higher than the average
based on the overall labor force.

According to Department of Labor statistics, as of January 1974,
the overall average unemployment rate was 5.2 percent (seasonally
adjusted), while the average unemployment rate in the construction
industry was 9.1 percent (seasonally a&%usted). Similarly, as of Janu-
ary 1975, the overall unemployment rate was 8.2 percent (seasonally
adjusted), while the unemployment rate for the construction indus-
try was 15.0 percent (seasonally adjusted). ‘

While general tax cuts stimulate the economy, the effect of the
stimulation is diffused throughout all segments of the economy. The
committee believes that it is necessary to direct a portion of the eco-
nomic stimulus specifically toward the housing industry, which has
suffered disproportionately from the current economic downturn.

To provide this needed stimulus, the committee has provided a tax
credit in the case of the purchase by an individual taxpayer of a new
or used home (but not rental apartment units) which is used by the
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taxpayer as his principal place of residence. Under the bill, the defini-
tion of home includes, but is not limited to, a condominium, mobile
home or cooperative housing unit. The rate of the credit is to be equal
to 5 percent of the taxpayer’s basis in the home. The amount of the
credit is not to exceed the lesser of the taxpayer’s tax liability or $2,000.
In the case of a husband and wife who file a joint return, the $2,000
limitation applies to the joint return. In the case of married taxpayers
who file separate returns, the amount of the credit is limited to $1,000
per return. Further, in the case of the joint purchase of a residence,
the total credit allowable to the joint owners is not to exceed $2,000.

For purposes of computing the credit, the purchase price of a newly
acquired residence must be reduced by any gain attributable to the sale
of a former residence if such gain was not recognized for tax purposes
by reason of a timely reinvestment in another residence (sec. 1034 of
the code). However, no reduction will be made for any gain excluded
from tax by reason of the special treatment provided under the tax
laws in the case of a sale by a taxpayer who has attained age 65 (sec.
121 of the code). In any case where part of the property is to be used
by the taxpayer as his principal residence and part is to be used for
other purposes, an allocation of the purchase price of the property
must be made. Only so much of the purchase price as is allocable to
the residential portion is to be eligible for the credit.

Generally, to be eligible for the credit, the taxpayer must have
acquired the home as his principal place of residence after March 12,
1975, and before January 1, 1976. However, a taxpayer will still be
eligible for the credit even though the contract for purchase was en-
tered into prior to March 13, 1975 (and even if equitable title passed
prior to such date), if the settlement and occupancy occurred on or
after that date (and before 1977). On the other hand, a taxpayer will
be entitled to the eredit if he has entered into a binding contract for the
purchase of a home before January 1, 1976, even though he does not
enter into settlement before that date, so long as the settlement occurs
and the taxpayer occupies the home as his principal place of residence
before 19772

The credit is also to apply in the case of a principal place of resi-
dence that is constructeg, reconstructed, or erected by the taxpayer
where he occupies the home as his principal place of residence before
1977, so long as the construction actually began before 1976. In this
case, however, the credit is to be available only with respect to that part
of the basis of the property attributable to construction, etc., after
March 12, 1975. Construction is to be considered to begin only when
phy;;ical work actually begins (i.e., not design, blueprints, planning,
ete.).

A taxpayer will not be eligible for the credit if he purchases a resi-
dence from related persons whose relationship to the taxpayer would
result in the disallowance of losses (sec. 267). Further, if a taxpayer
acquires a residence by gift or inheritance he will not be eligible
for the credit except to the extent of any reconstruction by him.

Under the committee’s bill, there will be a recapture of the credit
if the taxpayer disposes of the home within 3 years from the date of

1 Of course, if s calendar year taxpayer enters into settlement in 1976, he will be en-
titled to the credit in 1976, not in 1975,
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purchase. However, to the extent that the taxpayer acquires or con-
structs another principal residence by reinvesting the proceeds from
the disposition of his former principal residence within one year {rom
the date of disposition, there is to be no recapture if the combined pe-
riod of use satisfies the 3-year requirement. In addition, there would
be no recapture if the taxpayer died before the 3-year period expired.

Thus, if the taxpayer received a credit of $2,000 for the purchase
of a home and subsequently sold this home hefore the 3-year period
expired, realizing $60,000 from the sale, there will be no recapture if
the taxpayer purchases another home to be used as his principal resi-
dence within one year from the date of disposition, and the acquisition
cost is at least $60,000 or more. However, 1f the taxpayer’s acquisition
cost is only $45,000, one-fourth of the credit, or $500, would be recap-
tured. In this latter case, the amount recaptured is the amount which
bears the same ratio to the credit allowed as the amount realized from
the sale of the first residence minus the cost of acquisition of the newly
acquired residence bears to the amount realized from the sale of the

first residence. '

It is estimated that the credit described above would result in a reve-
nue loss of approximately $3.0 billion for calendar year 1975, and a
revenue loss of approximately $.6 billion for 1976. This estimate does
not take into account the stimulative effect which such a provision
might provide.

8. Capital Loss Carryback for Individuals (sec. 206 of the bill
and sec. 1212 of the code)

Under present law individuals can deduct their capital losses to
the extent of their capital gains in the taxable year. In addition, if an
individual’s capita] losses exceed his capital gains, he can deduct
capital losses against up to $1,000 of ordinary income each year ($500
for married individuals who ﬁle separate returns). If the excess capi-
tal losses are short-term these may be deducted on a dollar-for-dollar
basis (up to the $1,000 limitation) ; * but only 50 percent of long-term
capita] losses incurred in taxable years beginning after December 31,
19869, in excess of short-term capital gains, can be deducted against
ordinary income. (Thus, $2,000 of post-1969 long-term capital losses
1s required to offset $1,000 or ordinary income.) Individuals’ capital
losses in excess of the $1,000 limitation may not be carried back to
prior years, but there is an unlimited carryover to future years. The
same rules apply to estates and trusts.

As indicated above, if an individual sustains capital losses in one
year and capital gains in the next year, he can carry over the capital
Josses and deduct them against the subsequent capital gains. However,
if his capital gains precede his capital losses, he cannot carry the capi-
tal losses back and deduct them against prior capital gains. Your com-
mittee believes that a capital loss carryback should be permitted where
a tax%%er has large capital losses. The House had no such provision

in its bill,

The bill therefore provides that individuals with more than $30,000
of capital losses in a year (including carryforwards from prior years)
may elect to carry them back for up to 3 years and deduct them against

1Capital lossern incurred in taxable years beginning before January 1, 1970, also are
deducted on a deollar-for-dollar hasis.
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their capital gains in those prior years. Individuals who elect the cap-
ital loss carryback will have to recompute their regular income tax
liability for the years to which the losses are being carried back. They
will first carry their losses back to the third year prior to the year for
which the carryback election is made and will carry back to the second
prior year only those losses that cannot be deducted against capital
gains 1n the third prior year. Similarly, the only losses that may be
carried back to the year immediately preceding the year in which the
carryback election is made will be those losses that are not usable as
carrybacks to the third and second prior years. The amount of losses
that may be carried back to a prior year will be limited to the capital
gains in that year. In addition, a capital loss carryback may not create
or increase a net operating loss in a prior year. All capital losses that
are carried back (both short-term and long-term) will be treated as
long-term capital losses and hence will be deductible first against long-
term capital gains, They may be deducted against short-term capital
gains 1In a year only after that year’s long-term capital gains are
exhausted.

Capital losses which are carried back but are in excess of the capital
gains for the 3 prior years may be carried forward indefinitely, as
under present law.

In order to determine whether a taxpayer has capital losses in excess
of $30,000 for a year, the capital losses in that year may be aggregated
with capital loss carryforwards from prior years in order to reach the
$30,000 minimum. For example, if a taxpayer has a capital loss in a
year of $25,000, this special capital loss carryback provision is not
available. However, if the taxpayer also has capital losses from prior
years of $10,000 which are carried forward, the taxpayer will thus
qualify for the $30,000 level since the current capital loss of $25,000
plus the prior capital loss of $10,000 is in excess of the $30,000 level.
Thus, the taxpayer in this case may carry back the $35,000 capital loss
in the manner described above.

_When a taxpayer carries a capital loss back, he will not recompute
his minimum tax.

The capital loss carryback will result in a revenue loss of $110
million in 1975, $55 million in 1976, and $30 million in 1977.

The capital loss carryback applies to losses incurred in taxable vears
beginning after December 31, 1974, including carryforwards into those
years. )

B. Business Income Tax Reductions

1. Investment Credit
(Secs. 301, 302, and 304 of the bill and secs. 46, 47, and 48 of the code)

Present law provides a 7-percent investment, credit (4 percent with
respect to certain public utility progerty). The investment credit is
available with respect to: (1) tangible personal property; (2) other
tangible property (not including a building and structura compo-
nents) which is an integral part of manufacturing, production, etc.,
or which constitutes a research or storage facility; and (8) elevators
and escalators. Generally, the credit is not available with respect to
property used outside the United States.

o be eligible for the credit, the property must be depreciable
property with a useful life of at least 3 years. %‘roperty with a useful
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life of 3 or 4 years qualifies for the credit to the extent of one-third
of its cost; property with a useful life of 5 or 6 years qualifies with
respect to two-thirds of its cost; and property with a useful life of
7 years or more qualifies for the credit to the full extent of the prop-
erty’s cost. (However, in the case of used property, not more than
$50,000 of cost may be taken into account by a taxpayer as qualified
investment for purposes of the credit for a taxable year.) i

Property becomes eligible for the credit when it is placed in service.
Property is considered to be placed in service in the earlier of (1) the
t-axa%le year in which depreciation on the property begins, or (2) the
taxable year in which the property is placed in a condition or state of
readiness and availability for a specifically assigned function.

The amount of the credit that a taxpayer may take in any one year
cannot exceed the first $25,000 of tax liability (as otherwise com-
puted) plus 50 percent of the tax liability in excess of $25,000. Invest-
ment credits which because of this limitation cannot be used in the
current year may be carried back 3 taxable years and then carried
forward 7 taxable years and used in those years to the extent permis-
sible within the limitations applicable in those years. ]

Present law provides for a recapture of the investment credit to
the extent property is disposed of before the end of the period (that
is, 3-5, 5-7, or 7 or more years) which was used in determining the
amount of the credit originally allowed. Thus, if property is dis-
posed of, or otherwise ceases to be qualified, the tax for the current
year is increased (or unused credit carryovers are reduced) by the
reductions in investment credits which would have resulted if the
credit were computed on the basis of the actual useful life of the
property rather than its estimated useful life. .

Public utility property to which the 4-percent investment tax credit
applies is property used predominantly in the trade or business of
furnishing or selling (1) electrical energy, water, or sewage disposal
services, (2) gas through a local distribution system, or (3) telephone
service, telegraph service through domestic telegraph operations, or
other communications services (other than international telegraph
services). In general, the reduced credit applies only if the rates for
these services or items are established or approved by certain types of
governmental regulatory bodies. ) )

With respect to the treatment of the investment credit of regulated
companies for ratemaking purposes, special limitations are imposed
on the allowance of the credit to prevent the tax benefits of the credit
from immediately being passed on to the consumers. These limitations
are applicable to property used predominantly in the trade or business
of furnishing or selling (1) the products or services described in the
preceding paragraph and (2) steam through a local distribution
system or the transportation of gas or steam by pipeline if the rates
for those businesses are subject to government regulation. i

The special limitations generally provide that the investment credit
is not to be available to a company with respect to any of its publie
utility property if any part of the credit to which it would othe_rfvm;e
be entitled is flowed through to income (i.., Increases the utility’s
income for ratemaking purposes) ; however, in this case the tax bene-
fits derived from the credits may (if the regulatory commission so
requires) be used to reduce the rate base, if this reduction is restored
over the useful life of the property.
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If, within 90 days after enactment of the Revenue Act of 1971 the
taxpayer has so elected, then the investment credit is to be available to
the taxpayer with respect to any of its public utility property if the
credit to which it wougd otherwise be entitled is flowed through to in-
come ratably over the useful life of the property ; however, in this case
there must not be any adjustment to reduce the rate base. An addi-
tional elective rule was provided to permit certain types of utilities
(primarily electric utilities) to immediately flow through benefits to
consumers. Immediate flow through is permitted in situations where
the tax benefits of accelerated depreciation rules enacted under the
Tax Reform Aect of 1969 are flowed through to consumers. This elec-
tion was provided in recognition of the special competitive conditions
under which a company subject to the accelerated depreciation flow-
through rules was operating. A special election is provided with re-
speet to local steam distribution systems and gas or steam pipelines
where the regulatory body involved determined that the natural do-
mestic supply of gas or steam was insufficient to meet the present and
future requirements of the domestic economy. In this case, if the tax-
payer elected (within 90 days after enactment of the Revenue Act of
1971) the investment credit is not to be available unless (1) no part
of the credit is flowed through to income, and also (2) no part of the
credit is used to reduce the rate base.

Increase in rate—As indicated in the discussion of the reasons for
the bill, the committee concluded as did the House, that the 7-percent
investment credit (or 4 percent in the case of public utility property)
should be increased in order to stimulate the economy.

Generally, under the House bill, the investment credit rate for 1975
would be increased for all taxpayers (including public utilities) to 10
percent from 7 percent, or from 4 percent in the case of certain public
utility property. Generally, the House bill made the 10-percent in-
vestment credit available only for property placed in service in 1975,
after January 21, although it also made the credit available for prop-
erty placed in service in 1978 which was acquired under an order placed
before that time. In addition, in the case of constructed property,
the 10-percent credit would be available for the portion of the con-
struction (that is, the basis) attributable to the construction which
occurs after January 21, 1975, and before January 1, 1976,

The committee concluded that the 10-percent rate should be adopted
without a termination date in order to provide a stimulus to invest-
ment in productive equipment on a long-run basis. Moreover, in light
of the current economic situation, the committee concluded that the
rate for all taxpayers should be further increased to 12 percent for a
pfriod of nearly two years. Thereafter, the 10-percent credit is to ap-
ply.
Thus, under these provisions if certain requirements are met, a 12-
percent credit is to be available with respect to property acquired and
placed in service after January 21, 1975, and before January 1, 1977,
Similarly, in the case of property constructed, reconstructed, or erected
by the taxpayer, the 12-percent eredit is also to be available with re-
spect to property completed by the taxpayer after January 21, 1975,
to the extent of the part of the basis of the property properly attribut-
able to construction, ete., after January 21, 1975, and before January 1,
1977. In addition, the 12-percent rate is to be available for qualified
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rogress expenditures (described below under Progress payments) for
};)heg;eriod gfter January 21, 1975, and before January 1,1977.

In cases where the property on which a taxpayer may claim an in-
vestment credit (qualified investment In property) for a year exceeds
$10 million, the 12-percent rate is to be available only if the taxpg,ger
establishes or maintains an ex;cxployee S;L:gck iow?ershlp plan (described

w under 3. Employee stock ownershep ptan). ) )
be}lqo be eligible fo?f' tge, 12-percent rate ﬁx this case, a corporation will
be required te contribute to the plan for the taxable year common
stock, securities convertible into common stock (or cash for the ac-
quisition of such stock or securities) of the employer 1n an amougt
equal to one of the additional 2-percentage-point increase above the
10-percent rate (i.e., one-twelfth of the total allowable 1nvestmeﬁt
credit in this case). If these requirements are not satisfied, only the
10-percent rate is to be available for the investment, and not the 12-
percent rate. However, the 12-percent rate will be available w1§ho}1:t
regard to the requirement for an employee stock ownership plan ift 8
qualified investment property for the taxable year is less than $1
mlgz};;;:ﬁéate‘en on rate increase.—Under the House bill, a limit of $100
million is imposed on the increase in the investment credit that could
be claimed by any one public utility by reason of the increase in the
rate of the investment credit. This limit applies only to American
Telephone and Telegraph Company.

The committee’s bill deletes this limitation.

Increase in 50-percent Uimit for public wtility property.—The com-
mittee agrees with the House that the 50-percent limitation on the
amount of tax liability that may be offset by the investment credit
should be temporarily increased in the case of public utility property.
The committes adopted this provision of the House bill with a minor
change. Under the House bill the temporary increase in the 50-percent
limit applies for taxable years beginning in 1975. However, there are
many public utilities on fiscal years ending in the latter half of the cal-
endar year, which under the House bill would not benefit from t}ha tem-
porary increase in the 50-percent limit until 1976. To provide benefits
for these companies sooner, the committee made the increase in the 50-
percent limit available for taxable years ending in 1975 (and ending
in each of the following years during the temporary period) rather
than beginning in those years. This change will have no effect on cal-
endar year taxpayers but will accelerate the increase in the 50-per-
cent limit by one year for fiseal year taxpayers. o

Under the bill the percentage limitation for public utility property
is increased in 1975 and 1976 to 100 percent of the income tax liability
(computed without regard to the investment credit, and in the manner
provided under existing law). In each of the next succeeding taxable
years the percentage limitation is reduced by 10 percentage points
until, in taxable years ending in 1981 and thereafter, the 50-percent
limitation goes back into effect. Thus, the percentage limitation 1s 90
percent in 1977, 80 percent in 1978, 70 percent in 1979, and 60 percent
in 1980,

Public utility property for this purpose means property used pre-
dominantly in the trade or business of the furn}shln% or sale of (1)
electrical energy, water, or sewage disposal services, (2) gas through
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a local distribution system, or (3) telephone service, most domestic
telegraph service, or other communications services—but only where
the rates for the furnishing or sale are regulated by a utilities com-
mission or similar agency. (This modification of the 50-percent limit
does not apply to communication property even though used predomi-
nantly for communication purposes if the rates for %urnishing of the
services are not regulated.)

The computation of the percentage limitation for public utility
property is to be made on a taxpayer-by-taxpayer basis. Thus, a group
of corporations which file a consolidated return together are to be
treated as one taxpayer.

Your committee intends that the benefit of the relaxation of the 50-
percent limit go primarily to public utilities. However, it recognizes
that many public utilities have varying amounts of nonpublic utility
property. In addition, many public utilities are members of controlled
groups that file consolidated returns. To achieve this objective in the
most practical way administratively, the committee decided to prorate
the increase in the credit limit in accordance with the extent to which
the company (or the group filing the consolidated return) has qualified
investment in public utility property, as compared to its qualified in-

vestment in other property.

. Thus, if in 1975, 50 percent of the company’s qualified investment is
in public utility property, then the applicable limit is to be 75 percent
of tax liability (the basic 50-percent limit plus one-half of the maxi-
mum additional limit allowable in 1975). If 70 percent of the com-
pany’s qualified investment is in public utility property, then the ap-
plicable limit is to be 85 percent of the tax liability. In order to sim-
plify such computations for most companies, if 75 percent or more of
the qualified investment for a given year is in public utility property,
then the full increase is to apply to that company for that year. Thus,
the typical public utility, which has relatively little qualified invest-
ment in other property, is to get the full benefit of the increase in the
percentage limitation.

If less than 25 percent of the qualified investment consists of public
utility property, then no part of the additional limitation is to apply.
In such a case, the company (or the group filing the consolidated
return) is to be treated in its entirety as not being a public utility
under this provision.

The percentage applicable to a taxpayer for a year is to apply to the
aggregate of the credits arising from the taxpayer’s public utiﬁty prop-
erty and other property—it is not to apply separately to each cate-
gorv of property. '

If a taxpayer has credit that remains unusable despite the higher
limits, any such excess is to be allowed as a carryback (3 years) and
carryover (7 years), as under present law. If there is a carryover or
carryback to a year to which these higher limits apply, then the exact
amount of the applicable limit is to be determined by the relative
investments in the year to which the excess credit is carried. For ex-
ample, assume that in 1975, 50 percent of company X’s qualified in-
vestment is in public utility property. The maximum percentage limit
in this case, as indicated above, is 75 percent of tax liability. Assume,
further, that in 1976, 75 percent of company X’s qualified investment
consists of public utility property. The maximum credit for 1976 would
then be (as indicated above) 100 percent of tax liability. If any of the
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xcess credit from 1975 would be carried over to 1976 (after having-
geen ﬁrste carried back to 1972, 1973, and 1974, as under present law),
the 1976 limit would not be affected by whether the amount carried
over to that year could be traced originally to public utility property
or to other property. L

Treatmﬁt ;}‘ cr‘gdz't for ratemaking purposes—The House bill did
not contain any new provisions relating to the treatment of the increase
in the investment credit for ratemaking purposes. The effect of this
was to leave the rules applied as a result of the action taken in 1971
still in effect. The committee, however, was concerned that the stimu-
lation for the acquisition of productive facilities intended by the
increase in the investment tax credit allowable with respect to public
utility property would be frustrated if any of the benefits were rei
quired to be flowed through immediately to consumers m the fog'{p 0
lower rates. Moreover, the committee believed that public uti ltlﬁs
should have the opportunity to make new elections with respect to the
treatment of the additional credit provided under the bill.

Under the committee’s bill, the additional credit provided for a
public utility by reason of the rate increase or the increase in the lmill-
tation based on tax liability is generally not to be available if the
additional credit is used to reduce the rate base, unless the credit 15;
then restored to the rate base at least as fast as ratably over the usefu
life of the property. Also, this additional credit is generally not to be
allowed if it is flowed though to income as a reduction in cost fas;::i
than ratably over the useful life of the property to which the increa:
credit applies. This rule with respect to the additional credit is to
apply with respect to property used predominantly in the trade or
business of the furnishing or sale of electrical energy, water, or sewage
disposal services, gas through a local distribution system, telephone
service, domestic telegraph service, or, other domestic communications
gervice, if the rates for the furnishing or sale are regulated by a
governmental body. ) .

Under the bill, if the governmental regulatory agency requires ra
able flow through to income, it cannot require any adjustment to the
rate base; if the agency requires adjustments to the rate base, it cannot

ire flow through to income. ) ]

re{iinggecial electifn is provided to permit the immediate flow through
of the additional credit without the consequence of disallowance in
certain cases. This election is to be available only with respect tg
property where the benefits of accelerated depreciation are flowe
through to customers. The election must be made by the taxpayer
within 90 days after the date of enactment of the bill. In this case, thg
taxpayer must make the elecéion at 1tsl-*, (zwn %pt(ion and without regar
to an uirement imposed by a regulatory body. .

Un%mhe bill, if ali'zgulatory agency requires the flowing through
of a company’s additional investment credit at a rate faster than per-
mitted, or insists upon a greater rate base adjustment than 1is pelr-
mitted, the additional investment credit is to be disallowed, but only
after a final determination (made after enactment of this bill) is put

ken inte account

vides that the additional allowable eredit may be ta
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rateraaking purposes e taxpay D 0 e paser Dro.
he bill. This treatment is also to be avallable

gfﬁsg g;?icetléllfgg s?:tz glgctli)on under the comparable provisions enacted under the Revenne

Act of 1971,
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into effect. The rules provided under present law with respect to de-
terminations made by a regulatory body and the finality of its orders
would apply to this provision.

Limitation on investment in used property.—Present law provides
that in the case of used property, not more than $50,000 ($25,000 in the
case of a husband and wife filing separate returns) of cost may be
taken into account by a taxpayer as qualified investment for pur-
poses of the credit for a taxable year. As an aid to small business,
the House bill increases the limitation on used property to $75,000
(837,500 in the case of a husband and wife filing separate returns).

The committee believes that in view of the special needs of small
business the limitation on used property should be eliminated entirely.
As a result, the committee’s bill repeals the present limitation with
ig?T%eCt to used property acquired by a taxpayer after January 21,

Progress payments.—Under present law, a tax credit may be taken
for investment in qualified property at the time the property is placed
in service and therefore is ready for use. The committee agrees with
the House that in cases where taxpayers pay for long lead time prop-
erty as it is being constructed and substantially before the property
can_be placed in service, to wait for the allowance of the investment
credit until the property is placed in service represented too long a
delay in the claiming of the credit. The bill overcomes this problem
in present law by allowing an investment credit for what are called
“progress payments.”

The Committee adopted the provisions of the House bill without
change. Under the bill, a taxpayer, at his election, is to be permitted to
treat “qualified progress expenditures” made for new property as a
part of the base for which he can claim an investment credit. In gen-
eral, these qualified progress expenditures are amounts actually paid
(or incurred in the case of self-construction property) for construc-
tion (or acquisition or reconstruction) of property which has a normal
construction period of at least two years and which will have an esti-
mated useful life in the hands of the taxpayer of at least seven years.

The normal construction period generally begins when physical
work on the property commences (i.e., not design, blueprints, planning,
ete.) and ends when the property is available to be “placed in service”
Ly the taxpayer.

The commencement of physical work for this purpose is to include
the physical work done by a subcontractor. For example, if a ship-
yard orders a turbine before it begins work on building a ship, the
normal construction period is to be considered as beginning when the
builder of the turbine commences physical work on it. T%us, the 2-
year construction period is measured by the time it normally takes
the subcontractor to complete its work (if it is normal for such work
to precede the work of the main contractor) and the time it would
normally take the prime contractor to complete the property once it
receives the property from the subecontractor. Of course, for the work
of any subcontractor to be included, the work must be specifically
designated as part of the project. The normal construction period, in
no case, includes a period of construction before January 22,1975 (the

general effective date of these provisions), and, where progress pay-
ment treatment is elected by the taxpayer for years beginning after
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that date, no normal construction period will begin before the first day
of the taxable year for which the election is in effect. o
Where possible, the normal construction period is to be estimated by
reference to normal industry practice in producing similar items. The
estimate is to be based on the information available at the close of the
taxable year in which physical work on the property is started (or,
if later, the close of the first taxable year for which the taxpayer has
elected to change to this “progress payments” method). Once the nor-
mal construction period has been reasonably estimated, the actual time
that it takes to complete work on the property would generally be
irrelevant for purposes of determining the property tax treatment of
the taxpayer’s progress payments.? . ) )

For gujliposeg of the g-y};ar test, property which will be placed in
service by the taxpayer separately is to be considered separately (for
example, if two ships were contracted for at the same time, each ship
would be considered separately). On the other hand, property which
must be placed in service by the taxpayer as part of an integrated unit
(for example, equipment which will all be placed in service at the same
time as part of the same plant) is to be treated as a unit for purposes
of the test.* Thus, if the taxpayer is constructing a pipeline which will
not be operational for five years after construction begins, the fact that
some equipment used in connection with the pipeline (such as pumps
for the pumping stations) take less than five years to manufacture, is
not to affect the status of the pipeline for progress payment purposes.
Also, the taxpayer may treat all amounts expended in connection with
the pipeline as progress payments (including amounts expended for
the pumps), On the other hand, if some segments of the pipeline can be
placed in service in less than two years, progess payment treatment
1s not to be available with respect to that segment. o

In the case of self-constructed property (i.e., property where it is
reasonable to believe that the taxpayer will bear more than hz;ﬂf of
the construction costs directly) “qualified progress expenditures” will
generally equal the costs incurred by the taxpayer which are properly
chargeable to capital account in connection with that property (for
purposes of the investment credit). Thus, qualified progress expendi-
tures would not include any depreciation sustained with respect to
other property (machinery, equipment, etc.) used in the construction
of new section 38 property (because such depreciation is not part of
the basis for purposes of section 38 although it is capitalized for other
purposes), nor generally would it include the adjusted basis of recon-
structed property at the time the reconstruction is commenced.

Also, in the case of self-constructed property, qualified progress
expenditures can include amounts expended for materials by the tax-
payer to the extent that the taxpayer can establish, to the satisfaction
of the Internal Revenue Service, that these materials have been ir-
revocably allocated to the construction of the property. For purposes
of these rules, an item which is suitable only for use in connection with

20f conrse, iIf there were a significant error In estimating the normal construction period,
thlsocould be evidenre that the estimate had not been reasonable in the first place, par-
ticularly where the error could not be explained by a later change in circumstances.

3 Of courge. the congtruction period for property not qualifying fgr the investment credit,
such as real estate, will not affect the “normal construction period” of any analifving prop-
erty which may be used on the premises. Thus, if a nlant is being constructed, and aualify-
ing equipment has a normal consfruction period of less than two vears, the nrogress pay-
ments for the egulpment are not to be treated as gualified investment. even if the building
in which the equipment is to be housed will take more than two yvears to construet,
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the property is to be regarded as irrevocably allocated, even though the
item has not yet become a part of the property, and even though it
has not yet been delivered to the site of the property. Other items
may be treated as allocated when they have been delivered to the site
under circumstances where it would be impractical to then remove
the items to some other project (i.e., pumps delivered to locations on
a tundra pipeline could%e treated as allocated to that pipeline even
though they (but for their location on the tundra) would be usable on
other projects). In many cases, the items would not be treated as allo-
cated until they were actually attached or consumed in the construc-
tion of the property. Mere bookkeeping notations are not to be suf-
ficient to establish to the satisfaction of the Sceretary or his delegate
that the necessary allocation has oceurred.

In the case of acquired property, qualified progress expenditures are
to be the amounts paid by the taxpayer to the manufacturer, but only
to the extent that there is actual progress made in the construction of
the property. (This is further limited by the “pro rata” rule, dis-
cussed below.

For this purpose, “progress” will generally be the percentage of
completion, measured in terms of the manufacturer’s incurred cost, as
a fraction of his anticipated cost (as adjusted from year to year)
based upon cost accounting records or in some cases on engineer or
architect certificates.

Where several manufacturers or contractors are used in connection
with the same property, “progress” is to be measured on a manufac-
turer-by-manufacturer basis, so that the taxpayer may utilize pay-
ments made to a manufacturer who has made “progress” within the
meaning of these rules, even if payments have also been made to
another manufacturer who has made no progress. By the same token,
payments to one manufacturer in excess of that manufacturer’s prog-
ress are not to give rise to credits merely beca:se another manufac-
turer’s progress exceeds the pavments made to that other
manufacturer.

In the case of self-constructed property, “pregress” will generally
equal “progress expenditures,” so no separate percentage-of-comple-
tion test is needed.

“Progress expenditares”, as well as “progress™ are not to be taken
into account to the extent that they occur before the start of the
“normal construction period® of the property nor to the extent alloca-
ble to nonqualified property. Thus, progress expenditures and progress
which occur before January 22, 1975, cannot be utilized by the tax-
payer to increase his qualified investment prior to the year in which
the property is placed in service. Likewise, progress expenditures and

“For example, assume that in 1980 a taxpayer makes a payment of $11,000 under a
contract which provides for delivery of the property in 1985, with a fixed purchage price
of $110.000 and an estimated cosf to the manufacturer of $100,000. During 1980, the
manufacturer incurs $10,000 of cost in connection with the property.

Under these eircumstances the manufacturer will be considered to have made 10 percent
brogress in connection with the property (310,000 of costs incurred divided by $100,000
of total estimated eost). The taxpayer will be permitted to treat his full $11,000 payment
a8 qualified investment for 1980, since this payment does not exceed 10 percent of the
total cost, to the taxpayer, of the section 38 property,

If, on the other hand. the manufacturer had inecurred only $5.000 of costs in connection
with the property in 1980, the taxpayer would he allowed to treat only 50 percent of his
$11.000 payment as qualified investment in 1980 ($5,500) because there had been only 5
percent “progress” in that year. However, in that cage, if the manufacturer incurred an
additional 85,000 of cost iu connection with the property in 1981, the taxpayer could
treat the $5,500 of unused 1980 pavment as qualified investments for 1981 (receiving,
in effect, a carryover of his unused 1980 payment) even if no further payments were made
to the manufacturer in 1981,
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progress which occur before the year for which the taxpayer first
elects to come under the progress payment rules cannot be so utilized.
Similarly, progress expenditures and progress allocable to a building
(or its structural components) would not be taken into account.

To prevent a possible abuse situation, where a manufacturer might
certify unrealistic amounts of progress in connection with a project,
the committee bill contains a “pro rata” rule. Under this rule, it will
be presumed that generally progress will not occur with respect to a
project more rapidly than ratably over the expected construction
period for the property.®* However, this presumption could be rebutted
if the taxpayer shows by clear and convincing evidence that progress
had, in fact, been more rapid.

Progress expenditures may be made in cash, or in the form of prop-
erty furnished by the taxpayer to the manufacturer for use in the
construction of the property. However, if the taxpayer furnishes
property, that property is to be taken into account only to the extent
that that property could be included in the basis of the completed
section 38 property at the time that it is placed in service.

Progress payments may be made out of the taxpayer’s ecapital, or
from borrowed funds. However, to prevent an obvious abuse situation,
the committee bill provides that progress expenditures made with
funds borrowed, directly or indirectly, from the manufacturer of the
property may not be treated as qualified investment.

Under the committee bill, the taxpayer is to be allowed to claim the
full credit to which he is entitled with respect to property in the year
in which it is placed in service. Of course, amounts which were treated

as qualified investments with respect to the property in preceding
years, due to the operation of the progress payment rules, are to be
sulétra,cted from the amount for which the taxpayer may obtain a
credit.®

The provisions discussed above are to apply only if the taxpayer
makes an election (in a time and manner to be preseribed in regula-
tions) to come under these rules. Once made, the election would apply
to all subsequent taxable years, and can only be revoked with the per-

mission of the Commissioner. It is anticipated that taxpayers gen-
erally will exercise the election because this will accelerate their op-
portunity to use the investment credit. However, taxpayers who are
currently in a loss situation may not wish to make the election, so that
progress payments are not treated as qualified investments until the
year in which the property is placed in service, in order to obtain a
more favorable carryover period with respect to those payments.

If property is sold or otherwise disposed of by the taxpayer before
he places it in service, or if (under Treasury regulations) it becomes
apparent that the property will not be section 38 property when placed

5 ¥or example, if physical work pursuant to a contract is begun by July 1, 1980, for
the manufacture of a machine to be delivered on July 1, 1983 (5 years later) it will
be presumed that there would not be more than 10 percent progress during calendar 1980,
and not more than 20 percent progresy during the fiseal year from July 1, 1880, through
Juhe 30, 1981, (The determination as to the normal construction peried of the property
will be mar%e only once, at the close of the taxable year in which work on the property
commences, :

¢ Otherwise, the taxpayer might obtain two credits with respeet to the same property.
For example, assume that section 38 property placed in service in 1985 has a basis of $100,-
000, and that of that amount $10,000 has been treated as gualified investment in each of the
vears 1882, 1983, and 1984 under the progress payment ryles. The taxpayer’s bagis in the
property. for purposes of determining his gualified investment in 1985 is to be $70,000. (Of
course, the taxpaver's basls for purposes of determining depreciation, or his gain or loss
from the sale of the property, would not be affected by this adjustment, which is made for
investment credit purposes.)
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1n service, any amounts which were treated as qualified investments in
prior years are, of course, to be subject to full recapture in a manner
generally similar to present law.?

As discussed above, progress expenditure treatment is to be al-
lowed only in the case of property which has an estimated useful life
(measured from the time the property is placed in service by the tax-
payer) of seven years or more. If the estimated useful life of the prop-
erty is less than seven years at the time it is placed in service (even 1f
previous estimates were for a longer useful life and were reasonable
when made) any excess credits previously allowed under the progress
payment rules are to be subject to recapture.?

Where the rate of the investment credit for the year in which quali-
fied progress _expenditure treatment was allowed with respect to the
property 1s different from the rate in effect for the year of recapture,
then recapture is to occur with respect to the rate in effect when quali-
fied progress expenditure treatment was allowed. For example, re-

capture of 1975 progress expenditures would be 12 percent of those
expenditures for taxpayers entitled to a 12-percent credit for that
year.

Where the actual useful life of the property is less than the esti-
mated life (estimated as of the time when the property is placed in
service), any excess credits previously allowed under the progress

payment rules will be subject to recapture on the same basis as other
excess credits.

In the case where property is subject to a sale-leaseback transaction
before the property is placed in service, the fol lowing rules are appli-
cable, Where the seller-lessee makes progress payments, but the prop-
erty is sold to a lessor before the property is placed in service, generally
this will be treated as a recapture situation, For example, if a seller-
lessee makes progress payments of $10,000 each in 1980, 1981, and 1982,
but the section 38 property is sold to a lessor for $100,000 in 1984, be-
fore the property is placed in serviee, the lessor would be entitled to the
;gv;(}els:r;eeirllt e}redlt %n hg; $10}§).,000 basis, but credits previously allowed
: er-lessee based on his $30,00 : itu;
be}s{ubject b o e $30,000 of progress expenditures would

. Flowever, where the lessor and lessee enter into an agresm -
viding that the seller-lessee will be entitled to some or al%f)f thil?rggi%
1t 1s contemplated that there would be no recapture of the credits pre—,
viously allowed with resFect to the seller-lessee’s progress expendi-
tures since recapture would, in effect, permit the seller-lessee to revive

?For example, sale of the propert;
3 1 ¥, or of the contraet rights to th
%rgﬁgrgnitsr é)c%cfeg %rﬁes;?:g:; é:; itsoct;% g:glel%‘tied mifat gisposs;tiign. f& :irfxll%z? ggggg%sbggofr&ltolw
Conveyance of the property by gift ig also’to rb aated as & qlameained by the taxpayer.
: treated as a disposition vaI h
would be no recapture in the event of a tran:fe Pb r death . & se0, 381 temere
action, but the decedent, or corporation (as th s Say bey Fouid be treateq o L irans:
eesgor” of the person reéeiving the gec. 38 pro eel%? o andy Pearaould be treated as a reede
ce o . perty, and progress payments of the predeces-
su:é(iggsor.d have to be taken into account in reducing the qualified investment of the
or example, if a taxpayer made $10,000 of progress expenidltures in 1
thoagepéeggvgl s;?gj'ogsggu{)ﬁf&éx{gyh{e%s;\:gbltv betilievtingfa%lthgt time thatnth&? %?-ogétrl%yr?gﬁﬁf
- ] 8 (80 that a full credit was allowable with

to those payments) but reduces the estimated useful life to 5 e oRon.

3 3 gef 3 yvears in 1 -
g;ggiispxilgﬁgc; ;]r; B:ﬂ?‘;g}} s?ntgggn%xéldoa tv\;(t)l-ltl}ilrdsleredit is a'lltowam%. ?1?3 ’ogﬁﬁiﬁg"egﬁggs

3 2 n w :

the time the property is placed in service, ¢ 1980 payment 1s subject to recapture at
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i i i ture 18
ise unusable investment credits.® Accordingly, recap
) ;))ggffliged except to the extentlthatlfhe]lease agreement provides for the
s through of the credit to the seller-lessee. .
pa%;hm?n?mize the possible doubling up effect of these ﬁrowmg;};s,
where taxpayers would be taking investment credits for ats Ergpbeeg
placed in service this year (even though progress }?aymeilil a,r d been
made with respect to that property in prior years) 513 wih %Stﬁe g;og—
payments made in the year, the committee bill provides tha riodp
ress payment provisions are to be phased in over a 5‘-yea§' %e; Hod. o
Under these transition mliz,d 20 perien;c }(;f z(xl lf:-lxigggei; ‘ssrest“rre rrft f§r
xpenditures may be treated as part of his ment,
igs’;s.e 'I?he remainingy8}(l) perc?;t of tho(s;ﬂpag;él:éﬁ r;lggrl)x? 2?)1{321'(1:2:12
account ratably over the next 4 years p J 40 percent
rogress expenditures made in 1976 may be taken into ac
gxf g%%é? W%th the I;ema,ining 60 percent of the payments t% b% galzi‘r“l
into account in the remaining 8 years of the phase in ‘pefrzod ; &)ali-
cent of the progress expenditures made in 1977 can be tre:z t§ bas (}11 all
fied investments in 1977, with 40 percent of the paymentsh ; e p ed
in ratably in the succeedin%Stwo lydea‘::rs t’ ?\0 piezft;gngcgju; teasa(}fgggfied
expenditures in 1978 could be taken
})gx?egsiislintspin 1978, while the remaining 20 percent ofh the paymgg&(si
would be taken into account in 1979. By 1979, the phase :Zﬁ }ge od
would be complete, and all progress expenditures made 1111 a %7379
and later years could be treated as qualified investments. Also, ;}n /
the taxpayer would take into account the final 20—perce1:1t' p ase-;l
portions of the expenditures in fact made in the four prece 115§0yearé
For example, assume that a progress expenditure of $1% Wi?rd
made in 1975. Two thousand dollars of this amount would be tr_ela b?l d
as a qualified investment in that year, and $2,000 would be av?,)l ath
to be treated as qualified investment in each of the next 4 yeags. [ ni 97$
other hand, if a $10,000 progress expenditure were to be made 11; !
then $6,000 of that payment would be treated as a qualified inves :rniant
in that year, and thevremainmg $4,000 would be taken into accoun
1 and 1979. i
m%Znnaliz,ipayer places in service the property Wlthh rféspect to
which the taxpayer has been making progress payments, the axpayer
is to be entitled to the full investment credit, reduced by t edp}'ogress
payments credits already taken. In the case of ;_)r_operty‘placeh. n ser;ré
ice by such a taxpayer during the 5-year transition period, t'_ is Would
also include the remaining portions of the credit that otherwise wou
have been phased in at the rate of 20 percent each year. dibures
The progress payment rules will apply to progress expf}rtl i 1:1[)1‘6
made after January 21, 1975, in taxable years ending after De-
4. ]
cenge(:’gilu’elg;ect.—The changes in the investment credit undgrl'the
House bill result in a revenue loss of $2.4 billion in 1975 and $1.5 billion
is expected to occur in 1976,

ress payment
hat the taxpayer (who has elected to use the prog
:elz?rh?ixsa;)ne%f'cg%ss‘%ﬁl%ttmg a long-lead-time plece of property for a nug}ttlerhgg ggizge%rég
has had oxeee Ftonld e nsed bacanse his Axable héome wae ow for (hose yente). Assdme
1d be used beca § 3
s Hin 1 e ot Bl some oF ert et vt e v et B
E ; ears A
ab]le to‘l‘hbe ?53‘5&'23@ I?Ot tf(? ge permitted to “revive’” those unused hcredriitgr b(yu ggiggilrel
{ utes. ﬁaiae-le:iieliack operation which wonld result in a recapture of the pthe Sunusable)
ceeas wad couid serit 1o the txnayey and the o foshar aereelng to phasths new nvst
't ver when ; 3
g%%%t%rg%{)tdogxmtgtt}!}gaf‘gxgg (glerefore expects that the full credit could be utilized in those

years).
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The changes made by the committee increase the revenue loss to
$4.3 billion. The revenue effect in 1975 of increasing the rate of the
Investment eredit to 12 percent is $3.4 billion (or $1.4 billion above the
$2 billion revenue loss of the 10-percent rate in the House bill). Elimi-
nating the $100 million limitation on public utilities adds $400 mil-
lion to the House bill. The elimination of the ceiling on used property
results in a revenue loss of $175 million over the §85 million in the
House bill (which increased the amount of used property eligible for
the credit from $£50,000 to $75,000). Allowing the investment credit on
Progress payments costs $90 million. (This was not changed from the
provision in the House bill.)

Effective date—In general, the rate increase provisions are to apply
with respect to property acquired after January 21, 1975, the basis
of property constructed, reconstructed, or erected after thaf date, and
to qualified progress expenditures made after that date,

The 12-percent rate would terminate with respect to property ac-
quired and placed in service after J anuary 1, 1977. Property acquired
or constructed during this period is to be subject to the 10-percent rate
if the taxpayer does not satisfy the requirements for the 12-percent
rate. Upon expiration of the temporary 12-percent rate, a 10-percent
rate is to be generally in effect for all taxpayers.

The increase in the 50-percent-of-tax-limitation applicable with re-
Spect to public utility property is to apply to taxable years ending
after 1974,

The provisions relating to the treatment of the additional eredit
allowable for public utility property for ratemaking purposes are to
take effect on January 1, 1975.

The elimination of the limitation upon the amount of used property
which is eligible for the investment tax credit is to apply with respect
to used property acquired and placed in service after January 21, 1975.

The provisions relating to qualified progress expenditures are to
apply to taxable years ending after December 31, 1974,

2. Election to increase net operating loss carryback (sec. 304 of
the bill and sec. 172 of the code)

Present law, in general, provides that a taxpayer is allowed to carry
a net operating loss back as a deduction against income for the 3 years
preceding the year in which the loss occurred and to carry any remain-
Ing unused Josses over to the 5 years following the loss year. This gen-
eral rule enables taxpayers to balance out income and loss years over g
moving 9 year cycle, fo the extent of taxable income in the 3 years
preceding and the 5 years following any loss year.!

X Present law also provides exceptions to the general three Year carryback-five year
carryover rule in the case of certain industries or categories of taxpayers. One exception
allows certain regulated transportation corporations to carry back and deduct net operating
losses for the usual 3 vears and to carry over such losses for 7 years. Anofher exception
prohibits the earryback of a net operating loss to the extent the net operating loss was
attributable to a foreign expropriation loss, However, a 10-year carryover perlod is al-
lowed for the foreign expropriation loss (15 years in the case of a Cuban expropriation
loss). A third exception, applicable to finaneciul institutions for taxable years beginning
after December 31, 1975, will lengthen the carrybaek period for net operating losses to 10
years and allow the usual 5-year carryover perfod. Similarly, a bank for cooperatives is
presently allowed to carry nef operating losses back for 10 years and forward for 5 vears.
A fourth exception is provided for taxpayers which have fncurred net operating losses
resulting from inereased imports of competing products under trade concessions made
pursnant tg the Trade Expansion Act of 1962, Where a tuxpaver has elected to obtafn
certifieation as provided by this Act, it is allowed a 5-year carryback period and the usnal
5-year carrvover neriod. Finally, present law also contains a provision designed for
American Motors Corporation permitting a 5-year carryback period and a carryover period
of 3 years for losses incurred for taxable years ending after December 31, 1966, and prior
to January 1, 1969,
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Your committee’s bill, as an aid to all sectors of the business com-
munity adversely affected by the current recession, provides for an
election whereby taxpayers may obtain needed funds through addi-
tional refunds of income taxes which have been paid for prior years.
Taxpayers presently covered by the general rule, which allows a 3-
year carryback and a 5-year carryover for net operating losses In-
curred in'a particular year, may, under the bill, elect to convert the 5-
year carryover period into a carryback period and thereby obtain an
8-year carryback period and no carryover period. This provision ap-
plies to all business taxpayers, both individuals and corporations.®

The election does not apply to certain taxpayers allowed extended
carryover or carryback periods under present law—those having for-
eign expropriation losses which qualify under section 172(b) (1) (D),
certain financial institutions which qualify under section 172(b) (1)
(F), and Banks for Cooperatives which qualify under section 172(b)
(1) (G). .

"This election is applicable to net operating losses for taxable years
ending after January 1, 1970.

Tf the taxpayer has more than one taxable year which has ended
prior to the time the election is made and in which net operating losses
were incurred, it may select the year for which the election s to be
first applied. However, a net operating loss for any year subsequent to
the first loss year to which the election is applied must also be carried
back pursuant to the election. For example, 1f a taxpayer subject to
the general 3-year carryover and 5-year carryback rule had net operat-
ing Tosses for each of calendar years 1972, 1978, and 1974 and the elec-
tion is made during 1975 to convert carryover years to carryback years,
effective with the 1973 loss, the election must also be applied to the net
operating loss for 1974 and such loss may not be carried over so long
as the taxpayer is governed by the election. However, the 1972 loss
remains governed by the regular carryback and carryover rules, and
to the extent it is not absorbed by income from 1969, 1970 and 1971,
this loss may be carried over and applied against income for 1975, 1976
and 1977. Your committee intends, however, that the present rules of
sec. 172(b) (2), pertaining to priorities in the application of net op-
erating losses, shall continue to apply.!

Revocability of election; redetermination of tax liability—Once a
taxpayer has elected to obtain an extended net operating loss carry-
back, the election continues to apply (unless revoked on the condi-
tions described below) to net operating losses incurred in taxable
years subsequent to such loss year (or years). :

2 §imilarly, the bill allows elective 10-year carryback periods with no carryovers to tax-
payers with net operating losses arising from jncreased imports of competing products and
which, under present law, may carry a loss back 5 years and forward 5 years. The bill algo
allows certain regulated transportation corporations (of the type which are presently sub-
ject to the provistons of section 172(b) (1) (C) to elect to switch thelr present 7-year
carryover period to an additional carryback period, which will result in a 10-year carry-
back and no carryover for these taxpayers.

TAg a result, the 1972 loss in this example will be appHed first against income for the
years 1969 through 1971, and will have priority in this application as compared to the
1973 and 1974 losses. Similarly, the 1973 loss must be carried back to the eighth preceding
taxable year and then to subsequent profit years prior to 1973 untll it is absorbed, after
which the 1974 loss may be carried back and applied. If the application of the 1973 and
1974 losses completely eliminates income for the years from 1965 through 1968 and some
portion of these losses remain, the application of the 1972 loss to 1969 through 1971
continues to have priority. Also, the losses to which the election applies must be carried
baek in their entirety to the earllest year to which these losses may be carrled under the
election, even If these losses had previously been carried back for three years under the
regular rule. In the example above, assuming that there was income rather than logs for
1972 and that the 1972 loss had, prior to the enactment of this provision. heen earried back

to 1970, 1071, and 1972 under the regular rules, the election to carry back the 1973 loss
for 8 years under this provision will result in a recomputation of taxable income for

1970, 1971, and 1972,
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The bill permits a taxpayer to revoke the election and to return to
the carryback and carryover periods to which he would be entitled
if he had not made the election. A taxpayer might want to revoke the
election, for example, if, after having incurred a net operating loss
for which he elected an extended carryback under the bill, he incurs
another net operating loss in the following year and then, in the year
after that, has an operating profit. In suc% a situation (or in compa-
rable situations), the taxpayer should not be permitted, by reason of
having obtained an extended carryback, to obtain a tax benefit which
he would not have obtained if he had not made the election. In order
to accomplish this objective, when a taxpayer revokes an election, so as
to become entitled to carry over a subsequent net operating loss, the
bill provides that the taxpayer must determine the tax benefit, if any,
which he obtained from the additional carryback and in effect repay
that benefit (without interest). He makes this determination by re-
calculating his tax liability for taxable years preceding the taxable
year in which he revokes the election as if he had not obtained an ex-
tended carryback of one or more net operating losses. The taxpayer
must recompute his tax liability for the earliest taxable year eﬁ%cted
by the carryback of a net operating loss under the election, and for
cach succeeding taxable year up to (but not including) the taxable year
in which the election is revoked. In such latter year (the taxable year
in which the election is revoked), the taxpayer must increase his tax
liability for that year by the amount of tax liability of which he was
relieved by reason of carrying back a net operating loss for additional
years under the election. '

A special rule which affects the redetermination of tax liability in
cases where a taxpayer was required to fund an employee stock owner-
ship plan as a condition to obtaining an extended loss carryback is
described below.

Special requirement for certain extended carrybacks.—Where a cor-
porate taxpayer will obtain a large current refund as a result of mak-
ing an election under the bill, your committee believes that the com-
pany should share with its employees the financial benefit which it
receives from the extended loss carryback. Such benefit should be
shared through an employee stock ownership plan in a manner analo-
gous to the provision in sec. 301 of your committee’s bill, which con-
ditions a portion of the increase in the investment credit on the tax-
payer’s creating or funding such a plan for the benefit of its
employees.

Under the net operating loss provision of the bill, an employee stock
ownership plan is required where a company, as a result of electing
the extended net operating loss earryback, becomes entitled to an ag-
gregate credit or refund of more than $10 million. (This requirement
}s;ldlsfaussed in move detail below in 3. Kmployee Stock Ownership

*lans.) -

However, once an employee stock ownership plan is created and
funded by a taxpayer by reason of one or more carrybacks, the tax-
payer is not again to be required to make payments for such a plan as
a result of carrying subsequent losses back to a taxable year in an
extended carryback period. Nevertheless, payments must be made into
an employee stock ownership plan for all loss years ending prior to
the time the first extended carryback election is made if the aggregate
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amount of refunds or credits from these carrybacks amounted to more
than $10 million.

Alowance for employee plan contribution in later redetermination of
tax liability when election is revoked.-—In cases where a taxpayer 18
required to create and fund an employee stock ownership plan as a
condition to carrying back a net operating loss for an extended period,
the bill provides a special rule which comes into play if and when
the taxpayer revokes his election. In recomputing the company’s tax
liability g)r the additional carryback years obtained under the elec-
tion (as if the election had not been made), the taxpayer can reduce
his redetermined tax liability for these additional carryback years by
the amount actually paid in to an employee plan up to the date of the
redetermination. (This reduction for amounts paid in to an employee
plan only applies if the taxpayer received an aggregate refund of
more than $10 million.)

Other aspects of the election.—Under the bill, an election by the tax-
payer applies with respect to the entire net operating loss of a given
year and cannot be made with respect to only a portion of such a loss.

A taxpayer may revoke an election under the bill in such manner
and at such time as the Service prescribes by regulations. The bill
provides that a taxpayer may revoke a previous election without ob-
taining the consent of the Commissioner at any time within 60 months
after the close of the taxable year in which he originally made the
election. If the taxpayer desires to revoke his election at any later
time than this 60-month period, he must obtain the consent of the
Commissioner. (This latter requirement is imposed in order that the
Commissioner can be satisfied that, if the election is revoked, sufficient
records will be available from which the redetermination of tax lia-
bility for the extended carryback years can be made.)

Under the bill, an election which a taxpayer revokes on or before the
due date for filing his return for a given taxable vear (including exten-
sions of time for filing the return) is effective with respect to such
taxable year. An election which is revoked after the due date for
filing a return for a given taxable year (including extensions of time
to file the return) is effective with respect to the taxable year in which
the revocation is actually made. Thus, for example, if a taxpayer in-
curs a net operating loss in 1975 which (under the bill) he elects to
carry back for a total of 8 years, and then incurs another net operat-
ing loss in 1976 followed by a profit in 1977, he may want to revoke his
election in order to be able to carry over his 1976 loss against his 1977
income. If the taxpayer makes his revocation during 1977 or early in
1978, before the due date for filing his return for 1977, the revocation
is effective with respect to 1977, so that the taxpayer may benefit as to
his income for that year by any carryover of his 1976 loss to which he

may be entitled in light of the revocation of his carryback election.

A taxpayer is not limited to only one election under the bill. Thus,
a taxpayer who makes an election to obtain an extended carryback and
then later revokes his election may make another election in a later
vear to carry back a net operating loss for the extended period, as pro-
vided in the bill.?

2 However, the taxpayer may not make & second extended carryback election for a loss
year which had previously been subject to an election. In addition, a loss from a year
for which an electlon had previously been made and revoked may not be carrled over
to any years after a subsequent loss year for which the election 1s In effect. Buch carry-

over josses in this situation become a part of the loss for the subsequent year and are
carried back as with the loss for the subsequent loss year.
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In the case of a net operating loss year which begins before the date
of enactment of the bill, the taxpayer is allowed to elect under these
provisions and to file for a tentative or “quickie” refund attributable
to the election within 90 days following enactment of this provision or
within the 12-month perio prescribed%)y sec. 6411(a), whichever pro-
vides the taxpayer with the longer time in which to file the tentative
refund application. For years for which the period for filing a tenta-
tive refund application has eXé)ired, the taxpayer may file a claim for
refund during the time provided by sec. 6511(d) (2), which is gener-
ally by the end of the 15th day of the 40th month following the end
of the net operating loss year, or by the end of the 89th month follow-
ing the loss year in the case of corporations.

In the case of loss years beginning before the date this bill is enacted,
a refund received pursuant to an election under the bill is considered
to have been paid for the first taxable year ending after the date of
enactment for the purposes of computing interest on the refund. Simi-
larly, the statute of limitations, for purposes of determining a defi-
clency attributable to a loss year (or attributable to a year to which a
loss is carried back) under this election beginning before the date this
provision is enacted, will be considered to begin to run as if the loss
yeartw('ias the first taxable year ending after the date this provision is
enacted.

. The bill also provides for measures to prevent abuse of these pro-
visions in corporate acquisition situations where different loss carry-
back and carryover periods are in effect for the acquiring corporation
and the transferor corporation. The bill amends sec. 381(c) to dele-
gate authority to the Secretary or his delegate to prescribe regulations
for these situations. Your committee also contemplates the Secretary
will similarly draft regulations to prevent abuse where corporations
with differing loss carryback and carryover periods file consolidated
mcome tax returns,

By substituting the elective carryback provisions of the bill for
sec. 172(b) (1) (E) of present law, the bill in effect repeals the “ Ameri-
can Motors rule,” which has ceased by its own terms to be applicable
and can be removed from the code as obsolete.

3. Employee stock ownership plans (secs. 301 and 304 of the bill)

The committee bill generally requires corporations to establish or
maintain an employee stock ownership plan if they are to claim a 12
percent (instead of a 10 percent) investment credit and if they are
to elect a long carryback (generally 8 years). A corporation electing a
12-percent credit must establish an employee stock ownership plan
only if its qualified investment property is in excess of $10 million.
If a corporation’s qualified investment is above $10 million and it
elects the 12-percent rate (instead of the 10-percent rate) the amount
to be contributed 1s 1/12 of the investment credit.

The committee bill also provides that for certain corporations to be
eligible for the optional long net operating loss carryback, they are
to contribute to an employee stock ownership plan 25 percent of the
tax benefit received from the additional years of the carryback in the
first year in which this carryback is used. A corporation is to be sub-
ject to this requirement if the refund it receives on the first nse of the
long carryback exceeds $10 million.
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The committee has conditioned these two tax benefits on the estab-
lishment and maintenance of an employee stock ownership plan be-
cause it believes that some of these tax benefits should flow directly to
the employees and not just to the employer. Also, through then:lll)ag-
ticipation in an employee stock ownership plan, employees wi ﬁ
able to share in the ownership of corporate capital and in the growt
and profitability of the employer. In addition, the employee stocfli§ own-
ership plan offers the companies involved a new technique of il.ance
to meet their general financing requirements. The committee believes
that through the employee stock ownership plan, many corporaf,ite em-
ployers will be introduced to a new technique of corporate naﬁl'tlze
that will enable the company to build its own investment capital vg ile
providing equity ownership for their employees, and in this way bene-

ociety as a whole. _
e §i1c1ce i,he assets which are to be contributed by the employer to thg
plan come from tax benefits (the investment credit or a refund bas&}a1
on net operating loss carrybacks), the contribution required by the
bill is not to be deductible. Of course, any additional contribution cl)ver
the required amounts is to be deductible under the rules of present a.g.
Contributions may be in stock or in cash; however, if cash is cont.lt'l. -
uted, it is to be used to buy co]I(n)mon stock of the employer (or securities
ible into common stock). i .
congflrzmployee stock ownership plan is required under the comlimttee
bill only for corporatioxi{s, ;ilife' only 11n thlls case can the employees
ire ownership of stock of their employer. )
ac?gfveztment cre?iit and employee stock ownership plans—Under t%)le
committee bill, for a corporation (subject to these prov;lsllpns ty
reason of having qualified investment in -excess of $10 mi 1on)f 0
have an investment credit of 12 percent (instead of 10 percent) for
the years 1975 and 1976, it is to contribute to an employee stock ow;ler-
ship plan an amount equal to one of the two additional Iiercend{xtge
points above the 10-percent rate (that is, %4, of the available cre 1d)_£
To meet the contribution requirement under the investment creil 1
rules, amounts are to be contributed to the employee stock owrlller(sjl ip
plan not less rapidly than ratably over a ten year period from t 3 ate
of claim for the credit. The amount of securities to be contributed ove:
the 10 year period is to be determined by the value of the securltlgs at
the time the claim is made so the employees will receive the benel cs
any appreciation in value over the 10 year period. If the iamfp oz}(lar
fails to make the required contributions, it will not be eligible for the
credit (or refund, in the case of the long carryback). In addltllon, he
employer is to be subject to a nondeductible civil penalty equa t?I‘ iil 10
amount involved in failing to make the required contributions. This
penalty is to be not less than one-half of 1 percent of the total amount
that (over 10 years) must be contributed to the plan under these
ions. )
pr%‘%fu? committee recognizes that in many cases the amount of in-
vestment credit would be too low to justify requiring the e.mp]o%rglll‘
to establish and contribute to a plan. Therefore, the committee bi
includes a “de minimis” rule, so that contributions to an employee

ired

an employee stock ownership plan {s not to be requ

fo: rtll?;‘;%vegér:)%}:tllgggngvelﬁc%ll:alt)y the lv?e!'y nlature of tll(l);lge g{gogglggli]%l:s &rlx)dpf;):r;glgﬂi

do not issue stock to shareholders. For example, an emp R Mk oo o Al
tual insurance companies. However, this e

gg:pgialﬁegg’sr:gh{g ll’::ve the optlion of issulng stock but choose not to do so0.
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stock ownership plan are to be required only if the amount of its quali-
fied investment property is more than $10 million for the year. For ex-
ample, if in 1975 the company has qualified investment of $12 million,
then 1, of the applicable investment credit (or Y, of $1,144,000) is to
be contributed to a plan if the employer is to qualify for the 12-percent
credit (rather than the 10-percent credit). However, if in 1976 the
company has qualified investment of $9 million, then no contributions
would be required to the plan in 1976 for the employer to receive the
full 12-percent rate in that year.

If the company prematurely disposes of the eligible property so
there is a recapture of the investment credit, the recapture is to be
computed without regard to the fact that a contribution to an employee
stock ownership plan was attributable to the allowance of credit. For
example, if the recapture would be $1 million had there been no em-
ployee stock ownership plan contribution, this same amount is to be
recaptured even if a percentage of the credit with respect to the
property in question had previously been contributed to a plan.

The committee recognizes that good faith errors may occur in fol-
lowing the employee stock ownership plan requirement. For example,
since it may be difficult to value an employer’s stock, if stock is con-
tributed to the plan it may not be possible to know whether a sufficient
amount of the stock has been contributed. The committee intends that
if the employer makes a good faith effort to establish the fair market
value of the stock and makes contributions to the plan on the basis
of this good faith valuation, the employer will be entitled to the in-
vestment credit even if, on later audit, it is determined that more
stock should have been contributed. In this case, however, the employer
is to make up the deficiency by contributing additional shares of stock
(based on the value at the fime the contribution originally was to
have been made) plus dividends paid between the time that the contri-
butions should have been made and the actual time of contribution. The
burden is to be on the employer to demonstrate a good faith effort in
complying with the rules of this provision. To sustain this showing,
it may be necessary for the employer to have his stock valued by an
independent, reputable outside organization.

Net operating loss carryback and employee stock ownership plan.—
Under the committee bill, for a corporation to use the optional long
het operating loss carryback, it is to contribute to an employee stock
ownership plan 25 percent of the tax benefit derived from the addi-
tional years of the carryback the first time it is used. For example, if
the initial refund under this provision is $40 million, $10 million is
to be contributed to an employee stock ownership plan. In later years,
however, no contribution would be required.

In the case of net operating loss carrybacks, the committee bill also
includes a “de minimis” rule. Under the bill, a contribution to an em-
ployee stock ownership plan is not required unless the tax benefit (that
is, the refund received) from the first use of the optional carryback
provision is more than $10 million.

Good faith errors may occur in the case of the net operating loss
carryback as well as with the investment credit, As with the invest-
ment credit, the employer will be able to correct such good faith errors
as long as any contributions plus dividends lost to the plan on account
of such errors are contributed by the employer. R
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Following the rule with respect to the investment credit, the required
amounts are to be contributed not less rapidly than ratably over a ten
year period from the date of claim for the refund. The amount of se-
curities to be contributed over the ten year period is to be determined
by the value of the securities at the time the claim is made. In this
way the employees will receive the benefit of any appreciation in the
value of the securities over the ten year period. )

If the claim for refund is denied (or, in the case of the investment
credit, if the investment credit is not fully allowed), all or part of these
amounts; as appropriate, (plus dividends earned on the contribution)
may be returned to the employer.

The employee stock ownership plan will benefit persons who are
currently employed by the employer. However, the committee recog-
nizes that because of the current recession people who otherwise would
be employed by corporations that will benefit from the net operating
loss carryback may be out of work. The committee also understands
that the basic financial support of such people may be a supplemental
unemployment compensation benefit plan. Consequently, the commit-
" tee bill provides that the employer may elect to contribute to a supple-
mental unemployment compensation benefit plan cash in an amount up
to one-half of the amount that would otherwise go to the employee
stock ownership plan. To be eligible for this election, the employer
must currently participate in a supplemental unemployment compen-
sation benefit plan, and the plan and trust must meet the requirements
of sec. 501(c) (17). Following the basie provisions, the employer may
choose to contribute to this plan ratably, over a 10-year period.

Employee stock ownership plan defined—Generally, an employee
stock ownership plan is a stock bonus plan designed to invest primarily
in securities of the employer. Also, a money purchase pension plan
may be coupled with the stock bonus plan. Additionally, in some cases
a profit-sharing plan may be used. The committee understands that a
key element of the employee stock ownership plan is that it provides a
new technique of corporate finance. Therefore. an employee stock
ownership plan is to provide that it may be used (i) to meet general
financing requirements of the corporation, including capital growth
and transfers in the ownership of corporate stock; (ii) to build into
employees beneficial ownership of stock of their employer or its affili-
ated corporations, substantially in proportion to their relative incomes,
without requiring any cash outlay, any reduction in pay or other em-
ployee benefits, or the surrender of any other rights on the part of such
employees; and (iii) to receive loans or other forms of credit to ac-
quire stock of the employer corporation or its affiliated corporations,
with such loans and credit secured primarily by a legally binding com-
mitment by the employer to make future payments to the trust in
amounts sufficient to enable such loans to be repaid. Since the commit-
tee intends that this is to be an introduction to the employee stock
ownership plan concept, the plan is to include these provisions, but
there is to be no requirement that the plan engage in the activities au-
thorized by these provisions. '

The committee also understands that, through this technique of
corporate finance, the employee stock ownership plan may be used to
provide employees with the ownership of equity capital. In this regard,
generally the plan will borrow money needed by the corporation for
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expansion purposes, and will use this money to buy stock of the em-
ployer. The employer then will guarantee the debt obligation of the
plan and will agree to make annual contributions to the plan sufficient
to meet the plan’s obligation of paying interest and principal on its
debt. As the plan’s debt is paid off, the employees share in the profit-
ability of the employer and in any increase in the market value of
the employer’s securities. In this way, workers may share in the own-
ership of corporate capital without redistributing the property or
profits from existing assets belonging to existing shareholders,

Under the committee bill, an employee stock ownership plan may
be a tax-qualified plan or a nonqualified plan. While the committee
recognizes that the full benefit of financing through an employee
stock ownership plan may occur only under a qualified plan, neverthe-
less it also recognizes that a company may prefer to establish a non-
qualified plan, in which case the provisions of title T of the Employee
Retirement Income Security Act of 1974 generally are to apply. An
employee stock ownership plan also is to meet such other require-
ments as may be preseribed by the Seeretary of the Treasury.

Terms of employee stock ownership plan—Under the committee
bill, a plan established pursuant to the investment credit and net oper-
ating loss carryback provisions is not to be used as a tradeoff for other
existing employee benefits or rights. Therefore, if the employer al-
ready has a pension, profit-sharing, ete. plan, the contribution re-
quired under the investment credit or net operating loss provisions is
to be “added on” to the benefits of the existing plan. (Additionally,
if an employer wishes to take advantage of both the operating loss
carryback and the 12-percent investment credit provisions, a con-
tribution is to be required under each of these provisions.) If the
employer already has an existing plan which meets the requirements
of an employee stock ownership plan or which is amended to meet
these requirements, the benefits under that plan may be increased as
required by the committee bill rather than a new plan being formally
established.

The committee intends that plan benefits under the investment
credit and net operating loss carryback provisions are not to be de-
pendent upon contributions by the employees. Consequently, “match-
ing” plans or other mandatory contribution plans are not to qualify
under this provision. If a company has an existing matching plan, it
may use this plan to meet the requirements of the bill, as long as no
matching payment is required with respect to amounts contributed
under the terms of the bill, and as long as participation in the plan
with respect to these contributions is not dependent upon employee
payments.

Generally, contributions to the plan are to be allocated to partici-
pants’ accounts in proportion to their annual compensation. For this
purpose, annual compensation which is greater than $100,000 is to be
disregarded. Also, a qualified and nongualified plan is to meet the
requirements of sec. 415. Under the bill, if contributions in any one
year to a participant’s account would exceed the limits of section 415,
the contribution is to be reallocated to the accounts of other partici-
pants (in proportion to annual compensation) until the additions to
the account of each person participating in the plan reach the limits
of sec. 415. If, even after such reallocation, contributions otherwise re-
quired under the investment credit and net operating loss carryback
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provisions would be greater than otherwise allowed by the limits of
sec. 415, it is intended that this amount may be held in escrow and may
be allocated to participants’ accounts in later years in proportion to an-
nual compensation. The beneficiary of the escrow is to be the plan. The
employer may establish the escrow and contribute stock or cash to the
escrow, but there is to be no reversion of assets from the escrow to the
employer unless the employer is not entitled to the full tax benefit on
which the contribution is based. The escrow agent is to transfer assets
to the plan each year to the maximum extent possible without violating

the limitations of sec. 415. .

If a plan is not tax-qualified, nevertheless the participation rules of
the Internal Revenue Code are to apply. Since plan assets are to be al-
located to participants in proportion to compensation (without re-
gard to compensation in excess of $100,000 per year), the plan is not
to be integrated directly or indirectly with social security.

To qualify, the employee stock ownership plan is to provide that
the employees are to have the right to vote any stock allocated to their
accounts. )

Under the bill, cash or employer securities may be contributed to the
employee stock ownership plan. If cash is contributed, it is to be used
to purchase qualifying employer securities. Qualifying employer secu-
rities are to be common stock with voting and dividend rights that are
the same as those of outstanding common stock. In addition, qualify-
ing securities may be preferred stock that is convertible into common
stock. Qualifying securities also may be stock of an affiliate of the
employer. For this purpose. it is intended that an “affiliate” be de-
fined by sec. 407(d) (7) of ERISA. Cash contributed to an employees’
stock ownership plan may be used to buy new or existing shares. ]

The bill requires employee stock ownership plans to invest in securi-
ties of the employer (or its affiliates). Therefore, even if these securi-
ties earn no current income (and even if it appears that the company
whose stock is held by the plan will have littie if any earnings in the
future), the plan trustees may acquire and hold these securities without
being subject to any penalty or surcharge and without violating any
law that may govern the prudence or quality of investment (including
the Employee Retirement Income Security Act of 1974). The commit-
tee intends that no inference is to be drawn in this respect with re-
gard to any other plans. )

The committee intends that there is not to be a partial termination
of an employee stock ownership plan because the rate of contribution
to the plan is decreased after the employer has made his required con-
tributions under the investment credit and net operating loss
provisions,

In the case of amounts contributed to nonqualified plans under these
provisions, beneficiaries generally are to be taxed on distribution to
them (under sec. 72) and not at an earlier date (and therefore, not
under sec. 83).

4. Increase in corporate surtax exemption and reduction in rates
(sec. 303 of the bill and sec. 11(d), 12(7), 962(c), and 1561(a)
of the code)

Under present law, corporate income is subject to a normal tax
at a rate of 22 percent and a surtax at a rate of 26 percent (for a total
tax rate of 48 percent). However, the first $25,000 of corporate income
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is exempt from the surtax. In effect, then, the first $25,000 of corporate
income is taxed at the rate of 22 percent and the income in excess of
$25,000 is taxed at a 48 percent rate.

In order to provide tax relief to small businesses that are not par-
ticularly capital intensive and would not be able to benefit as much
from the investment credit, the House bill increases the surtax exemp-
tion from $25,000 to $50,000. Your committee agrees with the House
in providing tax relief to small businesses but believes that it is
appropriate to provide rate reductions in addition to the increase in
the surtax exemption in order to benefit small businesses with tax-
able incomes under $25,000. As a result, your committee’s bill reduces
the normal tax by 4 percentage points (from 22 percent to 18 percent)
while at the same time increasing the surtax by 4 percentage points
(from 26 percent to 30 percent). Thus, all corporations, including those
with taxable incomes of $25,000 or less, are to receive a tax reduction.

Corporations with taxable incomes of $50,000 or less will save an
amount equal to 4 percent of their taxable income. (This is because
of the reduction of the normal tax from 22 percent to 18 percent.)
Since the surtax exemption is increased from $25,000 to $50,000, the
normal tax rate, as reduced by the committee to 18 percent, now ap-
plies up to the first $50,000 of a corporation’s taxable income, As a
result, a corporation having $50,000 or more of taxable income will
have an annual tax savings of $8,500. (Under present law the tax on
$50,000 of taxable income is $17,500—22 percent of the first $25,000,
plus 48 percent of the remaining $25,000; under the committee bill,
the tax is $9,000—18 percent of $50,000.) In effect, then, all corpora-
tions with taxable incomes of $50,000 or more will receive this amount
of tax savings while being taxed at the rate of 48 percent on their tax-
able income above $50,000.

Corporations with taxable incomes between $25,000 and $50,000 will
save $1,000 on the first $25,000 of taxable income (4 percent—the dif-
ference between the present 22 percent and the 18 percent rate pro-
vided in the committee bill—of $25,000) plus 80 percent of the corpo-
rations taxable income between $25,000 and $50,000 (that is, the dif-
ference between the present 48 percent tax rate and the provision
in the committee’s bill for the 18-percent rate up to $50,000).

The increase in the corporate surtax exemption and the reduction in
the corporate rates are effective for taxable years ending after De-
cember 31, 1974. They are to apply, however, for only one year in this
bill and are to cease to apply for taxable years ending after Decem-
ber 31, 1975.

In the case of a corporation which is not on a calendar year basis,
the bill provides that the one year increase in the surtax exemption
and the rate reductions are to be treated as an increase and decrease
in rates (sec. 21 of the code). As a result, in the case of a fiscal year
taxpayer, the increase in the surtax exemption and the rates for the
year ending in 1975 will be prorated based on the number of days from
January 1,1975, to the end of that taxable year, and the decrease in the
surtax exemption and the rates, for years ending after 1975, will be
prorated based on the number of days from the beginning of that tax-
able year through December 31, 1975. Thus, the tax benefit resulting
from the one year increase in the surtax exemption and the rate re-
ductions will, in effect, be spread over two taxable years in the case of
fiscal year taxpayers.
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This increase in the corporate surtax exemption and the rate reduc-
tions are expected to result in a revenue loss of $1.9 billion, of which it
is estimated about 60 percent, or $1.2 billion, will go to businesses
with incomes under $100,000.

5. Increase in minimum accumulated earnings credit (sec. 305 of
the bill and sec. 535(¢) of the code).

Tn addition to the regular corporate income tax, present law im-

oses an accumulated earnings tax of 2714 percent to 3814 percent on
improperly. accumulated corporate earnings where the accumulation
occurs in an attempt to avoid the individual income tax. In computing
the base on which this tax is imposed, there is excluded an amount
equal to the earnings and profits of the taxable year which are re-
tained for the reasonable needs of the business. This is known as the
accumulated earnings credit, Present law provides, however, that in
any case, there is to be a minimum credit of $100,000 of earnings which
may be accumulated before any income is subject to this tax. This is
a cumulative credit, however, rather than an annual credit.

Since 1958, when the accumulated earnings credit was increased
from $60,000 to its present level of $100,000, there have been substan-
tial increases in costs which require additional capital to make an in-
vestment of the same type and scope. Increased borrowing costs cause
small businesses to rely more heavily upon internal generation of capi-
tal for posible future needs. Quite often small businesses do not have
the specific plans for expansion which are required, under the law, to
justify accumulations of corporate earnings in excess of the minimum
credit. An increase in the credit not only adjusts for the rise in costs,
but also provides a wider margin for the retention of earnings for
future contingencies, and thus reduces borrowing pressures on small
businesses. As a result, your committee believes it is appropriate to
increase the amount of the credit.

The committee’s bill increases the amount of the accumulated earn-
ings credit from $100,000 to $150.000. Thus, a corporation may accum-
ulaté as much as $150,000 of earnings before its retained earnings may
be subject to the accumulated earnings tax. The House bill did not

inclide any such provision.

‘The amendments related to the inerease in the minimum accumu-
lated earnings credit apply to taxable years beginning after Decem-

ber 31, 1974.
k C. Changes Affecting Individuals and Businesses

1. Repeal of manufacturers excise tax on trucks, buses, tractors,
etc. and related parts and accessories (sec. 402 of the bill and
sections 4061-63 of the code)

Under existing law, there is imposed a 10-percent manufacturers
excise tax (5 percent on or after October 1, 1977) on the sale of
trucks and buses, truck trailers and semi-trailers, and highway tractors
used in combination with trailers and semitrailers (sec. 4061(a)).
The Revenue Act of 1971 exempted light-duty trucks, ete. (those
having a gross vehicle weight of 10,000 pounds or less) at the time
when the tax on the sale of passenger automobiles was repealed. There
are currently the following exemptions (under sec. 4063) from the
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excise tax on trucks, etc.: (1) camper coaches and bodies for self-
propelled mobile homes; (2) feed, seed, and fertilizer equipment;
(3) house trailers; (4) ambulances and hearses; (5) concrete mixer
units placed or mounted on a truck or trailer chassis; (6) local transit
buses used predominantly in‘mass transit service in urban areas; and
(7) units designed as trash containers.

Present law also imposes an 8-percent manufacturers excise tax (5
percent as of October 1, 1977) on the sale of truck and bus-related
parts and accessories (sec. 4061(b) ).

_As indicated under the discussion with respect to reasons for the
bill, the excise tax on trucks and buses, etc. (and related parts) is
repealed both to provide a stimulus for the purchase of trucks and
buses and because of the additional employment this is expected to
create. In recent years, costs of tricks and buses have risen signif-
icantly due to general inflation and added safety requirements. g:ies
of trucks have declined significantly in recent months as the price has
risen and as the economy has slackened, thus adding to the unemploy-
ment rate. Factory production of the truck-trailer units has shown an
even greater drop. The committee believes that the cost increases will
be reduced by the repeal of the excise tax. The committee also intends
that the repeal of the 10-percent cxcise tax on trucks and buses, ete.
and the 8-percent excise tax on related parts and accessories should be
fully passed on to the purchasers, us it intended in the repeal of the
excise tax on passenger automobiles and light-duty trucks in the
Revenue Act of 1971.

Under the bill, the repeal is effective the day after the enactment
of the bill, with floor stocks refunds and consumer purchase refunds
gas described below) available with respect to trucks and buses, ete.

and related partsf) sold after March 13, 1975.

Floor stocks refunds—Under present law (sec. 6412(a) (2)), floor
stocks refunds would be made avaiiable in the case of rate reductions
i)g?grucks and buses, etc. (and related parts), scheduled for October 1,

_To avoid creating competitive disadvantages because of the rela-
tive sizes of dealers’ inventories and in conformity with prior prac-
tice, the bill makes provision for floor stocks refunds with respect
to trucks and buses, ete. (and related parts), in dealers’ inventories on
the tax repeal date (the day after the date of the enactment of the
bill), This floor stocks refund (or credit) is available with respect to
trucks and buses, etc. (and related parts), sold by the manufacturer
or importer before the tax repeal date, which are still held by the
dealer on that date, and which have not been used but are intended for
sale by him. The credit or refund for these floor stocks must be claimed
by the manufacturer or importer before the first day of the 10th
calendar month beginning after the tax repeal date, based upon re-
ports submitted to him from the dealer before the first day of the 7th
calendar month beginning after the tax repeal date. Also, before the
first day of the 10th calendar month, the manufacturer or importer
must have reimbursed the dealer for the tax or obtained his written
consent to the allowance of the vefund or credit. In addition, the
manufacturer or importer must have in his possession evidence of the
mmn&ogxes on ;v}glch the cred}i)t ((i)rbrefund is claimed (to the extent re-
quire regulations prescribe the Secreta
quired| g%m)g’u p y the S ry of the Treasury or
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A truck, bus, ete. (or a part or accessory the tax on which is re-

aled by this provision), is not to be treated as having been sold
g:fore the tax repeal date (and, generally, is to be treated as being
in the dealer’s inventory on that date) unless possession or right to
possession of the vehicle (or part) passes to the purchaser before that
date. ] )
Tt is expected that these floor stocks refund claims will be processed
promptly. It is anticipated that the Internal Revenue Service will
make refunds within 45 days of the receipts of the claims. There is no
intention to have the Government unreasonably retain these excess
taxes or to have the manufacturcrs be out-of-pocket the amounts of
these taxes for an extended period of time. Indeed, any such unneces-
sary delays would tend to detract from the stimulative purposes of
these provisions. i

Refunds with respect to certain consumer rchases.—In connec-
tion with the repeal of the excise tax on trucks and buses, etc. (and
related parts), the committee’s bill also makes provision for refunds
of the excise tax to consumers with respect to their purchases after
March 14, 1975, and before the day after the date of enactment of this
bill, when the tax is actually eliminated. Provision for these refunds
is necessary to forestall the postponement of purchases of trucks and
buses, cte. (and related parts), until the date of the repeal of the tax.
(This provision is consistent with Congress’ actions in 1965 and 1971
with regard to passenger automobiles, light-duty trucks, and related
parts, such as air conditioners, ete.—articles where it was thought
delays in purchases might adversely affect total sales.) )

The bill provides that the government is to refund (or credit) to
the manufacturer (or importer) of the tax-repealed truck, bus, ete.
{or related part), the tax he paid on his sale of the article. However,
to obtain this refund (or credit) the manufacturer (or importer) must
file his claim with the Internal Revenue Service before the beginning
of the 10th calendar month beginning after the day the tax is repealed.
This claim is to be based on information submitted to him by the
dealer (or other person) who sold the article to the ultimate pur-
chaser. This information must be submitted to the manufacturer be-
fore the first day of the 7th month after the date of repeal. Also,
before the beginning of the 10th calendar month after the date of
repeal, the “ultimate purchaser” must be reimbursed for the tax paid
on the article he purchased. The “ultimate purchaser” is the consumer
or user of the new article. )

A truck, bus, ete. (or related part), is not to be treated as having
been sold before the date of enactment unless possession or right to
possession of the vehicle has passed to the purchaser before that date.

Tt is expected that a consumer who purchases a truck, bus, ete. {or
related part) during the post-March 13 period will be informed that,
if these excise taxes are repealed, he will be refunded the amount of
the tax. In these cases, the dealer is to notify the manufacturer as to
the persons to whom he sold specific trucks, buses, etc. (or related
parts), during the refund period. This notification must reach the
manufacturer before the beginning of the 7th calendar month after
the repeal of the tax. This gives the manufacturer time to process the
claims, make reimbursements, and file his overall claim (or claims)
with the Internal Revenue Service before the beginning of the 10th
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calendar month after the date of repeal of the tax. The reimbursement
may be made directly by the manufacturer to the consumer or may
be made through the dealer who originally sold the article.

The committee intends and expects the Internal Revenue Service
to allocate the necessary personnel to process consumer refund claims
as soon as possible. The manufacturer is not to be permitted to claim a
refund until he shows he has alrcady reimbursed the ultimate pur-
chaser. However, there is no intention that the Government delay re-
funding taxes or that the manufacturers be out-of-pocket for the taxes
any longer than is necessary for administrative reasons. Indeed, any
unnecessary delays would detract from the stimulative purposes of
these repeal provisions.

Certain uses by a manufacturer, ete—Under present law, if a manu-
facturer (or importer) of a truck, bus, ete. (or related part), uses the
vehicle himself (other than in the manufacture of another taxable
article), he is liable for tax in the same manner as if the article were
sold by him (sec. 4218(a)). In this case, the tax is computed on the
price at which he (or other manufacturers or importers) sells the same
or similar articles in the ordinary course of trade.

The committee intends that where a manufacturer (or importer)
ays a tax on account of his use of the article during the consumer re-
und period, he is as much entitled to reimbursement as would be any

other consumer. Accordingly, the biil provides that where a truck, bus,
etc. {or related part), is used by a manufacturer (or importer) and as
a result of this use a tax was paid after March 13, 1975, the payment is
to be treated as an overpayment,

Leases, installment sales, ete~1In the case of partial payments in
connection with leases, certain types of installment sales, conditional
sales, or certain types of chattel mortgage arrangements, present law
(sec. 4216(c)) provides that the manufacturers excise tax is to be
paid upon each partial payment and is to be based on the tax rate in
effect on the date each partial payment is due. To avoid windfall bene-
fits to a manufacturer where the lease, installment sale, ete., took into
account the 10-percent tax (or 8-percent parts tax), the bill provides
that no tax is due on partial paymernts after the tax repeal date if the
lessor or vender establishes that the amount of the payments payable
after that date has been reduced by the amount of tax that would other-
wise have been due with each partial payment after that date. If the
lessor or seller does not reduce the amount of the payments, however,
the tax reduction provided by the bill will not apply to the article on
which those partial payments are being made. In other words, for the
tax reduction to be available in partial payment cases, the benefit of
the repeal must be passed on to the lessee or purchaser.

Effective date—The repeal of the manufacturers excise tax on
trucks and buses, etc. (and related parts and accessories) applies to
articles sold on or after the day after the date of the enactment of the
bill. The bill also provides that an article is not to be considered as
sold before the day after the date of enactment unless possession or
right to possession passes to the purchaser before that day.

The bill also allows floor stock refunds for tax-paid articles held by
a dealer on the day after the date of enactment, and consumer refunds
for tax-paid articles sold to ultimate consumers after March 13, 1975,
and on or before the date of enactment.



66

Revenue effect.—The revenue loss from the repeal of the excise tax
on trucks and buses, etc. is estimated to be $224 million for the re-
mainder of fiscal 1975 and $560 million for fiscal 1976. The repeal of
the excise tax on truck and bus parts and accessories is expected to re-
sult in a revenue reduction of $86 million for fiscal 1975 and $160 mil-
lion for fiscal 1976. Thus, the combined revenue loss for fiscal 1975
will be about $310 million and $720 million for fiscal 1976. The revenue
loss will come out of the Highway Trust Fund.

2. The Federal Welfare Recipient Employment Incentive Tax
Credit (sec. 401) of the bill and secs. 50A and 50B of the code)

The Committee adopted an amendment to the work incentive (WIN)
tax credit to provide that an eniployer who hires a recipient of the
aid to dependent children (AFDC’) program under Title IVA of the
Social Security Act would be eligible for a federal welfare recipient
employment incentive tax credit equal to 20 percent of the gross wages
paid to the recipient.

The WIN tax credit which was authorized under the 1971 Revenue
Act applies only to AFDC recipients who are placed in employment
through the Work Incentive program. The WIN tax credit amounts
to 20 percent of the gross wages paid the employee for the first 12
months of employment during the period of 24 months from the first
day of employment. The maximum amount of the WIN tax credit

.which may be claimed by an employer in any tax year is $25,000 plus 50
percent of any remaining tax liahility in excess of $25,000. Excess
credit may be carried forward for seven years or carried back for three
previous years. There are restrictions on eligibility for the WIN tax
credit which include (1) the individual must be retained by the em-
ployer for an additional 12 month period following completion of
the first 12 month eligibility; and (2) an employer must certify that
the position to be filled is not the vesult of FA) a layoff with other
employees waiting to be recalled, (B) a strike or lock-out, and (C)
a reduction in the wages, employment benefits, or regular hours of
%%Pg workers currently in positions similar to the job vacancy being

ed.
The federal welfare recipient employment incentive tax credit

applies solely to the employment of an AFDC recipient who: |
v %} A) has been certified by the State or local welfare department as
being eligible for financial assistance for AFDC and as having con-
tinuously received such financial assistance during the 90 day period
which immediately precedes the date on which such individual is hired
by the taxpayer,

(B) has been employed by the taxpayer for a period in excess of 30

consecutive days on a substantially full-time basis,

(C) has not displaced any other individual for employment by the

taxpayer, and

(D) is not a migrant worker (for purposes of this tax credit, a

migrant worker means an individual who is employed for services for
which the customary period of employment by one employer is less

~ than 30 days if the nature of such services requires the employee to
travel from place te place for a short period of time).

* (E) bears any relationship to the taxpayer described in paragraphs

(1) through (8) of Section 152(a) of the Internal Revenue code of
1954 as amended.
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The tax credit amounts to 20% of the wages paid or incurred by the
taxpayer for services rendered to the employer before July 1, 1976.
Thus, after the eligible employee had worked the first 30 days, the tax-
payer would receive the credit for the wages paid or incurred by the
taxpayer for the first 30 days of employment plus the wages for all
days the employee continued to worl after the original 30 day period
through June 30, 1976. The Federal welfare recipient incentive em-
ployment tax credit would be available to both business and non-busi-
ness employers. The tax credit applies only to the wages paid or in-
curred by a taxpayer for an AFDC recipient whom such taxpayer
hires after the date of enactment of this act,

. The sum of the credits allowed under the WIN tax credit provi-
sions for employment under a work incentive program established
under Section 432(b) (1) of the Social Security Act and under the
Federal welfare recipients employment incentive tax credit is subject
to a limitation based on the tax lability of the taxpayer. The sum of
such credit is 100 percent of the first $25,000 of tax liability for the
taxable year plus 50 percent of so much of the tax liability for the
taxable year as exceeds $25,000. A tax credit for wages paid to an in-
dividual may be allowable under either the WIN tax credit or under
the Federal welfare recipients employment incentive tax credit, but is
not allowable under both for the same wages paid to the same in-
dividual.

The Committee believes that any revenue loss under this program
will be offset by the revenue saved under the AFDC Program.




V. STATISTICAL APPENDIX

TABLE 1.—INDIVIDUAL INCOME TAX BURDEN t UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH GRANTS A REFUND OF 1974 INCOME TAX LIABILITY?

{Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible p | expensas of 17 p t of income)]
Tax fiability
i ith Married couple with Married couple with Married couple with
Single person Maﬁﬂﬁﬁ%ﬁﬁﬁﬁ' 1 dependant 2 dependents 4 dependents
Under Under Under Under Under Under Under 3
p?sggg{ ungl?; Reduc- p?e';g:{ "the Reduc-  present the  Reduc-  present gl'e‘ Redttix‘;:; pres&r‘l's g:ﬁ Redég:“
Adjusted gross income law bilt tion faw bill tion faw bill tion law i

1] 0 0 0
100 328 0 Q 0 0 0 0
gg% swo %g $222 100 $208 $108 $100 $98 0 Sgg Wg g "
B8 @ o8 & om o ow £ o8 B B o=
o4 1 867 167 100 586 486 100
1,334 148 1,152 1,037 115 1,010 908 101 67 e 1% o A 10
1,797 200 1,573 1,415 157 , 408 1,267 141 1,2 L1 1z Lo Lo b
2,389 200 2,028 1,829 200 1,864 1,678 186 1,699 v i 1o v LA
345 200 2, 51 2,316 200 2,328 2,129 200 2,156 L3+ oo - 528 1o 1
, 584 00 3035 7,835 200 2,848 2,648 a0 2880 Zu0 2 228 208 200
5, 080 150 4,170 , 020 150 3, 960 3,310 150 3, 3 3 ] A

. , 00 4,988 888 100 508 \
6,750 100 5, 468 5, 368 100 5,228 5128 1 , ) 10 e &0 I

100 668 6, 568 100 5,398 6,298 X 8

i it g,' gﬁ gﬁ §,§§ 100 g:zsi 8,151 100 1958 7,858 00 7,313 1,23 10

1 Computed without reference to the tax tables for returns with adjusted gross income under $10,000. between $20,000 and $30,000 of adjusted gross income but not below $100.

3 Granting a 100-percent fefund of 1974 income tax liability up to $100 without a phaseout and a

: i use of roundin,
10-percent refund of tax above $1,000 with 2 maximum refund of $200 with the refund phased out Note: Details may not add to totals because 2

TABLE 2—INDIVIDUAL INCOME TAX BURDEN ! UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH DECREASES BY 1 PERCENTAGE POINT THE TAX RATES
' APPLICABLE TO THE FIRST $4,000 OF TAXABLE INCOME : )

[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income))]

Tax liability
K . Married couple with Married couple with Married couple with Married couple with
Singls person no dependents 1 dependent 2 depen 4 dependents

Under Under Under Undar Under Under Under Under Under Under
present the  Reduc-  present e Reduc-  present the Reduc-  present the  Reduc-  present the Reduc-
law bilt tion law bilt tion faw bill fion law bil tion law bilt tion
$138 $128 $9 328 $26 $2 0 13 0 0 0 0 0 0
491 461 23 322 300 22 $208 $183 $14 $98 $91 fl U] 0 0
681 641 39 484 452 32 362 338 24 285 228 7 gzs $26 %2
1,087 1,047 LY 837 797 4 694 654 40 559 522 36 12 29 1
1,482 1,482 40 1,152 1,112 40 1,010 970 40 67 827 40 586 548 28
1,996 1,956 40 1,573 1,533 40 1,408 1,368 4 1, 261 1,221 40 976 936 40
2,548 2,509 40 2,029 1,989 40 1,864 1,824 40 1,699 1,659 40 1,371 1,331 40
3,185 3,105 40 2,516 2,476 40 2,329 2,289 40 2,156 2,116 40 1,82 1,786 40
3 3744 4 3,035 2,99 40 2,848 2,808 ° 40 2, 660 620 4 2,285 2, 245 40
5,230 5,1%0 40 4,170 4,130 40 3, 960 3,920 40 3,750 3,710 4 3,330 3,29 40
6, 850 6,810 L] 5,468 5428 40 5,228 5,188 40 4,988 4,948 . 80 4, 508 4, 468 40
8,625 8,588 40 6, 938 5,898 40 6, 668 6,628 40 6, 398 6, 358 40 5, 858 5, 818 40
10,515 10,475 40 8,543 8,503 4 8251 81211 40 7,958 7,518 L] , 313 7,333 L]

I;! gganmm without reference to the tax tables for returns with adfusted gross income under

Note: Details may not add to totals because of rounding.
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o B

ISingle person and married couplie with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income)|

Tax liability
i i ji ied couple with
i e with Marriad couple with Married couple with Marr]
Singla parson mnrgeddemg‘ents' 1 dependent 2 dependents 4 depemgnts
Under Under Under Under Under Under
gg:; Bngg Reduc- pr”vgm ““gl:; Reduc-  present e Redue-  present ggﬁ Redt?:; pm‘earg §}ﬁ Re(:g
&ﬂ]uited gross income P law hill tion- law bill tion Taw bill tion law i
. | -
0 0 0 0 0 o ¢ -
$138 359 79 8 0 0 0 g 0 g
22 169 t $208 9 $208 0
§f F @ oh g 44 od bod g BN
19 Las 162 867 648 221 58
L% T g e % e 1 % 105 L260  1,108 159 976 703 7718
ph 2o o rus Yo » ot 3 9 188 157 127 LA L17 198
e e I 3 151 % 2% 2,291 38  Z15% 209 64 1,82 1,691 134
5146 315 0 258 Z41 5 2 231 # 21 zml # L 1ol .
U % 0 i Il ) Gee 3 0 0 3750 3,75 0 333 330 ¢
5230 5230 0 24170 4170 3,950 390 g 50 370 o gm im o
6,850 6850 0 5468 5 468 0 528 y \ 5,58 § a8 bxe 0
, 0 6668 668 ¢ 6398 \ S
13’ glfg lg: 2%2 3 g{ ?i% gﬁ ?ﬁ o g2t 8251 0 7,958 7,958 0 733 7,37 o
1 Computed without reference to the tax tables for returns with adjusted gross income under Note: Details may not add to totals because of rounding.

$10,000.

TABLE 4.—INDIVIDUAL INCOME TAX BURDEN! UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH GRANTS AN EARNED INCOME CREDIT 2
[Single person and married couple with 0o, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income)]

Tax liability
5 Married couple with Married couple with Married couple with Married couple with
Single person no dependents 1 dependent 2 dependents 4 dapendents
Under Under Under Under Under Under Under Under Under Under
. present tha  Reduc-  present the  Reduc- present the Reduc~  present the  Reduc- present e Redue-
Adjusted gress income faw bilt tion faw bilt tion faw bilf tion faw bl tion law bilt tion
$138  ~3163 $300 §28 3272 $300 0 —$300 3300 0 35300 $300 0 3300 300
491 8 300 322 22 300 $208 ~93 300 %98 —202 300 0 -~ 300 300
681 481 200 484 284 200 362 162 200 45 45 200 $28 -173 200 ﬁ
1,087 1,087 0 837 837 0 694 592 0 559 559 0 312 31z 0
1,482 1,482 0 1,152 1,182 0 1,010 1,010 1] 867 867 0 586 586 ]
1,9% 1,99 0 1,873 1,573 0 1,408 1,408 0 1,261 1,261 0 976 976 0
2,549 2,549 [ 029 2,028 1] 1,864 1,864 ] 1,699 1,699 ¢ 1,31 1,31 0
3,145 3145 0 2,516 2,516 0 2,328 2,39 1] 2,156 2,156 0 1,8% 1,826 [
3,784 3,784 0 3,035 3,035 0 2,848 2,848 0 2,660 2,660 ¢ 2,285 2,285 [
5,230 5,230 a 4,170 4,170 0 3,960 3,960 [ 3,750 3,750 0 3,330 3,330 0
6,850 6, 850 0 5,468 5, 0 5,228 5,228 0 4,988 4,988 0 4, 508 4,508 Q
8,625 8,625 0 6,938 6,938 0 6, 668 6, 668 0 6,398 6,398 0 5, 858 5,858 0
10,515 10,515 0 8, 543 8,543 0 8 251 8,251 0 7,958 7,958 0 7,373 7,373 0

ﬂagggnputed without reference to the tax tables for returns with adjusted gross income under Note: Details may not add to totals because of rounding.

1 'Grahting to returns with ﬂépenda_nt children g cefundabie tax credit of 10 percent of wage and
salary and seff-employmentincome with 2 $400 maximum credit with 2 phaseout of the credit between
$4,000 and $8,000 of adjusted gross income.




72

0n

costs

anization

g

g statement is made relative to the record

the committee of th

year 1975, $9.8
ury Department

port contains a more
islative Reor

ill,

Hartke, Ribicoff, Byrd of
, Hathaway, Haskell, Han-

. Your committee estimates that the
annin).

y by $29.2 billion in calendar
5 billion in 1977. The Treas

agrees with this statement. Part IIT of this re
Talmadge,

vel, Bentsen

52(a) of the Legislative Reorganizat:
(78)

g statement is made relative to the

ving out this bill

in carr,

]

e motion to report the bill.
orted by a recorded vote of 16 ayes and 2

Gra
Roth and Brock).

ep
Opposed—2 (Messrs. Curtis and F

In favor—16 (Messrs. Lon,

Virginia, Nelson, Mondale,

?

v
.

pliance with section 2

of 1970, the followin

THE COMMITTEE IN REPORTING THE BILL

Incom

Act

In compliance with section 133 of the Le,
Dole, Packwood

Act of 1946, the followin
The bill was ordered r

VL COSTS OF CARRYING OUT THE BILL AND VOTE OF
nays, as follows

detailed statement of the revenue effect of the b

=~
=
2%
g
£
ey
had )
GO
45
7
B
o
.-y

g5
IH
=
2.8

incurred
vote by

sen,

- 4

“Bulpunos Jo esnedsoy Siejo] o} ppe Jou Aew spsiedq (0N apun swiody ssoxB psjsnipe yim SwInd) 103 sOIR} X2) Byl 0} @ouUGIajes INOliM vuuau_&wommnw
4 e6e’s ELE ”h o wmm..h 866 “m o¥ 11z ._w Bﬁw O £05 ”w £rd “m oy Sip'01 518 01 HHHHHHHHHH,HUSRS»
ov 818 ..m 868 G oy 86E 9 8¢ 9 o 829 9 8399 oy 868 19 8¢6 9 oF 985 8 Geg'g CTomTmmmmeemmmmmmee 000'6E$
oy 89 ¥ 809 b or 846 v 286 ¢ oy §81 6 822 8 aF 82y 5 89y 5 oY 0189 Ew”w --H.-HH.HH:HHHHRG..%&
o omwnm 0EEE o oILe 087 € oy 06 € 0% € o 08t ¥ oy oF 0615 [ 000°52%
1] 881z 587 ”N 4 885 w 093 2 1] 88L°7 88z [44 386 ¢ SE0 € oy nweE BLE o 000'028
b4 183 1 928 1 ol 150 2 9612 14 1522 628 2 59 15¢ 2 9142 o SOL'E g TToommmmmmTTTTTTTTTTT 405 L1$
BE2 EELL (i | 991 £66 1 6691 181 €EL 1 R 1 9% £86 1 mNo”N oy 605 ¢ avmnw RSO | 121 1
¥IE £99 926 661 £90°1 19271 Gt €921 8ot 011 £9t 1 TN S¥Y 156 1 966 1 : _— -3&2»
08E 902% 98¢ 192 909 198 £0Z 908 pIo’y bt 900°t e e 41 Szv 1 P4 % SR . ﬁ»
cIe L] uag 1114 a8zs 6§ [A14 8% 69 861 289 LE8 €4 o't 807 o0
828 0 828 62 0 e (174 €118 b4 [ 74) gie L £8 165 189 000,
0 0 0 86¢ ] 863 2028 0 2028 061 i3t e 6 968 16¢ . . .
] 0 1] 0 1] 0 0 ¢ 0 [ [} 88 463 o 8£14 “TT 000'ES:
uoy g mej uoy lig Me| uen g mej uol} g ej uoyy L] #ej ouiooul ss0if paysnipy
-anpay 8y} wesad  -onpay ey wesard  -onpey ey uesaxd  -onpay eyl juasaud  -onpsy ey} Juessid

Japugy sapupy sapupy Jepun 1epup Jopugy wpun wpun Japun a8pun
suapuedep y sjuspuadap Z Juepusdap 1 syuapusdap ou vosiod ajfurs
M 9)dnod patiiew Yitm ajdnod patue Ypm 81dnod patiew Ylim 3ydnes parisep

Agey xey

[(etuoouy jo yuaaiad 71 jo sasuadxa jevosiad aygponpep Bupunsse) sjuepusdap ¢ PUB *Z °Y 'ou Yiim 81dnod pausew pue uosied affurg)

NOILLONGIO NOLLAWIXI TYNOSY3d 068 JHL 10 NI NI LIGIH0 XYL 0028 T1QVANNATINON ¥ LNYHD OGNV JWOINI T1YXVY, 40 000'¥S 1SHd
IHL 01 318YI11ddY STLVH XYL IHL INIOM JIVINIINI T AQ ISVIHIIA HOIHM T1IE 3K1 NI SNOISIAOYD FHL HIANN ANV MV INISTUJ HIANN 1 NICUAS XYL IWOONT TYNCIAIGNI—S 318VL



VIL. CHANGES IN EXISTING LAW

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

(75)




VIII. SUPPLEMENTAL VIEWS OF SENATOR HARRY F.
BYRD, JR.

“I believe this legislation should be reported to the Senate, but 1
reserve judgment as to how I shall vote when the bill comes before
the Senate.

“I am deeply concerned that the $29 billion revenue loss will greatly
increase the deficit. In the absence of a reduction in spending, this
legislation could accelerate inflation, which itself is a cruel tax.”

Hazrry F. Byrp, Jr.
(77)




IX. SUPPLEMENTAL VIEWS OF SENATORS CURTIS AND
FANNIN

We cannot support HLR. 2166. In its present form, it simply fails
to meet the needs of our economy. Today, our economy is beset both
by recession and by inflation. These two problems are interrelated.
Inflation is a persistent and cancerous malady which can be overcome
only by firm and courageous actions. Inflation cannot be ignored; it
is a cause of recession. In his testimony before the Committee on
Finance, Secretary of the Treasury Simon said: ‘

More than anything else it is inflation which has created
our current recession. Inflation destroys consumer confidence,
investor confidence, and public confidence in the ability of our
government to perform its obligations.

‘We do not oppose the use of a reasonable tax cut to stimulate the
economy, but if a tax cut is to be used to combat recession it must,
in our view, meet several criteria. First, a tax cut must strike a balance
in our economic policy. The recession is severe and we must seek to
counteract it. Nevertheless, we cannot follow policies which will again
overheat the economy and lead to additional period of double- iggt
inflation. Second, a tax cut should be temporary in nature, cast in the
form of a rebate or refund, and coupled with modification of those
provisions of the tax law (such as the investment tax credit) that are
proven job-producers. Permanent reduction in taxes (whether ac-
complished by rate reductions or otherwise) have no place in a tempo-
rary anti-recession tax cut. Permanent changes tend to invite budge-
tary problems for future years. Third, special consideration should
be given to those individuals with low incomes who, because of infla-
tion, face severe hardship. Many of the problems of the poor cannot be
met by reducing taxes, but where tax relief is effective, action should
be taken. Fourth, we believe that to provide jobs the relief should go
to business, but if it is to go to individuals, it should give particular
consideration to middle income taxpayers who have been hit hardest
by increased taxation due to the inflationary rise in incomes. Sub-
stantial rebates of tax reduction to middle income taxpayers could
have the greatest impact on consumer purchase of durable goods
which, in turn, would put more employees to work in the industrial
sector. '

Unfortunately, FHL.R. 2166 fails to meet these criteria. For calendar
year 1975, the bill would reduce Federal revenues by $29.2 billion.
This is $9.3 billion more than the House bill and $13 billion more than
reqitested by the President. At this level, we risk both unacceptable
budgetary deficits and a new round of inflation.

Moreover, although cast as a temporary tax cut, the bill contains
provisions which are either expressly made permanent or likely to
become permanent features of our tax structure. Of $29.2 billion in
tax reductions provided for in the bill, $21.2 billion is for relief to

(19)
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individuals. Of this amount, $9.8 billion is attributable to provisions
we consider to be permanent in nature. These “permanent” provisions
include a $200 optional tax credit in lieu of the $750 personal exemp-
tion ($6.1 billion), a reduction of one percentage point in the four
lowest income tax brackets ($2.0 billion), a refundable 10 per cent
credit against earned income for workers with families who earn
$8,000 or less annually ($1.7 billion), and a provision permitting
individuals to carryback capital losses for three years ($0.1 billion).
The bill also makes permanent changes in the pattern of business
taxation. The investment tax credit rate is increased to 12 per cent
on a temporary basis and to 10 per cent on a permanent basis. A
special loss earryback provision for corporations has been added and
made permanent. The manufacturer’s excise tax on trucks has been
repealed. Additionally, the bill increases the corporate surtax exemp-
tion to $50,000 and reduces the rate at which corporations with less
than $50,000 in earnings will be taxed. These last two provisions are
technically temporary, but they may well become permanent. These
provisions may well be desirable as a matter of tax policy, but they
do not belong in an ostensibly temporary anti-recession tax cut. They
can be, and should be considered in the context of general tax reform
later in this session of the Congress.

The bill does grant tax relief of low income families, but we are
concerned that, given the very special and particular purpose of this
legislation, the bill may be tilted too far in this direction. While low
income taxpayers are likely to spend a tax reduction, the recession
is particularly pronounced in the case of durable goods. During 1974,
personal consumption expenditures (measured in constant 1958 dol-
lars) dropped almost 9 per cent. A broadly-based stimulus for the
purchase of all durable goods (the so-called “big ticket” items) is
needed. This the bill does not do. For example, the maximum rebate
of 1974 taxes is $200 and no taxpayer with adjusted gross income in
excess of $20,000 can receive even this “maximum” amount. The bill
should provide relief to low income taxpayers, but its purpose as a
stimulative device requires that the tax reductions be balanced.

For these reasons, we have reluctantly concluded that we cannot
support H.R. 2168 in its present form.

We need to remember certain economic facts of life. The total public
debt outstanding as of March 12, 1975, was $501,559,000,000. The esti-
mated deficit for the year ending July 1, 1975, (Fiscal Year 1975) is
$45 billion, and for the year ending July 1, 1976, (Fiscal Year 1976) is
$80 billion. The interest on the national debt in Fiscal Year 1975 was
$32.9 billion, and it is estimated it will climb to $36 billion in Fiscal
Year 1576,

The greatest spur that we could give to our economy would be to put
the Federal government’s house in order. This would restore confidence
throughout all segments of our economy.

Carn T. Curris,

U.8. Senator.
Pavr J. FanNIN,
U.8. Senator.

X. SUPPLEMENTAL VIEWS OF SENATOR BROCK

Although I have reservations about the size of ¢
various tax “reform” sections of the Tax Reduction hﬁciaifcfét?gn %
am particularly concerned about the earned income credit section of
thl'ghbﬂl. My remarks will be éa,ddressed to the latter issue.
. -Lhere are many serious problems related to the present i iti
in Aid to Families with Dependent Children (AFDPC), em;gfgflgit;e:
unemployed assistance, and other long-standing weaknesses ‘within
welfare assistance programs, that lead me to conclude that if we adopt
an earned income credit at the present time there will be little eco-
naﬁg 1{)911;3‘.% and noI welfare reform.

15 bill 18 not a welfare reform bill. Our attention shoul -
centrated on those measures which give us an immediatz 201;?1:1?3(3
stimulus. The earned income credit is Little more than an income main-
tenance proposal and should be discussed as such. In approving this
measure we would be adding just another program to the proliferation
of the presently inadequate public assistance statutes. Specifically the
proposal could complicate the present coverage of employed AFDC
recipients. In addition, consideration should be given to the way the
fx?ggr{:ﬁ, lfncor.rlx_e credigl Woulg rglate to other programs to assistylow-

amilies, such as the fo i
pr}(:)gramsi les, o Eibe od stamp, housing, and health care
.n conclusion, the earned income credit should n i
bill. This section is a welfare reform measure tha,é) gg:iﬁlg&riooilﬁgﬁ
upon a weak welfare system. We should focus our attention on the
measures that promote economic activity and employment.

D B Brocok.

O
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TAX REDUCTION ACT OF 1975

FEBRUARY 203, 1975.~Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

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

REPORT
together with

SUPPLEMENTAL AND MINORITY VIEWS

[To accompany H.R. 2166]

The Committee on Ways and Means, to whom was referred the bill
(H.R. 2166) to amend the Internal Revenue Code of 1954 to provide
for a refund of 1974 individual income taxes, to increase the low-
income allowance and the percentage standard deduction, to provide
a credit for certain earned income, to increase the investment credit
and for other purposes, having considered the same, report favorably
thereon with amendments and recommend that the bill as amended do
pass.

The amendments are as follows:

The amendment to the text of the bill strikes out all after the enact-
ing clause and inserts in lieu thereof a substitute text which appears in
italic type in the reported bill.

The title of the bill is amended to reflect the amendment to the text
of the bill.

1)



I. SUMMARY

The U.S. economy has experienced its sharpest decline since the
1930’s. The unemployment rate in January 1975 was 8.2 percent, the
highest since 1941, and actual output is over $200 billion below poten-
tial output. This bill deals with these problems by providing a $20
billion tax reduction in 1975.

The bill also will—

Remove from the income tax rolls families with incomes below
the poverty level by substantially increasing the minimum stand-
ard deduction (also known as the low-income allowance).

Simplify the tax system by encouraging individuals to use the
standard deduction instead of itemized deductions.

Provide relief to earners with little or no tax liability by provid-
ing a refundable tax credit based on earned income.

Increase investment in equipment by increasing the investment
tax credit from 7 to 10 percent and for public utilities from 4 per-
cent to 10 percent.

Aid hard-pressed public utilities by increasing the fraction of
their income tax liability which can be offset by the investment
credit from 50 to 100 percent for a temporary period.

Help small business by increasing the corporate surtax exemp-
tion from $25,000 to $50,000.

More specifically, the bill provides the following tax reductions:

Refund on 197} tax liability.—The bill provides a refund on 1974
tax liability to be paid in one installment beginning in May 1975. It
will generally equal 10 percent of tax liability up to a2 maximum of
$200. However, each taxpayer is to receive a refund of at least $100 (or
the full amount of his or her actual tax liability if less than $100). The
refund is to be phased down from the maximum of $200 to $100 as the
taxpayer’s income rises from $20,000 to $30,000. The revenue loss from
the 1974 refund is estimated to be $8.1 billion.

Increase in the standard deduction.—The bill raises the minimum
standard deduction from $1,300 to $1,900 for single persons and $2,500
for joint returns. It also increases the percentage standard deduction
from 15 percent of adjusted gross income with a maximum of $2,000
to 16 percent with a maximum of $2,500 for single persons and $3,000
for joint returns. These changes involve a revenue loss of $5.2 billion,
and are expected to result in a shift of almost 10 million returns from
itemized deductions to the standard deduction.

Refundable credit on earned income.—The bill provides for a re-
fundable credit of 5 percent of earned income up to a maximum of
$200—closely matching the social security tax on the first $4,000 of
income (but not in any sense coming from the social security trust
fund or reducing the receipts available for such purposes). The credit
1s to be phased out from the maximum $200 to zero as adjusted gross

3)
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income rises from $4,000 to $6,000. This change involves a revenue loss
of $2.9 billion. ) i
f?fr%cwease in the investment tax credit—The investment tax eredit
rate is increased for all taxpayers (including public utilities) to 10
ercent from 7 percent (from 4 percent in the case of certain pu}ohc
utilities). (The additional credit for public utilities 1s limited to $100
million for any one taxpayer.) In addition, in the case of public utili-
tios the limitation on the amount of tax liability that may be offset by
the investment tax credit in a year is increased from 50 percent to 100
percent for a 2-year period and then is gradually reduced back to the
50-percent level over a 5-year period. In the case of long lead-time
property, that is, property that requires at least 2 years to construct,
the bill further provides that the investment tas credit is to be avail-
able to the extent that progress payments are made during the construc-
tion period (rather than in the year when the property 1s ultimately
placed in service), with an initial 5-year transitional rule to phase in
the new svstem. Finally, the amount of used property eligible for the
investment tax credit is increased from $50,000 to $75,000. The in-
creased 10-percent credit is to be available for property placed in serv-
ice after January 21, 1975, and before January 1, 1976. (In the case
of property dcquired pursuant to an order placed before January 1,
1976, the 10-pereent credit is to be available if the property is placed
in service by the end of 1976; and in the case of construction occurring
after January 21, 1975, the 10-percent credit is to be available for the
portion of the construction occurring before January 1, 1976 regard-
less of when the property is placed in service.) The revenue loss from
these changes in the investment credit is estimated at $3.9 billion (of
which $1.5 billion is expected to oceur in 1976). o )

Increase in the corporate surtax exemption.—To aid small busi-
nesses, the surtax exemption (the amount to which the 22-percent cor-
porate tax rate rather than the 48-percent rate applies) 1s increased
from the present $25,000 to $50,000. This is expected to reduce revenue
by $1.2 billion. ‘ _

Effective date—In general, the provisions included in the Tax Re-
duetion Act of 1975 are to apply for a one-year period (for the
calendar year 1975). This is because the bill is intended to provide
an immediate stimulus for the economy at this time. In the case of
individuals, the stimulus is a lump sum refund of part (or in some
cases all) of a taxpayer’s 1974 tax liability plus increased take-
home pay as a result of lower withholding reflecting the changes
in the standard deduction and the new earned income credit.
In the ease of corporations, the stimulus is the incentive to purchase
machinery and equipment as a result of the increased investment
credit and also reduced taxes, primarily for small corporations, as a
result of the increase in the surtax exemption.

II. REASONS FOR THE BILL

The Tax Reduction Act of 1975 takes prompt and effective action
to check the drastic downward slide in our economy and to restore
economic growth and move us closer to full employment. It does this
by providing appropriate tax reductions designed to increase pur-
chasing power and investment incentives. There is widespread agree-
ment among economists that such action is urgently needed at this time
to avoid great hardship for large numbers of people and huge waste
in unused human and natural resources. Before adopting this bill, your
committee held hearings in which it had the benefit of the views of
administration witnesses, the Chairman of the Federal Reserve Board,
and eminent economists, businessmen, and labor experts, representing
a broad spectrum of our political and economic institutions. Virtually
all recommended quick action to cut taxes,

This is not surprising in view of the sharp decline in economic
activity which has taken place recently. Although characterized by
marked inflation, 1974 was clearly a recession year.

In 1974, real gross national product (that is, GNP in constant
prices) registered the largest decline since 1946, (See table 1.} For the
vear as a whole, money GNP rose to $1,397 billion—7.9 percent over
1973, but this increase merely reflected higher prices. After taking into
consideration a 10.3-percent increase in prices (as measured by the
GNP implicit price deflator, which is the broadest measure of infla-
tion), real GNP fell 2.2 percent. The decline in output and the rise in
prices was especially marked in the fourth quarter of 1974 when real
GNP fell at an annual rate of 9.1 percent and prices rose at an annual
rate of 14.4 percent.

TABLE 1.—GROSS NATIONAL PRODUCT 1929-74

[In billiens of doliars]

Gross national  Gross nationa Gross national  Gross nationa

v product in product in product in product ir:

ear current dollars 1958 doltars Year current dollars 1958 dollars
103.1 203.6 4

55. 5 1415 4}1?15 :ggé

90.5 209.4 4473 447.3

997 221.2 3.7 475.9

124.5 263.7 503.7 4877

i57.9 297.8 520.1 497.2

1915 3371 560.3 529, 8

210.1 3613 590, 5 551.0

211.9 355.2 632.4 5811

208.5 3126 634.9 617.8

2313 309.9 749.9 658.1

257§ 3237 793.9 675.2

236.5 324.1 2 706.6

2842 355.3 930.3 725.6

3284 383 4 977.1 2.5

345.5 3951 1,054.9 746.3

364.6 42,8 1,158.0 785.4

364.8 407.0 1,294.9 828.4

308.0 4380 1,397.0 812.5

1 Preliminary.
Source: Department of Commerce.
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The falling GNP figures for 1974 reflect widespread declines in both
consumption and investment. The decline was particularly sharp for
durable goods expenditures, including new cars. The leading reasons
for the weakness in consumer expenditures were falling disposable
income, inflation, and lack of consumer confidence,

Real gross private investment fell 8.5 percent in 1974. The decline
in housing starts was even more sharp. By November, 1974, housing
starts were running at an annual rate of less than one million, com-
pared with 2.4 million in 1972 and 2.1 million in 1973,

Asthe economie sitnation deteriorated, unemployment rates rose—
from 5.2 percent in January 1974 to 7.2 percent in December 1974
and to 8.2 percent in January 1975. This compares with average un-
employment rates of from 4.9 percent to 5.9 percent in the period from
1973 back to 1971, and rates averaging 3.8 percent or less from 1966
throngh 1969. The January unemployment rate is the highest since
1941.

In the absence of remedial action to cut taxes, the outlook is that
the current recession will continue and deepen. Growth in business
investment was one of the prime forces fueling the upward move-
ment of our economy prior to the current downturn. However, after
adjustment for price changes, capital expenditures for new plant and
equipment are expected to fall significantly in 1975, according to the
most recent survey of the Commerce Department.*

Economic forecasters are practically unanimous in predicting that
in 1975 the economy will continue to operate far below its potential.
While the precise figure varies with different forecasters, real GNP
in 1975 is generally expected to be substantially lower than in 1974,
a]t{}iléugh many forecasters anticipate a modest recovery beginning in
mid-1975.

In view of these further expected sharp declines in economie activity,
your committee concluded that it would be courting economic disaster
to delay providing appropriate tax reductions to stimulate the econ-
omy. In arriving at this conclusion, your committee gave careful con-
sideration to the large budgetary deficits that ave expected in the fiscal
vears 1975 and 1976 and the prevalence of a rapid rate of inflation
despite the ecpnomic downturn., Your committee does not believe that
the budgetary deficits of $34.7 billion for fiscal year 1975 and $51.9
billion for fiscal vear 1976 projected in the administration’s budget
represents a satisfactory long-run situation.

Similarly, vour committee does not view with equanimity the fact
that in 1974 the consumer price index rose 12.2 percent and the whole-
sale price index 23.5 percent. Although in December 1974 and January
1975 the rate of erowth of the consumer price index moderated and the
wholesale price index dropped slightly in December 1974, inflationary
pressures are still very strong.

However, your committee believes that the present economic situa-
tion requires the adoption of an appropriate tax reduction measure
now. Without such timely tax reduction, there is the grave risk that
the present recession will be prolonged and intensified, resulting in
huge waste of resources and human hardship.

The substantial budget deficits in prospect for fiscal years 1975 and
1976 are due in large measure to the economic downturn which has

1U.8. Department of Commerce News, January 8, 1875.
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shrunk the tax base and cut tax receipts drastically. This is shown by
the fact that if the economy were operating at its full potential,
sufficient revenue would be collected with present law taxes to pro-
duce a budget surplus running at an annuaf)rat-e of about $30 billion
in the second quarter of 1975. Your committee believes that the best
way to reduce the anticipated large budget deficits would be to take
action to restore economic growth and thereby increase tax receipts.

Moreover, without in any way seeking to diminish the vital impor-
tance of reducing our budget deficits, your committee believes that it
is important to note that the projected budget deficits for fiscal years
1975 and 1976, though large in dollar amounts, are not unusually large
in relation to the gross national product for a recession year. They are
expected to amount to 2.4 percent and 3.2 percent of the gross nattonal
product, respectively. In other recession years the budget deficit
amounted to 8.7 percent of gross national product in fiscal 1948, 2.7
percent in fiscal 1959 and 2.3 percent in fiscal 1971,

Furthermore, under present conditions, the adoption of an appro-
priate tax reduction program would help to revive the economy and
increase employment without adding significantly to inflationary
pressures. This 1s because there are now large amounts of available
unused resources which could be gainfully employed to add to our
output. As the tax reductions stimulate the economy, these at present
idle resources will be brought back into use, thus adding more goods
and services to match the added purchasing power made available by
the tax cut. The size of these unused resources is shown in table 2 which
sets forth estimates indicating that in 1975 the actual GNP may be as
much as 14 percent below the potential GNP, assuming the present
budgetary pieture with no tax cut. This gap would amount to $215
billion, or $1,000 per capita.

TABLE 2.—ACTUAL AND POTENTIAL GNP
[Billions of dollars, seasonally adjusted annual rates]

GNP ga
Actual Potential (poten iap!
Year and quarter GNP GNP1 less actual)
1,027.2 1,081.4 54.2
1,046.9 1,106.2 58.3
1,063.5 1,126.0 62.5
1,084.2 1,141.0 56.8
1,112.5 1,164.3 51.8
1,142.4 1,182.9 40.5
1,166.5 1,202.6 36.1
1,199.2 1,223.8 24.6
1,248.9 1,258.3 9.4
1,277.9 1,293.0 15.1
1,308.9 1,332.1 23.2
1,344.0 1,373.2 29.2
1,358.8 1,421.7 68.9
1,383.8 1,474.3 80.5
1,416.3 1,532.0 115.7
1,430.2 1,597.0 166.8
11,448.6 31,648.5 199.9
31,484.4 31,698.9 214.5
31,5280 3],744.7 215.7
21,579.7 31,7927 213.0

1 The increase of potential GNP assumes a growth rate in real terms of 4 percent each year, composed of an increase in
the labor force of 1.8 percent, a decline in hours worked of 0.3 percent and a rise of output per man-hour of 2.5 percent.
These trends may not be an accurate reflection of conditions during the oil embargo of late 1973 and sarly 1974. Like all
measures of capacity, these are subject to a wide margin of error.

2 Forecasts of Chase Econometrics, [nc.

3 Staff estimates using the methodology of the Council of Economic Advisers.

Source: Business Conditions Digest.
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Appropriate tax reductions will also increase incomes, both directly
and through the multiplier effect, and the increased saving from this
additional income will provide the flow of funds to purchase the gov-
ernment securities issued to finance the increase in the deficit resulting
from the tax cut.

In view of these considerations, your committee has provided for tax
reductions amounting to a total of $19.8 billion in calendar 1975 plus
an additional $1.5 billion reduction in calendar 1976, which represents
the lagged revenue effect of taxpayers’ actions taken in 1975, This tax
reduction in your committee’s view is large enough to stimulate the
economy without creating new inflationary pressures. Of this amount,
$16.2 billion, or 76 percent, of the total is to go to individuals, in view
of the need to restore some of their purchasing power to stimulate the
economy. The remaining $5.1 billion of tax reduction, or 24 percent of
the total is provided for businesses in order to stimulate investment.

The overall tax cut provided by your committee’s bill is larger than
the $16 billion tax cut recommended by the administration. However,
your committee believes that the larger tax cut is more appropriate in
the present situation, because the economic situation has deteriorated
and forecasts of future economic activity in absence of remedial action
are more pessimistic than at the time the administration presented its
recommendations. Also, individuals have incurred a tax increase of
about 6 percent in 1974 because increases in money incomes resulting
from inflation (which do not represent an advance in real incomes)
have pushed them into higher tax brackets under the graduated rates
of the individual income tax.

Individual tax reductions ~

The $16.9 billion of individual income tax reductions consists of an
$8.1 billion refund on 1974 tax liability, an increase in the standard
deduction that is estimated to result in a $5.2 billion reduction in 1975
tax liability, a $2.9 billion refundable credit on earned income for
1975, and a $700 million liberalization of the investment credit.

Your committee believes that the individual income tax reduction
should be divided, approximately equally, between a Jump-sum pay-
ment and tax cuts that are reflected in lower withholding. The lump-
sum payment based on 1974 tax liability has the advantage of provid-
ing a quick increase in disposable income in a form that will encourage
taxpayers to spend their refunds on consumer durable goods, which 1s
the sector in the economy where much of the current decline in produe-
tion has occurred. Many individuals, however, will save any lump-sum
payment, or use it to repay debts, and to the extent this occurs, the tax
cut will not increase income and employment. The tax reductions re-
flected in lower withholding will increase disposable income more
slowly than a lump-sum payment, but individuals will be more likely
to spend this additional income than the income they receive as a lump-
sum payment. Your committee believes that the best way to make sure
that the tax reduction provides the desired stimulus 1s to divide it
equally between the two types of reduction.
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The bill makes increases in the standard deduction and provides a
refundable earned income credit only for the year 1975.

Refund on 197} tax liability—The refund on 1974 tax liability is to
be 10 percent of tax liability (after credits) up to a maximum of $200.
However, taxpayers with $1,000 of tax lability or less are to receive
a refund of $100 or the amount of their actual tax if it is less than
$100. (Married people who file separate returns are to receive $50 each
unless a spouse’s tax payment is less than $50, in which case that spouse
18 to receive a refund of the full amount of his or her tax liability.)
For taxpayers whose adjusted gross income (AGI) exceeds $20,000,
the ref}md is to be phased down from the maximum of $200 to $100 as
AGI rises from $20,000 to $30,000. The $100 minimum refund is de-
signed to provide some rebate for all taxpayers and especially to chan-
nel the greater portion of the total revenue to families in the income
levels which are more likely to spend it. Your committee considered
phasing out the refund entirely for upper-income families, but decided
it was more appropriate to give this group the same $100 minimum
refund provided to other taxpayers. The revenue loss from the refund
is estimated to be $8.1 billion.

Taxpayers should begin receiving these payments approximately six
weeks after the date of enactment of this bill. There is no need for
them to make any adjustments on their 1974 tax returns; the Internal
Revenue Service will make the appropriate calculations and mail the
refund checks without any action by taxpayers other than filing their
1974 tax returns.

Increase in standard deduction.—The large increases in the stand-
ard deduction provided in the bill are made necessary by the sharp
increases in the poverty income levels that have occurred in the past
two years as a result of inflation, especially higher food and energy
costs. In the past, your committee has tried to remove from the tax
rolls all families whose incomes are below the so-called poverty income
level by adjusting the personal exemption and the minimum standard
deduction (also known as the low-income allowance). Table 3 shows
the poverty level for 1975 and the tax threshold, the income level at
which families start to pay income tax, both under existing law and
with the increases in the low-income allowance provided in this bill.
For a family of four, the tax threshold is currently $4,300, which was
also approximately the poverty level in 1972, when the personal ex-
emption and low-income allowance were last increased. Today, how-
ever, the poverty level of such a family has grown to an estimated
$5,442. This bill raises the tax threshold to $5,500 for a family of four.

_This is accomplished by increasing the minimum standard deduc-
tion from $1,300 to $1,900 for single persons and to $2,500 for joint
returns (from $650 to $1,250 for married persons filing separate re-
turns). Your committee decided to provide a larger low-income al-
lowance for joint returns than for single returns to take account of
their higher living costs and to reduce the tax increase that occurs

\gxlen two single people with approximately equal incomes marry each
other.
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TABLE 3.—1075 POVERTY LEVELS AND TAX THRESHOLDS UNDER PRESENT LAW AND TAX REDUCTION ACT OF 1975

Tax

threshold

1975 Present under Tax
poverty law tax Reduction
levei . thresholds  Actof 19751

2, 694 $2, 050 $2,650
s3', 470 2, 800 4,000
1,253 3, 550 4750
5,482 4,300 5, 500
5,473 5, 050 8, 250
7,226 5, 800 7, 00y

1 Minimum standard dedoction of $1,900 for single persons and $2,500 for joint returns and $750 per personal exemption
deduction. :

The bill also increases the percentage standard deduction from 15
percent, of adjusted gross income, ‘with a maximum of .$2’000’ to 16
percent of adjusted gross income with a maximum of $2,500 for single
persons and $3,000 for joint returns (from $1,000 to $1,500 for mar-
ried ‘persohs filing separate returns). These changes are designed to
give tax relief to people in the middle income brackets. The maxi-
mum- standard - deduction is raised more for joint returns than for
sigle returns for the same reasons that this distinction was made for
the minimum standard deduction.

“The increases in the standard deduction involve a revenue loss of
$5.1 billion. Ninety-two percent of the reduction goes to taxpayers
with adjusted gross incomes below $20,000. Altogether, 44 million
taxpayers are expected to experience a tax reduction as a result of
these changes in the standard deduction. L

The increases in the standard deduction also effect a major simpli-

" fication of the income tax. Almost 10 million taxpayers are expected

~ to shift from itemizing deductions to using the standard deduction.
This would raise the number of tax returns that use the standard de-
duction to almost 60 million, or 72 percent of all returns.

Farned income credit—The refundable credit is to be 5 percent of
earned income up to a maximum credit of $200 (on $4,000 of earn-
ings). The credit is to be phased out as adjusted gross income rises be-
tween $4,000 and $6.000. The revenue loss is estimated to be $2.9 billion,
all of which would be received by taxpayers whose incomes are below

6,000. ‘

’ Your committee believes that the refundable credit is needed to
provide relief to families who currently gay little or no income tax.
These people have been hurt the most by rising food and energy
costs. Also, in almost all cases they are subiect to the social security
payroll tax on their earnings. The refundable credit is expected to be
effective in stimulating the economy because the low-income people
are expected to spend a large fraction of their increased disposable
incomes.

For workers with income tax liability, the earned income credit
can be reflected in lower withholding shortly after this bill is en-
acted. Those without tax liability, or whose tax is less than their
credit, are to receive a refund in 1976 after they file tax returns.

Total individual reductions—The individual tax reductions total
$16.2 billion. Fifty-six percent of this reduction is expected to be re-
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ceived by taxpayers with adjusted gross income below $10,000, and 90
percent by people with income below $20,000. Your committee believes
that concentrating the tax reduction in the low- and middle-income
brackets is equitable in that these are the taxpayers who have been af-
fected the most by inflation. Also, a tax cut concentrated in these
brackets will be more effective since these people will be more likely
to spend the tax cut and in this way increase income and employment.

To an appreciable extent, this tax reduction also compensates indi-
viduals for the increase in their real tax burden that results from in-
flation. Inflation erodes the value of the personal exemption and mini-
mum and maximum standard deductions, and it pushes taxpayers into
higher rate brackets even when they have not experienced an increase
in their real income. The tax increase, in real terms, caused by infla-
tion was approximately $7 billion in 1974 alone. ’

The withholding changes made by the bill are to take effect on May 1.
The incorporation of the minimum and percentage standard dedzlc-
tion changes into the withholding system is expected to reduce.with-
holding by approximately 1.5 times the reduction in liability, that is,
$7.8 billion rather than $5.2 billion on a full year basis (since it applies
to all returns, not merely those taking the standard deduction). The
additional reduction in withholding will result almost entirely in re-
duced refunds for itemizers, Also, the earned income credit is expected
to be reflected in reduced withholding of $1.8 billion for a total of $9.6
billion. Because of the fact that these annual changes are to be reflected
in withholding over an 8-month period (in order to achieve the maxi-
mum impact on consumer’s disposable income and the economy during
the second half of the year) the change in withholding during the
second half of the year is expected to be approximately $§.7 billion, as
shown in table 2 in the Revenue Effects section.

Business tax reductions

_ Increase in the investment credit.—In view of the low and decreas-
ing level of economic activity and the poor expected level of invest-
ment, your committee concluded that a balanced program which en-
courages both consumption and investment will be a more effective
method of stimulating the economy than attempting to focus all of the
tax stimulus on consumption. In addition to providing short-run
stimulus to the economy, an increase in the amount of investment
is_desirable for other reasons. The investment not only creates
jobs both directly and through the multiplier effect in the short
run, but it also increases productivity. This is anti-inflationary be-
cause 1t increases the amount of output available to meet future con-
sumer demands and because it results in lower production costs which
means that money wage increases will not exert the same degree of
upward pressure on product prices that they would in the absence of
growing productivity. Increased productivity also has favorable im-
plications for our balance of payments and the exchange rate of the
d.ollafr. Finally, unless in the future the stock of capital is increased
significantly, there will be serious problems in providing enough jobs
for those entering the labor force. In view of these considerations, your
committee concluded that it would be appropriate to increase the in-
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vestment credit rate to 10 percent from the 7 percent rate currently
available. o

Investment credit applicable for public utilities—Under existing
law, a 4-percent investment credit is provided for most public utilities,
as compared to the 7-percent investment credit which applies generally.
This lower investment credit for public utilities discriminates against
investment in utilities and impedes such investment at a time when the
public utilities need Jarge amounts of capital to build up their capacity
to meet the growth in demand for their services. .

Public ‘utilities have experienced very considerable difficulty in
recent years in securing capital for essential expansion in view of
the depressed state of the stock market, tight money, and the reluc-
tance of regulatory commissions to grant rate increases to cover in-
creased costs. The results have been especially severe for the electric
utilities-which have incurred sharp rises in costs as a result of sub-
stantially higher prices for their sources of energy. :

As a result, your committee concluded that the investment credit
for eligible investment in public utilities should be increased from 4
percent to the 10-percent rate provided in the bill for all other
taxpayers. : : . :

To prevent an excessive proportion of the revenue reduction from
going to any one company, an upper limit of $100 million was placed
on the amount of investment credit that any one utility company could
receive from the 6 percentage point increase in the investment credit
from 4 to 10 percent (or with respect to other property, the increase
from 7 percent to 10 percent). ,

Your committee believes that it also is not only appropriate to in-
crease the investment credit from 4 to 10 percent for utilities, but it
aleo is necessary to.focus the incentive effect of the investment credit
on the less profitable utilities which are faced with increasing problems
because of rising energy costs. This is done in the bill by increasing
the limitation on the amount of income tax liability which can be
offset by the investment credit in any one year from 50 percent of tax
liability (above the flrst $25,000 of tax liability) to 100 percent. This
100 percent limit applies for 2 years and then the limitation is gradu-
ally phased back to 50 percent over a period of 5 years.

Inwestment credit for progress payments—Under present law the
investment tax credit is available only when property is placed in
service, This has been considered an inequity in the case of property
with a long construction period where payments are made during the
course of construction but are not eligible for the credit until the
property is completed and placed in service. Your committee believes
it is appropriate to make the credit available to the extent progress
payments are made in the case of property which requires a long
period of construction. As a result, the bill provides that in the case
of long lead-time property, that is, property that requires at least
2 years to construct, the investment tax credit is to be available to the
extent that progress payments are made during the construction
period (rather than in the year when the property 1s ultimately placed
in service). This provision has an initial 5-year transitional period to
phase in the new system. The availability of the investment tax credit
during the construction period of long lead-time property will also
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provide an additional financial incentive to encourage utilities and
others to undertake longer term projects.

Investment credit for used property~In order to encourage the
acquisition of used property that will increase the productivity of
small businesses, which are frequently unable to afford new equipment,
the amount of used property eligible for the investment credit is in-
creased from $50,000 to $I%5,OOO.

Inerease in corporate surtaw exemption—Your committes was con-
cerned that concentrating all the tax relief to business in the form of
an increase in the rate of the investment tax credit would net provide
sufficient ﬁnancml relief to small corporations, particularly to those
that are not particularly capital intensive and would not be able to
benefit as much from the investment credit. Your committee consid-
ered reducing the corporate tax rate as one method of providing finan-
cial relief to hard-pressed small corporations but decided that a more
effective way to do this would be to increase the surtax exemption (the
amount to which the corporate tax rate of 22 percent rather than 48

percent applies) from $25,000 to $50,000. Of the estimated revenue
cost of $1.2 billion of this provision, about 60 percent, or $730 million,
1s expected to go to businesses with incomes under $100,000. '

1520 O - TS .2



IIl. REVENUE EFFECTS

The bill is estimated to result in a reduction in tax liability of $21.3
billion through calendar year 1976. Table 1 shows how the impact of
this reduction is divided between individuals and business organiza-
tions. It shows that $16.2 billion of the reduction goes to individuals in
their nonbusiness capacity and $5.1 billion to businesses. Thus, slightly
over three-fourths of the tax reduction goes to individuals (in their
nonbusiness capacity) and nearly a quarter to business.

The $16.2 billion of tax reduction for individuals (in their indi-
vidual capacity) is made up of an $8.1 billion refund on 1974 income
tax liability, a $5.2 billion liberalization of the standard deduction
and a $2.9 billion.earned income credit. Addition of a $685 million
liberalization of the investment credit for individuals in their business
capacity raises the total reduction for individuals to $16.9 billion. The
$4.4 billion reduction in corporate tax liability is made up of $3.2
billion ascribable to liberalization of the investment credit and $1.2
billion derived from increasing the corporate surtax exemption from
$25,000 to $50,000. ‘

Table 2, which presents the data from Table 1 on a quarterly
and a fiscal year basis, shows the impact of the tax reduction on the
economy so far as timing is concerned. As this table shows, half of
the total tax reduction ($10.6 billion) is estimated to become avail-
able during the next quarter of calendar year 1975. Most of this
will be received or retained by individuals ($941 million will be re-
tained by corporations). In the last two quarters of calendar year 1975
tax collections are estimated to decline, because of the reductions called
for in your committee’s bill, by $8.7 billion with $7.7 billion of the
decreased collections affecting individuals. Part of this latter sum
reflects underwithholding which will be recouped in the first two
quarters of calendar year 1976. The whole of fiscal year 1976 shows
individuals benefiting from $7.1 billion of decreased receipts and cor-
porations by $2.6 billion.

Table 3 shows the distribution by adjusted gross income class of the
$15.9 billion representing the estimated individual income tax reduc-
tion, at 1974 income levels, ascribable to them as individuals (as dis-
tinct from businesses).* Table 8 indicates that $8.7 billion, or 55.1
percent, of the total reduction accrues to tax returns with adjusted
gross income under $10,000; $5.5 billion, or 84.4 percent, accrues to
tax returns with adjusted gross income between $10,000 and $20,000;
and $1.7 billion, or 10.5 percent, accrues to tax returns with adjusted
gross income of $20,000 and over.

Table 3 also indicates that over 80 million tax returns (as measured
against 1970 filing requirements) are beneficiaries of the tax refunds,

! This does not include $275 milllon which covers the earned income credit on wage and

salary and self-employment Income of earners who are nonfllers under 1970 #ling
requirements, o
(15)
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tax reductions and/or Treasury payments; 9.5 million presently tax-
able returns are rendered non-taxable; and almost 10 million returns
will find it advantageous to shift from itemizing their deductions to
using the standard deduction. .

Table 4 shows, by adjusted gross income class, the distribution of the
effects of the standard deduction and the earned income provisions
which produce a tax reduction of $7.8 billion ($5.1 billion for the stand-
ard deduction changes and $2.7 billion for the earned income credit).!
As Table 4 also shows, the bill, through the standard deduction provi-
sions, makes it advantageous for almost 10 million tax returns to shift
to the standard deduction. Other effects of the combined earned income
credit and standard deduction provisions, as set forth in Table 4, are
tax decreases for 58.4 million tax returns {which would be filing under
the 1970 filing requirements) and nontaxability for 9.5 million pres-
ently taxable returns.

Tables 5 and 6 break down Table 4 into its two components: the
contribution of the standard deduction provisions and the earned
income credit provisions of your committee’s bill, respectively. As
indicated in Table 5, the standard deduction provisions provide tax
reductions for 44 million tax returns, render 4.6 million returns non-
taxable, shift almest 10 million returns to the standard deduction and
save the benefiting tax returns $5.1 billion in tax liability. Table 6
shows that the earned income credit provisions are estimated to result
in 28,6 million tax returns (which would be filing under the 1970
filing requirement) receiving a tax reduction and/or Federal pay-
ment; 5.5 million presently taxable returns being made nontaxable;
and a tax reduction and/or payments total of $2.7 billion.* All of these
benefits go to those with adjusted gross income under $6,000. A

Table 7 presents the distribution, by adinsted gross income class,
of the $8.1 billion refund of 1974 tax liability. Of the total refund
$2.9 billion, or 35.7 percent, goes to tax returns with adjusted gross
income under $10,000; almost $4 billion, or 48.9 percent, to tax
returns with adjusted gross income between $10,000 and $20.000; and
$1.2 billion, or 15.3 percent, to tax returns with over $20.000 of
adjusted gross income. As indicated in the table, almost 67 million
returns (or all taxable returns) receive a refund on 1974 income tax
liability and almost 53 million tax returns become nontaxable.

Additional tables are provided in the Statistical Appendix of this
report. These tables, numbered 1 through 5, give the tax burden under
present law and (1) under the combined provisions of Titles T and
I1 of your committee’s bill; (2) under the provisions of Title II of
the bill; (8) under the standard deduction provisions of the bill; (4)
under the earned income credit provisions; and (5) under the tax
refund provisions, respectively. The tax burdens are given for single
persons and married couples with differing numbers of dependents
with selected levels of adjusted gross income under the assumption
that deductible personal expenses are equal to 17 percent of adjusted
gross income. : 4 ' :

1This does not include $275 mllllon which covers the earned income credit on wage and

salalt'y and self-employment income of earners who are nonfilers under 1870 filing require-
ments,

17

TABLE 1.—ESTIMATED DECREASE IN INDIVIDUAL AND CORPORATE INCOME
TAX LIABILITY U —
CALENDAR YEARS 1974-76 VOER THE Bt

[Dollar amounts in milfions}

N Decrease in tax liability
Provision ' . 1974-76

1974 19761 19762 Amount ‘;?rt?t'a’:

Title 1: Granting a 100-parcent refund of 1974 individual i
tax liability up to-$100 with no phaseout ;r:'év;dggf-g;crgg:‘ot
refund of tax above $1,000 with a_maximum refund of $200
avgjtﬂagg ;ﬁl;:tlin%gasedbogt between $20,000 and $30,000 of )
m
Tmesllz ooy 6 but not below $1003__.___ . 98,125 $8,125 38.2
6cs. 201-202: Gonverting the minimum standard deduc. k ‘
tion from $1,300 to 31,9800 for single person returg: a‘;\%
$2,500 for {omt returns; the percentage standard deduc-
tion from 5 percent to 16 percent; and the maximam
standard deduction from $2,000 to $2,500 for single
person returns and $3,000 for joint returns___

Sec. 203: Granting a refundable tax credit of 5 percent wage 5182 w4
R e
aseont of the credit bet: .
6,000 of adjusted gross incame b T S0 oM 2,894 13.5
Totalfortitlett ... —— -
Total for titles | and 11 (individuals, nonbusinessy. .. 8125 gogs - TTTTTTTTT 16,317 76.2
i
Titlesm: 301502 . '
€cs. 301-302: Increasing the rate of the invest i
1o 10 percent; io}crear;?ng the amount ofvusc'geggoc;:?tl;
eligible for the investment credit to $75,000; allowing
the investment credit on progress payments 5; and {imit-
in% nts; E:‘;;:;f;sg mi the credit to $100,000,000.. ... .. ___.
als, business._..._______ .- O 235 250 Egs TR
Corporations......_______ e b v ———— e 1,837 l,‘ 250 3, gg; lg: g
Total invest redit_ ... ) :
Sec. 300 3ncreasir:ne"t eredit ... 2,3n 1,500 3,872 18,2
$25,000 to $50, 1,200 ... 1,200 5.6
Total for title WH... ... .. 3,572 1,500 5,072 23.8
---------- '+ t " "
Titlesi, Mand il ... ... ... . veee 8,125 11,658 1,500 21,283 1000
Individuals. ... ____ . _ .. __ .. ‘
T 8,125 8,521 250 18,89 79.4
Individuals, nonbusiness._-___ 7" %0 it s
Business {individuals and corporations; 12 . g}}é %gg

! $tems in this column are at estimated 1975 income |
# Items in.this column are at estimated 1976 inéom: I:\Y:I'ésf

2 Under the language of title 1 this item is vi i
vidual income tax rather than a de::su;:s'g i’g t‘.:g\ri?i%i?iiﬁ refund of 2 payment deemed to have been made on 1974 indi-

* Includes tax credits andjor payments, the |atter going to tax returns wh iabili
. 1 , ih 1 ere the tax liab it i
b;g %r:gugehr rt“o ahsgrh the credit and to specially designed returns where there is no taxl;iaalili:}{yhaerfgr:oﬁt':xc::g:f'r;s ot
permanent provision for an investmant credit on progress payments will continue to have effect on tax liabilities

- after 1976 at present law investment credit percentages.

Note: Details may not add to totals because of rounding.
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TABLE 2.—ESTIMATED CHANGE IN INDIVIDUAL AND CORPORATE INCOME TAX LIABILITY AND COLLECTIONS

UNDER THE BILL—CALENDAR YEARS 1974-76; FISCAL YEARS 1975 AND 1976
ftn miftions]

Cotlections

Calendar Catendar year 1875 Catendar year 1976

Provision . year
tability 2d 3d Ath

1st

quarter  quarter  quarter  quarter

24

quarter

Title 1: 1674: Granting a 100-percent refund an 1974
individual income tax liability up to $100 with ne
ph t and a 10-p t refund of tax above
$1,000 with 2 maximum refund of §200 with the
vefund phased cut between $20,000 and $30,000

of adjusted g‘ross income but not below $1001.. . —38,1252 I <15 112 R

Title 112 1975:
Sections 201-202:

Converting the minimum standard deduc-
tion from $1,300 to $1,900 for single
person returns and $2,500 for joint
returns; the ercentage standard de-
duction from 15 to 16 percent; and the
maximum standard deduction from
$2,000 to $2,500 for single person returns
and $3,000 for joint retuins

ckange inrefunds..comeenenn

B 2

Section 203: !

Granting a refundable tax credit of 5 per-

cent of wage and self-employment income

-1,168 —$3,115 —33,115

—$390 ...
+1,298 31,298

with a $200 maximum credit with a
phﬁs's’g%tug’ ; hﬁjcggdf:t rose i ity 275 735 735 1,481
and $6,000 of adjusted gross incomeé_ ... oeenn - - o - -1,
change U FOTUNSL o oo omessmmmcmmnmsagmozaammenn s moemm s s oo s e +212 +212
L1 SRR
Net total for titles | and Moo —16,211 —9,568 -3,850 ~—3,850 1,028 429
Title 1412
- 19758
increasing the rate of the investment
crsdit to 10 percent; increasing the
amount of used propexg gligible for the
investmant. credit to $75,000; aliowing
the investment credit on progress pay-
meg}ts;m ag;ﬂoloemiﬁng the increase in the
cre 3
individuals, business___.. 435 —44 I R —108  —260
Corporations__....--. -1,937 ~581 —281 -241 -~ 387 387
b 1155 O —2,312 —b625 ~313 291 —496 ~647
Increasing the corporate surtax ‘axemp- ’
76 tion from $25,000 to $50,000. ... . —1,200 —360 --180 —180 ~240 ~240
&
increasing the rats of the: investment
credit to 10 percent; increasing “the
amount of used pmgarg eligible for
the investment credit to $75,000; allow-
ing the investment credit on progress
payments ¢; and Iimdirzgm}ha increase
in the credif to $100,000,000:
Individuals, business_...._ L T e50 et e e Tz -25
Corporations. ......... T O | T —187 —188
Tobal e e ceevvnccn s mwnm e 1,500 Lo emeeosmnnnemne s —187 ~213
s se: it
nvestment ¢ L ¢
{ndividuals, business. .....o...ooecen 7{—685) (a4 (~22) (... 109 —285
Corgo'rations ........................ 8(~3,187) (-581; (—291) (—291) (—5?43 5*575;
Total (~625) (—33) (-281) (—683) (——88(2
Total for title 11 ~985 4393 471 —923  ~1,100
Tittes |, 11, and i —10,553 —4,343 —4,321 4105 —1,071
ln%?\?idualsit!‘_-, -8, 612 -3,82 -3, 850 -+918 —256
Corporations. ... ...-~ , 38 —94] ~471 ~&71 -84 - 815
{ndividuals, nonbusiness. ... 16,211 —9,58 ~3,850 ~3,850 1,028 +28
Business (individuals and corporatio L5002 —~985 433 —471 - -1,100

(continued)
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TABLE 2.—ESTIMATED CHANGE IN INDIVIDUAL AND CORPQRATE INCOME TAX
LIABILITY AND COLLECTI
UNDER THE BILL—CALENDAR YEARS 1974-76; FISCAL YEARS 1975 AND 1878 (continued) ons

[in millions]

FISCAL YEAR SUMMARIES

Fiscal year 1975:
tndividaals... ... ... ... ...
Corporations. .. _._.__......_...........
Individuals and corporati
Lndi_vidualsi, gongusfness

usiness (individuals and corporations

Fiscal year 1576; e )
Individuals.. ...
Corporations.__ -~ 0~ ITTITIITIUIID
Individuals and corporations
individuals, nonbusiness._ ... ......._ ¢
Business (individuals and corporations).___._..

1 Under the language of title ! thi i i "
nonder the fon rgth 83: oftile} a; ais; gt?‘n;‘ i;f a\gm\{sd as a refund of a payment deemed to have been made on 1974 individuat
28 1] to the int " O, M . N
fiscal yoar Laspayers and 1te ers Service this refund will take place in fiscal year 1975 except for refunds to certain
:m?sg ;?;ﬂi a:_eegitt esm/ated 1975 income levsls,
. u ax credits and/or payments, the latter going fo tax returns where the tax liabili i
big enough to absorb the credit and to { i i x lisbility befors the credit is not
E}ggse iterza aﬁ? e eﬂ;ma;ed Ty i:g:c';‘i i A 3&; l‘gned returns where there is no tax liability and no tax return.
ermanent provision for an i i il ji iabiliti
AL ’})6 r presen% ovis invgstmag\ ;r::\::ztit{n;:mr:glt ag{l progress payments will continue to have effect on tax lisbilities
7 includes $225,000,000 which will decrease collections in fiscal year 1977,
8 [ncludes 75.00&0000 which will decrease collections in fiscal year 1977,
+ Includes $1,100,000,000 which will decrease collections in fiscal year 1877,

Note: Details may not add to totals becavse of rounding.

TABLE 3.—ESTIMATED DECREASE [N INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM THE PROVISIONS
IN THE BILL?

[By adjusted gross income class—1974 incoms levels]

’ Number of retu;ns affected (thousands) Decrease in tax liability
Number : istributi
Totat shifting Percen:a Qlc?e'gii';?suahm of
Adjusted gross income 35‘3’{3; ma'cfm:' sutl'aithg Al 3
- At \ed -
class (thousands) decrease? taxable deduction (mit?ig'rg) By in%‘ngg 0&133, sogmasn{
16,543 4,000 9 1,665 1 -
8,697 4,718 548 s2. 654 182? %3%
" 434 697 1,287 1,934 12,2 9.4 85.1
}1, ;gg 88 2,674 7,408 15.7 55.1
2952 ‘; ) 313 18,7 74.8
: 3 1 546 2357 147 2.5 34.4
9,006 RO 1,016 1,566 9.9 9.4
) 855 ) 18 78 0.5 9.9 10,5
.......... 160 0 2 18 0.1 100.0 )
............ 80, 781 9,475 9,851 15, 882 100, 0 100.0 100.0

1 Granting a refund of 1974 income tax liabifity, increasing th d i
. ) e standard ded it
salag’ easnﬂ Dstell‘f‘oct::'n emrgﬁ:‘ income. For a more detailed (?sscription of theesci1 %t';g%’s?ggsf:é' ,;I!'l;%d‘atia.x crodit on wage and
regliljiremegtts. l s representing beneficiaries of the earned income credit who are nonfifers under the 1970 filing
_ 3 Does not include an additional $275,000, i

lm‘:ﬁggso& e;\mﬁ%rg x{m are nonﬁle?s under ‘l)g%%ﬂci?a?:atgﬁi?:r?::ts‘.n come credit on wags and salary and seli-employmont

uras.
& The number made nontaxable is shown to be the same i i
e in this table and in Table 4 ith

33:'31??.%’&33‘::52 ri_eeft‘;rrlgsof}_1§r7§htaxes a;e no% availabie in the niagnitudes requil!:d t%efeap;‘rseesg:s :ggli?igggg ﬁﬁ' :;nest gtaf:
e amnaaable returms, e number o retuns made nontaxable by the refund of 1974 taxes when considered

Note: Datails may not add to totals because of rounding.
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TABLE 4.—ESTIMATED DECREASE IN INDIVIDUAL INCOME TAX LIABILITY RESULTING fRDM THE PROVISIONS
IN THE BILL WHICH INCREASE THE STANDARD DEDUCTION, AND GRANT A TAX CREDIT ON EARNED INCOME !

By adjusted gross income class—1974 income fevels]

Number of returns affected (thousands) Decrease in tax liabi(ity

Number Percentage distribution of

Totat shifting total decrease
number Humber to the
Adjusted gross income with tax made non- standard  Amount?® By income Cumy- By
class (thousands) decrease 2 taxable deduction  (millions) class fative segment
4,000 98 $1,435 18.5 18.5
4,710 545 1,969 25,4 43.9 75.3
697 1,287 1,139 14.7 58.6 g
88 2,674 1,297 16.7 75.3
0 2,663 958 12.4 8.7 } 19.4
0 1, 545 s41 7.0 84,7 .
+ 1,016 404 52 99,9
0 18 13 0.2 100.0 5.4
9 2 2 [O] 100.0
9,497 9,351 7,757 100.0 100.0 100.0

! increasing the minimum standard deduction to $1,900 for single person returns and $2,500 for joint returns, the per-
centage standard deduction to 16 percent, and the maximum standard deduction to $2,500 for single person returns and
$3,000 for Joint returns and granting a refundable tax credit of 5 percent of wage and salary and self-employment income
with 2 maximum credit of $200 and a phaseout of the credit between $4,000 and $6,000 of adjusted gross income,

1 Doas not include refurns representing heneficiaries of the earned incoma credit who are nonfilers under the 1970 filing

requirements,
# Does not include an additional 275,000,000 to cover the credit on wage and salary and self-employment income of

earners who are nonfilers under 1970 filing requirements,
-4 Less than 500 returns or 0.05 percent.

Note : Details may not add to totals because of rounding.

TABLE 5.~ESTIMATED DECREASE IN INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM THE PROVISION
IN THE BILL WHICH INCREASES THE STANDARD DEDUCTION

[By ad]usted gross income class—1974 income leveis]

Decrease in tax liability

ﬂumber of returns affected (thousands) )
) Percentage distribution of total decrease

Total Number
sumber Number shiftingto -
Adjusted gross income withitax- made non- the standard Amount By income

class (thousands) decrease taxable deduction  (miftions) class Cumulative By segment
4,039 2,837 93 $221 4.4 4.4
1,347 1,278 545 707 13,9 18,3 62.2
7,671 445 1,287 931 18.3 36.6
9,194 88 2,674 1,297 25.8 62.2
9, 821 2} 2,663 958 18,9 81, l} 29.6
4,053 % 1, 546 541 10.7 91.8 .
, 998 ) 1,016 404 8.0 99,8
38 ?) 18 13 0.3 ~  100.0 8.3
4 )] 2 (O] 100, 04
Totat....... e 44, 164 4,649 9, 851 5,074 100.0 100.0 100.0
! Increasing the minimum standard ‘deduction to $1,900 for single person returns and $2,500 for joint returns; the
pemcntg&g tandard deduction to 16 p t; and the maximum standard deduction to $2,500 for single person returns
and $3,000 for joint returns.

2 Less than returns or 0.05 percent.
Note: Details may not add to totals because of rounding. .
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TABLE 6.—ESTIMATED DECREASE IN INDIVIDUAL INCOME TAX LIAB
IN THE BILL WHICH GRANTS AN EARNED ,&’ﬂg&“gﬁ%hﬂ"ﬁ FROM THE PROVISION

[By adjusted gross income class—1974 incoma fevels)

Number of returns

affected (thousands) Decrease in tax liability
Ao g n%t:“?earl Number *  "Percentage-distribution of total decrease
Iz with tax made Amount? By income

3] ease?  nontaxable (millians) class Cumulative segme?n{
01083, o ieomeoee. 16, 355 3,718 1 ‘
g : 8162 1,695 A 2. 3} 100.0
st e e m 28 100.0
SIS T e
51510 $20_
§20 to $50. .
$50 to $100. _
S00andover. ... ... [ [T

Total........_... 28,648 5,525 2,683 100.0 100.0 100.0

1 Granting a refundable tax credit of 5 percent of wage and sal - H i i i

of 2520(} anf a pﬁa}eout of the credit‘betwaen ;@,ogogand $6,gda0r¥o? r;%?:slze%m;?ém&g:ggo e With 2 maximum crodit
: googg ?'%; indudergﬁu;ndsditigﬁal $27S°0t{’)?)n&§§!§g?o whotgm anfilers under the 1970 filing requirements.

of earners who ate nonfilers under the 1970 filing requivreel;ne:ts?red‘t on wage and salary and self-employment income

Note: Details may not add to totals because of rounding.

TABLE 7.—ESTIMATED DECREASE N INDIVIDUAL INCOME TAX LIABIL
IN THE BILL WHICH GRANTS A REFUND OF 19?4l IN%}&K‘I\E ggsxumgfnffw THE PROVISION

[By adjusted gross income class—1974 income levels)

Number of returns

affected (thousands) Decrease in tax fiability

Adjusted g;uss nué?f.?,' . Number Parcentage distribution of total decrease
income class with tax made Amount BY inc
{thousands) decrease nontaxable {millions) Y nc‘l’ang Cumutative segmeenyé
4,057 3,097
7,519 1,280 Saae ¥ 1%’ 2
827 339 795 9.8 2.0 8.7
11,428 186 1,197 147 35.7
15, 952 59 2,178 26.8 62.5
3800 it L7t 21 84,01 4.9
8 y 4.3 98,
655 ?)(’; 65 0.8 99, g 15.3
160 D 16 0.2 99.9
66, 966 4,980 8,125 100.¢ 100.0 100.0

! Granting a 100-percent refund of 1974 income tax liability up to $100 without a phaseout and a 10-percent refund of

tax above $1,000 with i i
e above 31,000 w ‘;t bg‘ :;(a;:lnsgm refund of $200 with the refund phased out betwaen $20,000 and $30,000 of adjusted
2 Less than 500 returns.

Note: Details may not add to totals because of rounding.




IV. GENERAL EXPLANATION
A. Refund of 1974 Individual Income Taxes -
(Sec. 101 of the bill and secs. 6428 and 6611(e) of the cbde)

Under present law, individual taxpayers generally are required to
file their 1974 tax returns by April 15, 1975. (This is true in the case
of calendar year taxpayers who account for the great bulk of all
individual taxpayers.)

In order to achieve your committee’s objective of infusing addi-
tional purchasing power into the economy as speedily as possible, and
on a broad basis, the bill provides for refunds to be made to individual
taxpayers of a portion of their Federal income tax liabilities for the
year 1974. To achieve this objective, it is expected that the Internal
Revenue Service will make every effort to pay out all refunds on re-
turns filed by April 15 within 60 days of that date.

Under the provision adopted by the committee, the general rule
is that individuals are to receive a refund of 10 percent of their tax
liability for 1974, but this refund is not to be less than $100 (except that
the refund is not to exceed an individual’s tax liability) or more than
$200. In addition, for taxpayers with adjusted gross incomes of $20,000
or more, the size of this refund is to be phased down to $100 for those
with adjusted gross incomes of $30,000 or more. These computations
will not have to be made by the taxpayer but instead will be made
by computers in the Internal Revenue Service.

The refund is to be $100 where the taxpayer’s tax liability isat least
$100 and not more than $1,000, For tax habilities of less than $100
the refund is to be the full amount of the 1974 tax. Where the tax
liability is over $1,000 but not over $2,000, the amount of the refund
is to be 10 percent of the tax liability (subject to the adjusted gross
income limitation described below). As a result, in this tax liability
range the refund will vary from a low of $100 to a high of $200. Where
tax liability exceeds $2,000, the refund remains at the maximum of
$200 (also subject to the income limitation described below).

In cases where a taxpayer is entitled to a refund of more than $100
by reason of his tax liability for 1974 but has an adjusted gross income
of over $20,000, the amount of refund over the $100 minimum is re-
duced. The amount of the reduction is computed by applying to the
refund in excess of the $100 minimum the ratio of his adjusted gross
mcome over $20,000 to $10,000 (the total difference of the phaseout
between_ adjusted gross income of $20,000 and $30,000). For ex-
ample, if a taxpayer whose adjusted gross income is $25,000 would
otherwise be entitled to the maximum refund of $200 by reason
of his tax liability, $100 of this maximum amount— that is, the amount
over and above the minimum refund—must be reduced by 50 percent,
reflecting the ratio between $5,000 (the amount of adjusted gross in-

(23)
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come over $20,000) and $10,000 (the total difference between $20,000
and $30,000). As a result, this taxpayer’s 1974 refund would be $150
($100 minimum refund, plus $100 additional refund by reason of tax
liability, less $50 reduction in the latter amount by reason of adjusted
gross income).?

This phaseout on account of adjusted gross income in excess of
$20,000 1s to reduce the refund to $100 if the adjusted gross income is
$30,000 or more—the phaseout is not to reduce the refund below $100
no matter how high the adjusted gross income. This minimum is $100
unless the taxpayer’s 1974 tax liability apart from the refund is less
than $100, in which case he is entitled to no more than a refund of the
tull amount of that tax liability.

In the case of married taxpayers who file separate returns for 1974,
the minimum and maximum refunds and the income limitation re-
ferred to above are cut in half with respect to each spouse. Each spouse
is entitled to a refund of all of his or her tax liability for 1974 if that
liability is less than $50. If the spouse’s tax liability 1s $50 or more, he
or she will be entitled to a minimum refund of $50 and a maximum
refund of $100, subject, however, to reduction by reason of his or her
adjusted gross income. Where a spouse filing a separate return has ad-
justed gross income of more than $10,000 but not more than $15,000,
the amount of refund to which the spouse would be entitled based on
his or her tax liability for 1974 is reduced in proportion to the amount
by which his or her adjusted gross income exceeds $10,000.?

Table 5 in the Statistical ippendix provides specific examples of
the amount of refund which a single person or a married couple filing
a joint return, assuming different family size and income levels, is to

" obtain under your committee’s bill.

Eligibility for refunds.~The refund of all or part of 1974 taxes
applies only to taxpayers who are individuals. This includes single
persons, heads of households, surviving spouses (within the meaning
of sec.-2{a)), and married persons, whether they file joint returns
or separate returns. Where married taxpayers file a joint return for
1974, the amount of the refund is determined by reference to the joint
income tax liability and adjusted gross income figures as if the spouses
were one individual.

Refunds are not to be available under the bill in the case of nonresi- |

dent aliens and trusts and estates.®
The refund is available, of course, in a situation where a decedent’s
executor or other representative files a final return of the decedent for

1974. In such a case, the refund is available for the decedent’s final |

return, but not for the estate’s return for the remainder of that

1If the same taxpayer's tax llabllity apart from the refund were $1,500, so that he would
be entitled to a $150 refund by reason of tax Hability, the Income Hmitation would reduce
the refund by $25 (i.e., B0 percent of the excess of $150 over $100). As a result, this
taxpayer’s refund would be $125.

If the same taxpayer’s tax Mability apart from the refund were only $80, hig refund
would be $80. No reductlon in that amount would occur under the income limitation
since the taxpayer is not otherwise entitled to more than the $100 minimum refund.

2To {llustrate the effect of the income Hmitation, a spouse filing a separate return who
would be entitled to a maximum $100 refund based on tax liabllity, and whose adjusted
gross income on his or her separate return i{s $13,000, 15 entitled to a refund of $70 by rea-
son of the income limitation, The $100 refund amount is reduced by $30, i.e., $3,000/85,000
of the $50 excess of the $100 refund based on tax labllity over the minimum $50 refund.

3 Where income in respect of a decedent is includible in the income of an estate under
present law (see. 691}, no refund is avallable with respect to such income sinee the Hability
for tax on such income 18 that o the esinte,
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year. The refund is also available in the case of a so-called grantor
trust (secs. 671-678) where the person to whom the trust’s in%ﬁme 18
taxable is an individual, and to the extent that the trust’s income is
taxable to such person. There, too, the refund is available to the indi-
xfldus}I and not to the trust. In addition, the refund is available in
fiduciary situations such as a guardianship where the tax liability
reflected on the return is that of the individual beneficiary.

Taxable year affected.—The refund provisions of the bill generally
apply to the year of a taxpayer which began during the 1974 calendar
year. Thus, individuals who use the calendar year 1974 for tax report-
ing purposes, as well as those who report on a fiscal year which began
in 1974 and ends during 1975, generally are entitled to refunds to the
extent provided in the bill. However, if an individual has two taxable
years which began during 1974 (where one taxable year was a short
year), the refund provisions of the hill apply only to the first of the
two taxable years.

Procedures for making refunds—Under the bill a taxpayer com-
putes his tax liability for 1974 as he has done in the past when no
special refund was made. Therefore, in preparing his return for 1974,
a taxpayer should not reduce his tax liability by the amount which he
anticipates will be refunded to him under this bill. Instead, after the
taxpayer’s return has been filed, the Internal Revenue Service will
initiate the refund based on the taxpayer’s tax liability and adjusted
gross income for the year,

In order to carry out this procedure, the bill provides that the tax-
payer is to be treated as if he made an additional payment to the
Treasury against his 1974 income tax liability. This constructive pay-
ment is to be treated as if made on the due date of the taxpayer’s 19;4
return (without taking into account any extension of time to file the
reiurn) or, if later, on the date on which he actually files his 1974
return.

This constructive payment is to be in most cases processed by the
Service as an overpayment of tax by the taxpayer and, as such, is to
be paid to him in the form of a refund of tax. In accord with the gen-

eral rule that Federal income tax refunds do not constitute income,
refunds received under the bill will likewise not constitute income (for
Federal income tax purposes) to the taxpayers who receive them.*

Other aspects of the refunds—The tax liability which determines
the amount of the refund under the bill is the taxpayer’s tax liability
for 1974, reduced by the so-called “nonrefundable” credits against this
liability to which he may be entitled. These credits are the foreign
tax credit (sec. 33), the retirement income credit (sec. 37), the invest-
ment credit (sec. 38), the work incentive credit (sec. 40), and the
credit for contributions to candidates for public office (sec. 41). The
tax hability will also be computed with certain other adjustments
necessary in order to assure speedy and efficient procesging of the
refunds through the Service’s computer facilities,

¢ By deeming the smount of 1974 tax which i
s to be refunded under the bill as 2 pa;
g:p’:g: glgdtel%%l lgcome tax by the taxpayer on the due date of his return, the coll)nm‘t,?:
debmed pa T State income tax purposes, States will treat the Federal refund of this
TS el e e commite o i TRl T ety et S S
' a e refunds un
reduction in the taxpayer’s Federal income tax liabliity as suctfgor 1997% do not Involve any



26

Although under present law (sec. 6601(f) (1)), interest which a
taxpayer owes on an underpayment of his tax liability is treated as

art of his liability for “tax,” your committee intends that interest
not be treated as part of the tax liability for purposes of determining
the refunds to be made under this bill. - .

In determining marital status for purposes of the refund provisions
of the bill, the provisions of section 143 of present law are to be uti-
lized. As a result a married person living apart from his or her spouse
will, under certain conditions, be treated the same as a single person,
and have his or her 1974 refund determined accordingly.

The amount of the refund which a taxpayer may receive and retain
is to be determined by reference to his tax liability as finally deter-
mined for Federal income tax purposes. Consequently, the refund is
not finally determined by the amount of tax liability shown on the
return as filed by the taxpayer, but (like refunds generally) may be
subsequently increased or decreased de ending on adjustments which
mey be macizs in the taxpayer’s final tax liability for 1974.

Since a refund under the bill does not result from a reduction in tax
liability for 1974 (but instead results from a constructive payment
against a taxpayer’s liability for tax), the bill does not affect the
dofinition of a “deficiency” in tax under present law (see. 6211),
or the computation of the negligence or ¢ivil fraud penalties (im-
posed by sec. 6653 of present Taw), which are based on the amount
of the deficiency.

Interest on refunds—~—Under present law, the Internal Revenue Serv-
ice is not required to pay interest on an overpayment of income tax
if it makes a refund within 45 days after the last date prescribed for
filing the return (without regard to extensions) or, if the return is
filed late, within 45 days after the date on which the return is actually
filed (sec. 6611(e)). In order, however, to facilitate the speedy proc-
essing of the special 1974 refund by the Internal Revenue Service, the
bill includes a provision designed o give the Service up to 60 days to
make 1974 refunds to individuals without incurring an obligation to
pay interest on the refund. In the interest of administrative feasibility,
the bill extends the 45-day interest-free period both for the special one-
time refund under your committee’s bill and for refunds of 1974 tax
generally under present law. This special extension of the 45-day pe-
riod under present law applies to refunds of any tax under Subtitle A
of the Code (secs. 1-1564) which are made to an individual for a tax-
able year which began during the calendar year 1974. As under present
law, the 60-day period will run from the later of the due date of the
return (disregarding extensions) or the date on which the return is
actually filed.

If the Service takes more than 60 days to make the refund, it must
pay interest on the refund (as oceurs under present law with refunds
generally).

This 60-day provision does not extend to refunds made to an estate
or trust, to a nonresident alien individual or to a corporation. As to
these taxpayers, the 45-day period of present law continues to apply.
The 45-day period is also the governing rule for all other taxable
years, i.e., those beginning before and after 1974.

Revenue effect—The refunds for 1974 individual income tax lia-
bility ave estimated to result in a revenue loss of $8.1 billion.
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B. Disregard of Refunds with Respect to Federally Assisted
Benefit Programs

(Sec. 102 of the bill)

In some instances individuals who receive refunds of 1974 i
tax payments under the bill will also be receiving benefits or';ssliggﬁz
under one or more Federal or Federally assisted State social programs
based on individually determined needs. Such programs include those
which provide supplemental security income benefits, aid to families
with dependent children, medicaid, food stamps, educational and hous-
ing benefits, and veterans’ pensions. Many individuals who receive
State or Federal/State assistance under programs of these kinds do
not incur any liability for Federal income taxes. However, in those
instances where the recipient does incur Federal income tax liability
for 1974 and receives a refund under the bill, serious consequences
could result if the r:efund is treated as income which, in turn, reduces
the amount of benefits or assistance which the individual is-entitled to
recl:iwe under 1the assistance program.

or example, an individual who is a member of a family receivin

payment under the program for aid to families with deg;ndent chgiﬁ
dren might receive, during some month in 1975, a tax refund for
1974 under the bill which, if considered to be income to the recipient
during that month, might make him ineligible to continue receiving
aid for that month. In some States the refund might also disqualify

ersons for medicaid or from eligibility to purchase food stamps, or
if treated as income, the refund might make the individual ine igziblé
for a loan, or for a reduced rental, etc. under other aid programs.

Your committee does not believe that these refunds of 1974 tax
should change an individual’s eligibility for these assistance programs.
In addition, the cost of identifying and making the adjustments might
well exceed any savings in assistance funds were the refunds to be
talffn m’(tf a(:fount for these purposes.

\ccordingly, your committee has included a provision in i
which provides that 1974 income tax refunds unc%)er the bill arghlfoz) ltlc{
be considered income or resources for purposes of determining who is
eligible to receive benefits or assistance, or the amount or extent of
benefits or assistance, under any Federal or Federally assisted pro-
gram. For this purpose the concept of benefits or assistance is intended
to include all assistance benefits in which the Federal government
participates, including those made in a form other than cash, such as a
r%duced rental and eligibility for 2 loan. Your committee also intends
that a refund which an individual receives pursuant to the bill should
not be considered part of his resources or assets for that month for
puri"poses of any resources test under the applicable social program.

he treatment of refunds of 1974 tax, were it not for this provision,
;)vould be a problem since these, in effect, are additional payments made

y the Federal Government on behalf of the individuals involved. The
reductions in 1975 liabilities under title IT of this bill, however, do
;)lg}f; gllfve rise to this problem since they are not payments in effect on
taxa;; o ;;)lfczlﬁ eu}dlgr}:dtual. Insteéag, they merely represent reductions in

! in that year a i i
tha ppplicable in | 19755., nd do not in any year affect the income of
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C. 1975 Income Tax Reductions for Individuals

1. Increase in low income allowance and standard deduction
(secs. 201 and 202 of the bill and secs. 141(b) and (¢), 3402(m)
(1) and 6012(a) (1) of the code)

The low income allowance (also known as the minimum standard
deduction) determines the minimum amount of income an individual
must have in order to pay Federal income taxes. Under present law,
the low income allowance is $1,300 for both single individuals and for
married couples filing joint returns ($650 for a married individual fil-
ing a separate return). This means that under present law a single in-
dividual does not pay tax unless income exceeds $2,050 (the $1,300
allowance plus $750 for one personal exemption), a married couple
does not pay tax unless their income exceeds $2,800 (plus $750 for each
dependent), and a married individual filing a separate return does not
pay tax unless his income exceeds $1,400 (plus §7 50 for each depend-
ent). Under present law, the percentage standard deduction is 15 per-
cent of adjusted gross income, with a maximum deduction of $2,000.

As indicated above in the reasons for the bill, your committee be-
lieves that the low income allowance needs to be increased so that per-
sons whose income falls below poverty levels will not pay income tax.
Accordingly, your committee’s bill increases the low income allowance
to $2,500 1n the case of surviving spouses and married individuals filing
joint returns (the increase is to $1,250 for married individuals filing
separate returns) and to $1,900 for single individuals who are not
surviving spouses. The increase in the allowance for married couples
is twice that provided for single individuals in order to bring the low
income allowance levels as nearly as possible into line with the ex-
pected difference in poverty level of those with a different maritel
status and to reduce the tax increase that results when two single
people with relativelv equal earnings marry each other.

In connection with inereasing the low income allowance, your com-
mittee also concluded that some amount of additional tax relief should
be provided to middle-income taxpayers by increasing the percentage
and maximum standard deduction. As a result your committee’s bill
increases the percentage standard deduction from 15 to 16 percent of
adjusted gross income and raises the ceiling on the standard deduc-
tion from $2,000 to $3,000 for surviving spouses and married individ-
uals filing joint returns ($1,500 in the case of a separate return by a
married mndividual) and to $2,500 for single individuals who are not
surviving spouses. The lower maximum deduction for single individ-
uals corresponds with the lower increases in the minimum standard
deduction for those taxpayers.

Because of the increase in the minimum standard deduction the bill

increases the amount of income required before a return must be filed |

by $600 in the case of single persons and by $1,200 in the case of mar-
ried couples entitled to file joint returns. This increases the filing re-
quirements for single persons under age 65 from $2,050 to $2,650 and

from $2,800 to $3.400 for single individuals age 65 and over. It also

increases the filing requirements for married couples under age 65
from $2,800 to $4,000. For married couples with one spouse age 65 or
over, the filing requirements are increased from $3,550 to $4,750, and
where both are over age 65 the increase is from $4,300 to $5,500.
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Conforming changes are also made in the provision dealing with
the withholding allowances for itemized deductions (sec. 3402(m) (1)
(B)) by increasing the 15 percent to 16 percent and by substituting
for $2,000, the resent maximum standard deduction, the amounts pro-
vided under the bill; that is, $3,000 in the case of a joint return and
$2,500 in the case of an individual who is not married (within the
me-argn(ng) )of sec. 143) and who is not a surviving spouse (as defined in
sec. 2(a)).

The increase in the low income allowance and the changes in the
standard deduction apply to tax years ending in 1975.

Increasing the low income allowance, the percentage standard de-
duction and the maximum standard deduction together are expected
to result in tax reductions of $5.2 billion for 1975 %abilities and cause
9.9 million taxpayers to switch to the standard deduction. The savings
under this tax reduction is shown in table 3 of the Statistical
Appendizx,

2. Income tax credit against earned income (sec. 203 of t i
and secs. 42 and 6401(b) of the co de) ( of the hill

Under present law an individual is not requireld to pay income tax
unless his income exceeds the amount of the minimum standard de-
duction plus the sum of available personal exemptions. Social security
taxes, however, are paid on all covered earnings by workers and em-
p]o;;ersg regai'dless of }iow small the amount. For 1975, the social se-
curity tax rate on employees 1s 5.85 pecent of employee wages up t
$14,100. Self-employed individuals psfy a tax at al’){.gypercen%: ratg og
net earnings from self employment income up to $14,100 if that income
exceeds $é_l()0. ’

As indicated in the section above on reasons for the bill, your com-
mittee believes it is appropriate to use the income tax system to offset
the impact of the social security taxes on low-income persons in 1975
by adopting for this one year only a refundable income tax credit
agamnst earned income. Although the earned income credit may be
viewed as a method to help compensate wage earners of low income
families for much of the social security taxes they pay, your committee
wishes to have it clearly understood that this provision of the bill is
not intended to provide a way of reducing social security taxes paid
by low income wage earners. The financing of the social security pro-
gram 1s & matter which the committee will be required to review in
depth in subsequent legislation. The earned income credit provision in
your committee’s bill does not amend the Social Security Act or the
provisions of the Internal Revenue Code relating to social security
taxes nor does this provision apply to any year except 1975.

. The bill provides a refundable income tax credit of 5 percent of an
individual’s “adjusted earned income” for the taxable year. “Adjusted
earned income” is defined as an individual’s earned income up to $4,000,
reduced by twice the amount by which the taxpayer’s adjusted érosé
%ﬁome (or, if larger, the taxpayer’s earned income) exceeds $4,000.
o iE;) s(f)fg;t 1o’f t}ni rgducn%g (1)% (t)o p(lilase down the amount of the credit

evels between $4,000 and $6,000 i

altogeth(ar at the $6,IOOO income level. 86,000 and to phase out the credit
. _warned income eligible for the credit (up to the phaseout am

lricfudes all wages, salaries, tips, and ot(heg emplogee compensgltli};:x).
Plus the amount of the taxpayer’s net earnings from self-employment
as that term is presently defined in the code (sec. 1402 ( a) ). This broad
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definition of earned income can include some types of wages and other
income not subject to social security tax (such as government employ-
ees’ wages) but simplifies the process of determining what income 1s
eligible for the credit. It is anticipated that a taxpayer will be able to
calculate the amount of earned income eligible for the credit merely-
by adding together the amounts reported on form 1040 (the individual
income tax return) as wages, salaries, tips and other employee com-
pensation (line 9 of form 1040) with any amounts reported as net
earnings from self-employment (line 13 of Schedule SE of form
1040).* Except as indicated below with regard to people under 18, net
earnings from self-employment are to be taken into account even
though they are less than $400 (and so, even though they are not sub-
ject to the self-employment tax).

Earned income generally is to be eligible for the credit only if it is
includible in the gross income of the taxpayer during the taxable year
in which the credit is claimed. Earned income of an individual is to be
computed without regard to community property laws (so that a tax-
payer is to take into account his or her own earnings for purposes of
the earned income credit even though, under the community property
laws part of those earnings would be includible in the gross income
of the spouse and not that of the earner). Amounts received as pension
or 3nnuity benefits are not to be taken into account for purposes of the
credit.

Special rules are provided with respect to individuals employed
by members of their family and those under age 18. First, an individual
employed by his spouse, father, mother, son, or daughter is eligible
for the credit on income earned through such employment only if his
earnings are subject to social security tax and are evidenced as being
subject to that tax by a W-2 form attached to the income tax return
claiming the earned income credit. Second, in the case of other income
of individuals who have not attained the age of 18 by the close of the
year, wages, salaries, tips, and other employee compensation are to be
eligible for the credit only if that compensation is evidenced by the
W-2 form attached to the income tax return regardless of whether the
income is subject to social security taxes. Third, net earnings from self-
employment are to be eligible for the credit only if individuals under
18 have self-employment income for the taxable year (i.e., have filed a
Schedule SE indicating net earnings from self-employment which ex-
ceed $400). The purpose of these special rules for individuals under
18 and for individuals employed by close relatives is to avoid any in-
centive to establish artificial employment arrangements in order to
obtain eligibility for the credit.

Finally. the earned income credit is not to be available for income
of nonresident alien individuals which is not connected with a U.S.
?‘ade) or business (i.e., income not currently reported on a 1040NR

orm).

Since the credit is 5 percent of earned income up to $4,000, with a
phaseout between $4,000 and $6,000. the maximum amount of the credit
is $200, The credit is to be calculated on a return-by-return basis,
Individuals who are married and filing a joint return are eligible
for only one credit on the combined income of both individuals.

1 However, amounts inciuded as net earnings from self-employment are not also to be
included as wages, salartes, fips, and other employee compensation,
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Married individuals filing separate returns are not eligible for the
credit. A married individual who is treated as not being married
(under sec. 143(b)) for return-filing purposes (i.e., a head of a house-
hold whose spouse has not been a member of the household for the
entire year) 1s eligible for the credit in the same manner as a single
individual (and any of the absent spouse’s income attributed to him
under State community property laws is to be disregarded).

The credit is generally available only for taxable years representing
a full 12 months, However, in the case of a short year closed by reason
of the death of the taxpayer, the credit is to be allowed.

Since the credit is refundable, individuals with low incomes on
which little or no income tax is due will receive a cash payment equal
to the amount of the credit reduced by any tax due. It is anticipated
that low income individuals not required to file returns will be pro-
vided with a simple method of obtaining any payment due by filling
out a brief form (such as the 1040A form) and attaching to it a copy
of any W-2 statements. It is hoped that through the simplicity of this
form, plus efforts by the Internal Revenue %ervice to build public
awareness of the availability of the credit, all eligible taxpayers will
file for the credit available to them. V

The earned income credit is to apply to taxable years beginning after
December 31, 1974, and before January 1, 1976. Calendar year tax-
payers are to receive the credit on 1975 income, and fiscal year tax-
pa};{g%are to receive the credit for their first taxable year beginning
in .

It is estimated that this provision will decrease 1975 income tax
liabilities by $2.9 billion. The savings under this tax reduction by
income levels is shown in Table 4 of the Statistical Appendix.

3. Change in withholding tables to reflect increases in standard
deduction and low income allowance and the earned income
credit (sec. 204 of the bill and sec. 3402(a) of the code)

_ Under present law, the amount of the personal exemption, the low
income allowance, and the percentage standard deduction are reflected
in statutory withholding tables. The bill provides a new annual per-
centage-method withholding table which reflects the increases in the
low income allowance, the percentage standard deduction, and the pro-
vision for an earned income credit (from which the tables for other
periods are to be calculated by the Internal Revenue Service). The
Internal Revenue Service also is to calculate wage bracket withholding
tables which are consistent with the percentage-method withholding
table referred to above.

It is anticipated that the new withholding tables will be effective
from May 1, 1975. Since income tax withholdings for the first one-
third of the year will have been at current rates, which on an annual
basis would result in considerable over-withholding for lower income
employees and employees who claim the standard deduction, the with-
holding rates for the last two-thirds of the year are to be additionally
reduced so that amounts withheld by the end of the year would ap-

&rl(l)ximate]y equal 1975 tax liabilities after the reductions made by this

The withholding tables assume that employees subject to with-

holding will claim the standard deduction on their annual income tax
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return. As a result of the standard deduction increases and the provi-
sion for the earned income credit, lesser amounts are to be wit held
from wage or salary income consistent with the decrease in tax
liability. .

In tge past the Internal Revenue Service has provided on the back
of the Employee’s Withholding Certificate, Form W4, a table which
provides the maximum number of withholding exemptions for esti-
mated itemized deductions that can be claimed by employees who
plan to itemize their deductions and for whom the withholding tables
(which assume the claiming of the standard deduction) would with-
hold an excessive amount. The permissible number of allowances pro-
vided in the table on Form W-4 is consistent with the employee’s
marital status and the estimated amounts of his annual salary and
itemized deductions. Since the income tax reductions in your com-
mittee's bill are effective only for 1975, all employees, particularly
those claiming additional allowances for estimated itemized deduc-
tions, should review their withholding position and if necessary
file new Forms W—4 with their employers showing the correct num-
ber of withholding allowances they are entitled to claim, prior to the
time the new withholding tables go into effect. If the Internal Revenue
Service is not able to issue new Forms W-4 that have the table for
determining withholding allowances for estimated itemized deduc-
tions prior to the institution of the new withholding rates in sufficient
quantity for general distribution, it is expected that the Internal
Revenue Service, through its public information resources will pub-
licize the changes and the desirability of employees reviewing their
withholding situation, and where necessary their filing new Forms
W-4 with their employers.

Although the initial tax withholding rate for single persons is 33
percent, this does not mean that the individuals subject to this with-
holding tax rate will not receive a tax reduction. The rate applies only
to the first $1,500 of wages above $3,000 on an annual basis, and is a
function of the phaseout of the earned income credit. The adjustment,
moreover, i8 to be achieved over two-thirds of the taxable year, which
requires the withholding rate in this income range to be greater than
it would be were the withholding changes applicable over the entire
calendar year. However, due to the larger zero bracket in the withhold-
ing tables, there is a net decrease in the amount of income tax with-
holding under the bill.

The withholding changes made by the bill are to take effect on
May 1. It is assumed that this will provide the Service with 45 days to
prepare and distribute the new tables. The change in the amount of
withholding is discussed above in Reasons For The Bill.

D. Investment Credit
(Secs. 301, 302, and 304 of the bill and secs. 46, 47, and 48 of the code)

Present law provides a 7-percent investment credit (4 percent with
respect to certain public utility property). The investment credit is
available with respect to: (1) tangible personal property; (2) other
tangible property (not including a building and structural compo-
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nents) which is an integral part of manufacturing, production, etc.
or which constitutes a research or storage facility ; and (3) elevators
and escalators. Generally, the credit is not available with respect to
property used outside the United States.

To be eligible for the credit, the property must be depreciable
property with a useful life of at least 3 years. )}”roperty with a useful
life of 3 or 4 years qualifies for the credit to the extent of one-third
of its cost; property with a useful life of 5 or 6 years qualifies with
respect to two-thirds of its cost; and property with a useful life of
7 years or more qualifies for the credit to the full extent of the prop-
erty’s cost. (However, in the case of used property, not more than
$50,000 of cost may be taken into account by a taxpayer as qualified
investment for purposes of the credit for a taxable year.)

Property becomes eligible for the credit when if is placed in service.
Property is considered to be placed in service in the earlier of (1) the
taxable year in which depreciation on the property begins, or €2; the
taxable year in which the property is placed in a condition or state of
readiness and availability for a specif%ally assigned function.

The amount of the credit that a taxpayer may take in any one year
cannot exceed the first $25,000 of tax liability (as otherwise com-
puted) plus 50 percent of the tax liability in excess of $25,000. Invest-
ment credits which because of this limitation cannot be used in the
current year may be carried back 8 taxable years and then carried
forward 7 taxable years and used in those years to the extent permis-
sible within the limitations applicable in those vears.

Present law provides for a recapture of the investment credit to
the extent property is disposed of before the end of the period (that
is, 3-5, 5-7, or T or move years) which was used in determining the
amount of the credit originally allowed. Thus, if property is dis-
posed of, or otherwise ceases to be qualified, the tax for the current
year is increased (or unused credit carryovers are reduced) by the
reductions in investment credits which would have resulted if the
credit were computed on the basis of the actual useful life of the
property rather than its estimated useful life,

Public utility property to which the 4-percent investment tax credit
applies is property used predominantly in the trade or business of
furn;shmg or selling (1) electrical energy, water, or sewage disposal
services, (2) gas through a local distribution system, or (8) telephone
service, telegraph service through domestic telegraph operations, or
other communications services (other than international telegraph
services). In general, the reduced credit applies only if the rates for
these services or items are established or approved by certain types of
governmental regulatory bodies.

With respect to the treatment of the investment credit of regulated
comﬁames for ratemaking purposes, special limitations are imposed
on the allowance of the credit to prevent the tax benefits of the credit
from immediately being passed on to the consumers. These limitations
are applicable to property used predominantly in the trade or business
of furnishing or selling (1) the products or services described in the
preceding paragraph and (2) steam through a local distribution
system or the transportation of gas or steam by pipeline if the rates
for those businesses are subject to government regulation.
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The special limitations generally provide that the investment credit
is not to be available to a company with respect to any of its public
utility property if any part of the credit to which it would otherwise be
entitled is flowed through to income (i.e., increases the utility’s income
for ratemaking purposes) ; however, in this case the tax benefits de-
rived from the credits may (if the regulatory commission so requires)
be used to reduce the rate base, if this reduction is restored over the
useful life of the property.

If, within 90 days after enactment of the Revenue Act of 1971 the
taxpayer has so elected, then the investment credit is to be available to
the taxpayer with respect to any of its public utility property if the
credit to which it would otherwise be entitled is flowed through to in-
come ratably over the useful life of the property ; however, in this case
there must not be any adjustment to reduce the rate base. An addition-
al elective rule was provided to permit certain types of utilities (pri-
marily electric utilities) to flow through benefits more rapidly to con-
sumers. A special election is provided with respect to local steam
distribution systems and gas or steam pipelines where the regulatory
body involved determined that the natural domestic supply of gas or
steam was insufficient to meet the present and future requirements of
the domestic economy. In this case, if the taxpayer elected (within 90
days after enactment of the Revenue Act of 1971) the investment
credit is not to be available unless (1) no part of the credit is flowed
through to income and also (2) no part of the credit is used to reduce
the rate base.

Increase in rate to 10 percent.—Y our committee’s bill increases from
1 to 10 percent the general rate of the investment tax credit. However,
the 10-percent investment credit is to apply to public utility property
which at present is subject to the 4-percent investment credit as well as
to property eligible for the 7-percent investment credit under present

aw.,

The 10-percent credit is to be available with respect to property
which is acquired and placed in service after January 21, 1975, and
before January 1, 1976; it is also to be available with respect to prop-
erty placed in service in 1976, if the taxpayer can clearly establish that
the prop;rty was acquired pursuant to an order placed before Janu-
ary 1, 1976,

In the case of property censtructed, reconstructed, or erected by
the taxpayer, the 10-percent credit is also to be available with respect
to property completed by the taxpayer after January 21, 1975. How-
ever, in this case, the 10-percent credit is to be available only with re-
spect to that part of the basis of the property which is properly at-
tributable to construction, etc., by the taxpayer after January 21, 1975,
and before January 1, 1976. Similarly, the 10-percent rate is to be
available to qualified progress expenditures {(described below under
Progress payments) for the period after January 21, 1975, and before
January 1, 1976.

Limitation on rate increase.—Since the purpose of the increase in the
investment credit is to provide stimulus to a large range of businesses,
and not to provide an unreasonable benefit to any single company, your
comittee has placed an upper limit of $100 million on the extent to
which a single company can benefit from the increased investment
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credit rate. Because the largest rate increase is that available to public
utility property (the rate for which is increased from 4 percent to 10
percent) this limit is to apply only to public utilities.

. For this purpose, a public utility is defined as a taxpayer whose
investment in qualified public utility property is 50 percent or more
of its aggregate investment in qualified property for the taxable
year. “Public utility property” here is defined as property which
under present law is eligible for only a 4-percent investment credit
and 1s used in rate-regulated activities. The calculation as to the appli-
cation of this 50-percent test is to be made with regard to controlled
groups of corporations (as defined in sec. 1563(a)), whether or not
they file consolidated returns. Any such controlled group is to be
treated as one taxpayer for this purpose.

The $100 million limitation represents the amount of the increased
credit, and not the amount of the qualified investment. So, $100 million
would be the amount of the increase in credit from public utility prop-
erty investments of $124 billion; applied to nonutility property, it
would represent qualified investments of $314 billion.

. The $100 million limit is to be computed by taking into account any
increase in the allowable investment credit by reason of the rate change,
that is, the increase on public utility property from 4 to 10 percent
and on other property from 7 to 10 percent.’ The amount of the credit
allowable to a public utility by reason of this change in rates may not
exceed $100 million. Thus, for example, if a public utility makes quali-
fied investments of $9 billion, $8 billion of which is in public utility
property, its tentative investment credit under present rates would be
$390 million (4 percent of $8 billion, plus 7 percent of $1 billion). The
rate increase in the bill would (but for the $100 million limit) increase
the credit to $900 million. However, because of the $100 million limit

the maximum credit is $490 million.? ’

Any amount of investment credit which is disallowed because of
the $100 million limit is to be available as a carryback or earrvover
under the I:egular.rules., but only to taxable years to which the $100
million limit applies, Since the 10-percent investment credit is to ap-
ply only to 1975 and (in the case of property ordered by December 31,
1975, and placed in service by December 31, 1976) 1976, this would
allow a carryover from 1975 to 1976 and a carryback from 1976 to
1975, but not to or from any other year, In the year to which the credit
18 carried, the $100 million cap is to be applied in determining whether
any of the credit carried to that year may be used in that year, by add-
Ing this carryover to the additional investment credit allowable for
that year by reason of the rate change.®

Increase in 50-percent limit for utility property.—Your committee’s
bill modifies the 50-percent-of-tax-limitation in the case of most public

utility property which under present law is entitled t -
investment credit, P fHled to anly 8 + parcent

———————

1 The Dercentage-of-tax-Uability mit, which {
utiig s § to be changed by this bill as to public
810% ﬁg&%ﬁ:ﬁ{%ﬁd below) i& not to be taken Into account for purposes of computing the
e disallowed eredit 13 to be allocated among the gqualified invest, t d
DProgress expenditures (see Pro £ for purposed anified
ﬂ”}"%’;"‘;‘;gal}ngimit&ﬁgn s( e feaecrﬁg;e%% (z;c;zfmmts, below) for the year for purposes of the
e, Yy reason of the $100 milllon limit $60 million of i
were carried from 1975 to 1976 and if in 1976 there {8 an additional s(':“() ;gﬁﬁgﬁ%}tigl;%gitt»

ment ¢,
coul; 4 bgegisz d{)y reason of the rate Increase to 10 percent, $30 million of the ecarryover
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The percentage limitation for public utility property is increased in
1975 and 1976 under the bill to 100 percent of the income tax liability
(computed without regard to the investment credit, and in the manner
provided under existing law). In each of the next succeeding taxable
years the percentage limitation is reduced by 10 percentage points
until, in taxable years beginning in 1981 and thereafter, the 50-percent
limitation goes back into effect. Thus, the percentage limitation is 90
percent in 1977, 80 percent in 1978, 70 percent in 19?9, and 60 percent
m 1980,

Public utility property for this purpose means property used pre-
dominantly in the trade or business of the furnishing or sale of (1)
electrical energy, water, or sewage disposal services, (2) gas through
a local distribution system, or (3) telephone service, most domestic
telegraph service, or other communications services—but only where
the rates for the furnishing or sale are regulated by a utilities com-
mission or similar agency. (This modification of the 50-percent limit
does not apply to communication property even though used predomi-
nantly for communication purposes if the rates for furnishing of the
services are not regulated.)

The computation of the percentage limitation for publie utility
property is to be made on a taxpayer-by-taxpayer basis. Thus, a group
of corporations which file a consolidated return together are to be
treated as one taxpayer.

Your committee intends that the benefit of the relaxation of the 50-
percent limit go primarily to public utilities. However, it recognizes
that many public utilities have varying amounts of nonpublic utility
property. In addition, many public utilities are members of controlled
groups that file consolidated returns. To achieve this objective in the
most practical way administratively, the committee decided to prorate
the increase in the credit limit in accordance with the extent to which
the company (or the group filing the consolidated return) has qualified
investment in public utility property, as compared to its qualified in-
vestment in other property.

Thus, if in 1975, 50 percent of the company’s qualified investment is
in public utility property, then the applicable limit is to be 75 percent
of tax liability (the basic 50-percent limit plus one-half of the maxi-
mum additional limit allowable in 1975}, If 70 percent of the com-
pany’s qualified investment is in public utility property, then the ap-
plicable limit is to be 85 percent of the tax liability. In order to simplify
such computations for most companies, if 75 percent or more of the
qualified investment for a given year is in public utility property, then
the full increase is to apply to that company for that year. Thus, the
typical public utility, which has relatively little qualified investment
in other property, is to get the full benefit of the increase in the
percentage limitation.

If less than 25 percent of the qualified investment consists of public
utility property, then no part of the additional limitation is to apply.
In such a case, the company (or the group filing the consolidated
return) is to be treated 1n its entirety as not being a public utility
under this provision.

The percentage applicable to a taxpayer for a year is to apply to the
aggregate of the credits arising from that taxpayer’s publie utility

37

property and that taxpayer’s other property—it is not to apply sep-
arately to each category of property. ) .

If a taxpayer has credit that remains unusable despite the higher
Jimits, any such excess is to be allowed as a carryback (8 years) and
carryover (7 years), as under present law. If there is a carryover or
carryback to a year to which these higher limits apply, then the exact
amount of the applicable limit is to be determined by the relative
investments in the year to which the excess credit is carried. For ex-
ample, assume that in 1975, 50 percent of company X'’s qualified in-
vestment is in public utility property. The maximum percentage limit
in this case, as indicated above, is 75 percent of tax liability. Assume,
further, that in 1976, 75 percent of company X’s qualified investment
consists of public utility property. The maximum credit for 1976 would
then be (as indicated above) 100 percent of tax liability. If any of the
excess credit from 1975 would be carried over to 1976 (after having
been first carried back to 1972, 1973, and 1974, as under present law},
the 1976 limit would not be affected by whether the amount earried
over to that year could be traced originally to public utility property
or to other property.

Increase in limitation for used property~—Your committee’s bill, as
an aid to small business, inereases the amount of used property which
can qualify for the investment credit for any one year. The dollar
limitation is raised from $50,000 to $75.000 ($37,500 in the case of
a husband and wife who file separate returns).

The increased limitation on used property is to apply to taxable
years beginning after December 31, 1974, and before January 1, 1976.

Progress paymenis—Under present law, a tax credit may be taken
for investment in qualified property at the time the property is placed
in service and therefore is reac{;r for use. As indicated previously, the
committee concluded that in cases where taxpayers pay for long lead
time property as it is being constructed and substantially before the
property can be placed in service, to wait for the allowance of the
investment credit until the property is placed in service represented
too long a delay in the claiming of the credit. The bill overcomes this
problem in present law by allowing an investment credit for what are
called “progress payments.”

Under the bill, a taxpayer, at his election, is to be permitted to treat
“qualified progress expenditures” made for new property as a part of
the base for which he can claim an investment credit. In general, these
qualified progress expenditures are amounts actually paid (or incurred
in the case of self-construction property) for construction (or acquisi-
tion or reconstruction) of property which has a normal construction

eriod of at least two years and which will have an estimated useful
ife in the hands of the taxpayer of at least seven years.

The normal construction period generally begins when physical work
on the property commences (i.e., not design, blueprints, planning, etc.)
and ends when the property is available to be “placed in service” by
the taxpayer. However, no normal construction period is to include a
period of construction before January 22, 1975 (the general effective
date of these provisions), and, where progress payment treatment is
elected by the taxpayer for years beginning after that date, no normal
construction period will begin before the first day of the taxable year
for which the election is in effect.
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Where possible, the normal construction period is to be estimated by
reference to normal industry practice in producing similar items. The
estimate is to be based on the information availabfe at the close of the
taxable year in which physical work on the property is started (or,
if later, the close of the first taxable year for which the taxpayer has
elected to change to this “progress payments” method). Once the nor-
mal construction period has been reasonably estimated, the actual time
that it takes to complete work on the property would generally be
irrelevant for purposes of determining the proper tax treatment of the
taxpayer’s progress payments.!

For purposes of the 2-year test, property which will be placed in
service by the taxpayer separately, is to be considered separately (for
example, if two ships were contracted for at the same time, each shiﬁ
would be considered separately). On the other hand, property whic
must be placed in service by the taxpayer as part of an integrated unit
(for example, equipment which will all be placed in service at the same
time as part of the same plant) is to be treated as a unit for purposes
of the test.’ Thus, if the taxpayer is constructing a pipeline which will
not be operational for five years after construction begins, the fact that
some equipment used in connection with the pipeline (such as pumps
for the pumping stations) take less than five years to manufacture, is
not to affect the status of the pipeline for progress payment purposes.
Also, the taxpayer may treat all amounts expended in connection with
the pipeline as progress payments (including amounts expended for
the pumps). On the other hand, if some segment of the pipeline can be
placed in service in less than two years, progress payment treatment
.18 not to be available with respect to that segment.

In the case of self-constructed property (i.e., property where it is
reasonable to believe that the taxpayer will bear more than half of
the construction costs directly) “qualified progress expenditures” will
generally equal the costs incurred by the taxpayer which are properly
chargeable to capital account in connection with that property (for
purposes of the investment credit). Thus, qualified progress expendi-
tures would not include any depreciation sustained with respect to
other property (machinery, equipment, etc.) used in the construction
of new section 38 property (because such depreciation is not part of
the basis for purposes of section 38), nor generally would it include the
adjusted basis of reconstructed property at the time the reconstruction
is commenced.

Also, in the case of self-constructed property, qualified progress
expenditures can include amounts expended for materials by the tax-
payer to the extent that the taxpayer can establish, to the satisfaction
of the Internal Revenue Service, that these materials have been ir-
revocably allocated to the construction of the property. For purposes
of these rules, an item which is suitable only for use in connection with
the property is to be regarded as irrevocably allocated, even though the

4 Of course, if there were a significant error in estimating the normal construction period,
this could be evidence that the estimate had not been reasonable in the first place, par-
ticularly where the error could not be explained by a later change in circomstances.

5 Of course, the construction period for property not qualifying for the investment credit,
such as real estate, will not affect the “normal construction %eriod" of any qualifying prop-
erty which may be used on the premises, Thus, If & plant is belng constructed, and qualify-
ing equipment has & normal construction perlod of less than two years, the progress pay-
ments for the equipment are not to be treated as qualified investment, even if the building In
which the equipment 18 to be housed will take more than two years to construct.
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item has not yet become a part of the property, and even though it
has not yet been delivered to the site of the property. Other items
may be treated as allocated when they have been delivered to the site
under circumstances where it would be impractical to then remove
the items to some other project (i.e., pumps delivered to locations on
a tundra pipeline could be treated as allocated to that pipeline even
though they (but for their location on the tundra) would be usable on
other projects). In many cases, the items would not be treated as allo-
cated until they were actually attached or consumed in the construc-
tion of the property. Mere bookkeeping notations are not to be suf-
ficient to establish to the satisfaction of the Secretary or his delegate
that the necessary allocation has occurred.

In the case of acquired property, qualified progress expenditures are
to be the amounts paid by the taxpayer to the manufacturer, but only
to the extent that there is actual progress made in the construction of
the property. (This is further limited by the “pro rata” rule, dis-
cussed below.) )

For this purpose, “progress” will generally be the percentage of
completion, measured 1n terms of the manufacturer’s incurred cost, as
a fraction of his anticipated cost (as adjusted from year to year)
based upon cost accounting records or in some cases on engineer or
architect certificates.® )

Where several manufacturers or contractors are used in connection
with the same property, “progress” is to be measured on a manufac-
turer by manufacturer basis, so that the taxpayer may utilize pay-
ments made to a manufacturer who has made “progress” within the
meaning of these rules, even if payments have also been made to
another manufacturer who has made no progress. By the same token,
payments to one manufacturer in excess of that manufacturer’s prog-
ress are not to give rise to credits merely because another manufac-
turer’s progress exceeds the payments made to that other
manufacturer.

In the case of self-constructed property, “progress” will generally
equal “progress expenditures,” so no separate percentage-of-comple-
tion test is needed.

“Progress expenditures”, as well as “progress” are not to be taken
into account to the extent that they occur before the start of the
“normal construction period” of the property nor to the extent alloca-
ble to nonqualified property. Thus, progress expenditures and progress
which occur before January 22, 1975, cannot be utilized by the tax-
payer to increase his qualified investment prior to the year in which

$For example, assume that in 1980 a taxpayer makes a payment of $11,600 under a
contract which provides for delivery of the property in 1988, with a fixed purchase price
of $110,000 and an estimated cost to the manufacturer of $100,000. During 18980, the
manufacturer incurs $10,000 of cost in connection with the property.

Under these clreumstances the manufacturer will be constdered to have made 10 percent
progress In connection with the property (810,000 of costs Incurred divided by $100,000
of total estimated eost). The taxpayer will be permitted to treat his full $11,000 payment
as quallfied investment for 1980, since this payment does not exceed 10 percent of the
total cost, to the taxpayer, of the section 38 property.

If, on the other hand, the manufacturer had incurred only $5,000 of costs in conpection
with the property in 1980, the taxpayer would be allowed to treat only 50 percent of his
$11,000 Ppayment as qualified investment in 1880 (8$5,500) because there had been only §
Dercent ‘‘progress” in that year. However, in that case, if the manufacturer incurred an
additional $5,000 of cost in connection with the Property in 1981, the taxpayer.could
gteat the $5,000 of unused 1980 payment as qualified investments for 1881 {(retetving,
n effect, a carryover of his unused 1080 payment) even if no further payments were made
to the manufacturer in 1981 - ,
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the property is placed in service. Likewise, progress expenditures and
progress which occur before the year for which the taxpayer first
elects to come under the progress payment rules cannot be so utilized.
Similarly, progress expenditures and progress allocable to a building
(or its structural components) would not be taken into account.

To prevent a possible abuse situation, where a manufacturer might
certify unrealistic amounts of progress in connection with a project,
the committee bill contains a “pro rata” rule. Under this rule, it will
be presumed that generally progress will not occur with respect to a
project more rapidly than ratably over the expected construction
period for the property.” However, this presumption could be rebutted
if the taxpayer shows by clear and convincing evidence that progress
had, in fact, been more rapid.

Progress expenditures may be made in cash, or in the form of proE-
erty furnished by the taxpayer to the manufacturer for use in the
construction of the property. However, if the taxpayer furnishes
property, that property is to be taken into account only to the extent
that that property could be included in the basis of the completed
section 38 property at the time that it is placed in service.

Progress payments may be made out of the taxpayer’s capital, or
from borrowed funds. However, to prevent an obvious abuse situation,
the committee bill provides that progress expenditures made with
funds borrowed, directly or indirectly, from the manufacturer of the
property may not be treated as qualified investment

Under the committee bill, the taxpayer is to be allowed to claim the
full credit to which he is entitled with respect to property in the year

*in which it is placed in service. Of course, amounts which were treated
as qualified investments with respect to the property in preceding
years, due to the operation of the progress payment rules, are to be
sub(ilsracted from the amount for which the taxpayer may obtain a
credit.?

The provisions discussed above are to apply only if the taxpayer
makes an election (in a time and manner to be prescribed in regula-
tions) to come under these rules. Once made, the election would apply
to all subsequent taxable years, and can only be revoked with the per-
mission of the Commissioner. It is anticipated that taxpayers gen-
erally will exercise the election because this will accelerate their op-
portunity to use the investment credit. However, taxpayers who are
currently in a loss situation may not wish to make the election, so that
progress payments are not treated as qualified investments until the
year in which the property is placed in service, in order to obtain a
more favorable carryover period with respect to those payments.

7 For example, if physical work pursuant to a contract is begun by July 1, 1980, for
the manufacture of a machine to be delivered on July 1, 1985, (5 years later) it will
be é)resumed that there would not be more than 10 percent progress during calendar 1980,
and not more than 20 percent progress during the fiscal year from July 1, 1980, through
June 30, 1981. (The determination as to the normal construction period of the property
will be mac;e only once, at the close of the taxable year in which work on the property
commences.

8 Otherwise, the taxpayer might obtain two credits with respect to the same property.
For example, assume that section 38 property placed in service in 1985 has a basis of $100,-
000, and that of that amount $10,000 has been treated as qualified investment in each of the
years 1982, 1983, and 1984 under the progress payment rules. The taxpayer’s basis in the
property, for purposes of determining his qualified investment In 1985 is to be $70,000, (Of
course, the taxpayer's basis for purposes of determining depreciation, or his gain or loss
from the sale of the property, would not be affected by this adjustment, which 1s made for
investment credit purposes.)
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If property is sold or otherwise disposed of by the taxpayer before
he places it 1n service, or if (under Treasury regulations) 1t becomes
apparent that the property will not be section 38 property when placed
in service, any amounts which were treated as qualified investments in
prior years are, of course, to be subject to full recapture in a manner
generally similar to present law.°

As discussed above, progress expenditure treatment is to be al-
lowed only in the case of property which has an estimated useful life
(measured from the time the property is placed in service by the tax-
payer) of seven years or more. If the estimated useful life of the prop-
erty is less than seven years at the time it is placed in service (even 1f
previous estimates were for a longer useful life and were reasonable
when made) any excess credits previously allowed under the progress
payment rules are to be subject to recapture.® ) )

Where the rate of the investment credit for the year in which quali-
fied progress expenditure treatment was allowed with respect to the
property is different from the rate in effect for the year of recapture,
then recapture is to occur with respect to the rate in effect when quali-
fied progress expenditure treatment was allowed. For example, re-
capture of 1975 progress expenditures would be 10 percent of those
expenditures, since, under the committee bill, the investment credit
for 1975 is to be 10 percent.

Where the actual useful life of the property is less than the esti-
mated life (estimated as of the time when the property is placed in
service), any excess credits previously allowed under the progress
payment rules will be subject to recapture on the same basis as other
excess credits.

In the case where property is subject to a sale-leaseback transaction
before the property is placed in service, the following rules are appli-
cable. Where the seller-lessee makes progress payments, but the prop-
erty is sold to a lessor before the property is placed in service, generally
this will be treated as a recapture situation. For example, if a seller-
lessee makes progress payments of $10,000 each in 1980, 1981, and 1982,
but the section 38 property is sold to a lessor for $100,000 in 1984, before
the property is placed in service, the lessor would be entitled to the
mvestment credit on his $100,000 basis, but credits previously allowed
to the seller-lessee based on his $30,000 of progress expenditures would
be subject to recapture.

. However, where the lessor and lessee enter into an agreement pro-
viding that the seller-lessee will be entitled to some or all of the credit,
1t is contemplated that there would be no recapture of the credits previ-

°® For example, sale of the property, or of the contract rights to the property before the
pfmgerty is placed in service, is to be treated as a disposition. A slmilanP regultyis to follow
t} the contract for the property is cancelled, or if the project is abandoned by the taxpayer.
onveyance of the property by gift is also to be treated as a disposition. owever, there
would be no recapture in the event of a transfer by death, or pursuant to a sec. 381 trans-
actlon,,, but the decedent, or corporation (as the case may be) would be treated as a ‘‘prede-
cessor”’ of the person receiving the sec. 38 property, and progress payments of the predeces-
:3& :;ggll.d have to be taken into account in reducing the qualified invesment of the
1 For example, If a taxpayer made $10,000 of progress expenditures in 1980 with respect
ltlo a piece of section 38 property, reasonably believing at that time that the property wguld
: :'t% & seven-year useful life in his hands (so that a full credit was allowable with respect
o ?se lpayments) but reduces the estimated useful life to 5 years in 1983, when the prop-
cre(yiltspl:- eavc‘%?l sill;/ s:ﬁzlvseh si) that onlg a twiqgilthltl;dslglé%dlt is allow;able,bthe one-third excess
ed in connection w the ayment i3 subject to rec
the time the property is placed in service. pay fect recapture at
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ously allowed with respect to the seller-lessee’s progress expenditures
since recapture would, in effect, permit the seller-lessee to revive other-
wise unusable investment credits.’t Accordingly, recapture is provided
except to the extent that the lease agreement provides for the pass-
through of the credit to the seller-lessee. .

To minimize the possible doubling up effect of these provisions,
where taxpayers would be taking investment credits for all property
placed in service this year (even though progress payments had been
made with respect to that property in prior years) as well as progress
payments made in the year, the committee bill provides that the prog-
ress payment provisions are to be phased in over a 5-year period.

Under these transition rules, 20 percent of a taxpayer’s 1975 progress
expenditures may be treated as part of his qualified investment for
1975. The remaining 80 percent of those payments may be taken into
account ratably over the next 4 years (20 percent a year) ; 40 percent
of the progress expenditures made in 1976 may be taken into account
in 1976, with the remaining 60 percent of the payments to be taken
into account in the remaining 3 years of the phase in period; 60 per-
cent of the progress expenditures made in 1977 can be treated as quali-
fied investments in 1977, with 40 percent of the payments to be phased
in ratably in the succeeding two years; 80 percent of the taxpayer’s
progress expenditures in 1978 could be taken into account as qualified
investments. in 1978, while the remaining 20 percent of the payments
would be taken into account in 1979. By 1979, the phase in period
would be complete, and all progress expenditures made in that year
and later years could be treated as qualified investments. Also, in 1979
-the taxpayer would take into account the final 20-percent phase-in por-
tions of the expenditures in fact made in the four preceding years.

For example, assume that a progress expenditure of $10,000 were
made in 1975. Two thousand dollars of this amount would be treated
as a qualified investment in that year, and $2,000 would be available
to be treated as qualified investment in each of the next 4 years. On the
other hand, if a $10,000 progress expenditure were to be made in 1977
then $6,000 of that payment would be treated as a qualified investment
in that year, and the remaining $4,000 would be taken into account
ratably m 1978 and 1979,

When a taxpayer places in service the property with respect to which
the taxpayer has been making progress payments, the taxpayer is to be
entitled to the full investment credit, reduced by the progress payments
credits already taken. In the case of property placed in service by such
a taxpayer during the 5-year transition period, this would also include
the remaining portions of the credit that otherwise would have been
phased in at the rate of 20 percent each year.

1 For example, assume that the taxpayer (who has elected to use the progress payment
rules} has been constructing a long-lead-time plece of property for a number of years and
has had excess investment credits for those years (i.e., hig investment eredits have exceeded
the gamount that could be used because his taxable income was low for those years). Assume
further that it becomes evident that some of these excess investment eredits will not be
able to be used in any of the years to which they could be carried under the carryover
rules, The taxpayer is not to be permitted to “revive” those unused credits by entering
inte a sale-leaseback operation which would result in a recapture of the prior (unusable)
eredits and could result in the taxpayer and the new lessor agreeing o pass the new invest-
ment credit on to the taxpayer when the property is placed in serviee {when the taxpayer
expecgs good profit years and therefore expeets that the full eredit could be utilized in those
years).
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The progress payment rules will apply to progress expenditures
made after January 21, 1975, in taxable years ending after De-
cember 31, 1974.

Revenue effect.—These changes in the investment credit are expected
to reduce liabilities by $2.4 billion in 1975 and $1.5 billion in 1976.

E. Increase in Corporate Surtax Exemption

(Sec. 308 of the bill and sec. 11(d), 12(7), 962(c), and 1561(a) of
the code)

Under the present law, corporate income is subject to a normal tax
at a rate of 22 percent and a surtax at a rate of 26 percent (for a total
tax rate of 48 percent). However, the first $25,000 of corporate income
is exempt from the surtax. In effect, then, the first $25,000 of corporate
income is taxed at the rate of 22 percent and the income in excess of
$25,000 is taxed at a 48 percent rate.

In order to provide tax relief to small businesses that are not par-
ticularly capital intensive and would not be able to benefit as much
from the investment credit, your committee’s bill increases the surtax
exemption from $25,000 to $50,000. This means that the first £50,000
of corporate taxable income will be taxed at the 22 percent rate, while
any additional corporate income will be taxed at the 48 percent rate.
This will result in an annual tax savings of $6,500 for a corporation
having $50,000 or more of taxable income. (Under present law the
tax on $50,000 of taxable income is $17,500—22 percent of the first
$25,000 of income, plus 48 percent of the remaining $25,000; under
the bill the tax is $11,000—22 percent of $50,000.)

The increase in the corporate surtax exemption is effective for tax-
able years ending after December 31, 1974. It is to apply, however, for
only one year in this bill and is to cease to apply for taxable years
ending after December 31, 1975.

In the case of a corporation which is not on a calendar year basis,
the bill provides that the one year increase in the surtax exemption
is to be treated as an increase and decrease in rates (sec. 21 of the code).
As a result, in the case of a fiscal year taxpayer, the increase in the
surtax exemption for the year ending in 1975 will be prorated based
on the number of days from January 1, 1975, to the end of that taxable
year, and the decrease in the surtax exemption, for years ending after
1975, will be prorated based on the number of days from the beginning
of that taxable year through December 31, 1975. Thus, the tax benefit
resulting from the one year increase in the surtax exemption will, in
effect, be spread over two taxable years in the case of fiscal year
taxpayers,

. This increase in the corporate surtax exemption is expected to result
m a revenue loss of $1.2 billion, of which it is estimated about 60

percent, or $730 million, will go to businesses with i ,
$100,006. ’ g with incomes under



V- STATISTICAL APPENDIX

TABLE 1.—INDIVIDUAL INCOME TAX BURDEN ! UNDER PRESENT LAW AND UNDER THE PROVISIONS IN THE BILL WHICH GRANT A REFUND OF 1974 INCOME TAX LIABILITY, INCREASE THE
STANDARD DEDUCTION, AND GRANT AN EARNED INCOME CREDIT?

[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income)]

Tax liability
Married couple with Married couple with Married couple with Married couple with
Single person no dependents 1 dependent 2 dependents 4 dependents
Under Under Under Under Under
present Under  Reduc-  present Under  Reduc-  present Under  Reduc-  present Under  Reduc-  present Under Reduc-
Adjusted gross income law H.R. 2166 tion law H.R.2166 tion law H.R.2166 tion law H.R.2166 tion law H.R.2166 tion
—$201 $339 $28 —§178 $206 0 —$150 $150 0 —3150 $150 0 —$I50 $150
177 314 322 —60 382 $208 —165 373 $98 —198 296 0 —100 100
467 214 434 190 294 362 77 285 245 ~30 275 $28 —28 56
865 222 837 520 317 634 392 302 559 270 289 312 40 272
1,286 196 1,152 885 267 1,010 751 253 867 615 252 586 350 236
1,796 200 1,573 1,333 240 1,408 1,192 216 1,261 1,064 197 976 805 171
2,349 200 2,029 1,829 200 1, 864 1,678 186 1,699 1,529 170 1,371 1,234 137
2,945 200 2,516 2,316 200 2,329 2,129 200 2,156 1,956 200 1,826 1,643 183
3,584 200 3,03 2,835 200 2,848 2,648 200 2,660 2,460 200 2,285 2,085 200
5, 080 150 4,170 4,020 150 3,960 3,810 150 3,750 3,600 150 3,330 3,180 150
6,750 100 5, 468 5,368 100 5,228 5,128 100 4,988 4,888 100 4,508 4,408 100
8,525 100 6,938 6, 838 100 6, 668 6, 568 100 6,398 6,298 100 5,858 5,758 100
10, 415 100 8,543 8,443 100 8,251 8,151 100 7,958 7,858 100 7,373 7,213 100
1 Computed without reference to the tax tables for returns with adjusted gross income under $10,000. Note: Details may not add to totals because of rounding.
2 For a more detailed description of these provisions see table 1in the Revenue Effects section of

this report.
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TABLE 2.—INDIVIDUAL INCOME TAX BURDEN ! UNDER PRESENT LAW AND UNDER THE PROVISIONS IN THE BILL WHICH INCREASE THE STANDARD DEDUCTION AND GRANT AN EARNED INCOME
CREDIT2

[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personel expenses of 17 percent of income)]

Tax liability
. Married couple with Married couple with Married couple with Married i
Single person no dependents 1 dependent 2 depem?ents al:ingep?nudpel:t:mh
Under Under Under Under Under )

i i present Under  Reduc- present Under  Reduc- present Under  Reduc- resent Under  Reduc- . -
Adjusted gross income law H.R. 2166 tion Jaw H.R. 2166 tion law H.R. 2166 tion P law H.R. 2166 etlilgn pres]ear‘nrs H.Rpgijgé Redtlijtfn

—$101 $239 $28  —$150 $178 0 —~§i50 $150 0  —§150 150 -
271 214 322 40 282 $208 —65 273 $98 —$100 s198 8 —3}38 $igg
567 114 484 290 194 362 178 185 245 70 175 $28 0 28
974 113 837 620 217 694 493 202 559 370 189 312 140 172
1,434 48 1,152 1,000 152 1,010 858 152 867 715 152 586 450 136
1,996 0 1,573 1,490 83 1,408 1,333 75 1,261 1,190 7 976 905 71
2,549 0 , 029 2,029 0 1, 864 1,864 0 1,699 1,699 0 1,311 1,371 0
3,145 0 2,516 2,516 0 2,329 2,329 0 , 156 2,156 0 1,826 1,826 0
, 78 0 3,035 3,035 0 2,848 2,848 0 2,660 2,660 0 2,285 2,285 0
5,230 0 , 4,170 0 X 3,960 0 3,750 3,750 0 3,330 3,330 0
6, 850 0 5,468 5, 468 0 5,228 5,228 0 4,988 4,988 0 4,508 4,5 0
8,625 0 , 938 6,938 0 6, 668 6, 668 0 6,398 6,398 0 5, 858 5, 858 0
10, 515 0 8,543 8,543 0 8,251 8,251 0 7,958 7,958 0 7,373 7,373 0

1 Computed without reference to the tax tables for returns with adjusted gross income under Note: Details may not add to totals because of rounding.

$10,000.
th'z For a ;nore detailed description of these provisions see Table 1 in the Revenue Effects section of
is report,



TABLE 3.—INDIVIDUAL INCOME TAX BURDEN! UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH INCREASES THE STANDARD DEOUCTION 2
[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income))

Tax liability
Married couple with Married couple with Married couple with Married couple with
Single person no dependents 1 dependent 2 dependents 4 dependents

Under Under Under Under Under Under Under  Under Under Under
present H.R.  Reduc- present H.R.  Reduce present HR.  Reduc-  present H.R.,  Reduc- present H.R. Reduc-
Adjusted gross income law 2166 tion faw 2166 tion faw 2166 tion law 2168 tion faw 21 tion
$138 $49 $89 $28 [ $28 0 0 0 0 0 0 0 0 0

- 481 n 114 322 $140 182 $208 $35 $173 $98 0 98 0 0
. 681 567 114 484 290 194 362 178 185 245 $70 175 $28 0 ]
. Lo87 974 113 7 620 217 694 493 202 559 370 189 312 $140 172
- 1,482 1,434 48 1,152 1,000 152 1,010 858 152 867 715 152 586 450 136
. 1,99 1,99 4 1,573 1,490 83 , 408 1,333 75 1, 261 1,190 71 976 905 71
. 2,549 2,589 0 2,029 2,029 0 1, 364 1,864 0 i, L 699 0 1,311 L3 0
. 314 3,145 0 2,516 2,516 0 2,328 2.329 0 2,156 2,156 0 1,826 1,82 [}
- 3,784 3,784 0 3,035 3,035 1] 2,848 2,848 0 2, 2,660 (] . 285 2,285 0
. 5230 5,230 0 4,170 4,170 0 3,960 3,960 0 3,750 3,750 0 3,330 3, 33 0
. 6,850 6, 850 0 , 458 5,468 0 5,228 5,228 0 4,988 4,988 0 4,508 4,508 0
- 8625 8,625 0 6,938 6,938 0 6, 668 &, 668 0 6,398 6,398 [ 5,858 §, 858 0
10, 515 10,515 0 543 8,543 0 8,251 8,251 g 7,958 7,958 ] 7,373 7,313 ]
1 Computed without reference to the tax tables for returns with adjusted gross income under $10,000. 2 Increasing the minimum standard deduction to $1,900 for single person returns and $2,500 for

{nint retumns; the percentage standard deduction to 16 percent; and the maximum standard deduction
0 $2,500 for single person returns and $3,000 for joint returns.
Note: Details may not add to tofals because of rounding.

TABLE 4.—INDIVIDUAL INCOME TAX BURDEN ! UNDER PRESENT LAW AND UNDER THE PROVISION IN THE BILL WHICH GRANTS AN EARNED INCOME CREDIT 2

[Single person and married couple with no, 1, 2, and 4 dependents (assuming deductible personal expenses of 17 percent of income)]

Tax liability
i Married couple with Married couple with Married couple with Married couple with
Single person no dependents 1 dependent 2 dependents 4 dependents

Under Under Under Under Under Under Under Under Under Under
: . present HR. Reduc- present HR.  Reduc-  present HR.  Reduc- present HR.  Reduc-  present H.R, Reduc-
Adiusted gross income law 2166 tion law 2166 tion law 2186 tion taw 2166 tion law 2166 tion
$138 —$13 $150 $28 ~$122 $150 0 ~$150 3150 0 ~$I50 $150 0 —$i50 $150
491 391 100 322 222 100 $208 108 106 -2 100 0 ~100 100
1 681 & 484 1] 362 362 0 245 245 1] 328 28 0
1,087 1,087 4] 837 837 0 694 694 0 559 §59 4] 312 312 [1]
1,482 1,482 [} 1,182 1,152 0 1,010 1,010 0 67 867 0 586 5 4
1,996 1,996 0 1,573 1,573 0 1,408 1, 0 1,261 1,261 0 976 0
2,549 2,549 0 2,029 2,029 0 , 564 1,864 0 1,699 , 639 0 1,371 1,371 0
3,145 3,145 0 2,516 2,516 0 2,328 2,329 0 2,156 2,156 0 . 1,8 0
3,784 3,784 )] 3,035 3,035 0 2,848 2,848 0 2,660 2,860 0 2,285 2,285 0
5,230 5,230 0 4,178 4,170 Q 3,960 3, 960 0 3,750 3,750 1] 3,3%0 3,330 0
8, 850 6, 850 ] 5,468 5,468 0 5,228 5,228 0 4,588 4,988 ¢ 4,508 4,508 1]
8,625 8,625 0 6,938 6,938 0 6, 668 6, 668 0 6,398 6,398 0 5, 858 5,858 0
10,515 10,515 1} 8,543 8,543 [ 8,251 8,251 0 7,958 8 0 , 7,313 0
1 Computed without reference to the tax tables for returns with adjusted gross income under $10,000. 2 Granting a refundable tax credit of 5 percent of wage and salary and self-employment

income with a maximum credit of $200 and a phaseout of the credit between $4,000 and
$6,000 of adjusted gross income.

Note: Details may not add to totals because of rounding.
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VI. EFFECT ON THE REVENUES OF THE BILL AND VOTE
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INTERNAL REVENUE CODE OF 1954

CHAPTER 1-NORMAL TAXES AND
SURTAXES

Subchapter A—Determination of Tax
Liability
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surtax exemptions in case of certain controlled corporations) applies

for the taxable year, the surtax exemption for the taxable year is the
amount determined under such section.

* * % % * %

SEC. 12. CROSS REFERENCES RELATING TO TAX ON CORPORATIONS.

(1) For tax on the unrelated business income of certain charitable

and other corporations exempt from tax under this chapter, see section

511.
(2) For accumulated earnings tax and personal holding company tax,

see parts I and II of subchapter G (sec. 531 and fgllowing). .
(3) For doubling of tax on corporations of certain foreign countries,

see section 891. . . .
(4) For alternative tax in case of capital gains, see section 1201 (a).

(5) For rate of withholding in case of foreign corporations, see sec-

tion 1442, .
(6) For withholding of tax on tax-free covenant bonds, see section

1451,
(7) For limitation on the [$25,000] $50,000 exemption from surtax

provided in section 11 (c), see section 1551.
(8) For minimum tax for tax preferences, see section 56.

PART III—CHANGES IN RATES DURING A TAXABLE
YEAR

*

Sec. 21. Effect of changes.

SEC. 21. EFFECT OF CHANGES.

(a) GexeranL Rure—If any rate of tax imposed by this chapter
changes, and if the taxable year includes the effective date of the change
(unless that date is the first day of the taxable year), then—

. (1) tentative taxes shall be computed by applying the rate for
the period before the effective date of the change, and the rate for
the period on and after such date, to the taxable income for the
entire taxable year; and

(2) the tax for such taxable year shall be the sum of that pro-
portion of each tentative tax which the number of days in each
period bears to the number of days in the entire taxable year.

(b) RepeaL oF Tax.—For purposes of subsection (a)—

(1) if a tax is repealed, the repeal shall be considered a change
of rate; and

(2) the rate for the period after the repeal shall be zero.

<(i c)(bI)EFFECTIVE Dare or Crance—For purposes of subsections (a)
an —

(1) if the rate changes for taxable years “beginning after” or
“ending after” a certain date, the following day shall be considered
the effective date of the change; and

(2) if a rate changes for taxable years “beginning on or after”
a certain date, that date shall be considered the effective date of
the change.

(d) Cuances Mape BY Tax ReForMm Act oF 1969 1n Case oF INDI-
vipuALs.—In applying subsection (a) to a taxable year of an individual
which is not a calendar year, each change made by the Tax Reform
Act of 1969 in part I or in the application of part IV or V of subchapter
B for purposes of the determination of taxable income shall be treated
as a change in a rate of tax.

_(e) Cuanees Mape BY RevENUE Acr oF 1971.—In applying subsec-
tion (a) to a taxable year of an individual which is not a calendar

51

year, each change made by the Revenue Ac i i
(relating to the standard deduction) and sect‘i;o(r)lfléglw(1 relailatsiftlgn o
sonal exemptions) shall be treated as a change in a rate of taxg oper
(f) Inxcrease 1v Svrrax Exeurriow, rre——In applying subsection
(a) to a taxable year of a tawpayer which is not a calendar year, the
change made by section 303, and the change made by the second "sen-
tence of section 304(¢c) (1), of the Tax Reduction Ast of 1975 in sec-
tion 11(d) ({”elatm,.q to corporate surtax exemption) and in sectio
962 (¢) (relating to individuals electing to be tawed at corpor te rat )
shall each be treated as a change in a rate of tax. porase rates)
% 2 * * * % *

PART IV—CREDITS AGAINST TAX

Subpart A. Credits allowable.

Subpart B. Rules for com i 5 . . .
property. puting credit for investment in certain depreciable

Subpart A—Credits Allowable

Sec. 31. Tax withheld on wages.
ec. 32. Tax withheld at source on nonresid i i
Sec. 33 T tions ?l}d on tax-free covenant boln(‘le;1 ¢ aliens and foreign corpora-
ec. 93. Taxes of foreign countries and posses.sions of th i
ggg. 3(5; é’?;{?lly tilx-?lxempt interest received by individl?agmted States.
. 36. 1ts not allowed to individ i i ) i
| Standard dedneron uals paying optional tax or taking
Sec. 3;. Retirement income,
ec. 38. Investment in certain depreciable
t property.
Sec, 39. Certain uses of gasoline special fuels icati
] 3 a1 i
Sec. 40. Expeqses of work incentive programs, 4 lubricating ol
Sec. 41. Contributions to candidates for public office
Sec. 42. Farned income credit. )
Sec. [42] 43. Overpayments of tax.

* * % * * * *
SEC. 42, EARNED INCOME CREDIT.
(a) Arzowance or Crepir—In the case o ndivi
p17.—1 an individual, ¢
skallhbe dlowed as & credit against the tax z‘wfeposed by this c:ka]g;i:f’
for the taxable year an amount equal to & percent of the taxpayer's
adzzgs)tej earned zgvcome for the taxable year.
DJUSTED Earvep I — . )
rorl “(g;lg‘usted gD | ;v;bzz’lfﬁmealfﬂ'gﬂ_purposes of this section, the
80 much of the individual’s earned inco
Year as does not emceed $4,000, reduced byc e for he fanable
€)) t’ﬁo times the ewcess over $4,000 of the greater of—
(A) the tawpayers adjusted gross income for the taxable
yec(zg )ork
the taxpayer’ ;
) zAE}VED fhe b g;;m ;D?—Wd wmcome for the tazable year.
z'ncozw fid %év:nifeﬁ—FW purposes of this section, the term “earned
A » I3
tiogz , )p;:;ges, salaries, tips, and other employee compensa-
(B) the amount of tax ’ :
payer's net earnings from self-
employment for th the g ;
oo 1402(]; 9 e taxable year (within the meaning of
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(2) Seecrar rures—For purposes of paragraph (1)—

(A4) except as provided in subparagraph (B), any amount
shall be taken into account only if such amount is includible
in the gross income of the taxpayer for the taxable year,

(B) the earned income of an individual shall be computed
without regard to any community property laws,

(C) no amount received as a pension or annuity shall be
taken into account,

(D) compensation described in paragraph (1)(4) for
services performed by an individual in the employ of his
spouse, thher, mother, son, or daughter (within the mean-
ing of section 3121(b)(3)) shall be taken into account only
of such compensation constitutes wages (as defined in section
3121(a)) and only if such wages are evidenced by a receipt
required to be furnished under section 6051(a) (relating to
receipts for employees),

(£) in the case of an individual who has not attained the
age of 18 years by the close of his taxable year—

(¢) compensation described in paragraph (1)(A4)
shall be taken into account only if such compensation s
evidenced by a receipt required to be furnished under sec-
tion 6051 (a), and

(%) earnings described in paragraph (1)(B) shall be
taken into account only if such individual has self-
employment income for the taxable year (within the
meaning of section 1,02(b)), and

(F) no amount to which section 871(a) applies (relating
to income of nonresident alien individuals not connected with
United States business) shall be taken into account.

(d) Rrgurrenment or Joint Rervexy.—In the case of an individual
who 18 married (within the meaning of section 143), this section shall

apply only if a joint return is filed for the taxable year under section |

6013.

(6) Taxasrr Yrar Must Br Furr Taxapre Year—Ewxcept in the |

case of o taxable year closed by reason of the death of the taxpayer,
no credit shall be allowable under this section in the case of a taxable
year covering a period of less than 12 months.

SEC. [42]3 43. OVERPAYMENTS OF TAX.

For credit against the tax imposed by this subtitle for overpayments of |

tax, see section 6401.

Subpart B—Rules for Computing Credit for Investment in
Certain Depreciable Property
* & £ 3 %* *® % *
SEC. 46. AMOUNT OF CREDIT.

(a) DETERMINATION OF AMOUNT.—
[(1) GexeraL rure—The amount of the credit allowed by

section 38 for the taxable year shall be equal to 7 percent of the !

qualified investment: (as defined in subsection (c)).]
(1) GE¥ERAL RULE.—

1 As amended by section 301(a) of the bill.
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(A) 10-percENT cREDIT—E®cept as provided in subpara-
graph (B), the amount of the credit allowed by section 38 for
the taxable year shall be equal to 10 percent of the qualified
investment (as determined under subsections (¢) and (d)).

(B) 7-rerCENT cREDIT.—In the case of property—

(¢) the construction, reconstruction, or erection of
which is completed by the taxpayer before Januory 22,
1975, or
(¢) which is acquired by the tawpayer before Janu-
ary 22, 1975,
the amount of the credit allowed by section 38 for the taxable
year shall be equal to 7 percent of the qualified investment (as
defined in subsection (c)).
(0) Transiriovar ruLE.—~In the case of property—
(¢) the construction, reconstruction, or erection of
wizé'ch is begun by the taxpayer before January 22, 1975,
an
(é¢) the construction, recomstruction, or erection of
which is completed by the taxpayer after January 21,
1975,
subparagraph (B) shall apply to the property to the extent
of that portion of the basis which is properly attributable to
construction, reconstruction, or erection before January 22,
1975, and subparagraph (A1) shall apply to such property to
the extent of that portion of the basis which is properly
attributable to construction, reconstruction, or erection after
January 21, 1975.

(1) GexNeRan rRULE—The amount of the credit allowed by
section 38 for the taxable year shall be equal to 7 percent of the
qualified investment [(as defined in subsection (c))] (as deter-
mined under subsections (¢) and (d)).

(2) LIMITATION BASED ON AMOUNT OF rax.—Notwithstanding
paragraph (1), the credit allowed by section 88 for the taxable
year shall not exceed—

(A) so much of the liability for tax for the taxable year
as does not exceed $25,000, plus

(B) for taxable years ending on or before the last day of
the suspension period (as defined in section 48(j) ), 25 percent
of so much of the liability for tax for the taxable year as ex-
ceeds $25,000, or

(C) for taxable years ending after the last day of such
suspension period, 50 percent of so much of the liability for
tax for the taxable year as exceeds $25.000.

E ] * * * * * *

(6) ALTERNATIVE LIMITATION IN THE CASF OF CERTAIN UTILITIES.—
(A) In eryprar—If, for a taxablo year beginning after
197} and before 1981, the amount of the qualified investment
of the taxpayer which is attributable to public utility prop-
-erty s 25 percent or more of his aggregate qualified invest-

* Section 302(b) (2) of the bill : i i
ment made by acetion 300 (o3¢ ill amends this paragraph as in effect without the amend-
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ment, then subparagraph (O) of paragraph (2) of this sub-
section shall be applied by substituting for 50 percent his
applicable percentage for such year. .

(B) APPLICABLE prroENTAGE~—T he applicable percentage
of any tazpayer for any taxcable year 18—

(2) 50 percent, plus )

(%) that proportion of the tentative percentage for
the tawable year which the taxpayer’s amount of quali-
fied investment which is public utility property bears to
his aggregate qualified investment.

I the proportion referred to in clause (#2) s 756 percent or

more, the applicable percentage of the tawpayer for the year
shall be 50 percent plus the teniative percentage for such
year.

(0) TrxTATIVE PERCENTAGE—IK 0T purposes of subpara-

graph (B), the tentative percentage shall be determined |

under the following table:

If the taxable year The tentative

begins in: percentage is:
1875 or 1976 50
1977 oo O 40
1978 B 30
1979 e — —- .20

1980 J— e e i e e 10.

(D) PusLic UTILITY PROPERTY pEFINED.—For purposes of
this paragraph, the term “public utility property” has the

meaning given to such term by the first sentence of subsection |

() (3)(B)-

*
(¢) QuariFrep INVESTMENT— .
(1) In ceExErRAL.—For purposes of thissubpart, the term “quali-
fied investment” means, with respect to any taxable year, the ag-
gregate of —
(A) the applicable percentage of the basis of each new sec-

* * * * *

tion 38 property (as defined in section 48(b)) placed in serv- |

ice by the taxpayer during such taxable year, plus
(B) the applicable percentage of the cost of each used

section 38 property (as defined in section 48(c) (1)) placed |

in service by the taxpayer during such taxable year.
(2) APPLICABLE PERCENTAGE—For purposes of paragraph (1),
the applicable percentage for any property shall be determined
under the following table:

If the useful life ia—

The applicable
percentage 8

8 years or more but less than S years .o 38%
5 years or more but lessthan 7Tyears e 6624
T FOATS OF MIOTC .. o e oo et o e e e 100

For purposes of this subpart, the useful life of any property shall
be the useful life nsed in computing the allowance for depreciation

under section 167 for the taxable year in which the property is]

placed in service.
(8) PuBLIC UTILITY PROPERTY.—
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(A [In the case of section 38 7o the extent that subsec-
tion {a) (1) {(B) applies fo property which is public utilit
property, the amount of the qualified investment shall be 4/§
of the amount determined under paragraph (1).

(B) For purposes of subparagraph (A), the term “public
utility property” means property used predominantly in the
trade or business of the furnishing or sale of— i

(i) electrical energy, water, or srwage disposal services,
(ii) gas through a local distribution system, or
(ii1) telephone service, telegraph service by means of
domestic telegraph operations (as defined in section 222
(a) (5) of the Communications Act of 1934, as amended ;
47 U.8.C., sec. 222(a) (5} ), or other communication serv-
ices (other than international telegraph service),
if the rates for such furnishing or sule, as the case may be,
have been established or approved by a State or political
subdivision thereof, by an agency orv instrumentality of the
United States, or by a public service or public utility com-
mission or other similar hody of any State or political sub-
division thereof. Such term also means communieations prop-
erty of the type used by persons engaged in providing tele-
phone or microwave communication scrvices to which clause -
(iii) applies, if such property is used predominantly for
communication purposes.

(C) In the case of any interest in a submarine cable circuit
used to furnish telegraph service betiween the United States
and a point outside the U'nited States of a taxpayer engaged
in furnishing international telegraph service (if the rates for
such furnishing have been established or approved by a gov-
ernmental unit, agency, instrumentality, commission, or
similar body described in subparagraph (B)), the qualified
investment shall not exceed the qualified investment attribut-
able to so much of the interest of the taxpayer in the cireuit as
does not exceed 50 percent of all interests in the circuit.

(4) Coorpivarion wirn svesecrion (d)—The amount which
would (but for this paragraph) be treated s qualified investment
under this subsection with respect to any property shall be re-
duced (but not below zero) by any amount treated by the tax-
payer or a predecessor of the taxpayer (or, in the case of a sale
and leaseback described in section 47(a) (3) (C'), by the lessee) as
qualified investment with respect to such property under subsec-
tion (d), to the extent the amount so treated has not been required
to be recaptured by reason of section 47 (a) (3).

(d) Quaririep ProGress E XpENDITURES.—

(1) In cenprar.—In the case of any tawpayer who has made an
election under paragraph (6). the mmount of kis qualified invest-
ment for the tawable year (determined wnider subsection (¢) with-
out regard to this subsection) shall be increased by an amount
equal to his aggregate qualified progress copenditures for the tax-
able year with respect to progress expenditure property.

(2) ProGrESS EXPENDITURE PROPERTY DEFINED.—
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(A) Iv eEnrrAL—For purposes of this subsection, the
term, “progress expenditure property” means any property
which is being constructed by or for the taxpayer and which—

(¢) has a normal construction period of & years or
more, and ) i )

(4¢) it is reasonable to believe will be mew section 38
property having a useful life of 7 years or more in the
hands of the tawpayer when it is placed in service.

Clauses (i) and (i) of the preceding sentence shall be applied

"~ on the basis of facts known at the close of the tawable year
of the tampayer in which construction begins (or, if later,
at the close of the first taxable year to which an election under
this subsection applies).

(B) "Noruar constructioN pERIOD~For purposes of sub-
paragraph (A), the term “normal construction period’ means
the period reasonably expected to be required for the con-
struction of the property— )

(¢) beginning with the date on which physical work
on the construction begins (or, if later, the first day of
the first taxable year to which an election under this
subsection applies), and

(%) ending on the date on which it is expected that
the property will be available for placing in service.

(8) QUALIFIED PROGRESS EXPENDITURES DEFINED.—F or purposes

of this subsection—

(A) SeLr-consrrucreD PROPERTY —IN the case of any self-
constructed property, the term “qualified progress expendi-

tures” means the amount which, for purposes of this subpart, |

is properly chargeable (during such taxable year) to capital
" account with respect to such property.
(B) Now-sery-construcrep prorPERTY —In the case of non-
self-constructed property, the term “qualified progress ex-
penditures” means the lesser of—

(¢) the amount paid during the taxable year to an- |

other person for the construction of such property, or

(¢2) the amount which represents that proportion of |

the overall cost to the taxpayer of the construction by
such other person which is properly attributable to that

portion of such construction which is completed during |

such taxable year.

(4) SPec1aL RULES FOR APPLYING PARAGEAPH (3).—For pur- |
poses of paragrapl, (3)—
(4) Couponent PaRTS, FTC.—Property which is to be a |

component part of, or is otherwise to be included in, any
progress expenditure property shall be taken into account—
(7) at a time not earlier tham the time at which it be-
comes irrevocably devoted to use in the progress expendi-

ture property, and
(%) as if (at the time referred to in clause (i)) the
tawpayer had expended an amount equal to that portion
of the cost to the tampayer of such component or other
property which, for purposes of this subpart, is properly
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chargeable (during such taxzable year) to capital account
with respect to such property.

(B) CERTAIN BORROWINGS DISREGARDED.—Any amount bor-
rowed directly or indirectly by the tuxpayer from the person
constructing the property for him shall not be treated as an
amount expended for such construction.

(C) CERTAIN UNUSED EXPENDITURES CARRIED OVER.—In the
case of mnon-self-constructed property, if for the taxable

cor—

Y (2) the amount under clause (i) of paragraph (3) (B)
exceeds the amount under clouse (i) of paragraph
(8) (B), then the amount of such cxcess shall be taken into
account under such clause (i) for the succeeding taxable
year, or

(#2) the amount under clause (i¢) of paragraph (3) (B
exceeds the amount wnder clause (i) of paragraph. (3;
(B), then the amount of such ercess shall be taken into
account under such clause (i€) for the succeeding taxable
year.

(D) DETERMINATION OF PERCENTAGE OF COMPLETION~—In the
case of non-self-constructed property, the determination un-
der paragraph (3) (B) (ii) of the proportion of the overall
cost to the taxpayer of the construction of any property which
is properly attributable to construction completed during any
taxable year shall be made, under requlations prescribed by
the Secretary or his delegate, on the basis of engineering or
architectural estimates or on the basis of cost accounting
records. Unless the tampayer establishes otherwise by clear
and, convincing evidence, the constriction shall be deemed to
be completed not more rapidly than ratably over the normal
construction period.

(E') No QUALIFIED PROGRESS EXPENDITURES FOR CERTAIN
PRIOR PERIODS.—In the case of any property, no qualified
progress expenditures shall be taken into account under this
subsection for any period before Jonuary 22, 1975 (or, if
later, before the first day of the first taxable year to which an
election under this subsection applics).

(F) No QUALIFIED PROGRISS EXPENDITURES FOR PROPERTY FOR
YEAR IT IS PLACED IN SERVICE, ETC.—[n the case of any prop-
erty, no qualified progress expenditures shall be taken into
account under this subsection for the carlier of—

. (%) the tamable year in which the property is placed
i service, or

(%) the first taxable year for which recapture is re-
quired under section 47(a)(3) with respect to such
property,

or for any taxable year thereafter.

(56) Ornrr pEFINITIONS.—F 0/ purposes of this subsection—

(A4) Srrr-constrvorkp prorERTY.—The term “self-con-
structed property” means property more than half of the con-
struction expenditures for which it is reasonable to believe
will be made directly by the taxpayer.
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(B) Now-serr-constructep proPERTY —The term ‘“non-
self-constructed property” means property which is not self-
constructed property.

(C) Consrrucrion, rro—The term “construction” in-
cludes reconstruction and erection, and the term “constructed”
includes reconstructed and erected.

(D) ONLY cONSTRUCTION OF SECTION $8 PROPERTY TO BE
TAKEN INTO account.—Construction shall be taken into
account only if, for purposes of this subpart, expenditures
therefor are properly chargeable to capital account with re-
spect to the property.

(6) Erecrion—An election under this subsection may be made
at such time and in such manner as the Secretary or his delegate
may by regulations prescribe. Such an election shall apply to the
taxable year for which made and to all subsequent taxable years.
Such an election, once made, may not be revoked except with the
consent of the Secretary or his delegate.

(7) Trawsirionar rurLes—The qualified investment taken into
account under this subsection for any texable year beginning be-
fore January 1, 1980, with respect to any property shall be (in
liew of the full amount) an amount equal to the sum of—

(A) the applicable percentage of the full amount deter-
mined under the following table:

For a taxable year

The applicable
beginning in: )

percentage 8:

1974 or 1975 20

976 oo 40

I e 60

I978 oo 80

979 100
plus

(B) in the case of any property to which this subsection

applied for one or more preceding taxable years, 20 percent
of the full amount for each such preceding tawable year.
For purposes of this paragraph, the term “full amount”, when
used with respect to any property for any taxable year, means the
amount of the qualified investment for such property for such

year determined under this subsection without regard to this |

paragroph.
[d3 (¢) Limrrations witH RespeEcr To CERTAIN PERSONS.—
(1) I~ gENERAL—In the case of—
A) an organization to which section 593 applies,
?B) a regulated Investment company or a real estate invest-
ment trust subject to taxation under subchapter M (sec. 851
and following), and

(C) a cooperative organization described in section

1381(a),

the qualified investment and the $25,000 amount specified under
subparagraphs (A) and (B) of subsection (a)(2) shall equal‘

such person’s ratable share of such items.
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(2) RaraBLe sHARE.—For purposes of paragraph (1), the rat-
able share of any person for any taxable year of the items de-
scribed therein shall be—

(A) in the case. of an organization referred to in para-
graph (1) (A), 50 percent thereof,

(B) in the case of a regulated investment company or a
real estate investment trust, the ratio (i) the numerator of
which is its taxable income and (ii) the denominator of which
is its taxable income computed without regard to the deduc-
tion for dividends paid provided by section 852(b) (2) (D) or
857(b) (2) (C), as the case may be, and

(C) in the case of a cooperative organization, the ratio (i)
the numerator of which 1s its taxable income and (ii) the
denominator of which is its taxable income increased by
amounts to which section 1382(b) or (¢) applies and similar
amounts the tax treatment of which is determined without
regard to subchapter T (sec. 1381 and following).

For the purposes of subparagraph (B) ot the preceding sentence,
the term “taxable income” means in the case of a regulated invest-
ment company its investment company taxable income (within
the meaning of section 852(b)(2)), and in the case of a real
estate investment trust its real estate investment trust taxable
income (within the meaning of section 857 (b) (2) ).

(3) NoncorporATE LESsORs.—A credit shall be allowed by sec-
tion 38 to a person which is not a corporation with respect to
property of which such person is the lessor only if—

(A) the property subject to the lease has been manufac-
tured or produced by the lessor, or

(B) the term of the lease (taking into account options to
renew) is less than 50 percent of the useful life of the prop-
erty, and for the period consisting of the first 12 montﬁs
after the date on which the property is transferred to the
lessee the sum of the deductions with respect to such property
which are allowable to the lessor solely by reason of section
162 (other than rents and reimbursed amounts with respect
to such property) exceeds 15 percent of the rental income
produced by such property.

In the case of property of which a partnership is the lessor, the
credit otherwise allowable under section 38 with respect to such
property to any partner which is a corporation shall be allowed
notwithstanding the first sentence of this paragraph. For purposes
of this paragraph, an electing small business corporation (as
defined in section 1371) shall be treated as a person which is not
a corporation.

L(e)] (f) LimrraTion 1x Cask oF CERTATN REGULATED COMPANIES.—

(1) GeNERAL RULE.—Except as otherwise provided in this sub-
section, no credit shall be allowed by section 88 with respect to
any property described in section 50 which is public utility prop-
erty (as defined in paragraph (5)) of the taxpayer—

(A) Cosrt or sERVICE REDUCTION.—If the taxpayer’s cost of
service for ratemaking purposes is reduced by reason of any
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stances, the application of any provisions of this subsection to any
public utility property does not carry out the purposes of this sub-
section, the Secretary or his delegate shall provide by regulations
for the application of such provisions in a manner consistent with
the purposes of this subsection.

SEC. 47. CERTAIN DISPOSITIONS, ETC, OF SECTION 38 PROPERTY.

(a) GexeraL RuLe—Under regulations prescribed by the Secretary

or his delegate—

(1) Earvuy pispostrion, erc.—If during any taxable year any
property is disposed of, or otherwise ceases to be section 38 prop-
erty with respect to the taxpayer, before the close of the useful life
which was taken into account in computing the credit under
section 38, then the tax under this chapter for such taxable year
shall be increased by an amount equal to the aggregate decrease
in the credits allowed under section 38 for all prior taxable years
which would have resulted solely from substituting, in determin-
ing qualified investment. for such useful life the period beginning
with the time such property was placed in service by the taxpayer
and ending with the time such property ceased to be section 38
property.

(2) ProPERTY BECOMES PUBLIC UTILITY PROPERTY.—If during
any taxable year any property taken into account in determining
qualified investment becomes public utility property (within the
meaning of section 46(c¢) (3) (B) ), then the tax under this chapter
for such taxable year shall be increased by an amount equal to
the aggregate decrease in the credits allowed under gection 38 for
all prior taxable years which would have resulted solely from
treating the property, for purposes of determining qualified in-
vestment, as public utility property (after giving due regard to
the period before such change in use). If the application of this
paragraph to any property is followed by the application of para-
graph (1) to such property, proper adjustment shall be made in
applying paragraph (1).

(3) PrOPERTY CEASES TO BE PROGRESS EXPENDITURE PROPERTY .~

(4) Iv cewvgrar—If during any taxzable year any property
taken into account in determining qualified investment under
section 46(d) ceases (by reason of sale or other disposition,
cancellation or abandonment of contract, or otherwise) to be,
with respect to the taxpayer, property which, when placed in
service, will be new section 38 property, then the tax under
this chapter for such taxable year shall be increased by an
amount equal to the aggregate decrease in the credits allowed
under section 38 for all prior taxable years which would have
resulted solely from reducing to zero the qualified investment
taken into account with respect to such property.

(B) Crrrarv EXCESS CREDITS RECAPTURED~Any amount
which would have been applied as a reduction of the qualified
investment in property by reason of paragraph (4) of section
$6(c) but for the fact that a reduction under such paragraph
cannot reduce qualified investment below zero shall be treated
as an amount required to be recaptured under subparagraph
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(4) for the taxable year in which the property is placed in
service.

(C) Orrraiv SALES AND LEASEBACKS~—Under regulations
prescribed by the Secretary or his delegate, a sale by, and
leaseback to, a taxpayer who, when the property is placed in
service, will be a lessee to whom section 48(d) applies shall
not be treated as a cessation described in subparagraph (A)
to the extent that the qualified investment whaich will be
passed through to the lessee under section 8 (d) with respect
to such property does not exceed the qualified progress ex-
penditures properly taken into account by the lessee with re-
spect to such property.

(D) Coorbivarion wirh pParacrapE (1).—lIf, after prop-
erty s placed in service, there is a disposition or other cessa-
tion described in paragraph (1), paragraph (1) shall be
applied as if any credit which was allowable by reason of
section }6(d) and which has not been required to be recap-
tured before such cessation were allowaeble for the tawable
year the property was placed in service.

L[(3)1(4) CaRRYBACKS AND CARRYOVERS ADJUSTED.—In the case
of any cessation described in paragraph (1) or (3) or any change
in use described in paragraph (2), the carrybacks and carryovers
under section 46(b) shall be adjusted by reason of such cessation
(or change in use).

(5) CERTAIN PROPERTY REPLACED AFTER APRIL 18, 1969.—In any
case in which—

(A) section 38 property is disposed of, and

(B) property which would be section 38 property but for
section 49 is placed in service by the taxpayer to replace the
property disposed of,

the increase under paragraph (1) and the adjustment under para-
graph [(3)J(4) shall not be greater than the increase or adjust-
ment which would result if the qualified investment of the prop-
erty described in subparagraph (B) (determined as if such prop-
erty were section 38 property) were substituted for the qualified
investment of the property disposed of (as determined under
paragraph (1) ). Except in the case of a disposition by reason of a
casualty or theft occurring before April 19, 1969, the preceding
sentence shall apply only if the section 38 property disposed of is
replaced within 6 months after the date of such disposition.

(6) AIRCRAFT USED OUTSIDE THE UNITED STATES AFTER APRIL 18,
1969,

(A) GENERAL RULE—Any aircraft which was new section
38 property for the taxable year in which it was placed in
service and which is used outside the United States under a
qualifying lease or leases shall be treated as not ceasing to be
section 88 property by reason of such use until such aircraft
has been so used for a period or periods exceeding 314 years
in total. For purposes of the preceding sentence, the registra-
tion of such aircraft under the laws of a foreign country shall
be treated as used outside the United States.
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(B) COMPUTATION OF QUALIFIED INVESTMENT.—If an air-
craft described in subparagraph (A) is disposed of or other-
wise ceases to be section 38 property, the increase under para-
graph (1) and the adjustment under paragraph [(3)F (4)
shall not be greater than the increase or adjustment which
would result if the qualified investment of such aircraft were
based upon a useful life equal to the lesser of (i) the actual
useful life of such aircraft with respect to the taxpayer, or,
(i1) twice the number of full calendar months during which
such aircraft was registered by the Administrator of the Fed-
eral Aviation Agency and was used in the United States,
operated to and from the United States, or operated under
contract with the United States, For purposes of the preced-
ing sentence, an aircraft shall be treated as used in the United
States for any calendar month beginning after such aircraft
was placed in service, if such month is included in a taxable
year ending before January 1, 1971, for which such aircraft
was section 38 property (determined without regard to this
paragraph).

(C) QUALIFYING LEASE DEFINED.—For purposes of subpar-
agraph (A), the term “qualifying lease” means a lease from
an air carrier (as defined in section 101 of the Federal Avia-
tion Act of 1958, as amended (49 U.S.C. 1301)) which com-
plies with the provisions of the Federal Aviation Act of 1958,
as amended, and the rules and regulations promulgated by
the Civil Aeronautics Board thereunder, but only if such lease

: was executed after April 18, 1969.
(b) Skcrion Nor 1o ApPLY IN CERTATN CAsEs.—Subsection (a) shall
not apply to—
(1) atransfer by reason of death, or
(2) a transaction to which section 381(a) applies.
For purposes of subsection (a), property shall not be treated as ceasing
to be section 38 property with respect to the taxpayer by reason of a
mere change in the form of conducting the trade or business so long
as the property is retained in such trade or business as section 38
property and the taxpayer retains a substantial interest in such trade
or business.
(c¢) Specian RuLe.—Any increase in tax under subsection (a) shall
not be treated as tax imposed by this chapter for purposes of deter-
mining the amount of any credit allowable under subpart A.

SEC. 48, DEFINITIONS; SPECIAL RULES.
(a) Secrion 38 ProPERTY.—
(1) I~ eeENERAL.—Except as provided in this subsection, the
term “section 88 property” means—
(A) tangible personal property, or
(B) other tangible property (not including a building and
its structural components) but only if such property—

(1) is used as an integral part of manufacturing, pro-
duction, or extraction or of furnishing transportation,
communications, electrical energy, gas, water, or sewage
disposal services, or ‘
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(ii) constitutes a research facility used in connection
with any of the activities referred to in clause (1), or

(iii) constitutes a facility used in connection with any
of the activities referred to in clause (i) for the bulk
storage of fungible commodities (including commodities
in a liquid or gaseous state), or )

(C) elevators and escalators, but only if— ) :

(i) the construction, reconstruction, or erection of the
elevator or escalator is completed by the taxpayer after
June 30, 1963, or )

(ii) the elevator or escalator is acquired after June 30,
1963, and the original use of such elevator or escalator
commences with the taxpayer and commences after such

date.

Such term includes only property with respect to which depreci-
ation (or amortization in lieu of depreciation) is allowable and
having a useful life (determined as of the time such property is
placed in service) of 3 years or more.

% * * * * % *

(e¢) Usep SEcrioN 38 PROPERTY.—

(1) I~ gENERAL.—For purposes of this subpart, the term “used
section 38 property” means section 38 property acquired by pur-
chase after December 31, 1961, which is not new section 38 prop-
erty. Property shall not be treated as “used section 38 property”
if, after its acquisition by the taxpayer, it is used by a person who
used such property before such acquisition (or by a person who
bears a relationship described in section 179(d) (2) (A) or (B)
to a person who used such property before such acquisition).

(2) DOLLAR LIMITATION.—

(A) In eeNEraL—The cost of used section 38 property
taken into account under section 46(c) (1) (B) for any tax-
able year shall not exceed [$50,000] $75,000. If such cost ex-
ceeds [$50,000] $75,000, the taxpayer shall select (at such
time and in such manner as the Secretary or his delegate
shall by regulations prescribe) the items to be taken into
account, but only to the extent of an aggregate cost of
[$50,000F $875,000. Such a selection, once made, may be
changed only in the manner, and to the extent, provided by
such regulations.

(B) Marriep 1NpIVIDUALS.—In the case of a husband or
wife who files a separate return, the limitation under sub-
paragraph (A) shall be [$25,000] $37,500 in lieu of
[$50,0007 $75,000. This subparagraph shall not apply if the
spouse of the taxpayer has no used section 38 property which
may be taken into account as qualified invéstment for the
taxable year of such spouse which ends within or with the
taxpayer’s taxable year.

(C) ConTrOLLED GROUPS.—In the case of a controlled group,
the [$50,000] $75,000 amount specified under subparagraph
(A) shall be reduced for each component member of the
group by apportioning [$50,000] $75,000 among the com-
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ponent members of such group in accordance with their
respective amounts of used section 38 property which may
be taken into account. ]
(D) Parr~Ersurps.—In the case of a partnership, the limi-
tation contained in subparagraph (g)) shall apply with
respect to the partnership and with respect to each partner.

* * * * % % *

(d) Cerraiy Lieasep ProPErTY.—

1) GexERAL RULE—A person (other than a person referred to
in section [46(d) (1) 46(e) (1)) who is a lessor of property may
(at such time, in such manner, and subject to such conditions as
are provided by regulations prescribed by the Secretary or his
delegate) elect with respect to any new section 38 property (other
than property described in paragraph (4)) to treat the lessee as
having acquired such property for an amount equal to—

(A) except as provided in subparagraph (B), the fair
market value of such property, or

(B) if the property is leased by a corporation which is a
component member of a controlled group (within the mean-
ing of section 46(a) (5)) to another corporation which is a
component member of the same controlled group, the basis of
such property to the lessor.

(2) SPECIAL RULE FOR CERTAIN SHORT TERM LEASES.—

(A) I~ genrrRaL—A person (other than a person referred
to in section [46(d) (1)] 46(e) (7)) who is a lessor of prop-
erty described in paragraph (4) may (at such time, in such
manner, and subject to such conditions as are provided by
regulations prescribed by the Secretary or his delegate) elect
with respect to such property to treat the lessee as having
acquired a portion of such property for the amount deter-
mined under subparagraph (B).

(B) DETERMINATION OF LESSEE’S INVESTMENT.— T'he amount
for which a lessee of property described in paragraph (4)
shall be treated as having acquired a portion of such property
is an amount equal to a fraction, the numerator of which is
the term of the lease and the denominator of which is the
class life of the property leased (determined under section
167(m)), of the amount for which the lessee would be treated
as having acquired the property under paragraph (1).

(C) DETERMINATION OF LESSOR'S QUALIFIED INVESTMENT.—
The qualified investment of a lessor of property described in
paragraph (4) in any such property with respect to which
he has made an election under this paragraph is an amount
equal to his qualified investment in such property (as deter-
mined under section 46 (c)) multiplied by a fraction equal to
the excess of one over the fraction used under subparagraph
(B) to determine the lessee’s investment in such property.

* %* * * * * *
SEC. 50B. DEFINITIONS ; SPECIAL RULES.
(2) Work INCENTIVE ProGRAM ExpPENSES.—
%* * * * % * *

(f) Limrrations Wit Respect To CERTAIN PERsons.—In the case
of—
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(1) an organization to which section 593 applies,
(2) a regulated investment company or a real estate invest-
ment trust subject to taxation under subchapter M (section 851
and following), and o
(8) a cooperative organization described in section 1381(a),
rules similar to the rules provided in section [46(d)J 46(e) shall
apply under regulations prescribed by the Secretary or his delegate.

* * * * * * *

PART IV—STANDARD DEDUCTION FOR INDIVIDUALS

Sec. 141. Standard deduction.

Sec. 142. Individuals not eligible for standard deduction.
Sec. 143. Determination of marital status.

Sec. 144. Election of standard deduction.

Sec. 145. Cross reference.

"SEC. 141. STANDARD DEDUCTION.

(a) Stanparp DepuctioN.—Except as otherwise provided in this
section, the standard deduction referred to in this title is the larger
of the percentage standard deduction or the low income allowance.

[ (b) PERCENTAGE STANDARD DEDUCTION.—The percentage standard
deduction is an amount equal to the applicable percentage of adjusted
gross income shown in the following table, but not to exceed the maxi-
mum amount shown in such table (or one-half of such maximum
amount in the case of a separate return by a married individual) :

L Applicable - Maximum
[Taxable years beginning in— percentage amount
1970 e 10 $1, 000
1971 .. 13 1, 500
1972 and thereafter.________________________ 15 - 2, 000]

(0) Prroexrace Stanparp Depvcrion—The percentage standard
deduction is an amount equal to 16 percent of adjusted gross income
but not to exceed—

(1) $3,000 in the case of —
(A) a joint return under section 6013, or
(B) a surviving spouse (as defined in section 2(a)),
(2) $2,500 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or
t(3) 81,600 in the case of a married individual filing a separate
return,

[ (c) Low Incomr Arrowance.—The low income allowance is $1,300
($650 in the case of a married individual filing a separate return).]

(¢) Low Incour Arrowance—The low income allowance is—

(1) $2,500 in the case of—
(A) a joint return under section 6013, or
(B) a surviving spouse (as defined in section 2(a)),
(2) $1,900 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or
e b(ug ) 81,250 in the case of a married individual filing a separate
™.
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(@) Requirenext or WITHHOLDING.—

(1) GevErar rULE—~Ewcept as otherwise provided in this sec-
tion, every employer making payment of wages shall deduct and
withhold wupon such wages a taw determined in accordance with—

(4) in the case of wages paid on the basis of an annual

payroll period, the table set %rth in paragraph (2), or
(B) in the case of wages paid on the basis of other payroll
eriods, tables prescribed by the Secretary or his delegate.
In the tables prescribed under subparagraph (B), the amounts
set forth as the amount of wages and the amount of income tax to
be deducted and withheld shall be computed on the basis of the
table set forth in paragraph (2). For purposes of this subsection,
the term “the amount of wages” means the amount by which the
wages ewceed the number of withholding exemptions claimed,
multiplied by the amount of one such ewemption as shown in the
table in subsection (b) (1).
(2) ANNUAL PAYROLL PERIOD.—

(A) Single Person—Including Head of H ouschold:
The amount of income tao to be withheld

If the amount of wages i8: shall be:

Notover $3,000 e 0.

Over $8,000 but not over $4500_ - 389% of excess over $3,000.

Over $4,500 but not over $7,600_ .. $495 plus 21% of excess over $4,500.
Over $7,500 but not over $10,500_ .. 81,125 plus 269, of excess over £7,500.
Over $10.500 but not over $14,000. .- 31,905 plus 219 of excess over $10,500.
Over $14,000 but not over $15,200____ $2,640 pluz 289 vf exrcess over $14,600.
Over $15,200 but not over $18,000___ $2,976 plus 30% of ewrcess aver $15,200.
Over $18,000 ~_ $3,816 plus 359 of excess over $18,000.

(B) Married Person:
The amount of income taz to be withheld

If the amount of wages is! shall be:

Not over $2,450 - 0.

Over $2,450 but not over $5,450 16% of excess over $2,450. :

Over $5,450 but not over $9,250.. ___ 8480 plus 205 of excess over $5,450.

Over $9,250 but not over $12,250..___ $1,240 plus 21% of excess over £9,250.

Over $12,250 but not over $14,750...... 31,870 plus 15% of ewccss over $12,250.

Over $14,750 but not over $20,950........ $2.245 plus 26% of excess over $14,750.

Over $20,950 but not over $25,650..... $3,857 plus 809 of exccss over $20,950.

Over $25,650 35,267 plus 36% of excess over $25,650.
* * * * * * *

(¢) Waee Bracker WITHHOLDING.—

(1) At the election of the employer with respect to any em-
ployee, the emplo¥er shall deduct and withhold upon the wages
paid to such employee a tax (in lieu of the tax required to be
deducted and withheld under subsection (a)) determined in ac-
cordance with tables prescribed by the Secretary or his delegate
in accordance with paragraph (6).

* * * * L * *

(6) In the case of wages paid after December 31, 1969, the
amount deducted and withheld under paragraph (1) shall be
determined in accordance with tables prescribed by the Secretar
or his delegate. In the tables so prescribed, the amounts set fort
as amounts of wages and amounts of income tax to be deducted
and withheld shall be computed on the basis of [table 7 contained
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in subsection (a)J the tabl ]
in subsection (( a)) K e for an annual payroll period set forth

* * * * * * %
(m) Wrrmraopine ArLowances Basep on ITemMizep DEpUcTIONS.—
N (1) GENERAL RULE~—An employee shall be entitled to with-
olding allowances under this subsection with respect to a pay-

ment of wages in a number equal to the be ;
dividing by %?(50 the excess of_(} © number determined by

l(: 1(&1% )his estimated itemilzed deductions, over
an amount equal to the lesser of (i) $2,00 ii
15 %)g’z;cent of his estimated wages.] (1) 3,000 or (i)
B) an amount equal to the lesser of (%) 16 percent of his
estimated wages, or (it) $3,000 ($2,600 in the case of an zjndz'-
vidual who is not married (within the meaning of section
éﬁ% )a)nd who is not a surviving spouse (as defined in section
For purposes of this subsection, a fractional number sh
] ; 11 not be taken
into account unless it amounts to one-h more, in whi i
mbo Geeount wnlees it ne-half or more, in which case it

* * * " * " »

Subtitle F—Procedure and

Administration
CHAPTER 61—INFORMATION AND
RETURNS
Subchapter A—Returns and Records
PART II-TAX RETURNS OR STATEMENTS

Subpart B—Inc:me Tax I:etums ) )

SEC. 6012. PERSONS REQUIRED TO MAKE RETURNS OF INCOME.

(a) GeneraL RuLe.—Returns with i
subtitle A shall be made by the gilowgisg ?Ct to income taxes under
i L[(1) (A) Every individual having for the taxable year a gross
Or%comg c:f $750 or more, except that a return shall not be required
1423(1']; )11)1 _l_mdual (other than an individual referred to in section
L[(i) who is not married (determined by applying sec-

tion 143(a)) and for the taxabl !
of less than $2,050, or xable year has a gross income




76

[(ii) who is entitled to make a joint return under sec-
tion 6013 and whose gross income, when combined with
the gross income of his spouse, is, for the taxable year,
less t%ian $2,800 but only if such individual and his spouse,
at the close of the taxable year, had the same household
as their home.
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subject to the tax imposed by section 871 and foreign corporation:
subject to the tax imposed by section 881 may be%?empréed fr(c))r:
the requirement of making returns under this section; and

_(6) Every political organization (within the meaning of sec-
tion 527(e) (1)), and-every fund treated under section 527(g) as

if ittqonSttitUt%(ll a.politica} org}:lmization, which has political or%a-
nization taxable income (within the meaning of secti
(1)) for the taxable year; g of section 527(c)

CHAPTER 65—ABATEMENTS, CREDITS,
AND REFUNDS

* * * * * * *

Clause (ii) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer 18 entitled to
an exemption for such spouse _under section 151(e). )
[(B) The $2,050 amount specified in subparagraph (A) (1)
shall be increased to $2,800 in the case of an individual en-

titled to an additional personal exemption under section 151
(¢) (1), and the $2,800 amount specified in subpgragraph (A)
(i1) shall be increased. by $750 for each .addltlona_l personal

exemption to which the individual or his spouse 18 entitled

under section 151(c) ; .

(1) (4) Every individual having for the taxable year a gross
income no({ $750 or more, ewcept that a return shall not be required
of an individual (other tham an individual referred to in section

142(b))—

42( )zi) who is not married (determined by applying section
148), is not a surviving spouse (as defined in section 2(a)),
and for the taxable year has a gross income of less than
$2,660

’(ii " who 18 @ surviving spouse (as 80 defined) and for the
tawable year has a gross income of less than $3250, or

(¢i5) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the tazable year, less than $4,000
but only if such individual and his spouse, at the close of the
tawable year, had the same household as their home.

Clause (#i) shall not apply if for the taxable year such spouse

makes & separate return or any other taxpayer i8 entitled to an

ewemption for such spouse under section 151 (e).

(B) The amount specified in clause (i) or (4) of subparagraph
(4) shall be increased by 8750 in the case of an individual en-
titled to an additional personal exemption under section 161 (¢)
(1), and the amount specified in clause (i) of subparagraph (4)
shall be increased by $760 for each additional personal ewemption
to which the individual or his spouse is entitled under section
151(¢);

( )ZC) Every individual having for the taxable year a gross
income of $750 or more and to whom section 141 (e) (relating
to limitations in case of certain dependent taxpayers) applies;

(2) Every corporation subject to taxation under subtitle A;

(3) Every estate the gross income of which for the taxable year
is $600 or more;

(4) Every trust having for the taxable year any taxable in-
come, or having gross income of $600 or over, regardless of the
amount of taxable income;

(5) Every estate or trust of which any beneficiary is a non-
resident alien; except that subject to such conditions, limitations,
and exceptions and under such regulations as may be prescribed

by the Secretary or his delegate, nonresident alien individuals

Subchapter A—Procedure in General

* * * * * * *
SEC. 6401. AMOUNTS TREATED AS OVERPAYMENTS.

a ®* % ok
gb; Excrssive Creprrs.—If the amount allowable as credi

sections 31 (relating to tax withheld on wages), 39 (relatirllzdtl(fscél;;g?rll‘
uses of gasoline, special fuels, and lubricating oil), 42 (relating to
earned income credit), and 667(b) (relating to taxes paid by certain
trusts) exceeds the tax imposed by subtitle A (reduced by the credits
allowable under subpart A of part IV of subchapter A of chapter 1
other than the credits allowable under sections 31 [and 393, 39 and
42), the amount of such excess shall be considered an overpayl,ﬁen,t.

* *® * * * %* *

Subchapter B—Rules of Special Applicatior

Sec. 6411. 'Tentative carryback adjustment
gec. gﬁg gloor stocks refunds. ! *
ec. X pecial rules applicable to certai :
gec. gﬁ; Income tax withheld. riain employment taxes.
ec, . Credits or refunds to persons who colle: i
Sec. 6416. Certain taxes on gales and services. cted certain taxes.
Sec. 6417. Coeonut and palm oil.
Sec. gl& Sugar.
ec. 6419. Excise tax on wagering.
gec. ggg gasoline used on farmg.
ec, . asoline used for certain nonhighw
e el ghway purposes or by local tran-
gec. ggg 8ross references.
ec. 5 onditions to allowance in the case of alcohol and t
. s s 0
Sgg. ggé Eg?rliatmf 01lfnot used in highway motor vehicles. bacco taxes.
L 5. ustment of overpayment of i
e T eron. y estimated income tax by
ec, . efund of aircraft use tax where pl
e f(;reign areraft use. plane transports for hire in
X . uels not used for taxable purposes.
Sec. 6428 Refund of 1974 individual income tazes.

* * * * * * *
SEC. 6428. REFUND OF 1974 INDIVIDUAL INCOME TAXES. :

(@) Genrrar Rure—FEwxcept as otherwis j ; ) )
) Gen 7. e provided in this s
ecach individual shall be treated as having n;fade a pazbmez f;;%t
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; ed by chapter 1 for his first taxable year beginning in
[},.;e?',/f Zﬁ ;Z?/go(;fount ?équal;l;o 10 percent of the amount of his Liability for
/ h taxable year. )
faw(bf)orﬂ;z;;mua; PAYZ?I/IEIVT.——The amunt t'refated as paid by reason of
; tion shall not be less than the lesser of— .
rhis sec(;c;nt.;w amount of the tawpayer’s liability for taw for his first
l beginning in 1974, or oo ]
taaé(g; %;/0637‘(.5‘5% n th% case of’a married individual filing a sepa-
rate return) >
AYMENT.— ) _
() %I; X}IZ’UCZ‘NERAL.—The amount treated as paid by reason 'Ofd this
section shall not exceed $200 ($;100 in the case of a married in-
vt li eparate return).
duégi)w%zfuz;zgrgo; I;ASED oN ADJUSTED GRoss INCOME—The excess
“f a-ny()ji) {771.6 amount which u}m;blt.l (b?‘t for this paragraph)
be treated as paid by reason of this section, over
6(26 ) the azg))plicable minimum payment provided by sub-
section (b), vioh bears
Il be reduced (but not below zero) by an amount whic
;;:Z sawierf'ago to (.such ewcess as the adjusted gross income for the
taxable year in ewcess of $20,000 bears tot$10,0?}?. I ;}Lr gczg dc&sqe Zgna
ied individual filing a separate return, the ’ -
mihagl b:; appléeg bygsubstz'tuting “$10,000” for “$20,000” and
by substituting “$5,000” for “$10,000”. . _ -
(d) LiaBiLITY FOR TAX.—Fglrbpuzposes 0]} this section, the liability
» tax for the tavable year shall be the sum of—
fortaz (flo )r the tax imp%sed by chapter 1 for such year, ?"educed by the
sum. of the credits allowable under— )
(A) section 33 (relating to foreign tag:'oredzt)),
B) section 37 (relating to retirement income), )
E 44 )) iection 38((relating to investment in certain deprect-
ble propert ) )
¢ ((})Z;rsgctiogb)zo (relating to expenses of work incentive pro-
and » » .
gm?l?;);eotz’on 41 (relating to contributions to candidates for
lic office) , plus o
(.’Zz)ni‘lwZ Gt%ﬁ on)t’zgwunts described in section 310? (¢) or 32053(%)
which are required to be shown on the taxpayer's return of the
hapter 1 tax for the taxable year. ) )
(e;7 DPATE PAYMfEIVT Dreuep Mape—The payment promgledé)yt this
section shall be deemed made on whichever of the following dates 1s
the later: ) A ) ) yensions)
1) the date prescribed by law (détermined without extenst
for(' %ling the rzum of tax under chapter 1 for the taxdble year,
or(fe) the date on which the taxpayer files his return of tax under
ter 1 for the taxable year. ] o
( f;hf;[o)zzz RZ:ETURN.—FOT ;t:)yurposes of this section, in the cézse of a
joint return under section 6013 both spouses shall be treated as ome
! ividual. ' .
m((i%zd;{limmz Srarvs—The determination of marital status shall
be made under section 1}3.
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(k) CErraiv Prrsons Nor Ericipre—This section shall not apply
to any estate or trust, nor shall it apply to any nonresident alien
individual.

CHAPTER 67—INTEREST

Subchapter B—Interest on Overpayments

*
SEC. 6611. INTEREST ON OVERPAYMENTS,
() ***
* * *

* * * *

(e)?® IncomE Tax ReFunpep WriTHIN [45] 60 Days Arter RETURN I8
F1Lep.—If any overpayment of tax imposed by subtitle A is refunded
within [45] 60 days after the last date prescrig

ed for filing the return
of such tax (determined without regard to any extension of time for
filing the return) or,

in case the return is filed after such last date, is
refunded within [45] 60 days after the date the return is filed, no
interest shall be allowed under subsection (a) on such overpayment.
* %* * * * * *
3 The amendment to section 6611 (e) applies only to individuals (other than nonresident
allen individuals and other than estates and trusts), and is effective only for a taxable year
beginning in 1974.




VIIL. OTHER MATTERS REQUIRED TO BE DISCUSSED
UNDER HOUSE RULES

In compliance with clauses 2(1) (3) and 2(1) (4) of Rule XTI of the
Ru}ies of the House of Representatives, the following statements are
made.

With regard to subdivision (A) of clause 8, relating to oversight
findings, the committee advises that in its review of the economic
situation generally, it concluded that changes in taxation should be
made, and that from the standpoint of administration and compliance
the best action to take in the case of individuals, in addition to a re-
fund of 1974 taxes, was to increase the standard deduction, both the
minimum, the maximum; and the percentage applicable. In the area
of business taxation, the committee in its review of existing pro-
visions coneluded that under present economic conditions the invest-
ment credit should be increased from 7 percent generally to 10 per-
cent. In its review of the application of the investment credit, the
committee made certain other changes: for public utilities the limita-
tion on the amount of tax liability that may be offset by the investment
credit is increased for a temporary period; to aid small business the
amount of used property eligible for the investment credit is in-
creased ; and for long-lead time property, the credit is to be available
as progress payments are made during the construction period. In
addition, the bill increases the surtax exemption (the amount to which
the 22-percent corporate tax rate rather than the 48-percent rate
applies) as an aid to small business.

n compliance with subdivision (B) of clause 3, the committee states
that the changes made by this bill involve no new budgetary authority.
The bill provides no permanent changes in tax expenditures because
the provisions make only temporary tax changes for 1975. The
temporary direct effects of the provisions in the bill on tax expendi-
tures are: (1) the excess of the percentage standard deduction over
the minimum standard deduction (in terms of tax liabilities) is de-
creased by the bill with the result that tax expenditures are decreased
by about $800 million in the calendar year 1975; (2) the earned
income credit increases tax expenditures by $2,894 million in calendar
year 1975 tax liabilities and by $275 million and $2,619 million, respec-
tively, in fiscal year 1975 and 1976 revenues; (8) the investment credit
changes increase tax expenditures in terms of calendar year tax liabil-
ities by $2,372 million in 1975 and $1,500 million in 1976, and fiscal
year revenues by $625 million in 1975; $2,147 million in 1976; and
$1,139 in 1977; and (4) the increased surtax exem‘?tion increases tax
expenditures by $1,200 million on calendar year 1975 tax liability and
fiscal year revenues by $360 million in 1975 and $840 million in 1976.

With respect to subdivisions (C) and (D) of clause 3, the Com-
mittee advises that no estimate or comparison has been prepared by
the Director of the Congressional Budget Office relative to any of the
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isi i dings or recom-
£ TL.R. 2166, nor have any oversight fin A
gll‘:r:,dl;lt(i)grslsobeen made b,y the Committee on (Government Operations
with respect to the sublject rréaitit)e(r‘l():onfamﬁd };IIl It%?éo%rll?r?i.ttee states
liance with clause of ru , states
thiz1 tcl?én ’{‘)ax Reduction Act of 1975 1s not eche;:t&?etgp}g:tei 31133(,?;&6
: : . . o
cant inflationary impact on prices or on coS ' Ao o e
i : ; ct that might arise from
national economy. Any inflationary 1mpac O P ssoctaral at
creased funds being available for borrowing by ° S o
t time and can be offset by appropriate monetary p
;hsegé‘:ssiirrll of the current seriousness the inflationary impact is not the

major consideration.

IX. SUPPLEMENTAL VIEWS OF HON. CHARLES A. VANIK

I support H.R. 2166 but only with considerable concern that it
can effectively meet its expectations.

The price tag for this legislation is grossly underestimated. It will
be difficult to limit the increased investment tax credit to one year
or to roll it back next year. It will also prove impossible to withdraw
tax relief to the low income group or to reduce the standard deduction.
These long-overdue changes for low income groups must become
permanent law.

The investment credit could have been made more effective by
applying the increase in the tax credit to capital improvements above
a base period. Some accommodation could also have been made to
labor-intensive industries—extending credit to those which create
new jobs above a base period level.

The investment credit for utilities was increased 250% from 4%
to 10%. While utility expansion is needed in many areas, the tax
incentive may tempt an excessive rate of expansion—particularly since
expanded capital expenditures contribute to escalating rate base
structures.

The legislation commits the nation to a $21.3 billion in revenue loss,
a substantial part of which will remain permanent. It becomes our
obligation to restore this permanent treasury loss with an effective tax
reform program designed to restore balance in the federal accounts.

(83)

CuarLEs A. VANIE.




X. SUPPLEMENTAL VIEWS OF HON. RICHARD F.
VANDER VEEN

The U.S. economy is experiencing the most severe recession in over
thirty years. This recession, however, is not affecting all U.8. busi-
nesses and employees equally. Some businesses are reporting record
or normal profits, while other businesses have been extremely hard-hit.
For depressed businesses, the reduction in business activity has pro-
duced widespread unemployment, severe shortages of working capital,
and strained lines of credit.

The bill (HL.R. 2166) is deficient in that it does not contain any

rovision aimed directly at the hard-hit businesses. Rather, the House
Eﬂl channels all the benefits for business into its increase in the invest-
ment tax credit, which will generally provide immediate and direct
relief only to companies that are realizing profits.

Under present law, businesses, like individuals, are permitted to
temper the effects of nonprofitable years by averaging their income
over a period of years. The general rule is that business losses may be
carried back three years and forward five years. On a number of
occasions in the past, the Congress has recognized the necessity of
modifying this general averaging rule when abnormally large oper-
ating losses have occurred. There are seven such modifications in
present law.

After consulting with the staff of the Joint Committee on Internal
Revenue Taxation, I, assisted by Congressman Vander Jagt, offered
an amendment in Committee that would have granted businesses an
elective loss carryback period of eight years. Such an amendment
would permit struggling businesses to receive an immediate infusion
of cash, which would reduce capital shortages and lessen the pres-
sure on lines of credit. These companies, by necessity, would immedi-
ately invest these funds in the economy, and thereby reduce unem-
ployment and preserve existing jobs. The proposal would rifle the tax
benefits to the point where the need is the greatest and where the
desired expenditures would be made. Additionally, the “overpay-
ments” produced by this proposal would result from the adoption of
an averaging period which stays within the cycle of present law (nine
years) but would be more equitable in view of the abnormally large
losses created by the 1974-1975 recession.

The investment credit increase adopted by the Committes is un-
responsive to the needs of the hard-hit businesses, whereas the loss-
averaging provision would have been responsive to that need by per-
mitting taxpayers to immediately recover past overpayments of tax
at a time when the funds are urgently required. My efforts, and those
of my colleagues, to persuade the Committee to include this proposal in
the bill, failed on a tie vote of 18 to 18. The proposal was supported by
12 Democrats and 6 Republicans. I remain convinced that this pro-
posal should have been adopted by the Committee, and that this bill
is incomplete without it.

Ricuarp F. VaANDER VEEN.
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XI. MINORITY VIEWS OF HONS. SCHNEEBELI, CONABLE,
DUNCAN, CLANCY, STEIGER, AND FRENZEL

On balance, we support this legislation. We have reservations con-
cerning a number of its aspects.
~ The President has proposed a 12 percent rebate of 1974 individual
Income taxes at a cost of $12 billion and increases in the investment tax
credit to stimulate business activity which will cost $4 billion. This
$16 billion package is designed to stimulate our sagging economy
and lshoulé be viewed in this context. As such, it is necessary and
timely.

H.R. 2166 as reported by the Ways and Means Committee, unfor-
tunately, is not as much a measure to provide immediate economic
stimulus as it is a bill to redistribute income on a permanent basis.
In this regard, it is highly inflationary at a time when we must proceed
cautiously to guard against future inflationary spirals.

The Committee bill provides for an $8.1 billion rebate of 1974 taxes
(Title I), permanent tax reductions for low-income Americans
amounting to another $8 billion (Title II) and increases in the In-
vestment Tax Credit and the Corporate surtax exemption of $5.1 bil-
lion (Title TII). The total revenue loss of H.R. 2166 is over $21 billion,
or $5 billion more than the package recommended by the President.

The basic problem with H.R. 2166 is that it is neither fish nor fowl.
In our view the %8 billion stimulus in Title T in the form of tax rebates
is not sufficient to accomplish its intended purpose, since most of it
will redound to taxpayers who will not use it to purchase “large ticket
items” such as automobiles, appliances and other durable goods.

In addition, the increases in the low income allowance and the
standard deduction, as well as the establishment of a tax credit on
earned income—all of which are contained in Title TI—are merely
designed to redistribute income in the form of tax relief to those at
the lower end of the income spectrum. Most regrettably, it also ex-
cludes all the taxpayers who itemize their deductions. Those excluded
are the ones most recommended by circumstances for a tax cut and
include those persons whose low income is offset by unusually high de-
ductible expenses resulting from mortgages or other debt, medical
expenses, casualty losses and the like.

The AFL.CIO, for example, has estimated that 12.1 million tax-
payers (out of a total of 26.0 million, or more than 46 percent) with
adjusted gross incomes between $10,000 and $20,000 would receive no
benefit from the tax reductions included in Title TI of this bill. A
portion of a memorandum in which these estimates appear is shown
below. That memorandum was generally available to Members of this
Committee at the time that Title IT was under consideration.
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“AMERICAN FEDERATION OF LABOR AND
Concress OF INDUSTRIAL ORGANIZATIONS,
Washington, D.C., February 5, 1975.

MEMORANDUM

/

“To: Andrew J. Biemiller, Director, Department of Legislation.
From: Arnold Cantor, Assistant Director, Department of Research.

Subject: Taxpayers who would receive little or no benefit from the
1975 Tax Reduction Proposal adopted by the Ways & Means
Committee.

The following table shows, by income class, the substantial number
of middle income taxpayers who would receive no benefit from the
Ways & Means action.

Total

Total taxpayers Percent of

ber of  receiving no taxpayers

i . taxpayers reduction receiving no
Adjusted gross income . (mitlions) (millions) reduction

. NN, ©
00 € 00 L UTWO L
\lgw’\)"
NRO=ON
o moic

1Vijrtually all.

“Thus, almost half (46.2%) of taxpayers in the broad middle
($10-20,000 income range) would receive no relief.

“Sgnificantly, even among the middle income taxpayers who do
receive a reduction (because they do not itemize or would switch to
standard deduction) the average reduction is less than $100 per tax-
payer in the $10-15,000 income group and less than $135 in the
$15—20,000 group.”

The staff of the Joint Committee on Internal Revenue Taxation
has made similar projections which are depicted in the following
charts which the Joint Committee has supplied regarding the dis-
tributive effects of Title IT.
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TABLE 4.—ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM THE PRO-
VISIONS IN H.R. 2166 WHICH INCREASE THE LOW-INCOME ALLOWANCE AND THE PERCENTAGE STANDARD
DEDUCTION; AND THE PROVISION WHICH GRANTS A REFUNDABLE TAX CREDIT ON CERTAIN EARNED INCOME

[By adjusted gross income class—1974 income levels]

Number of returns affected (thousands) Decrease in tax liability
Number Percentage distribution of
Total shifting total decrease
number Number to the -
Adjusted gross income with tax  made non- standard Amount2 By income Cumu- By
class (thousands) decrease ! taxable  deduction  (millions) class lative segment
16, 543 4, 000 99 31,435 18.5 18.5
8,638 4,710 546 1,969 25.4 43.9 75.3
8,158 697 1,287 1,139 14.7 58.6
9,194 88 2,674 1,297 16.7 75.3
9, 821 3) 2,663 9 12.4 87.7 } 19.4
4,053 3) 1,546 541 7.0 94.7 .
1,998 3) 1,016 404 5.2 99.9
38 @ 18 13 0.2 100.0 5.4
4 ® 2 ® 100.0
58, 447 9, 497 9, 851 7,757 100.0 100.0 100.0

1 Does not include returns representing beneficiaries of the earned income credit who are nonfilers under the 1970 filing
requirements. X

2 Does not include an additional $275,000,000 to cover the credit on wage and salary and self-employment income of
earners who are nonfilers under 1970 filing requirements.

3 Less than 500 returns or 0.05 percent.

Note: Details may not add to totals because of rounding.

We also object to a provision in Title IT which establishes a new tax
credit of 5 percent of earned income up to $4,000, with a phase-out of
the credit as income rises to $6,000. This new scheme is intended to
provide further tax relief to some individuals in the form of a rebate
of about the equivalent of the amount of Social Security tax they pay.
To the extent that it is available to persons who have no tax liability,
it amounts to a negative income tax.

We are sympathetic with the problems facing low income Americans
and feel appropriate changes in the tax structure should be made to
deal with their plight. However, we believe permanent alternatives—
such as those in Title IT—should be considered in conjunction with
overall tax reform where the total revenue implications can be deter-
mined, rather than in three days of Committee deliberations at the
start of a new Congress.

CONCLUSION

For the reasons above stated, we favor a change in the thrust of
H.R. 2166 which will assure adequate economic stimulation now, while
avoiding the inflationary problems which will be caused by the perma-
nent tax changes made by Title IT of this legislation. The substitute
offered in Committee by our colleague, Congressman Conable, is one
alternative to the approach of Titles I and II of the bill. That substi-
tute offers a one-shot rebate of 1974 taxes on a graduated scale, with a
maximum rebate of $430, at a total cost of $12.2 billion.

We believe it important that the Rules Committee grant a rule
specifically making the Conable substitute in order on the floor of the
House, so that it may receive a fair hearing before all the Members.

H. T. SCHNEEBELI,
Bareer B. CoNaBLE, JT.,
Jouwn J. DuxNocan,
WiLLiam A. STEIGER,
Bivy, FrRENZEL,

Doxarp D. Craxcy.
47-320 O - 75 -7 .




XII. MINORITY VIEWS OF HONS. ARCHER, VANDER
JAGT, CRANE, MARTIN, AND BAFALIS

We believe this legislation, originally put forth as an emergency
measure to provide stimulus to the economy, is an ill-conceived, slap-
dash effort which degenerated into a poorly designed vehicle for in-
come redistribution. While we feel that a nation now paying over 40
percent of its national income in taxes desperately needs tax relief, to
be fiscally responsible such relief should be matched with restraint on
the spending side of the ledger. Otherwise, you incubate future rounds
of inflation. .

In our opinion, tax cut legislation such as H.R. 2166, namely, legis-
lation not coupled with any matching restrictions on overall federal
spending, must meet a number of specific criteria. If done at all, it
must be prudent in amount, temporary, carefully designed to give
across-the-board stimulative effect to the economy and equitably re-
lated te the tax burden borne by all Americans. How does H:R. 2166
meet these criteria ? ‘

With regard to the first of these criteria, H.R. 2166 is scarcely pru-
dent in the amount of tax reduction which it effects, It is an inflation-
ary package, totaling in its revenue losses slightly over $21 billion.
This cost, and its effects on what are already huge federal deficits pro-
jected for Fiscal Years 1975 and 1976, simply are not balanced by the
dubious stimulative effects it may have on the economy. It is more
likely to stimulate inflation and add to a crisis in the capital markets
than make any real contribution to economic recovery.

As for being temporary, the changes included in Title IT of this
bill, which increase both the minimum and percentage standard de-
ductions and introduce an earned income credit, can scarcely be
deemed temporary. In fact, it is difficult to imagine any changes in this
area potentially more permanent than those in Title IT of H.R. 2166.
Therefore, this bill runs the danger of & permanent erosion in our tax
base, with accompanying continued higher deficits, as well as enacting
additional stimulation for the economy which may be continued long
past the point when such stimulation is appropriate,

This bill does not provide across-the-board stimulation for the
economy. In an economy as complex as ours, if all major sectors are
to be aided, it is crucial that any tax reduction be broadly distributed
so that diverse buying habits at various income levels may result in
broad-based assistance throughout the economy. In this legislation,
however, because middle income Americans receive so few of the
henefits, the resulting economic stimulation may well be spotty. This
is especially the case with regard to large ticket items such as auto-
mobiles, appliances, and other durable goods. :

On the question of fairness, this bill also fails. The distribution of
benefits under H.R. 2166 is not equitably related to the tax burden
borne by all Americans. The middle income American who pays the
lion’s share of federal taxes receives far too little consideration under
this bill. Additionally, millions of hard-working middle income
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Americans who own their own homes, and as a consequence itemize
deductions on their tax returns, receive nothing under Title IT of
this bill.

In addition to our general objections to this bill, as related to the
criteria which we would apply to any tax reduction bill of this type,
we specifically oppose the introduction of an “earned income” credit,
created in Title IT of this bill. Under this provision, many individ-
uals who now pay no income taxes will receive a direct payment from
the federal government, inasmuch as the credit is refundable in those
cases where it is greater than tax liability. This introduces a
“negative income tax” for many with incomes under $6,000. Such a
fundamental change in our tax system should not be made by this
backdoor route.

TITLE I—Refund of 1974 Individual Income Taxes

The 1974 tax rebate provisions of Title I of this bill, while well
intentioned, are irresponsible and disastrous in their effect. When
the President proposed a 12 percent rebate of 1974 individual income
taxes, with a maximum refund of $1,000, he was clearly attempting to
pass tax relief on an emergency basis with the aim of stimulating
a flagging economy. The revenue cost of even that provision, $12.2
billion, without attendant cuts in spending, is a matter of concern to
us. Rebates under the President’s proposal, however, in our opinion
would have had a more favorable stimulative effect on the economy,
especially with regard to large ticket items, such as automobiles, ap-
pliances and other durable goods.

Greater purchases of such items will probably not result from Title
I, given both the low cap ($200) on the maximum rebate and the
fact that most of the rebates will go to those at lower income levels
where discretionary income for purchase of expensive goods such as
automobiles and large appliances is somewhat limited.

What is really an income redistribution provision, adopted hastily
in this Committee in the course of a single day, should not masquerade
as any sort of well-reasoned program designed to stem the present
economic decline.

TITLE IT—Reductions in Individual Income Taxes in 1975

The income redistribution theme of Title I is continued in Title IT,
only here it worsens. Any stimulation of the economy resulting from
the provisions of this Title will be secondary. Title IT is a faulty in-
come redistribution proposal. The provisions of this Title are a disas-
ter both because of the potentially permanent character of the reduc-
tions made, reductions which are intended to be temporary in nature,
and the illogical and inequitable matter in which this Title grants
relief. If income redistribution is to be accomplished in this Congress,
it should be fashioned in a careful and deliberative manner as part
of overall tax reform where the total revenue implications can be de-
termined. It should not be attemped after three days of Committee de-
liberations at the start of a new Congress. The Committee is scheduled
to work on reform later in the year and these kinds of changes should
be deferred until that time.

What does this Title accomplish? Certainly temporary tax relief
in 1975 could have been brought about by alterations in the tax tables
and schedules. This was an approach supported by various Members
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of this Committee and by the Administration. Such an approach would
have been a relatively simple means of achieving an equitable distribu-
tion of benefits and would have offered the best opportunity for keep-
ing the reduction in taxes temporary.

Instead, this bill increases substantially both the minimum and per-
centage standard deductions. While such changes may be desirable,
they should not be made in the absence of revenue or reduced spend-
ing elsewhere to pay for them. Neither deduction has ever been re-
duced and no one honestly suggests these changes will be temporary.
These substantial increases could, in addition, have unintended ad-
verse side effects on charitable contributions because of the reduced
attractiveness of itemizing deductions caused by this bill. Also, the
middle Americans who shoulder most of the income tax burden are
receiving few of the benefits. Much of the total benefit goes to those
who now pay little, if any, taxes. The average distribution of benefits
under this Title, as set forth in the table below, reflects a most inequi-
table approach.

TABLE 1.—ESTIMATED DECREASE IN FEDERAL INDIVIDUAL tNCOME TAX LIABILITY RESULTING FROM THE PRO-
VISIONS IN H.R. 2166 WHICH INCREASE THE LOW-INCOME ALLOWANCE AND THE PERCENTAGE STANDARD
DEDUCTION; AND THE PROVISION WHICH GRANTS A REFUNDABLE TAX CREDIT ON CERTAIN EARNED INCOME

[By adjusted gross income class—1974 income levels]

. Number of returns affected (thousands) Decrease in tax liability
Number Percentage distribution of
Total shifting total decrease
number Number to the
Adjusted gross income with tax  made non- standard  Amount2 By income Cumu- By
class (thousands) decrease 1 taxable deduction  (millions) class lative segment
Oto$3___ . .. _....... 16, 543 4,000 99 $1,435 18.5 18.5
$3to $5 .- 8,638 4,710 546 1,969 25.4 43.9 75.3
- 8,158 697 1,287 1,139 14.7 58.6
9,194 88 2,674 1,297 16.7 75.3
9,821 ® 2,663 9! 12.4 87.7 } 19.4
4,053 ) 1,546 541 1.0 94.7 .
1,998 ) 1,016 404 5.2 99,9
38 @ 18 13 0.2 100.0 5.4
. 4 O] 2 2 [©) 100.
Total_.____...... 8, 447 9, 497 9, 851 7,757 100.0 100.0 100.0

1 Does noz include returns representing beneficiaries of the earned income credit who are nonfilers under the 1970 filing
requirements. :

2 Does not include an additional $275,000,000 to cover the credit on wage and salary and self-employment income of
earners who are nonfilers under 1970 filing requirements.

3 Less than 500 returns or 0.05 percent.

Note: Details may not add to totals because of rounding.

Even within income classes, the changes in Title IT distribute bene-
fits in an exceptionally random manner. For example, according to
an analysis by the AFL-CIO, shown in part below, almost half (over
46 percent) of all taxpayers in the $10,000 to $20,000 adjusted gross
income categories will receive no benefits from the changes included
in Title IT of this bill. This astonishing result flows from the fact that
Title IT provides no tax relief for the many hard working Americans
in these income categories who own their homes, make mortgage pay-
ments, pay property taxes, and, therefore, itemize their deductions,
using neither the low nor percentage standard deduction. Needless to
say, this estimate by the AFL~CIO scarcely comes from an organiza-
tion which could be generally considered hostile to the Democratic
Majority of this Committee which fashioned Title II.




94

“Americany Feperation oF Lapor anp CoNoress
oF InpustriAL ORGANIZATIONS,
Washington, D.C., February 5, 1975,

MEMORANDUM

“To: Andrew J. Biemiller, Director, Department of Legislation.
From: Arnold Cantor, Assistant Director, Department of Research.
Subject: Taxpayers who would receive little or no benefit from the
1975 Tax Reduction Proposal, adopted by the Ways and Means
Committee. .
“The following table shows, by income class, the substantial number
of middle income taxpayers who would receive no benefit from the
Ways and Means action,

Total
Total taxpayers Percent of
number of  receiving no taxpayers
taxfayers reduction  receiving no
Adjusted gross income (millions) {millions) reduction
1.6 0.3 2.5
8.8 .9 18.5
117 2.5 21.4
16.1 6.3 39.1
9.9 5.8 58,6
9.0 7.0 77.8
.8 .8 [O]

1 Virtuslly ali.

“Thus, almost half (46.2%) of taxpayers in the broad middle ($10-
20,000 income range) would receive no relief.

“Significantly, even among the middle income taxpayers who do
receive a reduction (because they do not itemize or would switch to
standard deduction) the average reduction is less than $100 per tax-
payer in the $10-15,000 income group and less than $135 in the $15-
20,000 group.”

Glued onto the end of Title IT (Section 208) is a credit for “earned
income.” Title IT incorporates a novelty Z'ax Cut for People Who
Donw’t Pay Taves. The $29 billion “refund” of the “earned income
credit” creates a negative income tax for many whose adjusted gross
income is less than $6,000. Such a fundamental and profound change
in tax policy has no place.in a bill to provide a stimulative tax cut.
Once the principle is established at this relatively cheap level of $200,
the philosophical objection will have been overcome, and the next
step will be to fatten the payoff for those for whom the unsuccessful
1972 candidate for President advocated a guaranteed income of $1,000
apiece. In simplest terms, people who pay no taxes should not par-
ticipate in this tax cut. ,

ConNcrusioN

As a substantial improvement, we intend to support the substitute
for Titles I and IT which Mr. Conable offered before the Committee,
assuming that the Rules Committee accepts the Committee recom-
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mendation and grants a rule making the Conable substitute in order
on the floor of the House. ~

We cannot support H.R. 2166. To restate our objections briefly,
first, the tax cuts in the bill are imprudently large, unmatched by
restraints in federal spending and adding to what are already huge
federal deficits in the next two fiscal years. Its inflationary dangers
are obvious.

Second, the changes in Title II of the bill are potentially permanent
in nature, in what is purportedly an emergency tax bill with zem-
porary tax cuts. The bill runs the risk of permanent erosion of our
tax base, with long-term federal deficits, and continued stimulation
of the economy long past the point when such stimulation will be
appropriate.

The bill does not provide across-the-board stimulation for the econ-
omy. Middle income Americans receive so few of the benefits that
economic stimulation, especially of large ticket items, may be s otty.

Also, the distribution of benefits under this bill is not equitably
related to the tax burden borne by all Americans. The hard-working
Americans who pay most of our taxes receive a relatively small share
(’ig tfhfflt&x reduction here. Those who itemize get nothing under

itle IT.

. Finally, the “earned income” credit in Title II introduces a “nega-
tive income tax” to the tax code and includes in a so-called “tax cut”
many who now pay no taxes. This is neither the time nor place for
such a provision.

We urge our colleagues to defeat H.R. 2166.

BriL ArcHER,
Guy VaNDEr Jaar,
Pamre M. Crang,
James G. MarTIN,
L. A. Baraws.




XIII. ADDITIONAL MINORITY VIEWS OF HON.
GUY VANDER JAGT

In the face of a troubling coincidence of severe inflation and reces-
sion, and confronting a potential two-year Federal deficit of more than
$100 billion, Congress’ job clearly is to target its fiscal decisions so as
to maximize their impact in support of precisely defined goals and
minimize their unwanted side effects. I am disturbed that the decisions
of the Committee on Ways and Means in this bill suggest a failure
to keep sight of a goal and to achieve this targeting.

In succumbing to the politically appealing temptation to weight re-
ductions in individual income taxes toward lower income brackets,
the Committee majority has jeopardized the stimulative effect of the
cuts, particularly in terms of the hard-pressed durable goods sector of
the economy. The Committee’s publication entitled “Analysis of Ad-
ministration’s Tax Cut Recommendations and Possible Alternatives”
cites a survey conducted by Sindlinger and Company as a basis for
concluding that as many as two-thirds of the population may save or
invest a 1974 tax refund, or use it to pay off debts. But this analysis
fails to mention another observation in the January 15, 1975 report of
the Sindlinger poll: “Another paradox—and one that could distort
the impact of any tax cut—is that willingness to spend the money saved
is greatest in the upper income brackets among people who are less
fearful about the future. In contrast, low-income persons, more con-
cerned about their own economic security, are heavily disposed to put
the money aside or use it to clear up bills. Inasmuch as tax-cut pro-
ponents are saying just the opposite—that the tax-cut must go to low-
income individuals who will spend it rather than high-income people
who will bank it—these findings suggest that tax reduction may have
unforeseen consequences.”

Through this weighting as well as through increasing the standard
deduction for 1975 returns (with an implication of permanency), the
Committee has fallen prey to the majority’s political instinctiveness
toward accelerating the redistribution of income, rather than main-
taining its focus upon the Nation’s compelling need for a quick, across-
the-board reduction in taxes to stimulate business and halt the rise in
unemployment. To be sure, the majority party in Congress is not the
only source of concern about the equity of Federal taxes or the weight
of inflation upon the budgets of low- and moderate-income families.
The President’s concern for equity and his concern for the well-being
of lower-income Americans was displayed in his inclusion of a system
of alterations in tax rates and $80 payments to non-taxpaying adults
as a part of his program of energy conservation taxes and fees. Re-
maining inequities in the tax system should be thoughtfully addressed
by the Committee in its deliberations on tax reform, subsequent to the
sessions on energy taxes. The present bill is not an appropriate vehicle
for the initiatives pushed forward by the majority.
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In my judgment, America’s economic crisis is too grave and her
need for economic stimulus too pressing to permit the distortion of
purpose that is implicit in the biﬁ as reported. The recommendations
indicate that the Committee lost sight of the fundamental objective in
this emergency reduction in taxes, which is to immediately stimulate
those areas of the economy which are most seriously affected by the
recession and which therefore are contributing most heavily to our
rising unemployment.

In his State of the Union Address, President Ford expressed our
need succinctly: “To bolster business and industry and to create new
jobs, I propose a one-year tax reduction of $16 billion.” He also stated
at that time, “This tax cut does not include the more fundamental re-
forms needed in our tax system. But it points us in the right direc-
tion—allowing us as taxpayers rather than the Government to spend
our pay.” Clearly, the President shared the perception of the Con-

ressional majority that consideration should be given to basic re-

orms in the tax system. But I regret that the Committee has blunted
the impact of its anti-recession weapon, a cut in personal income taxes,
by allowing its desire for redistribution of the tax burden to intrude
at this time. Congress could have better addressed that need in another
bill this year.

In seeking to respond to the need for corporate tax relief, the Com-
mittee missed a major opportunity to help those companies that have
been hit the hardest, that have suffered the greatest losses, and that
thus have produced a considerable portion of the unemployment prob-
lem. Under present law businesses may average their income over a
period of years. Generally, business losses may be carried backward
three years and forward five years. But in response to abnormally
sizable operating losses, Congress occasionally has modified this gen-
eral averaging rule.

I offered an amendment in Committee which would have granted
businesses an option to carry losses backward for whatever period of
years they were willing to surrender the opportunity to carry losses
forward. A panel of economists testifying on the problems of the
hard-hit industries unanimously attested to the stimulative benefit that
this carryback modification would bring to the economy. The amend-
ment would have enabled those businesses most crippled by the reces-
sion to receive a prompt infusion of cash in the form of a refund drawn
against taxes in profitable years, Pressures on credit would have been
reduced and capital availability enhanced by the adoption of this
amendment. These companies would have been able to preserve exist-
ing jobs and to provide new opportunities for employment. Simply
stated, this optional extension of the loss carryback provision would
have brought corporate tax benefit to the point of greatest need. Fur-
thermore, the unique combination of ingationary and recessionary
forces with which our economy is now beleagured cries out for this
medication, This is a prescription for recession that would not have
been inflationary, because in opting to carry losses backward, com-
panies would have foregone the opportunity to soften future profits by
carrying losses forward. In other words, they would have paid greater
taxes on future profits, thereby relieving the Federal deficit and damp-
ening inflationing pressures.
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I regret that 1 was unable to convinee the Committee to include this
proviston in the bill. Defeated on a tie vote of 18 to 18, the proposal
received the support of 12 Democrats and 6 Republicans. I continue to
believe that this emergency tax bill would have been significantly
strengthened and its goal better served by the incorporation of this loss
earry%ack provision.

Finally, in the course of the hearings I queried witnesses from the
business and labor communities as to the desirability of providing tax
incentives for the establishment and expansion of employee stock
ownership plans. In light of the depth of interest revealed in this ap-
proach, its constructive influence upon corporate productivity, and its
relevance to the stimulation of capital formation as a corollary to
liberalization of the investment credit, it is unfortunate that the Com-
mittee did not include such a provision in this bill.

America’s need for effective fiscal policy is great and urgent. I re-
gret the Committee’s apparent confusion of goals and its failure to
maximize the potential of this sizeable tax cut, particularly in view of
the related Federal deficit with which the American people must con-
tend today and tomorrow. Nonetheless, I deeply hope that the result
of the legislative process’ inevitable compromises will prove equal to
the task once again.

Guy VANDER JAGT.




XIV. ADDITIONAL MINORITY VIEWS OF HON.
BILL FRENZEL

1. I support H.R. 2166 with the following reservations.

2. Title I, which provides for an immediate $8 billion rebate on
1974 taxes, is approximately the right amount of money, but, in my
Judgment, the distribution tables provide too low a ceiling ($200) for
maximum stimulation to the economy. I prefer the distribution pro-
vided in the Conable Amendment, but I do not support the $12 bil-
lion total figure of that amendment.

3. Title II is the most difficult and controversial part of the bill. I
agree with those who say the economy needs the continuing monthly
stimulus that can best be provided by an adjustment in the withhold-
ing tables during the second half of 1975. Unfortunately, the Conable
amendment does not provide this ongoing stimulus.

However, the Title IT distribution is designed about as poorly as
possible. Title IT represents a serious collapse of standards for a com-
mittee which prides itself on craftsmanship. Changes in the regular
tax table are grossly unfair, as has been pointed out dramatically in
the AFL-CIO “internal memo.”

The worst feature of the bill is section 203, which provides a tax re-
bate for citizens who may not have paid any federal income tax at all.
I happen to be one who looks with favor on the concept of a negative
income tax, but to inaugurate such a policy in an emergency tax cut bill
is silly. The Committee doesn’t know who the people are who will re-
ceive this bonanza. We may as well drop dollar bills from airplanes.
We are apparently helping some of the poor, but only a few of them,
and surely not the poorest of the poor. Section 203 represents an unin-
formed wasting of tax resources.

This kind of program could be useful, but the Committee has turned
it into an uninformed misadventure. I believe the best way to handle
this bill simply is to delete section 203 and pass the rest of it despite
the imperfections in the tables under both Title I and Title IT.

In general, the Committee has obviously tried to use a tax-cut bill to
redistribute income. Playing Robin Hood is not a bad idea, but it’s not
a %ood idea to do so on an emergency bill. It’s a worse idea when the
role is played poorly. However noble the Committee’s motivations, the
payout tables prove that its income distribution plan is inequitable.
In my opinion, a tax cut should be a tax cut, and the problems of re-
distribution of income should be taken up separately and carefully.

4. Finally, the bill leaves the Ways and Means Committee with a
recommendation for a closed rule. I do not oppose all closed rules, but
I think it is nonsense for a committee to lean on the crutch of a closed
rule every time it reports out a bill. This bill is relatively simple. I
urge the Rules Committee to give it an open rule waiving only those
points of order which are clearly identified and necessary.

(101)
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5. An attempt will be made to attach an amendment eliminating the
oil depletion allowance. I support the elimination of that allowance,

t I believe, along with the Chairman, that this bill is not an ap-
propriate vehicle for such a rider. This is an emergency tax cut. The
attachment of a depletion amendment will probably slow the bill down
enough so that we cannot get the tax cut in the hands of the people in
May and June, as the Committee wishes. I shall therefore oppose the
attachment of the depletion amendment to this bill.

Biun FrENZEL.
O
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TAX REDUCTION ACT OF 1975

MarcH 26, 1975.—Ordered to be printed

Mr. UrLrMaw, from the committee of conference,

submitted the following

CONFERENCE REPORT

[To accompany H.R. 2166]

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 2166) to
amend the Internal Revenue Code of 1954 to provide for a refund of
1974 individual income taxes, to increase the low income allowance
and the percentage standard deduction, to provide a credit for certain
earned income, to increase the investment credit and the surtax ex-
emption, and for other purposes, having met, after full and free con-
ference, have agreed to recommend and do recommend to their respec-
tive Houses as follows:

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

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

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(@) Smorr Trrre—This Act may be cited as the “Tax Reduction
Act of 1975”. A
(b) TaBLE oF CoNTENTS —

See.

1. Short title; table of contents.

Sec. 2. Amendment of 1954 Code.

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.

TITLE I—REFUND OF 1974 INDIVIDUAL INCOME TAXES

101, Refund of 1974} individual income tazes.

102. Refunds disregarded in the administration of Federal programs and

federally assisted programs.

TITLE II—REDUCQOTIONS IN INDIVIDUAL INCOME TAXES

201. Increase in low income allowance.

202, Increase in percentage standard deduction.
208. Credit for personal exemptions.

204. Credit for certain earned income.

205, Withholding taw.
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Sec. 206. Increase in income limitation applicable to child and dependent care
deduction.

Sec. 207. Extension of period for replacing old residence for purposes of non-
recognition of gain under scetion 1034,

Sec. 208, Credit for purchase of new principal residence.

Sec. 209, Effective dates.

TITLE III—-CERTAIN CHANGES IN BUSINESS TAXES

Sec. 301, Increase in investment credit.
Sec. 302. Allowance of investmeni credit whore construction of property will
take more than 2 years.
Sec. 303. Change in corporate tax rates and increase in surtaz exemption,
Sec. 304 Increase in minimum accumulated earnings credit from $100,000 to
] $150,000.
See. 305. Effective dates.

TITLE IV—CHANGES AFFECTING INDIVIDUALS AND BUSINESSES

Sec. 401, F?dcmt welfare recipient employment incentive taw credit.
See. 402. Time when contributions deemed made to certain pension plans.

TITLE V——PERCENTAGE DEPLETION
Sec. 501, Limitations on percentage depletion for oil and gas.

TITLE VI—TAXATION OF FOREIGN OIL AND GAS INCOME AND OTHER
- FORBIGN INCOME

Sec. 601. Limitations on foreign taa credit for tawes paid in connection with
fes*?-ign oil and gas income.

Sec. 602, Tazation of earnings and profits of controlled Joreign corporations and
tfwir shareholders.

See. 603, DemaldoftDISO benefits with respect to energy resources and other
products. .

Rec. 604, Treatmeoyt for purposes of the investment credit of certain property
used in international or territorial waters.

TITLE ViI—MISCELLANEOUS PROVISIONS

See. 701, Ccrtqfin unemployment compensation.
Ree. 702. Special payment to recipients of benefits under certain retirement and
survivor benefit programs.

* * * * * * *

SEC. 2. AMENDMENT OF 1954 CODE.

Ewcept as otherwise expressly provided, whenever in this Act an
amendment or repeal is expressed in terms o f an amendment to, or re-
pedl of, a section or other provision, the reference shall be considered
to be made to a section or other provision of the Internal Revenue
Code of 195},

TITLE I—REFUND OF 1974 INDI-
VIDUAL INCOME TAXES

SEC. 101, REFUND OF 1974 INDIVIDUAL INCOME TAXES.
(a) Iv Geverar—Subchapter B of chapter 65 (relating to rules of
special application in the case of abatements, oredits, and refunds) is
amended by adding at the end thereof the following new section:
“SEC. 6428. REFUND OF 1974 INDIVIDUAL INCOME TAXES.
“(a) Gexrrar Rure—Ewcept as otherwise provided in this section,

" each individual shall be treated as having made a pagment against the

tax imposed by chapter 1 for his first tavable year egimz:z‘a'_zg in 1974
in an azwzmt ggual %}o 10 p{;rcent of the amount of his liability for tax
for such taxable year. .

“(b) Mivimon Payuenr.—The amount treated as paid by reason of
this section shall not be less than the lesser ol)f——- . .

“(1) the amount of the tawpayer’s Lability for taw for his first
taxable year begz‘nnéngez'n 1874, 0r . .

“(2) 8100 (850 in the case of a married individual filing a sepa-
rate return).

“(¢) Maxiuoy PAYMENT ~— )

“(1) In ceverar—The amount treated as paid by reason of
this section shall not exceed $200 ($100 in the case of a married
individual filing a separate return).

“(2) LiuirATioN BASED ON ADJUSTED GROSS INCOME—T he ewcess
(¢f any) of— ]

“(4) the amount which would (but for this paragraph) be
treated as paid by reason of this section, over .
“(B) the applicable menimum payment provided by sub-
section (b), .
shall be reduced (but not below zero) by an amount which bears
the same ratio to such excess as the adjusted gross income for the
tawable year in excess of $20,000 bears to $10,000. In the case of @
married individual filing a separate return, the preceding sem-
tence shall be applied by substituting ‘$10,000° for ‘820,000' and
by substituting ‘$5,000° for ‘$10,000°. ) ) o
“ (dg Lrasiviry ror Tax.—For purposes of this section, the Lability
for taw for the tawable year shall be the sum of— ,
“(1) the tax imposed by chapter 1 for such year, reduced by the
sum of the credits allowable under— . )
“(A) section 33 (relating to foreign tax credit),
“(B) section 37 (relating to retirement income), )
“EC’ ) section 38 (relating to investment in certain depreci-

able propert
property), @
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“(D) section 40 (relating lo expenses of work incentive
rograms), and
“(E) section 41 (relating to contributions to candidates for
public office), plus »

“(2) the tax on amounts described in section 3102(c) or 3202(¢)
which are required to be shown on the taxzpayer’s return of the
chapter 1 tax for the taxable year.

“(e¢) Dare Pavyuenr Deruep Mape—The payment provided by
this section shall be deemed made on whichever of the following dates
is the later: A

“(1) the date prescribed by law (determined without exten-
stons) for filing the return of taw wnder chapter 1 for the tavable

ear,.or
e (2) the date on which the taxpayer files his return of taw under
chapter 1 for the taxable year. ’

“(f) Jowvr Rerurn—For purposes of this section, in the case of o
joint return under section 6013 both spouses shall be treated as one
individual.

“(g) Marirar Srarvs—The determination of marital status for
purposes of this section shall be made under section 143.

“rh ) Cerraiy Persons Nor Evicisre.-—This section shell not apply
to any estate or trust, nor shall it apply to any nonresident alien
individual.”

(0) No [vreresr on Ixprvipvar Incour Tax Rerunps ror 1974 Re-
roNDED Wireiy 60 Davs Arrer Rervry Is Frep—In applying sec-
tion 6611 (e) of the Internal Revenue Code of 195}, (relating to income
taw refund within 45 days after return is filed) in the case of any over-
payment of tax imposed by subtitle A of such Code by an individual
(other than an estate or trust and other than a nonresident olien indi-
vidual) for a taxable year beginning in 197}, “60 days” shall be substi-
tuted for “}5 days” each place it appears in such section 6611 (e).

(¢) Crerrcar Amenpusnr—The table of scctions for such sub-
chapter B is amended by adding at the end thereof the following new
item.:

“Sec. 6428. Refund of 1974 individual income tezes.”

SEC. 102. REFUNDS DISREGARDED IN THE ADMINISTRA-
TION OF FEDERAL PROGRAMS AND FEDER-
ALLY ASSISTED PROGRAMS.

Any payment considered to have been made by any individual by
reason of section 6428 of the Internal Revenue Code of 1954 shall not
be taken into account as income or receipts for purposes of determining
the eligibility of such individual or any other individwal for benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal program or under any State or local program financed
inwhole or in part with Federal funds.

TITLE II—REDUCTIONS IN INDI-
VIDUAL INCOME TAXES

SEC.201. INCREASE IN LOW INCOME ALLOWANCE.

(a) Iv Geverar—Subsection (¢) of section 141 (relating to low
income allowance) is amended to read as follows:

“(¢) Low Incomr Arrowance—The low income allowance is—

“(1) $1,900in the case of—

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

“(2) 81,600 in the case of an individual who is not married and
who i8 not a surviving spouse (as so defined), or ;

“(3) ”3950 in the case of a married individual filing a separate
return.

() Crance v Firive Reouirenenrs To Rerreer Ivcreasy 1v Low
Ixcoyr Arrowavcor—So much of paragraph (1) of section 6012(a)
(relating to persons required to make returng of income) as precedes
subparagraph (C) thereof is amended to read as follows:

“(1)(A) Ewery individual having for the taxable year a gross
income of 8750 or more, except that a return shall not be required
of a(?z )z'gzdmdual (other than an individual referred to in section

142 -
“(4) who is not married (determined by applying section
148), is not a surviving spouse (as defined in section 2(a)),
gnci for the tazable year has @ gross income of less than
$2,350,
“(it) who is a surviving spouse (as so defined) and for the
taxable year has a gross income of less than $2,650, or
“ (1) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable year, less than $3,400
but only if such individual and his spouse, at the close of the
taxable year, had the same household as their home.
Clause (id) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151 (e). '

“(BY The amount specified in clause (i) or (i) of subparagraph
(A) shall be increased by $750 in the case of an individual en-
titled to an additional personal exemption under section 151
(e) (1), and the amount specified in clause (i) of subparagraph
(A4) shall be increased by $750 for each additional personal exemp-
tion to which the individual or his spouse is entitled under section
151 (e) ;™.

(5
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. (0) Onance 1v Opriovar Tax TasrLes—Section 3 (relating to op-
tional tax tables) is amended by striking out “$10,000” and by insert-
ng in liew thereof “$156,0007. '

SEC. 202. INCREASE IN PERCENTAGE STANDARD DE-
DUCTION.

(@) Increase—Subsection(b) of section 141 (relating to percent-
age standard deduction) is amended to read as follows :

“(b) Prroexrace Stanvarp Depucrion~—The percentage standard
deduction is an amount equal to 16 percent of adjusted gross income
but not to exceed—

“(1) 82,600 in the case of—

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

“(2) $2,300 in the case of an individual who is not married and
who is not o surviving spouse (as so defined), or

“(8) 81,300 in the case of a married individual filing a separate
return.”

(0) Conrormine Amenournr—Subparagraph (B) of section
3402(m) (1) (relating to withholding allowances based on itemized
deductions) is amended to read as follows :

“(B) an amount equal to the lesser of (i) 16 percent of his
estimated wages, or (it) $2,600 ($2,300 in the case of an individual
who is not married (within the meaning of section 143) and who
8 not a surviving spouse (as defined in section 2(a))).”

SEC. 203. TAX CREDIT FOR PERSONAL EXEMPTIONS.

(@) Iv Geverar.—Subpart A of part VI of subchapter A o f chapter
I (relating to credits allowable against tax) is amended by redesignat-
g section 42 as section 43 and by inserting after section 41 the follow-
tng new section :

“SEC. 42. CREDIT FOR PERSONAL EXEMPTIONS.

“(@) Greverar Rure—In the case of an individual, there shall be al-
lowed as a credit against the tax imposed by this chapter for the tawn-
able year $30, multiplied by each ewemption for which the taxpayer
;z_ Ientztled for the tazable year under subsection (b) or (e) of section
“(b) Appricarion Wirg Ormer Creprrs—The credit allowed by
subsection (a) shall not ewceed the amount of the taw imposed by this
c%pter for the tawable year. In determining the credits allowed
under—
“(1) section 33 (relating to foreign tax credit),
“(2) section 37 (relating to retirement income),
“(3) section 38 (relating to investment in certain depreciable
property),
“(4) section 40 (relating to expenses of work incentive pro-
grams), and
“(8) section 41 (relating to contributions to candidates for pub-
lic office),
the tax imposed by this chapter shall (before any other reductions) be
reduced by the credit allowed by this section.”
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(b) Trcrnicar anp OLERICAL AMENDMENTS.—

(1) The table of sections for such subpart is amended by strik-

ing out the last item and inserting in liew thereof the following :
“Sec. 42. Credit for personal e.’vemp‘tions.
“Sec. §3. Overpayments of taz.” .

(2) Section 66(a) (2) (relating to imposition of minimum tax)
is amended by striking out “and” at the end of clause (iv), by
striking out “; and” at the end of clause (v) and inserting in
liew thereof “, and”, and by inserting after clause (v) the follow-
ing new clause :

“(wi) section 42 (relating to credit for personal exemp-
tions) ; and”.

(3) Section 56(c) (1) (relating to tax carryovers) is amended
by striking out “and” at the end of subparagraph (D), by striking
out “exceed” at the end of subparagraph (E) and inserting in lieu
thereof “and”, and by inserting after subparagraph (E) the fol-
lowing new subparagraph :

“(F) section 42 (relating to credit for personal exemp-
tions), exceed”,

(4) Section 6096 (b) (relating to designation of income tax pay-
ments to Presidential Election Campaign Fund) is amended by
striking out “and 417 and inserting in liew thereof “41, and 427.

SEC. 204. CREDIT FOR CERTAIN EARNED INCOME.

(a) Arrowance or Crepir—Subpart A of part IV of subchapter
A of chapter 1 (relating to credits against tax) is amended by redesig-
nating section 43 as section 44, and by inserting after section 42 the
following new section:

“SEC. 43. EARNED INCOME.

“(a) Arrowawce or Crepir—In the case of an eligible individual,
there shall be allowed as a credit against the tax imposed by this chap-
ter for the taxable year an amount equal to 10 percent of so much of
the earned income for the taxable year as does not exceed $4,000.

“(b) Linirarion.—T he amount of the credit allowable to a taxpayer
under subsection (a) for any tazable year shall be reduced (but not
below zero) by an amount equal to 10 percent of so much of the ad-
justed gross income (or, if greater, the earned income) of the taxpoyer
for the taxable year as exceeds $4,000.

“(¢) Derivirion—For purposes of this section—

“(1) ErreiBLe 1nvpivipvAL—The term ‘eligible individual

means an individual who, for the taxable year—

« gA) maintains a household (within the meaning of section

214(d) (3)) in the United States which is the principal place

of abode of that individual and of & child of that individual

with respect to whom he is entitled to claim a deduction under

section 161(e) (1) (B) (relating to additional exemption for
deznemients) ,and

‘(B) is not entitled to exclude any amount from gross in-

come under section 911 (relating to earned income from

sources without the United States) or section 931 (relating to

income from sources within the possessions of the United

States).



“(2) Earxep ixcOME.—~~
“(A4) The term ‘earned income’ means—

“(2) wages, salaries, tips, and other employee compen-
sation, plus

“(#) the amount of the taxpayer’s net earnings from
self-employment for the taxable year (within the mean
ing of section 1402(a)).

“(B) For purposes of subparagraph (A)—

“(2) ewcept as provided in clause (it), any amount
shall be taken into account only if such amount is includi-
ble in the gross income of the taxpayer for the taxable
Year,

“(4) the earned income of an individual shall be com-
puted without regard to any communrity property laws,
“(#8) no amount received as o pension or annuity shall
be taken into account, and
“(iv) no amount to which section 871(a) applies (re-
lating to income of nonresident alien individuals not
connected with United States business) shall be taken
into account.

“(d) Marriep Inpivipvars—In the case of an individual who is
married (within the meaning of section 143), this section shall apply
only if a joint return is filed for the tawable year under section 6013.

“(e) Taxapre Yrar Musr Be Forr Taxaprk Yrar—FEwxcept in the
case of a taxable year closed by reason of the death of the taxpayer,
no credit shall be allowable under this section in the case of a taxable
year covering a period of less than 12 months.”

7 (6) Rervyp To Be Mave Warerr Crepir ExcEEps LisBILITY FOR
"AX— :
(1) Section 6401(b) (relating to ewmcessive credits) 1is
amended—
A) by inserting “43 (relating to earned income credit),”
before “ond 667 (b)”; and
(B) by striking out “and 39” and inserting in liew thereof
a comma and F39 and 437,
(2) Section 6201(a)(4) (relating to assessment authority) is
amended by—
(4) inserting “or 437 after “section 39” in the caption of
such section; and
(B) striking out “0il),” and inserting in lieu thereof “oil)
or section 43 (relating to earned income),”.

(¢) Ocertoar Axenouent.—The table of sections for such subpart is
amended by striking out the last item and inserting in liew thereof the
following ; g
“Sec. 43. Credit for certain earned income.

“8ee. 44 Overpayments of tax.”

SEC. 205. WITHHOLDING TAX.
(¢) RBeouirenent or WiraroLpine.—Subsection (&) of section 3402
;?lcélat@'ng to income taw collected at source) is amended to read as
ollows ;
“(a) Rrouirenent or Wirnroroine—Except as otheruise provided
in this section, every employer making payment of wages shall deduct
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and withhold upon such wages a tax determined in accordance with
tables prescribed by the Secretary or his delegate. The tables so pre-
scribed shall be the same as the tables contained in this subsection as
in effect on January 1, 1975, except that the amounts set forth as
amounts of income tax to be withheld with respect to wages paid after
April 30, 1975, and before January 1, 1976, shall reflect the full cal-
endar year effect for 1975 of the amendmments made by section 201, 202,
203, and 204 of the Taa Reduction Act of 1975. For purposes of apply-
ing such tables, the term ‘the amount of wages’ means the amount
by which the wages exceed the number of withholding exemptions
claimed, multiplied by the amount of one such exemption as shown in
the table in subsection (b) (1).”

(0) Conroruive Amexpuenr—Section 3402(c)(6) (relating to
wage bracket withholding) s amended by striking out “table 7 con-
tained in subsection (a)” and inserting in liew thereof “the table for
an annuol payroll period prescribed pursuant to subsection (a)™.

SEC. 206. INCREASE IN INCOME LIMITATION APPLICA-
BLE TO CHILD AND DEPENDENT CARE DE-
DUCTION.

Section 214 (relating to expenses for household and dependent care
services necessary for gainful employment) is amended by striking out
“$18,0007 each place it appears in subsection (d) and inserting in liew
thereof “$35,0007.

SEC. 207. EXTENSION OF PERIOD FOR REPLACING OLD
RESIDENCE FOR PURPOSES OF NONRECOG-
NITION OF GAIN UNDER SECTION 1034.

(@) Owve-Yrar Periop INcrREASED T0 18 MovTHS —

(1) Subsections (a), (¢)(4), (¢)(¥), (d), and (R) of sec-
tion 103} (relating to nonrecognition of gain on sale or exchange
of residence) are each amended by striking out “I1 year” each
place it appears and inserting in liew thereof “18 months”.

(2) Subsection (¢)(5) of section 1034 is amended by strik-
ing out “one year” and inserting in lieu thereof “18 months™.

(b) 18-Moxra Prriop ror Constrvucring New RBesipence [NOREASED
70 2 Years—Subsection (¢)(5) of section 1034 is amended by strik-
ing out “18 months” and inserting in liew thereof “2 years”.

SEC. 208. CREDIT FOR PURCHASE OF NEW PRINCIPAL
RESIDENCE.

(@) Arrowance or Crepirs—Subpart A of part IV of subchapter A
of chapter I (relating to credits allowed) is amended by redesignating
section 44 as section 45 and by inserting after section 43 the following
new section:

“SEC 44. PURCHASE OF NEW PRINCIPAL RESIDENCE.
“(a) Geverar Rure—In the case of an individual there is al-
lowed, as a credit against the tax imposed by this chapter for the
tawable year, an amount equal to 5 percent of the purchase price of a
new principal residence purchased or constructed by the tazpayer.
“(b) Lrmirarions.—
“r1) Maximvux crepir~—The credit allowed under subsection
(@) may not exceed $2,000.
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“(%) Lmurrarion 1o ove rEsDENCE—The credit under this sec-
tion shall be allowed with respect to only one residence of the tax-
payer.

‘(3) Marrigp ixprvibvars.—Iin the case of a husband and wife
who file a joint return under section 6013, the amount specified
under paragraph (1) shall apply to the joint return. In the case of
a married individual filing a separate retwrn, paragraph (1) shail
be applied by substituting ‘$1,000° for ‘$2,000". ‘

“(4) Orrramv ormer raxpavrrs—In the case of individuals
to whom paragraph (3) does not apply whe together purchase the
same new principal residence for use as their principal residence,
the amount of the credit allowed under section (a) shall be allo-
cated among such individuals as prescribed by the Secretary or his
delegate, but the sum of the amounts allowed to such individuals
shall not exceed $2,000 with respect to that residence.

“5) Apprication WirH ormER cREDITS—The credit ollowed
by subsection (a) shall not exceed the amount of the tax imposed
by this chapter for the taxable year, reduced by the sum of the
credits allowable under sections 33, 37, 38, 40, 41, and 42.

“(¢) Derinirions—F or purposes of this section—

“(1) New privcipar resipence—The term ‘new principal
residence’ means a principol residence (within the meaning of
section 1054), the original use of which commences with the taz-
payer, and includes, without being limited to, a single family
structure, a residential wnit in a condominium or cooperative
housing project, and @ mobile home.

“(€) Porcaase PrICE~The term ‘purchase price’ means the
adjusted basis of the new principal residence on the date of the
acquisition thereof.

“(3) Purcrase—The term ‘purchase’ means any acquisition
of property, but only if—

“(A) the property is not acquired from o person whose
relationship to the person acquiring it would result in the
disallowance of losses under section 267 or 707(b) (but, in
applying section 267 (b} and (c) for purposes of this section,
paragraph (4} of section 267 (¢) shall be treated as providing
that the family of an individual shall include only his spouse,
ancestors, and lineal descendants) , and

“(B) the basis of the property in the hands of the person
acquiring it is not determined—

“(2) in whole or in part by reference to the adjusted
basis of such property in the hands of the person from
whom acquired, or

“(i) under section 1014(a) (relating to property
acquired from a decedent).

“(@) RrcaPrure ror CrrrAIN DISPOSITIONS —

“(1) In ernerar.—Ewcept as provided in paragraphs (8) and
(3), ¢f the tawpayer disposes of property with respect to the
purchase of which a credit was allowed under subsection (a) of
any time within 36 months after the date on which he acquired it
(or, in_the case of construction by the tazpayer, on the day on
which he first occupied it) as his principal residence, then the tax.
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tmposed under this chapter for the taxable year in which termi-
nates the replacement period under paragraph (8) with respect to
the disposition is increased by an amount equal to the amount al-
lowed as a credit for the purchase of such property.

“(2) Acquisirion oF NEW RESIDENCE~If, in connection with a
disposition described in paragraph (1) and within the applicable
period preseribed in section 1034, the taxpayer purchases or con-
structs @ new principal residence, then the provisions of paragraph
(1) shall not apply and the tax imposed by this chapter for the
tawable year following the taxable year during which disposition
occurs 18 increased by an amount which bears the same rotio to the
amount allowed as a credit for the purchase of the old residence
as (A) the adjusted sales price of the old residence (within the
meaning of section 1034), reduced (but not below zero) by the
taxpayer's cost of purchasing the new residence (within the
meaning of such section) bears to (B) the adjusted sales price of
the old residence.

“(8) Drarm or OWNER; CASUALTY LOSS; INVOLUNTARY CONVER-
ston; gro~—The provisions of paragraph (1) do not apply to—

“(A4) a disposition of a residence made on account of the
death of any individual having a legal or equitable interest
therein ocourring during the 36 month period to whichk ref-
erence is made under such paragraph,

“(B) a disposition of the old residence if it i3 substantially
or completely destroyed by a casualty described in section
165(cy(3) or compulsorily and involuntarily converted
(within the meaning of section 1033(a) ), or

“(C) a disposition pursuant to a settlement in a divorce or
legal separation proceeding where the other spouse retains
the residence as principal residence.

“(e) Prorerry 10 Waicn Secrion AppLies.—

“(2) SeLr-coNSTRUCTED PROPERTY BEGUN BEFORE MARCH 13,
1975—In the case of property the construction of which was
begun by the tawpayer before March 13, 1975, only that portion of
the basis of such property properly allocable to construction after
March 12, 1975, shall be taken into account in determining the
amount of the credit allowable under subsection(a).

“(8) Binping conrracT.—For purposes of this subsection, a
contract for the purchase of o residence which is conditioned upon
the purchaser’s obtaining « loan for the purchase of the residence
(including conditions as to the amount or interest rate of such
loan) is not considered non-binding en account of that condition.

“(1) Iv eenerarL.—The provisions of this section apply to a
new principal residence—

“(4) the construction of which began before March 26,
1975,

“(B) which is acquired and occupied by the taxpayers
after March 12,1975, and before January 1, 1977, and

“(0) if not constructed by the taxpayer, whick was ac-
quired by the taxpayer under a binding contract entered into
by the taxpayer before January 1, 1976.
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“(4) CERTIFICATION MUST BE ATTACHED 70 RETURN.—T his section
shall not apply to any residence (other than a residence con-
structed by the taxpayer) unless there i3 attached to the return
of taz on which the credit is claimed a certification by the seller,
in accordance with regqulations prescribed by the Secretary or his
delegate, that the purchase price is the lowest price at which the
resigeﬁee was ever offered for sale.”

(8) Suvirs To Reoover Auounrs or Prick INcrREASES—1 f—

(1) -any person certifies under section 4 (e) (4) of the Internal
Revenue Code of 195} that the price for which a residence was
sold is gze lowest price at which the residence was ever offered for
sale, an

(8) the price for which the residence was sold ewceeded the
lowest price at which the residence was ever offered for sale,

such person shall be liable to the purchaser of such residence in an
amount equal to three times the amount of such excess. The United

States district courts shall hawe jurisdiction of suits to recover such
amounts without regard to any other provision of law. In any suit
brought under this subsection in which judgment is entered for the

;}chaser, he shall also be entitled to recover a reasonable attorney’s
ee,

(¢) Denrar or Depucrion.—Notwithstanding the provisions of sec-
tion 162 or 212 of the Internal Revenue Code of 1954, no deduction
shall be allowed in computing taxable income for two-thirds of any
amount paid or incurred on a judgment entered against any person in
a suit brought under subsection (b).

(@) Trcanicar anp OLERICAL AMENDMENTS. —

() The table of sections for such subpart is amended by strik-
ing out the last item and inserting in lieu thereof the following:

“8eo, 44. Credit for purchase of new principel residence.
“Sec. 45. Overpayments of tax.

(2) Section 56(a) (2) (relating to imposition of minimwum, tax)
i8 amended bg; striking out “and” at the end of clause (v), by
striking out ©; and” at the end of clause &Ze') and inserting in
liew thereof “, and”, and by inserting after clause (vé) the follow-
tng new clause:

“(‘”ﬂ% section 44 (relating to credit for purchase of new principal residence) ;
and”,

(8) Section 56(c) (1) (relating to tax earryovers; is amended
by striking out “and” at the end of subparagraph (E), by striking
out “exceed” at the end of subparagraph (Ig; and inserting in liew
thereof “and”, and by inserting after subparagraph (F) the fol-
lowing new subparagraph :

“(G) s%ot&on 44 (relating to credit for purchase of new principal residence),
exceed”.

(4) Section 6096 (b) (relating to designation 7:; income tax pay-
ments to Presidential Election Campaign Fund) is amended g/g/
striking out “and 42" and inserting in lLieu thereof “42, and 44>
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SEC. 209. EFFECTIVE DATES.

(@) Secrions 201, 202(a), axp 203—T he amendments made by sec-
tions 201, 202(a), and 203 shall apply to taxable years ending after
December 31, 1974. Such amendments shall cease to apply to taxable
years ending after December 31, 1976,

(b) Secrion 204 —T he amendments made by section 904 shall apply
to taxable years beginning after December 31, 1974, and before Jan-
wary 1, 1976.

(¢) Srorions 202(b) anp 205 —The amendments made by sections
202(6) and 205 shall apply to wages paid after April 30, 1976, and
before January 1, 1976.

(@) Secrion 206.—The amendments made by section 206 apply to
taxadble years beginning after the date of enactment of this Act.

(e) Secrion 207 —T he amendments made by section 207 shall apply
to old residences (within the meaning of section 1034 of the Internal
Revenue Code of 1954) sold or exchanged after December 31, 197}, in
tawable years ending after such date.



TITLE III—CERTAIN CHANGES IN
BUSINESS TAXES

SEC. 301. INCREASE IN INVESTMENT CREDIT.

(@) Ivcrease or Invesruent Orepir—Paragraph (1) of section 46
(a) (determining the amount of the investment credit) is amended
to read as follows:

“(1) Geverar Rurg.— :

“(A) Ten perceENT CREDIT.~ERcept as otherwise provided
in this paragraph, in the case of a property described in sub-
paragraph (D), the amount of the credit allowed by section
38 for the tazable year shall be an amount equal to 10 percent
of tkigualiﬁed investment (as determined wnder subsections
(¢) and (d)).

“(B) Ereven percenT crREDIT—Encept as otherwise pro-
vided in this paragraph, in the case of a corporation which
elects to have the provisions of this subparagraph apply, the
amount of the credit allowed by section 38 for the taxable
year with respect to property described in subparagraph (D)
shall be an amount equal to 11 percent of the qualified invest-
ment {as determined under subsections (¢) and (d)). An elec-
tion may not be made to have the provisions of this subpara-
graph apply for the taxable year unless the corporation meets
the requirements of section 301(d) of the Taw Reduction Act
of 1975. An election by a corporation to have the provisions of
this subparagraph apply shall be made at such time, in such
form, and in such manner as the Secretary or his delegate

may prescribe.

“(0) Sevewn pErcENT cREDIT.~E®CEpt s otherwise provided
in this paragraph, the amount of credit allowed by section 38
for the taxable year shall be an amount equal to 7 percent of
the qualified investment (as deiermz‘nedq under subsections
(¢} and {(d)).

H “(D) Trawsrrionar rULes.—The provisions of subpara-
graphs (A) and (B) shall apply only to—

“(3)y property to which subsection (d) does not apply,
" the construction, reconstruction, or erection of which is
completed by the taxpayer after January 21, 1975, but
‘ only to the ewtent of the basis thereof attributable to the
construction, reconstruction, or erection after J anuary 21,

1975, and before January 1,1977.
 4(3) property to which subsection (d) does not apply,
acquired by the taxpayer after January 21, 1975, and
before Jarnmary 1, 1977, and placed in service by the tax-

payer before January 1, 1977, and

(15)
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“(it) pro;:ert% to which subsection (d) applics, but only
to the catent of the qualified investment (us determined under
subsections (¢) and (d)) with respect to qualified progress
ewpenditures made after January 21, 1975, and before J anu-
ary 1, 1977.7 ~

(b) Pusric Uriziry PROPERTY —

(1) DETERMINATION OF QUALIFIED INVESTME:YT.—.AS’uZ)pwmgmph
(A) ‘of section 46(c) (3) (relating to determination of qualified
investment in the case of public utility property) is amended to
read as follows: . )

“(A) To the ewtent that subsection (a)(1)(C) applies to
property which is public utility property, the amount of the
qualified investment shall be % of the amount determined
under paragraph (1).”. )

(2) IncreasE 1v 50-PERCENT LIMITATION.—Section 46 (@) (re-
lating to determination of amount of credit) is amended by add-
ing af the end thereof the following new paragraph :

“(6) ALTERNATIVE LIMITATION IN THE CASE OF CERTAIN UTILITIES.—

(A ) In eenerar.—If, for a taxable year ending after colendar
year 1974 and before calendar year 1981, the amount of the quali-
fied investment of the taxpayer which is attributable to public
utility property is 25 percent or more of his aggregate quc}laﬁed
tnvestment, then sub cemgmpfz (C) of paragraph (2) of this sub-
section shall be applied by substituting for 50 percent his appli-
cable percéntage for such year. i

“(B) Appricapre prrceNTAcE—The applicable percentage of
any tawpayer for any taxable year is—

“(1) 60 percent, plus

“(4) that portion of the tentative percentage for the tax-
able year which the tawpayer’s amount of qualified invest-
ment which is public utility property bears to his aggregate
qualified investment. L :

If the proportion referred to in clause (ii) is 75 percent or more,

the applicable percentage of the tazpayer for the year shall be 50

percent plus the tentatvve percentage for such year. :

“(C') TENTATIVE PERCENTAGE—I 0T purposes of subparagraph

B), the tentative percentage shall be determined under th
ollowing table: :

“If the taxable year ‘ v The tentative

ends in: percentage i8:
1975 or 1976... . 50
1w - 40
1978 e e e e e e e e i 80
1979 .. : : - 20
1880 e et s e i o 0 e e 10

“(D) PusLrc vriLiry PROPERTY DEFINED.—For purposes of t’kis
paragraph, the term ‘public wtility property’ has the meaning
given to such term by the first sentence of subsection () (B (B).”
" (8) LiuiTATION 1IN CASE OF CERTAIN REGULATED coMPANIES.~Sec-
tion 46(f), as redesignated by section 302(a) of this Act (relating
to limitation in case of certain regulated companies), is amended
by adding at the end thereof the following new paragraph:
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“(8) PROHIBITION OF IMMEDIATE FLOWTEEOUGH—An election
made under paragraph (3) shall apply only to the amount of the
credit allowable under section 38 with respect to public utility
property (within the meaning of subsection (a)(6) (D)) deter-
mined as if the Tax Beduction Act of 1975 had not been enacted.
Any taxpayer who had timely made an election under paragraph
(3) may, at kis own option and without regard to any requirement
unposed by an age deseribed in subsection (¢)(3) (B), elect
within 90 days afte% date of the enactment of the T aw Reduc-
tion Act of 1975 (in such manner as the Secretary or his delegate
shall prescribe) to have the provisions of paragraph (3) apply
with respect to the amount of the credit allowable under section
38 with respect to such property which is in excess of the amount
determined under the preceding sentence. If such toxpayer does
not make such an election. paragraph (1) or (2) (whichever
paragraph is applicable without regard to this paragraph) shall
apply to such excess credit, except that if neither paragraph (1)
nor (2) 48 applicable (without regard to this paragraph), para-
graph (1) shall apply unless the taxpayer elects (in such manner
as the Secretary or his delegate shall prescribe) within 90 days
after the date of the enactment of the Taw Reduction Act of 1976
to have the provisions of g)@?:ag'mph (&) ag}p.iy. The provisions of
this paragraph shall not be applied to disallow such excess credit
before the first final determination which is inconsistent with such
requirements is made, determined in the same mamner as under
pamgrgpk 4).”

(4) EFrrrcrive pares.—The amendment made by paragraph (1)
of this subsection shall apply to property placed in service after
January 21, 1975, in ¢ e years ending after January 21, 1975.
The amendments made by paragraphs (2) and (3) shall apply to
tawable years ending after December 31, 197).

(e) Increase Frou 350,000 1o $100,000 or Dorrar LIMITATION ON
Usep ProPERTY —

(1) In ¢everaL.—Paragraph (2) of subsection 48(c) ( relating
to dollar lLimitation in case of wused section 38 property)
amended— ,

(4) by striking out “$50,000” each place it appears and
ingerting in liew thereof “$100,000”, and
(B) by striking out “$25,000" and inserting in lieu thereof
“$50,000”. '

(2) Errecrive pare—The amendments made by  paragraph
(1) shall apply only to taxable years beginning after December $1,
1974, and before January 1, 1977, :

(@) Praw Rreoureemeszs ror Taxpayers Errcrine 11-Prroent
Orepir.—In order to meet the requirements of this subsection—

(1) A corporation (hereinafter in this subsection referred to as
the “employer”) must establish an employee stock ownership plan
(described in paragraph (2)) which is funded by transfers of em-
ployer securities in accordance with the provisions of paragraph
(6) and which meets all other requirements of this .sugsection.

(2) The plan reforred to in paragraph (1) must be a defined
contribution plan established in writing which—
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(4) 48 & stock bonus plan, a stock bonus and a money pur-
chase pension plan, or a profit-sharing plan, .

(B) is designed to invest primarily in employer securities,
a .

(C) meets such other requirements (similar to require-
ments applicable to employee stock ownership plans as de-
fined in section 4975(e) (7) of the Internal Revenue Code of
1954) as the Secretary of the Treasury or his delegate may
prescribe. ) )

(3) The plan must provide for the allocation of all employer
securities transferved to it or purchased by it (because of the re-
quirements of section 46 (a) (1) (B) of the I nternal Revenue Code
of 195}) to the account of each participant (who was a participant
at any time during the plan year, whether or not he i o partict-
pant at the close of the plan year) as of the close of each plan year
in an amount which bears substantially the same proportion to
the amount of all such securities allocated to all participants in
the plan for that plan year as the amount of compensation paid
to such participant (disregarding any compensation 1n ercess of
the first $100,000 per year) bears to the compensation paid to all
such participants during that year (disregarding any compensa-
tion in excess of the first $100,000 with respect to any gartwa«ptmt) .
Notwithstanding the first sentence of this paragraph, the alloca-
tion to participants’ accounts may be extended over whatever
period may be necessary to comply with the requirements of sec-
tion 415 of the Internal Revenue Code of 1954.

(4) The plan must provide that each participant has o nonfor-
feitable right to any stock allocated to his account under para-
graph (3), end that no stock allocated to a partici ant's acoount
may be distributed from that account before the en. of the eighty-
Fourth month beginning after the month in which the stock is allo-
cated to the account except in the case of separation from the serv-
ice, death, or disability. . ) )

(6) The plan must provide that each }fmrthpant is entitled to
direct the plan as to the manner in which any employer securities
allocated to the account of the participant are to be voted.

(6) On making a claim for credit, adjustment, or refund under
section 38 of the Internal Revenue Code of 1954, the employer
states in such claim that it agrees, as @ condition of receiving any
such credit, adjustment, or refund, to transfer employer securities
Forthwith to the plan having an aggregate value ot the time of the
claim of 1 percent of the amount of the qualified investment (as

 determined under section 46 (¢) and (d) of such Code) of the toa-

" payer for the tawable year. For purposes of meeting the require-
ments of this paragraph, a transfer of cash shall be treated as a
transfer of employer securities if the cash is, under the plan, used
to purchase employer securities. .

(7) Notwithstanding any other provision of law to the contrary,
z}f the plan does not meet the requirements of section 401 of the

nternal Revenue Code of 1954—

(4) stock transferred under paragraph (6) and adlocated
to the account of amy participant under paragraph (3) and
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dividends thereon shall not be considered income of the par-
ticipant or his beneficiary under the Internal Bevenue Code
of 1954 wntil actually distributed or made available to the
participant or his beneficiary and, at such time, shall be tax-
able under section 72 of such Code (treating the participant
or his beneficiary as hawving a basis of zero in the contract).

(B) no amount shall be allocated to any participant in ex-
cess of the amount which might be allocated if the plan met
the requirements of section 401 of such Code, and

(O) the plan must meet the requirements of sections 410
and 415 of such Code.

(8) If the amount of the credit determined under section 46 (a)

(1) (B) of the Internal Revenue Code of 1954, is recaptured in
accordance with the provisions of suck Code, the amounts trans-
ferred to the plan under this subsection and allocated under the
plan shall remain in the plan or in participant accounts, as the case
may be, and continue to be allocated in accordance with the origi-
nal plan agreement.

(9) For purposes of this subsection, the term—

(4) “employer securities” means common stock issued by
the employer or a corporation which is in control of the em-
ployer (within the meaning of section 368(c) of the Internal
Revenue Code of 1964) with voting power and dwidend rights
no less favorable than the voting power and dividend rights
of other common stock issued by the employer or such con-
trolling corporation, or securities issued by the employer or
such controlling corporation, convertible into such stock, and

(B) “value” means the average of closing prices of the
employer’s securities, as reported by a national exchange on
which securities are listed, for the 20 consecutive trading days
immediately preceding the date of transfer or allocation of
such securities or, in the case of securities not listed on a na-
tional exchange, the fair market value as determined in good
faith and in accordance with regulations issued by the Secre-
tary of the Treasury or his delegate.

(10) The Secretary of the Treasury or his delegate shall pre-
seribe such regulations and require such reports as may be neces-
sary to carry out the provisions of this subsection.

(11) If the employer fails to meet any requirement imposed
under this subsection or under any obligation undertaken to com-~
ply with the requirement of this subsection, he is liable to the
United States for a ciwil penalty of an amount equal to the amount
tnvolved in such failure. The preceding sentence shall not apply
if the taxpayer corrects such failure (as determined by the Secre-
tary of the Treasury or his delegate) within 90 days after notice
thereof. For purposes of this paragraph, the term “emount in-
volved” means an amount determined by the Secretary or his dele-
gate, but not in excess of 1 percent of the qualified investment of
the taxpayer for the taxable year under section 46(a) (1) (B) and
not less than the product of one-half of one percent of such amount
multiplied by the number of months (or parts thereof) during
which such failure continues. The amount of such penalty may be
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collected by the Secretary of the Treasury in the same manner in
which a deficiency in the payment of Federal income tax may be
collected.

(12) Notwithstanding any provisions of the Internal Revenue
Code of 195} to the contrary, no deduction shall be allowed under
section 162, 212, or 404 of such Code for amounts transferred to
an employee stock ownership plan and taken into account under
this subsection.

SEC. 302. ALLOWANCE OF INVESTMENT CREDIT WHERE
CONSTRUCTION OF PROPERTY WILL TAKE
MORE THAN 2 YEARS.

(@) Geverar Rure—Section 46 (relating to amount of credit) is
amended by redesignating subsections (d) and (e) as subsections (e)
and (f), respectively, and by inserting after subsection (¢) the follow-
ing new subsection:

“(d) Quartriep Procress E xrENDITURES. — ,

“(1) Iv eeneraL~—In the case of any taxpayer who has made
an election under paragraph (6), the amount of his qualified
inwestment for the taxable year (determined under subsection (c)
without regard to this subsection) shall be increased by an amount
equal to his aggregate qualified progress expenditures for the
taxable year with respect to progress expenditure property.

“(2) ProGRESS EXPENDITURE PROPERTY DEFINED,—

_“(A) In ceverar.—For purposes of this subsection, the
term ‘progress expenditure property’ means any property
which is being constructed by or for the taxpayer and

which—
“(?) has a normal construction period of two years or
more, and

“(e2) it 78 reasonable to believe will be new section 38
property having o useful life of 7 years or more in the
hands of the taxpayer when it is placed in service.

Clauses (i) and (%) of the preceding sentence shall be
applied on the basis of facts known at the close of the taxable
year of the taxpayer in which construction begins (or,if later,
at the close of the first taxable year to which an election under
this subsection applies).

“(B) Normar construcrion PERIOD.—For purposes of sub-
paragraph (A), the term ‘normal construction period’ means
the period reasonably expected to be required for the con-
struction of the property—

“(2) beginning with the date on which physical work
on the construction begins (or,if later, the first day of the
first taxable year to which an election under this sub-
section applies), and

“(#€) ending on the date on which it is expected that
the property will be available for placing in service.

“(3) QUALIFIED PROGRESS EXPENDITURES DEFINED.—F or purposes
of this subsection—

“(A) Serr-consTrUcTED PROPERTY.—In the case of any self-
constructed property, the term ‘qualified progress expendi-
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tures’ means the amount which, for purposes of this subpart,
is, properly chargeable (during such taxable year) to capital
account with respect to such property.

“(B) Non-sELF-00NSTRUCTED PROPERTY —In the case of non-
self-constructed property, the term ‘qualified progress
expenditures’ means the lesser of—

“(2) the amount paid during the taxable year to
another person for the construction of such property, or
“(#) the amount which represents that proportion of
the overall cost to the taxpayer of the construction by
such other person which is properly atiributable to that
portion of such construction which is completed during
such taxable year.
“(4)SPECIAL RULES FOR APPLYING PARAGRAPH (3).—For purposes
of paragraph (3)—

“(4) Component PARTS, ETC—~Property which is to be a
component part of, or is otherwise to be included in, any
progress expenditure property shall be taken into account—

“(2) at a time not earlier than the time at which. it be-
comes irrevocably devoted to use in the progress expendi-
ture property, ond

“(2t) as if (at the time referred to in clause (3)) the
tazpayer had expended an amount equal to that portion
of the cost to the taxpayer of such component or other
property which, for purposes of this subpart, is properly
chargeable (during such taxable year) to capital account
with respect to such property.

“(B) CErraiv BORROWINGS DISREGARDED.—Amny amount
borrowed directly or indirectly by the taxpayer from the
person constructing the property for him shall not be treated
as an amount expended for such construction.

“(C) CerTAIN UNUSED EXPENDITURES CARRIED OVER.—~IN the
case of mnon-self-constructed property, if for the tawable
year—

“(2) the amount under clause (i) of paragraph. (3) (B)
exceeds the amount under clause (i) of paragraph
(8) (B), then the amount of such excess shall be taken
into account under such clause (i) for the succeeding
taxable year, or

“(4) the amount under clause (i) of paragraph (3)
(B) exceeds the amount under clause [i) of paragraph
(8) (B), then the amount of such ewcess shall be taken
wmto account under such clause (i) for the succeeding
taxable year.

“(D) DETERMINATION OF PERCENTAGE OF COMPLETION.—In the
case of non-self-constructed property, the determination un-
der paragraph (3) (B) (%) of t;z): proportion of the overall
cost to the tawpayer of the construction of any property
which is properly attributable to construction completed dur-
wng any taxable year shall be made, under regulations pre-
scribed by the Secretary or his delegate, on the basis of engi-
neering or architectural estimates or on the basis of cost ac-
counting records. Unless the taxpayer establishes otherwise



22

by clear and convincing evidence, the constryction shall
be deemed to be completed not more rapidly than ratably
over the normal construction period.

“(E) No QUALIFIED PROGRESS EXPENDITURES FOR CERTAIN
prior pErIoDs.—In the case of any property, no qualified
progress expenditures shall be taken into account under this
subsection for any period before January 28,1975 (or, if later,
before the first day of the first taxable year to which an elec-
tion under this subsection applics).

“(FY No QUALIFIED PROGRESS EXPENDITURES FOR PROPERTY
FOR YEAR IT IS PLACED I SEEVICE, ETC—In the case of any
property, no qualified progress expenditures shall be taken
into account under this subsection for the earlier of—

“(4) the tawable year in which the property is placed
n service, or
“(i) the first tawable year for which recapture is re-
quired under section 47(a)(3) with respect to such
property,
or for any taxable year thereafter.

“(5) Ornrr prrivirions—For purposes of this subsection—

“(A4) Serr-coxstrucrep prorerry.~—The term. ‘self-con-
structed property’ means property more thon half of the
construction expenditures for which it is reasonable to be-
lieve will be made directly by the taxpayer.

“(B) Non-seLr-coNSTRUCTED PROPERTY.~—The term ‘non-
self-constructed property’ means property which is not self-
constructed property. )

“(0Y Cownsrrucrion, sre~The term ‘construction’ includes
reconstruction and erection, and the term ‘constructed’ in-
cludes reconstructed and erected.

“(D) ONLY CONSTRUCTION OF SECTION 38 PROPERTY TO BE
TAKEN INTO ACCOUNT.~—Construction shall be taken into ac-
eount only if, for purposes of this subpart, expenditures there-
for are properly chargeable to capital account with respect
to the property.

“(6) Errcrion—An election under this subsection may be made
at such time and in such manner as the Secretary or his delegate
may by requlations prescribe. Such an election shall apply to the
taxable year for which made and to all subsequent taxable years.
Such an election, once made, man not be revoked ewcept with the
consent of the Secretary or his delegate.

“(?Y Trawsirionar rOLES—The qualified investment taken into
account under this subsection for any taxable year beqinning be-
fore January 1, 1980, with respeet to any property shall be (in liew
of the full amount) an amount equal to the sum of—

“(A) the applicable percentage of the full amount de-
termined under the following table:

“For a taxable year The applicable
beginning in: percentage is:
I90h 08 OV e e 20
B e e e e o e e e o e 40
T e e e e e e e e e e e e 60
e e e i e e e e 80
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plus

“(B) in the case of any property to which this subsection
applied for one or more preceding taxable years, 20 percent of
the full amount for-each such preceding taxable year.

For purposes of this paragraph, the term ‘full amount’, when used
with respect to any property for any toawable year, means the
amount of the qualified investment for such property for such year
determined wnder this subsection withoul regard to this
paragraph.”

(b) Conroruine AMENDMENTS.—

(1) Auexpwenr or secrion 46(c).~Section 46(c) (relating to
qualified investment) is amended by adding ot the end thereof
the following new paragraph:

“04) Coorprvarion wire svpsecriovn (d)—The amownt which
wonld (but for this paragraph) be treated as qualified investment
under this subsection with respect to any property shall be re-
duced (but not below zero) by any emount treated by the tax-
payer or a predecessor of the taxpayer (or, in the case of o sale
and leaseback described in section 47 (a)(3) (O), by the lessee)
as qualified investment with respect to such property under sub-
section (d), to the extent the amount so treated has not been re-
guired to be recaptured by reason of section 47(a) (8).”

(2) Disposirion, 10—

(4) Subsection (a) of section 47 (relating to certain dis-
positions, etc., of section 38 property) is amended by redesig-
nating paragraph (3) as paragraph (4) and by inserting
after paragraph (2) the following new paragraph :

“(3) PROPERTY CEASES TO BE PROGRESS EXPFNDITURE PROPERTY —

“(A) Iv eeverar—If during any tawable year any prop-
erty taken into account in determining quaelified investment
under section 46(d) ceases (by reason of sale or other disposi-
tion, cancellation or abandonment of contract, or otherwise)
to be, with respect to the taxpayer, property which, when
placed in service, will be new section 38 property, then the
tax under this chapter for such taxable year shall be increased
by an amount equal to the aggregate decrease in the credits
allowed under section 38 for all prior taxable years which
would have resulted solely from reducing to zero the quali-
fied investment taken into account with respect to such
property.

“CB) CERTAIN EXCESS CREDIT RECAPTURED~—Any amouni
which would have been applied as a reduction of the qualified
investment in property by reason of paragraph (4) of section
46(cy but for the fact that a reduction wnder such paragraph
cannot reduce qualified investment below zero shall be treated
as an amount required to be recaptured under subparagraph
(A) for the tawable year in which the property is placed in
service.

“(C ) Cerrarny SALES aND LEASERACES.—Under regulations
preseribed by the Secretary or his delegate, a sale by, and
leaseback to, a taxpayer who, when the property is placed in
service, will be a lessee to whom section 48(d) applies shall not
be treated as a cessation described in subparagroph (A) to
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the extent that the qualified investment which will be passed
through to the lessee under section 48(d) with respect to such
property is not less than the qualified progress ewpenditures
properly taken into account by the lessee with respect to such
p?*opertg.

“(D) Coorpinarion wirn paracraru (1).—1If, after prop-
erty is placed in service, there is a disposition or other cessa-
tion described in paragraph (1), paragraph (1) shall be ap-
plied as if any credit which was allowable by reason of sec-
tion 46 (d) and which has not been required to be recaptured
before such cessation were allowable for the taxable year the
property was placed in service.”

(¢} CLERICAL AMENDMENTS.—

(1) Paragraph (4) of section [7(n) {(us redesignated by sub-
section (B (2)(A) of this section) is amended by striking out
“paragraph (1)” and inserting in liew thereof “paragraph (1) or
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(2) Poragraphs (5) aend (6)(B) of section 47(a) are each
amended by striking out “paragraph (3)” and inserting in liew
thereof “paragraph (4)”.

(3) Paragraphs (1) and (2) of section 48(d) are each amended
by striking out “section 46(d) (1)” and inserting in liew thereof
“saction 46 (e) (1) .

(4) Subsection (f) of section 50B is amended by striking out
“section 46(2)" and inserting in leu thereof “section 46 (e)”.
SEC. 303. CHANGE IN CORPORATFE TAX RATES AND IN-
CREASE IN SURTAX EXEMPTION.

(@) Tax Rarrs~—Section 11(b) (relating to corporate normal tax)
s amended to read as follows :

“(b) Norwar Tax.—~The normal tax is equal to—

“(1) in the case of a taxable year ending before January 1,
1975, or after December 31, 1975, 22 percent of the taxable income,
and

“(2) in the case of a tawable year ending after December 31,
197}, and before January 1, 1976, the sum of—

“(A) 20 percent of so much of the taxzable income as does
not exceed $25,000, plus

“(B) 22 percent of so much of the taxable income as ewceeds
$26,000.”.

(b) Svrrax Exeuprion.~—Section 11 (d) {relating to surtax exemp-
tion) is amended by striking out “$26,000” and inserting in liew thereof
“$560,000”.

(¢) Teonnroar axp CoNrFORMING AMENDMENTS.—

(1) Paragraph (1) of section 1561(a) (as in effect for taxable
years beginming after December 31, 1974) (relating to limitations
on certain multiple tax benefits in the case of certain controlled
corporations) is amended by striking out “$25,000" and inserting
in liew thereof “$50,0007. In applying subsection (b)(2) of sec-
tion 11, the first $25,000 of taxable income and the second $25,000
of taxable income shall each be allocated among the component
members of a controlled group of corporations in the same manner
as the surtax exemption is allocated.
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(2) Paragraph (7) of section 12 (relating fo cross references
for tax on corporations) is amended by striking out “$25,000”
and inserting in lieu thereof “$50,000.

(3y Section 962(c) (reluting to surtax exemption for indi-
viduals electing to be subject to taxw at corporate rates) is amended
by striking out “$25,000” and inserting in liew thereof “$50,0007.

SEC. 304. INCREASE IN MINIMUM ACCUMULATED EARN-
INGS CREDIT FROM $100,000 TO $150,000.

(@) IncrEase—Paragraphs (2) and (3) of section 535(¢) (relating
to accumulated earnings credit) ave each amended by striking out
“$100,000” and inserting in liew thereof “$150,000".

(b) Oonroruine Auexpurnrs—Sections 243(b) (3) (O) (2) (relating
to qualifying dividends for purpeses of the dividends received de-
duction), 1561 (a) (relating to disallowance of surtax exemption and
accumulated earnings credit) and 1561{(a)(2) (relating to limita-
tions on certain multiple tax benefits in the case of certain controlled
corporations) are each amended by striking out “$100,000” and insert-
ing in lieu thereof “$150,0007.

SEC. 305. EFFECTIVE DATES.

(@) Secrion 302.—T he amendments made by section 302 shall apply
to taxable years ending after December 31,1974

(b) Seorrow 303 —

(1) Ir cexerar.—The amendments made by section 303 shall
apply to taxable years ending after December 31, 1974. The
amendments made by subsections (b) and (c) of such section shall
cease to apply for tawable years ending after December 31, 1975.

(2) OHANGES TREATED AS CHANGES IN TAX RaTE~—Section 21 (re-
lating to change in rates during taxable year) is amended by
adding at the end thereof the following new subsection:

“(f) Ixcreasey 1v Svrrax Exeurrion—In applying subsection (a)
to a taxable year of a taxpayer which is not a calendar year, the change
made by section 303(b) of the Tax Reduction Act of 1975 in section
11(d) (relating to corporate surtaw exemption) shall be treated as
a change in a rate of tax.”

(¢) Secrioxn 304—The amendments made by section 304 apply to
taxable years beginning after December 31, 1974.



TITLE IV—CHANGES AFFECTING
INDIVIDUALS AND BUSINESSES

SEC. 401. FEDERAL WELFARE RECIPIENT EMPLOYMENT
INCENTIVE TAX CREDIT.

(@) Iv GEwERAL~

(2) Section 50A (a) (relating to determination of amount of
credit) is amended by adding at the end thereof the following new

ragraph.:

“(6) LiMrrdrion WITH RESPECT TOQ XNONBUSINESS ELIGIBLE
euprLoyees.—Notwithstanding paragraph (1), the credit allowed
by section 40 with respect to Federal welfare recipient employ-
ment incentive expenses paid or incurred by the taxpayer during
the taxable year to an eligible employee whose services are not
performed in connection with a trade or business of the taxpayer
shall not exceed $1,000.”

(2) Section 504 (c)(2) (4) (relating to amount of credit) is
amended— '

EA.) by striking out “or ” at the end of clause (i),

B) by striking out the period at the end of clause (iit)
and inserting in liew thereof a comma and “or”, and
Z (C) by inserting at the end thereof the fonowing new
clause :

“(iv) a termination of employment of an individual
with respect to whom Federal welfare recipient employ-
ment incentive expenses (as described in section 508
(@) (2)) are taken into account under subsection (a).”

(8) Section 50B(a) (relating to definitions; special rules) 78
amended to read as follows :

“fa) Worr Incenrive Procrau E xrEnses—

“(1) In Gexerar—F or purposes of this subpart, the term ‘work
incentive program ewpenses’ means the sum of—

“(A) the amount of wages paid or incurred by the tavpayer
for services rendered during the first 12 months of employ-
ment (whether or not consecutive) of employecs who are
certified by the Secretary of Labor as—

“(2) having been placed in employment under a work
incentive program established under section 432(b) (1)
of the Social Security Act, and

“(ii) not having displaced any individual from em-
ployment, plus

“(B) the amount of Federal welfare recipient employment
incentive expenses paid or incurred by the taxpayer during
the taxable year.

27)
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“(2) Derivirion.—For purposes of this section, the term ‘Fed-
eral welfare recipient employment incentive expenses’ means the
amount of wages paid or incurred by the taxpayer for services
rendered to the tampayer before July 1, 1976, by an eligible em-

loyee.
P “3/(3 Y Excrusion—No item taken into account under paragraph

(1) (A) shall be taken into account under paragraph (1) (B). No

item taken into account under paragraph (1){(B) shall be taken

nto account under paragraph 1{4).”

(4) Section 50B (e) is amended—

(A) by striking out “subsection (a)” in paragraph (I)
and inserting in liew thereof “subsection (a) (’; Y (4)”, and
(B) by striking out “subsection (a)” in paragraph (4) and

inserting in liew thereof “subsection (a)(1){(4)”.

(6) Section 50B is amended by redesignating subsection (g)
as (k) and by inserting immediately after subsection (f) the fol-
Lowing new subsection;

“(g) Ericipre EMPLOYEE .~

“(1) Ericisre EMPLOYEE~—For purposes of subsection (a)(1)

(B), the term ‘cligible employee’ means an individ
“(A) who /gas been certified by the appropriate agency of
State or local government as being eligible for financial as-
sistance under part A of title IV of the Social Security Act
and as having continuously received such financial assistance
during the 90 day period which immediately precedes the date
on which such individual is hired by the taxpayer,
(B) who has been employed by the tawpayer for a period
zén ewcess of 30 consecutive days on a substantially full-time
asis,
“(0) who has not displaced any other individual from em~
ployment by the taxpayer, and
“(D) who is not a magrant worker.

The term ‘eligible employee’ includes an employee of the taxzpayer

whose services are not performed in conmection with a trade or

business of the taxpayer.

“(2) Migranr worrer—For purposes of paragraph (1), the
term ‘migrant worker’ means an individual who is employed for
services for which the customary period of employment by one
emiployer is less than 30 days if the nature of such services requires
zf?zt suc’l,z individual travel from place to place over a short period
of time.

(b) Errecrive Dare—The amendments made by this section with
respect to federal welfare recipient employment incentive expenses
shall apply to such expenses paid or incurred by a taxpayer to an
eligible employee whom such taxpayer hires after the date of the
enactment of this Act.

SEC. 402. TIME WHEN CONTRIBUTIONS DEEMED MADE
TO CERTAIN PENSION PLANS.

Section 1017 of the Employee Retirement Income Security Act of
197} (relating to effective dates for funding, etc., provisions of that
Act) s amende
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(1) in subsection (b) by striking out “(c) through (h),” and
inserting in liew. thereof “(¢) through (4),”; and )
(2) by adding at the end thereof the following new subsection:
“(3) Conrrmurions ro H:E. 10 Prans—Notwithstanding subsec-
tions (b) and (c) (82), in the case of a plan in existence on Jamuar;[ 1,
1974, the amendment made by section 1013(c) (2) of this Act shall
apply, with respect to o gltm which provides contributions or benefits
for employees some or all of whom are employees within the meaning
of section 401(¢) (1) of the Internal Revenue Code of 195}, for plan
yoars beginming after December 31, 197}, but only if the employer
(within the meaning of section {01(c)(4) of such Code) elects in
such manner and at such time as the Secretary of the Treasury or his
delegate shall by regulations prescribe, to have such amendment so
apply. Any election made under this subsection, once made, shall be
irrevocable.”



TITLE V—PERCENTAGE
DEPLETION

SEC. 501. LIMITATIONS ON PERCENTAGE DEPLETION
FOR OIL AND GAS.

(@) In Geverar—Part I of subchapter I of chapter 1 (relating to
natural resources)is amended by inserting after section 613 the fol-
lowing new section:

“SEC. 613A. LIMITATIONS ON PERCENTAGE DEPLETION
IN CASE OF OIL AND GAS WELLS.

“(a) Generar Rure—FEwxcept as otherwise provided in this sec-
tion, the allowance for depletion under section 611 with respect to any
o0il or gas well shall be computed without regard to section 613.

“(b) Exeuprion ror Cerrain DoMestic Gas WELLS.—

“(1) Iv eenverar—The allowance for depletion under section
611 shall be computed in accordance with section 613 with respect
to—

“(A) regulated natural gas, :
“(B) natural gas sold under a fixed contract, and
“(C) any geothermal deposit in the United States or in a
possession of the United States which is determined to be a
gas well within the meaning of section 613(b) (1) (4),
and 22 percent shall be deemed to be specified in subsection (b)
of section 613 for purposes of subsection (@) of that section.

“(2) Derivirions.—F or purposes of this subsection—

“(A) NATURAL €4S S0LD UNDER A FIXED CONTRAcT~—The
term ‘natural gas sold under a fived contract’ means do-
mestic natural gas sold by the producer wnder a contract, in
effect on February 1, 1975, and at all times thereafter before
such sale, under which the price for such gas cannot be
adjusted to reflect to any extent the increase in liabilities of
the seller for taw under this chapter by reason of the repeal
of percentage depletion for gas. Price increases after Feb-
ruary 1, 1976, shall be presumed to take increases in tax
liabilities into account unless the taxpayer demonstrates to
the contrary by clear and convincing evidence.

“(B) Reeurarep varvuraL cas—T he term ‘requlated natu-
ral gas’ meoans domestic natural gas produced and sold by
the producer, before July 1, 1976, subject to the jurisdiction
of the Federal Power Commission, the price for which has
not been adjusted to reflect to any extent the increase in

(31)
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Uability of the seller for tax under this chapter by reason of
the repeal of percentage depletion for gas. Price increases
after February 1, 1975, shall be presumed to take increases
in tax liabilities into account unless the taxpayer demon-
strates the contrary by clear and convincing evidence.

“(¢) Exrmpriov ror I[nprpenpENT PrRoDUCERS 4ND Rovarry

OWNERS.—

“(1) In cevEraL~—Ewxcept as provided in subsection (d), the
allowance for depletion under section 611 shall be computed in
accordance with section 613 with respect to—

“(A) so much of the taxpayer’s average daily production
of domestic crude oil as does not exceed the taxpayer’s de-
pletabdle oil quantity; and

“(B) so much of the taxpayer's average daily production
of domestic natural gas as does not exceed the tavpayer’s
depletable natural gas quantity;

and the applicable percentage (determined in accordance with the

table contained in paragraph (5)) shall be deemed to be specified

in subsection (b) of section 613 for purposes of subsection (a) of

that section.

( ‘)‘(Z) AvErAGE DAILY PRODUCTION.—Fo0r purposes of paragraph
—

“(A) the tampaper’s average daily production of domestic
crude ot or natural gas for any taxable year, shall be deter-
mined by dividing his aggregate production of domestic
crude 0il or natural gas, as the case may be, during the taxable
year by the number of days in such taxable year, and

“(B) in the case of a tawpayer holding a partial interest
in the production from any property (including an interest
held in a partnership) such taxpayer’s production shall be
considered to be that amount of such production determined
by maultiplying the total production of such property by the
taxpayer's percentage participation in the revenues from such
property.

In applying this paragraph, there shall not be taken into account
any production of crude oil or natural gas resulting from second-
ary or tertiary processes (as defined in requlations prescribed by
the Secretary or his delegate).

(b) applies.

“(3) DEPLETABLE OIL QUANTITY.—

“(A) In geveraL—For purposes of paragraph (1), the
taxpayer’s depletable oil quantity shall be equal to—

“(2) the tentative quantity determined under the table
contained in subparagraph (B), reduced (but not below
zero) by

“(i) the taxpayer’s average daily secondary or terti-
ary production for the taxable year.
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“(B) Prase-our raBLE.—For purposes of subparagraph
(4)—
“In the case of production during the calendar year:

The tentative
quantity in barrels is

19756 e 2,000
1976 e 1,800
1977 e 1,600
1978 e 1,400
1979 e 1,200
1980 and thereafter___ . _________________ 1,000

“(4) DaiLy DEPLETABLE NATURAL GAS QUANTITY —For pur-
poses of paragraph (1), the depletable natural gas quantity
of any taxpayer for any taxable year shall be equal to 6,000 cubic
feet multiplied by the number of barrels of the taxpayer's
depletable oil quantity to which the taxpayer elects to have this
paragraph apply. The taxpayer’s depletable o0l quantity for any
calendar year shall be reduced by the number of barrels with
respect to which an election under this paragraph applies. Such
election shall be made at such time and in such manner as the
Secretary or his delegate shall by regulations prescribe.

“(8) APPLICABLE PERCENTAGE—For purposes of paragraph

(1)—

“In the case of production The applicable
during the calendar year: percentage is:
1975 o -— ———— e 22
1976 e e 22
B O 22
1978 ____._ e e e e e - 22
1979 __ . e e . 22
1980 _— - 22
1981 e e e 20
1982 e 18
1983 ——— e 16
1984 and thereafter_—_ . _ . __ . . ____ —— 15

“(6) OIL AND NATURAL GAS RESULTING FROM SECONDARY OR TERTI-
ARY PROCESSES.—

“(A) Iv ceverar—Ewxcept as provided in subsection (d),
the allowance for depletion wnder section 611 shall be com-
puted in accordance with section 613 with respect to—

“(%) so much of the taxpayer’s average daily secondary
or tertiary production of domestic crude oil as does not
exceed the taxpayer’s depletable oil quantity (determined
with regard to paragraph (3)(A)(#); and

“(2) so much of the taxpayer’s average daily second-
ary or tertiary production of domestic natural gas as does
not exceed the taxpayer’s depletable natural gas quantity
(determined without regard to paragraph (3) (4) (%))
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and 22 percent shall be deemed to be specified in subsection
(b) of section 613 for purposes of subsection (a) of that
section.

“(B) AVERAGE DAILY SECONDARY OR TERTIARY PRODUCTION.—
For purposes of this subsection—-

“(2) the taxzpayer’s average daily secondary or tertiary
production of domestic crude oil or natural gas for any
taxable year shall be determined by dividing his aggre-
gate production of domestic crude 0il or natural gas, as
the case may be, resulting from secondary or tertiary
processes during the tavable year by the number of days
in such taxable year, ond

“(t) in the case of a taxpayer holding a partial interest
in the production from any property (including any
interest held in any partnership) such taxpayer’s pro-
duction shall be considered to be that amount of such
production determined by multiplying the total produc-
tion of such property by the taxpayer’s percentage par-
ticipation in the revenues from such property.

“(0) Termiwvarion—This paragraph shall not apply after
December 31, 1983.

“(7) Sprcrir Rures—

“(A) Propucrion or Crupe O1r 1v ExcEss or DEpPLETABLE
O1L Quanriry —If the taxpayer's average daily production
of domestic crude 0il exceeds his depletable oil quantity, the
aollowance under paragraph (1) (A) with respect to oil pro-
duced during the taxable year from each property in the
United States shall be that amount which bears the same ratio
to the amount of depletion which could have been allowable
under section 613(a) for all of the tampayer’s oil produced
from such property during the tawable year (computed as if
section 613 applied to all of such production. at the rote speci-
fied in paragroph (5) or (6), as the case may be as his deples-
able oil quantity bears to the aggregate mumber of barrels
representing the average daily production of domestic crude
0il of the taxpayer for such year.

“(B) Propvcrioy or Narvear Gas v Excess or Deprer-
ABLE Narvrar Gas Quanriry—If the taxpayer's average
daily production of domestic natural gas exceeds his de-
pletable natural gas quantity, the allowance wnder para-
graph (1) (B) with respect to natural gas produced during
the taxable year from each property in the United Stotes
shall be that amount which bears the same ratio to the
amount of depletion which would hawe been allowadble under
section 613(a) for all of the taxpayers natural gas produced
from such property during the taxable year (computed as
if section 613 applied to all of such production at the rate
specified in paragraph (5) or (6) as the case may be) as the
amount of his depletable natural gas quantity in cubic feet
bears to the aggregate number of cubic feet representing the
average daily production of domestic natural gas of the tax-
payer for such year.
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“(0) Taxasre Ivcoure Frou rrHE ProPErRTY —If both 0il
and gas are produced from the property during the taxable
year, for purposes of subparagraphs (A) and (B) the tax-
able income from the property, in applying the 50-percent
limitation in section 613(a), shall be allocated between the
oil production end the gas production in proportion to the
gross income during the tawable year from each.

“(D) Parrnersaips.—In the case of a partnership, the de-
pletion allowance in the case of oil and gas wells to which this
subsection applies shall be computed separately by the part-
ners and not by the partnership.

“(£) SkconDARY OR TERTIARY PRODUCTION.—If the taxpayer
has production from secondary or tertiary recovery processes
during the tawable year, this paragraph (under regulations
prescribed by the Secretary or his delegate) shall be applied
separately with respect to such production.

“(8) Busivesses Unper Comuon ConTROL ; MEMBERS OF THE SAME
Famiry.—

“(4) Component members of controlled group treated as
one taxpayer.—For purposes of this subsection, persons who
are members of the same controlled group of corporations
shall be treated as one taxpayer.

“(B) Aggregation of business entities under common con-
trol—If 50 percent or more of the beneficial interest in two or
more corporations, trusts, or estates is owned by the same or
related persons (toking into account only persons who own
at least & percent of such beneficial interest), the tentative
quantity determined under the table in paragraph (3)(B)
shall be allocated among all such entities in proportion to the
respective production of domestic crude oil during the period
in question by such entities. )

“(0) Allocation among members of the same family—In
the case of individuals who are members of the same family,
the tentative quantity determined under the table in para-
graph (3)(B) shall be allocated among such individuals in
proportion to the respective production of domestic crude oil
during the period in question by such individuals. _

“(D) Definition and special rules—For purposes of this
paragraph— )

“(2) the term ‘controlled group of corporations’ has
the meaning given to such term by section 1563(a), ex-
cept that section 1563(b) (2) shall not apply and except
that “more than 50 percent’ shall be substituted for ‘at
least 80 percent’ each place it appears in section 1563(a),

“(42) @ person is a related person to another person if such
persons are members of the same controlled growp of corpo-
rations or if the relationship between such persons would re-
sult in a disallowance of losses under section 267 or 707(b),
except that for this purpose the family of an individual in-
cludes only his spouse and minor children, )

“(dit) the family of an individual includes only his spouse
and minor children, and
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“(iv) each 6,000 cubic feet of domestic naturel gas shall be
treated as 1 barrel of domestic crude odl.

“(9) Transrer oF O1L or Gas ProPERTY —

“(A) In the case of a transfer (including the subleasing of a
lease) after December 31, 1974 of an interest (including an
interest vn a partnership or trust) in any proven oil or gas prop-
erty, paragraph (1) shall not apply to the transferee (or sub-
lessee) with respect to production of crude oil or natural gas
attributadle to such interest, and such production shall not be
taken into account for any computation by the transferee (or sub-
lessee) under this subsection. A property shall be treated as a
proven oil or gas property if at the time of the transfer the prin-
cipal value of the property has been demonstrated by prospecting
or exploration or discovery work.

“(B) Subparegraph (g/) shall not apply in the case of—

“(2) a transfer of property at death, or

“{it) the transfer in an ewchange to which section 351
applies if following the exchange the tentative quantity de-
termined under the table contained in paragraph (3)(B) is
allocated under paragraph (8) between the tranmsferor and
tramsferee.

“(10) SPECIAL RULE FOR FISCAL YEAR TAXPAYERS~—In applying this
subsection to a tawable year which is not a calendar year, each portion
of such taxable year which ocours during a single calendar year shall
be treated as if it were a short taxable year.

“(11) CERTAIN PRODUCTION NOT TAEKEN INTO ACCOUNT.—In applying
this subsection, there shall not be taken into account the production
of natural gas with respect to which subsection (d) applies.

“(d) Limrrarions ov Appricarroxs or Suvesecrion (c¢).—

“(1) Limitation based on tawable income~The deduction for the
taxable year atiributable to the application of subsection (c) shall not
ewxceed 65 percent of the tawpayer's tawable tncome for the year com-
puted without regard to— '

“(4) depletion with respect to production of oil and gas
subject to t?ﬁe provisions of subsection (¢},

“(B) any net operating loss carryback to the toxable year under
section 178, and

“(O) any capital loss carryback to the tawable year under sec-
tion 1212,

If an amount is disallowed as a deduction for the taxable year by rea-
son of application of the preceding sentence, the disallowed amount
shall be treated as an amount allowable as o deduction under subsec-
tion (¢) for the following tawable year, subject to the application of
the preceding sentence to such tamable year. For purposes of basis
adjustments and determining whether cost depletion exceeds per-
centage depletion with respect to the production from a property,
any amount disallowed as a deduction on the application of this para-
graph shall be allocoted to the respective propertics from which the
oil or gas was produced in proportion to the percentage depletion
otherwise allowable to such properties under subsection (c).

i
ki
i
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“(2) Rrrarcers Excrvoep—Subsection (¢) shall not apply in the
case of any taxpayer who directly, or through a related person, sells oil
or natural gas, or any product derived from oil or natural gas—

“(A) through any retail outlet operated by the taxpayer or a
related person, or

“(B) to any person—

“(3) obligated under an agreement or contract with the
taxpayer or a related person to use a trademark, trade name,
or service mark or name owned by such taxpayer or a related
person, in marketing or distributing oil or natural gas or any
product derived from oil or natural gas, or

“(#) given authority, pursuant to an agreement or con-
tract with the taacfa, er or a related person, to occupy any
retail outlet owned, Z?eased, or in any way controlled by the
tazpayer or ¢ related person.

“(3) Rerarep Person—For purposes of this subsection, a per-
son is o related person with respect to the taxpayer if a significant
ownership interest in either the tawpayer or such person is held
by the other, or if a third person has a significant ownership inter-
est in both the tawpayer and such person. For purposes of the pre-
ceding sentence, the term ‘significant ownership interest’ means—

“(A) with respect to any corporation, & percent or more in
value of the outstanding stock of such corporation,

“(B) with respect to a partnership, 5 perceni or more in-
terest in the profits or capital of such partnership, and

“(O) with respect to an estate or trust, 5 percent or more of
the beneficial interests in such estate or trust,

“(4) Cerramv Rerivers Excrvpep. If the taxpayer or a related
person engages in the refining of crude oil, subsection (c) shall not
apply to such taxpayer if on any day during the taxable year the
geﬁnegy runs of the taxpayer and such person emceed 50,000

arrels.

“(e) Derivirions—For purposes of this section—

“(1) Crope orc—The term ‘crude oil’ includes a natural
gas liguid recovered from a gas well in lease separators or
field facilities.

“(2) Narvrar cas—The term ‘natural gas’ means any
product (other than crude oil) of an oil or gas well if a de-
duction for depletion is allowable under section 611 with re-
spect to such product.

“(3) Doursric—The term ‘domestic’ refers to production
from on oil or gas well located in the United States or in a
possession of the United States.

“(4) Barrer—The term ‘barrel’ meoms 42 United States
gallons.”

(b) TeCHNICAL AMENDMENTS

(1) Section 613(d) (relating to percentage depletion) is
amended to read as follows:

“(@) Dewiar or Prrerntace Deprerion 1v Case or O anp Gas
WeLrs—FEwcept as provided in section 6134, in the case of any oil or
gas well, the allowance for depletion shall be computed without ref-
erence to this section.”
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tion 613(b) is amended—
®) Lszi)wgly str(z'kz'ng out subparagraph (4) of pamgmz;)h (z )_
and redesignating subpamgmplhs (B) and (C) as subpara
nd (B), respectively ) .
WG(L%I;S gﬁ)s?ﬂkigbg)out :?‘(1 )(C) » each place it_appears
paragraphs (3), (4), and (7) and inserting in liew thereof
43 (BY”. and
(1()0() gy’ gmndinq the last sentence of paragraph (7)—
- (4) by striking out “or” at the end of clause (4),
(38) by striking out the pfez‘iod gt % end of clause (B)
inserting in lieu thereof “; or”, )
am(lézz;segyw:’%(zﬁ”g at the end thereof the following new
olause; : iy -
“ ; as wells. )

(%) S(eccygz'g; %3(%) (2) (relating to .deductzo‘zw ngt allowa%
to o partnership) is amended by striking out ‘a a;;‘ the de :
of subparagraph (E), by striking out the pem’?d at the egd.o
subparagraph (F) and inserting in lieu “, and”, and by adding
at the end thereof the following new subparagraph: o

“(@) the deduction for depletion under section 611 wit
respect to oil and gas production subject to the provisions of
section 6134 (c).” iy viom shal

(¢) Errrcrive Dares—The amendments made by this sec zonﬂd.
take effect on January 1, 1975, and shall apply to tawable years ending

after December 31,197}.

TITLE VI—TAXATION OF FOREIGN
OIL AND GAS AND OTHER FOR-
EIGN INCOME

SEC. 601. LIMITATIONS ON FOREIGN TAX CREDIT FOR
TAXES PAID IN CONNECTION WITH FOREIGN OIL AND
GAS INCOME.

(@) In Geverar.—Subpart A of part II1 of subchapter N of chap-
ter 1 (relating to foreign taw credit) is amended by adding at the end
thereof the following new section.:

“SEC. 907. SPECIAL RULES IN CASE OF FOREIGN OIL AND
GAS INCOME

“(a) Repverion 1v Auovnr Arrowep as Foreiew Tax Unorr Sko-
7108 901.—In applying section 901, the amount of any income, war
profits, and excess profits tawes paid or acerued (or deemed to hawe
been paid) during the tawable year with respect to foreign oil and gas
ewtraction income which would (but for this subsection) be taken into
account for purposes of section 901 shall be reduced by the amount
(¢f any) by which the amount of such taxes exceeds the product of—

“(1) the amount of the foreign oil and gas extraction income
for the taxable year, multiplied by
“(2) the percentage which is—
“(A) in tawable years ending in 1975, 110 percent of,
“(B) in taxable years ending in 1976, 105 percent of, and
“(0) in tawable years ending after 1976, 2 percentage
points above,

the sum of the normal taw rate and the surtax rate for the taxadble year
specified in section 11. '
“(b) Appricarion or Secriow 904 Limitarion.—The provisions of
section 904 shall be applied separately with respect to—
“(1) foreign oil related income, and
“(2) other taxable income.

With respect to foreign oil related income, the overall limitation pro-
vided by section 904(a) (2) shall apply and the per-country limitation
provided by section 904(a) (1) shall not apply.

“(¢) Foreiey Income Drrinirions anp Sproiar Rures.—For pur-
poses of this section—

(1) Forerey o1 anp eas exrracrion vcome—The term
‘foreign oil and gas extraction income’ means the taxable income
derived from sources without the United States and, its possessions
from—

(39)
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“(A) the ewtraction (by the taxpayer or any other person)
of minerals from oil or gas wells, or
“(B) the sale or ewchange of assets used by the tampayer
in the trade or business described in subparagraph (A).
“(9) ForrrGy oL RELATED INCOME—The term ‘foreign oil re-
lated income’ means the taxable income derived from sources out-
side the United States and its possessions from—
“(A) the ewtraction (by the tawpayer or any other person)
of minerals from oil or gas wells, ) . )
“(B) the processing of such minerals into their primary

products, i ) )
“(() the transportation of such minerals or primary
products, . )
“(DY the distribution or sale of such minerals or pranary
products, or

“(E) the sale or exchange of assets used by the taxpayer
in the trade or business described in subparagraph (A),
(B), (C), or (D).

“(8) DivIDENDS, INTEREST, PARTNERSHIP DISTRIBUTION, ETC.—
The term ‘foreign oil and gas extraction income’ and the term
‘foreign oil related income’ include— ' .

“(A) dividends and interest from a foreign corporation

in respect of which tawes are deemed paid by the taxpayer
under section 902, ) ) .

“(B) dividends from a domestic corporation which are
treated under section 861(a) (2) (A) as income from sources with-
out the United States, ) ;

“(0) amounts with respect to which taxes are deemed

paid under section 960 (a),and_ )

“(D) the taxpayer’s distributive share of the income of

partnerships. ) o
to the ewtent such dividends, interest, amounts, or de:stmbutwe
share is attributable to foreign oil and gas extraction income, or
to foreign oil related income, as the case may Dbe; ewcept that
interest described in subparagraph (A) and dividends described

»

in subparagraph (B) shall not be taken into account in computing
fweig% mi’? a,sv?;d g(mg extraction income but shall be taken inio
account in computing foreign oil-related income.

“(4) Oerrary rosses—If for any foreign country for any taxn-
able year the taxpayer would have a net operating loss if only
items from sources within such country (including deductions
properly apportioned or allocated thereto) which relate to 'zthe
extraction of minerals from oil or gas wells were taken into
aceount, such items— i i ) .

“(A) shall not be taken into account in computing foreign
0il and gas ewtraction income for such year, but )
“(BY shall be taken into account in computing foreign oil
related income for such year.
“(d) Disrrcarp or Cerraiv Postep PRICES, Er¢c—For pmzpos;ii
of this chapter, in determining the amount of taxable income in éﬁ
case of foreign oil and gas extroction wmcome, if the oil or gas is dus-
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posed of, or is acquired other than from the government of a foreign
country, at a posted price (or other pricing arrangement) which
differs from the fair market value for such oil or gas, such fair mar-
ket value shall be used in liew of such posted price (or other pricing
arrangement).

“(e) Trawsiriovar Ruies.—
“(f) Recarrure or Forereny 01 Berarep Loss—

(1) Geverar rure——For purposes of this subpart, in the case
of any tazpayer who sustains a foreign oil related loss for any tax-
able year—

“(4) that portion of the foreign il related income for ecach
succeeding tawable year which is equal to the lesser of—

“(¢) the amount of such loss (to the extent not used
under this paragraph in prior years), or
“(i2) 60 percent of the foreign oil related income for
such succeeding tavable year,
shall be treated as income from sources within the United
States (and not as income from sources without the United
States), and :

“(B) the amount of the income, war profits, and excess
profits taxes paid or accrued (or deemed to have been paid)
to a foreign country for such succeeding taxable year with
respect to foreign oil related income shall be reduced by an
amount which bears the same proportion to the total amount
of such foreign taxes as the amount treated as income from
sources within the United States under subparagraph (A)
bears to the total foreign oil related income for such succeed-
ing tawadle year,

For purposes of this chapter, the amount of any foreign taxes for
which credit is dended under subparagraph (B) of the preceding
sentence shall not be allowed as o d@dﬁgwtion for any taxable year.
For purposes of this subsection, foreign o0il related income shall
be determined without regard to this subsection.

“(2) Forerey orr RELATED Loss perFinep.—For purposes of this
subsection, the term ‘foreign oil related loss’ means the amount
by whick the gross income for the taxable year from sources
without the United States and its possessions (whether or not
the taxpayer chooses the benefits of this subpart for such taxable
year) taken into account in determining the foreign oil related
income for such year is exceeded by the sum of the deductions
properly apportioned or allocated thereto, except that there shall
not be taken into account—

“(A) any net operating loss deduction allowable for such
year under section 172(a) or any capital loss carrybacks and
carryovers to such year under section 1212, and

“(B) any—

“(i) foreign expropriation loss for such year, as de-
fined in section 172 (k) (1), or
“(it) Zoss for such year which arises from fire, storm,
shipwreck, or other casualty, or from theft, '
to the extent such loss is not compensated for by insurance
or otherwise.
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“(3) Disposirions.—

“(A) Iv generar~—For purposes of this chapter, if prop-
erty used in a trade or business described in subparagraph
(4), (B), (C), or (D) of subsection (c)(2) is disposed of
during any taxable year——

“(2) the taxpayer notwithstanding any other provision
of this chapter (other than paragraph (1)) shall be
deemed to have received and recognized foreign o0il
related income in the tawable year of the disposition,
by reason of such disposition, in an amount equal to the
lesser of the excess of the fair market value of such
property over the tlavpayer’s adiusted basis in such
property or the remaining amount of the foreign oil
related losses which were not used under paragraph
(1) for such taxable year or any prior tavable year, and

“(it) paragraph (1) shall be applied with respect to
such income by substituting ‘100 percent’ for ‘60 percent’.

“(B) Disposirion perinep—For purposes of this subsec-
tion, the term ‘disposition’ includes a sale, exchange, distri-
bution, or gift of property, whether or not gain or loss is
recognized on the transfer.
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“(B) such amount may not exceed the amount whick could
have been used in such succeeding taxable year if the per-
couniry limitation continued to apply.

(b) Oerraiv Paruewrs Nor To Be Consiperep as Taxes—=Section
901 is amended by redesignating subsection (f) as subsection (g), and
by adding after subsection (e) the following new subsection:

“(0) Excrprions—Notwithstanding subparagraph (B ),
the term ‘disposition’ does not include—

“(4) a disposition of property which is not a material
factor in the realization of income by the taxpayer, or
“(&) a disposition of property to a domestic corpora-
?;go;z( 334, a distribution or transfer described in section
a).

“(g) Wesrern Hrewispaere Trape Corrorarions Waica Are Mix-
BERS OF AN AFririatep Grovr—If o Western Hemisphere trade cor-
poration is a member of an affiliated group for the tawable year, then
in applying section 901, the amount of any income, war profits, and
excess profits taxes paid or accrued (or deemed to have been paid)
during the taxable year with respect to foreign oil and gas ewtraction
income which would (but for this section and section 1503(b)) be

taken into account for purposes of section 901 shall be reduced by the
greater of—

“(1) TAXABLE YEARS ENDING AFTER DECEMBER 31, 1974.—In ap-
plying subsections (d) and (e) of section 904 for purposes of
determining the amount whick may be carried over from a taxable
year ending before January 1, 1975, to ony tazable year ending
after December 31, 197}—

“(1) the reduction with respect to such tawes provided by sub-
section (@) of this section, or

“(2) the reduction determined wnder section 1503(b) by
applying section 1503(b) separately with respect to such taxes,

“(4) subsection (a) of this section shall be deemed to have
been in effect for such prior taxable year and for all taxable
years thereafter, and

“(B) the carryover from such prior year shall be divided
(effective as of the first day of the first taxable year ending
after December 31, 1974) into—

“(2) a foreign oil related carryover, and

“(ét) another carryover,
on the basis of the proportionate share of the foreign oil
related income, or the other taxable income, as the case moy
be, of the total taxable income taken into account in comput-

but not by both such reductions.”

“(f ) Orrra1x Payuents ror O1r or Gas Nor Consioerep as Taxes.—
Notwithstanding subsection (b) and sections 102 and 960, the amount
of any income, or profits, and excess profits tawes paid or acerued dwr-
ing the taxable year to any foreign country in connection with the pur-
chase and sale of 0il or gas extracted in such country is not to be con-
sidered as taw for purposes of section 275(a) and this section if—

“(1) the taxpayer has no economic interest in the oil or gas to
which section 611 (a) applies, ond '

“(2) either such purchase or sale is at a price which differs from,
the fair market » for such odl or gas at the time of such pur-
chase or sale.” '

ing the amount of such carryover.

“(2) TAxABLE YFARS ENDING AFTER DECEMBER 31, 1976.—In ap-
plying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over from a taxable
year ending before January 1, 1976, to any taxable year ending
after December 31 1975, if the per-country limitation provided
by section 904(a) (1) applied to such prior taxable year and to
the taxpayer’s last taxable year ending dbefore January 1, 1976,
then in the case of any foreign oil related carryover—

“(4) the first sentence of section 904(e) (2) shall not ap-

ply, but

(¢) Crericar Amenouenr—The table of sections for subpart A of
part 111 of subchapter N of chapter 1 is amended by adding at the end
thereof the following new item :

“Sec, 967. 8pecial rules in case of foreign oil and gas income.”

(d) Errecrive Dares—The amendments made by this section shatl
apply to taxable years ending after December 31, 1974; except that—
(2) the second sentence of section 907 (b) shall apply to taxable
years ending after December 31, 1975, and
(2) the provisions of section 907(f) shall apply to losses sus-
tained in tawable years ending after December 31, 1975.
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SEC. 602. TAXATION OF EARNINGS AND PROFITS OF
CONTROLLED FOREIGN CORPORATIONS AND
THEIR SHAREHOLDERS.

(a) Repzar or Minmuvu Disrrisurion Excepriov To ReQuire-
wenr or Cvrrent Taxarion oF Svsparr F Incour.—

(1) Rerear or Mivimyy DISTRIBUTION Provisions.—Section
963 (relating to receipt of minimwum distributions by domestic
corporations) i8 hereby repealed.

(2) Crrraiv Disrrisurions By Controriep Foreigy CORPORA-
rions 10 Reevrarep Investuent Coupanies TrRearep as Divi-
pEnDs.—Subsection (b) of section 851 (relating to limitations on
definition of regulated investment company) s amended by add-
ing at the end thereof the following new sentence !

“For purpeses of paragraph (2), there shall be treated as dividends
amounts included in gross income under section 951 (a) (1) (4) (4) for
the tawable year to the extent that, under section 959(a) (1), there s @
distribution out of the earnings and profits of the taxable year wl.ich
are attributable to the amounts so included.”

(8) Conroruine AMENDMENTS ——

(A) The table of sections for subpart F of part 111 of sub-
chapter N of chapter 1 is amended by striking out the item
relating to section 963.

(B) Subparagraph (A) (i) of section 951 () (1) {relating
to general rule for amounts included in gross income o

United States shareholders) is amended by striking out
“except as provided in section 963,”.

(b) Linrrarton ox Derinirion or Forgion Base Coupavy Sares Ix-
cour—Paragraph (1) of section 954(d) (relating to definition of
Foreign base company sales income) is amended by adding at the end
thereof the following new sentence: “For purposes of this subsection,
personal property does not include agricultural commodities which are
not grown in the United States in commercially marketable quantities.”

(¢) Rrprar or Exceprion 10 REQUIREMENT OF Corrent TaxaTION
or Sveparr F Incour ror Remwvesruesr iv Less Deveropep Coun-
TRIES.—

(1) Repear. or Srorron 954(b)(1 y—Paragraph (1) of sub-
section (b) of section 95} (relating to ewclusions and special Tules
regarding foreign base company income) i3 hereby repealed.

(2) Reprar or SEcrion 954(F)—Subsection (f) of section 954
(relating to increase in qualified investmenis in less developed
countries) is hereby repealed.

(3) Auenpuent or Secrion 951(a)(1)(4)(#%)—Clause (%)
of section 951(a)(1)(A) is amended by striking out “(deter-
mined under section 955(a)(3))" and inserting in liew thereof
“(determined under section 955(a)(3) as in effect before the en~
actment of the Tax Reduction Act of 1975).

(4) Reprar. or Srcrion 951(a)(3)—Paragraph (3) of section
951(a) (relating to limitation on pro rata share of previously
excluded subpart F income withdrawn from investment) is here-
by repealed.
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(6) Rerear or Skorion 956—Section 956 (relating to with-
drawal of previously excluded subpart F income from qualified
nvestment) is hereby repealed.

. (6) LEss DEVELOPED COUNTRY CORPORATION DEFINED.—Subsec-
. tion (d) of section 902 is amended to read as follows:

(d) Lrss Devirorep Qountry Corporarion Drrinep—For pur-
poses of this section, the term ‘less developed country corporation’
means—

de“ (xl‘ ) c;({owez’g? corporation whic?;;, for its taxable year, is a less
veloped country corporation within the meanin,
24 W;&)’ o 7Y COTP g of paragraph

“(2) a foreign corporation which owns 10 percent or more of
the total combined voting power of all classes of stock entitled to
wote of a foreign corporation which is a less developed country
corporation within the meaning of paragraph (3}, end—

_ “AA) 80 percent or more of the gross income of which for
ztgmgawable year meets the requérement of paragraph (3) (4),
a

“(B) 80 percent or more in value of the assets of which on
each day of such year consists of property described in para-

. graph (3) (B).

A foreign corporation which is a less developed country corporation
for its first tarable year beginning after December 31, 1962, shall, for
purpfses of thwt feect?}on, be ;irec;teci as having been a less developed
country corporation for each of its tawable years N

Gy 1%6’3. ; year beginning before

“(3) The term ‘less developed country corporation’ means a
forezgn; corporation which during the taxable vear is engaged in
the active conduct of one or more trades or businesses and—

“(A) 80 percent or more of the gross income of which for
the taxable year is derived from sources within less developed
countries; and

“(B) 80 percent or more in value of the assets of which on
each day of the taxable year consists of—

“(i) property used in such trodes or businesses and lo-
cated in less developed countries,

“ (i) money, and deposits with persons carrying on the
banking business,

“(déid) stock, and obligations which, at the time of their
acquisition, have a maturity of one year or more, of any
other less developed country corporation,

“(iw) an obligation of a less developed country,

“(v) an investment which is required because of re-
strictions imposed by a less developed country, and

“(wi) property described in section 956(8) (2).

For purposes of subparagraph (A), the determination as to

whether income is derived from sources within less developed

countries shall be made under regqulations prescribed by the Secre-
tary or his delegate.
“(4) The term ‘less developed country corporation’ also means «

a foreign corporation—
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(A) 80 percent or more of the gross income of which for
the taxable year consists of—

“(3) gross income derived from, or in connection with,
the using (or hiring or leasing for use) in foreign com-
merce of aireraft or vessels registered under the laws of
a less developed country, or from, or in conmection with,
the performance of services directly related to use of
such. aireraft or vessels, or from the sale or exchange of

" such aircraft or vessels, and

“ () dividends and interest received from foreign cor-
porations which are less developed country corporations
within the meaning of this paragraph and 10 percent or
more of the total combined voting power of oll classes of
stock of which are owned by the foreign corporation, and

. gain from the sale or exchange of stock or obligations of
foreign corporations which are such less developed coun-
*ry corporations, and
“(B) 80 percent or more of the assets of which on each day
of the taxable year consists of (i) assets used, or held for
use, for or in connection with the production of income de-
seribed in subparagraph (A), and (i) property described
in section 956 (b) (2).

“(5) The term ‘less developed country’ means (én respect to any
foreign corporation) any foreign country (other than an area
within the Sino-Soviet bloc) or any possession of the United
States with respect to which, on the first day of the taxable year,
there is in effect an Ewecutive order by the President o f the United
States designating such country or possession as an economically
less developed country for purpeses of this section. For purposes
of the preceding sentence, an overseas territory. department, prov-
ince, or possession may be treated as a separate country. No
designation shall be made under this paragraph with respect to—

Awustralia Luxembourg
Awustria Monaco

Belgiwm Netherlands
Canada New Zealand
Denmark Norway

France Union of South Africa
Germany (Federal Republic) San Marino
Hong Kong Sweden

Ttaly Switzerland
Japan United Kingdom
Liechtenstein

After the President has designated any foreign country or any pos-
session of the United States as an economically less developed country
for purposes of this section, he shall not terminate such designation
(either by issuing an Ewvecutive order for that purpose or by issuing an
Executive order under the first sentence of this paragraph which has
the effect of terminating such designation) unless, at least 30 days
prior to such termination, he has notified the Senate anc the House of

Representatives of his intention to terminate such designation. Any
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designation in effect on March 26, 1975, und. )
: , ! er section 955(c) (3) (as
in effect before the enactment o the Taw Reduction A
be trea?e?% ag made under this paj;“agmph.” stion dot of 1576) shall
LEricar Auenvuenr—The table of sections for subpart
Fof part 111 of subchapter N of chapter 1 s amendedfby strélfing
out the item relating to section 955.
r (d) Smiprive Prorirs or ControrLEp Forriey CORPORATION To BE
TIZ‘;;?D CvrrenrLy Excepr 70 ExrEnT REINVESTED 1N SHIPPING OPERA-

(1) SuzpriNG PROFITS INCLUDE.

s D) SHIPEING £ D IN GROSS INCOME OF UNITED STATES
_ (A4) Section 954(a) (relating to foreign base com
income) is amended by striking out “a{wl” cgt the end of ;gg;g{
graph (2), by striking out the period ot the end of paragraph
(3) and inserting in liew thereof “, and *, and by adding at the

) end thereof the following new paragraph :

yea 7(.4()dﬂ;e foq’ez%n bc?l?e con;)pany shipping income for the taxable

' etermined under subsecti i

ye subs?ction ARdy: ection (f) and reduced as provided

B) Paragraph (2) o ti 2
as Yoo graph (2) of section 954(b) is amended to read

“(%2) ExcLusion For REINVESTED sEIPPING INCOME.—For pur-
poses of subsection (a), foreign base company income does not
zzclude foreign base company shipping income to the extent that
the amount of such income does not exceed the increase for the
ﬁaggzge year znt .qualzﬁfed }Lmvestments in foreign base company

ng operations of the controlled fores ¢
determzvzye)d %Mer subsection (g)).” 4 Joreign corporation (as
ubparagraphs (A) and (B) of section 954(b) (3
are each omended by striking out “pamephs (1) afzgi )(g )’)’
and inserting in liew thereof “paragraphs (2) and (5)”.
; (D) Subpamgmph (B) of section 954(b) (3) is amended
y striking out “paragraphs (1), (2),” and inserting in lieu
thereof “paragraph (2)..
_(B) P“amgmph (6) of section 954 (b) is amended by strik-
ing out “and the foreign base company services income” and
mserting in liew, thereof “the foreign base company services
tncome, and the fowezg_n base company shipping income”.
(F) Section 954(b) is amended by adding at the end thereof
. the following new paragraph.:

(6) SpPECIAL RULES FOR FOREIGN BASE COMPANY SHIPPING IN-
cour.—Income of a corporation which is foreign base com-
%732% r%;;l;péng _';zco'rtne wzd‘eir parzgmph (4) of subsection (a)

ned without regard to the exclusi
(& o zlzﬁiubsection)—g xclusion under paragroph
shall not be considered foreign base company income

? £ ;z;cﬂz corporation under any other paragraph g) f sqi/bsectz'on

“(B) if distributed through a chain of ownership descri
. ? _ ep described
under section 958(a), shall not be included in f(z)[;'ez'gn base

company income of another controlled ) ion &
i ed foreiwgn corporation in
such chain.” foreig P "




48

(G) Section 95 is amended by adding ot the end thereof
ollowing new subsections :

“H Ffohiﬁ];azv BASZ Coupany Smrerivg Incoue.—For purposes 0]:
subsection (a) (4), the term ‘foreign base company shipping ";LC.OW
means income derived from, or in connection with, the use (or hiring
or leasing for use) of any aircraft or vessel in foreign com_,merlce, or
from, or in connection with, the performance of services dzrectl y re-
lated to the use of any such aircraft, or vessel, or from the whe’t ex-
change, or other dz’spositz’lmz of any such aircraft or vessel. Such term
; t 18 not limited to— ' .
ZMZWZ??E;;M dividends and interest received from a foreign .co'r'pomt%

in respect of which taxes are deemed paid wnder section 90Z, % i

gain from the sale, exchange, or other disposition of stock o]:' g bli-

gations of such a foreign corporation to the extent that such divi-

dends, interest, and gains are attributable to foreign base company

ipping income, and )

Sh%‘p(zg)n%hzat pori@'(m of the distributive share of the income of a

partnership attributable to foreign base company sth;mgg income.

“(g) Increase v Quaririep InvestueEntTs Iv Foreley Base coz—
pany SHIPPING OPERATIONS.—For purposes of subsection ®) (2 ,bt e
increase for any tawable year in qualified investments in forezgf;z. ase
company shipping ?bgf_mtz'ons of any controlled foreign corporation s

whic L.
the amgfc(z;z)t Zt);z/e qualified investments in foreign base company shipping
operations (as defined in section 956(b)) of the controlled for-
etgn corporation at the close of the tawable year, exceed Himod

“(2) the qualified investments in foreign base company 8 ng;z:ng
operations (as so defined) of the controlled foreign corporation
at the close of the preceding taxable year.” ]

(2) AMoUNTS INCLUDED IN GROSS INCOME OF UNITED STATES SHARE

ERS.— ) )

o (A) Subparagraph (A) of section 951(a) (1) s .aqwndecj
by striking out “and” at the end of clause (%), by striking ow
the semicolon at the end of clause (%) and inserting in liew
thereof a comma, and by adding at the end thereof the follow-
" ne’cz;:f%t;sehis pro rata share (determined under seotwbn

965(a) (3)) of the corporation’s previously excluded sub-
part F income withdrawn from forezgn;’ base company
shipping operations for such year; and .
(B) Section .‘l);]( @) s amended bg}/b inserting after para-
the following new paragraph:

« (%’;azi’;M(IQILTIOAf oN PEOgRATA pSHARE OF PREVIOUSLY EXCLUDED
SUBPART F INCOME WITHDRAWN FROM INVESTMENT—For p.m;i
poses of paragraph (1) (A) (i), the pro rata share of any Unite
States shareholder of the previously ewcluded subpart F income
of & controlled foreign corporation withdrawn from m'vestmegt n
foreign base company shipping operations shall not exceed an
amounf‘(A) which bears the same ratio to his pro rata share of

such income withdrawn (as determined under section 955 (a)
(8)) for the taxable year, as
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“(B) the part of such year during which the corporation. is
@ controlled foreign corporation bears to the entire year.”
(8) WirapraWAL OF PREVIOUSLY EXCLUDED SUBPART F INCOME
FROM QUALIFIED INVESTMENT.——
(4) Subpart F of part I11 of subchapter N of chapter 1

is amended by inserting after section 954 the following new
section:

“SEC. 955. WITHDRAWAL OF PREVIOUSLY EXCLUDED

SUBPART F INCOME FROM QUALIFIED IN-
VESTMENT.
“(a) Geverar Rurps—

“(1) Amovwr wiraDRAWN.—FoOr purposes of this subpart, the
amount of previously excluded subpart F income o f any controlled
foreign corporation” withdrawn from investment in foreign base
company shipping operations for any taxable year is an amount
equal to the decrease in the amount of qualified investments in
foreign base company shipping operations of the controlled for-
eign corporation for such year, but only to the extent that the
amount of such decrease does not exceed an amount equal to—

“(A) the sum of the amounts excluded under section 954
(8) (2) from the foreign base company income of such cor-
poration for all prior taxable years, reduced by

“(B) the sum of the. amounts of previously excluded sub-
port F income withdrawn from investment in foreign base
company shipping operations of such corporation determined
under this subsection for all prior tazable years.

“(8) Drcrrase v QuaLiFiED mvvesTmENTS—For purposes of
paragraph (1), the amount of the decrease in qualified investments
tn foreign base company skipping operations of any controlled
foreign corporation for any taxable yearis the amount by which—

“(4) the amount of qualified investments in foreign base
company shipping operations of the controlled foreign corpo-
ration at the close of the preceding taxvable year, exceeds

“(B) the amount of qualified investments in foreign base
company shipping operations of the controlled foreign corpo-
ration at the close of the taxable year,

Yo the extent that the amount of such decrease does not ewceed
the sum of the earnings and profits for the taxable year and the
earnings and profits accumulated for prior taxable years begin-
ning after December 31, 1975, and the amount of previously ex-
cluded subpart F income invested in less developed country corpo-
rations described in section 955(c) (2) (as in effect before the enact-
ment of the Tax Reduction Act of 1975) to the extent attributable
to earnings and profits accumulated for taxable years beginning
after December 81, 1962. For purposes o f this paragraph, if quali-
fied investments in foreign base company shipping operations are
disposed of by the controlled foreign corporation during the tazx-
able year, the amount of the decrease in qualified investments in
foreign base company shipping operations of such controlled
foreign corporation for such year shall be reduced by an amount
equal to the amount (if any) by whick the losses on such disposi-
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tions during such year exceed the gains on such dispositions dur-
ing such year.

“(3) Pro RATA SHARE OF AMOUNT wiraprawn.—In the case of
any United States shareholder, the pro rata share of the amount
of previously excluded subpart F income of any controlled for-
eign corporation withdrawn from investment in foreign base
company shipping operations for any taxable year is his pro rata
share of the amount determined under paragraph (1).

“(b) Quartriep Invesruenzs 1v Forriey Buase Coupany SHIPPING
OPERATIONS.—

“(1) I~ eEngRAL—For purposes of this subpart, the term
‘qualified investments in foreign base company shipping opera-
tions® means investments in—

“(A) any aircraft or vessel used in foreign commerce, ond
“(B) other assets which are used in connection with the
performance of services directly related to the use of any
such aireraft or vessel.
Such term includes, but is not limited to, investments by a con-
trolled foreign corporation in stock or obligations of another
controlled foreign corporation which is a related person (within
the meaning of section 954(d)(8)) and which holds assets de-
seribed in the preceding sentence, but only to the extent that such
assets are 8o used.

“(2) QUALIFIED INVESTMENTS BY RELATED PERSONS~F'or pur-
poses of determining the amount of qualified investments in
foreign. base company shipping operations, om investment (or
a decrease in investment) in such operations by one or more con-
trolled foreign corporations may, under regulotions preseribed
by the Secretary or his delegate, be treated as an inwvestment (or
o decrease in investment) by another corporation which is a con-
trolled foreign corporation and is a related person (as defined
in section 954(d)(3)) with respect to the corporation actually
making or withdrawing the investment.

“(3) Sprctar rore—For purposes of this subpart, a United
States shareholder of a controlled foreign corporation may, under
requlations prescribed by the Secretary or his delegate, elect to
make the determinations under subsection (a)(8) of this section
and under subsection (g) of section 95} as of the close of the years
following the years referred to in such subsections, or as of the
close of such longer period of time as such regulations may permil,
in liew of on the last day of such years. Any election under this
paragraph made with respect to any tavable year shall apply to
such year and to oll succeeding tawable years unless the Secretary
or his delegate consents to the revocation of such election.

“(4) AMOUNT ATTRIBUTABLE TO proPERTY —T'he -amount token
into account under this subpart with respect to any property de-
seribed in paragraph (1) shall be its adiusted basis, reduced by
any liability to which such property is subject.

“(6) INcomE EXCLUDED UNDER PRIOR LAW.—A ;

) ; —Amounts invested
n Zess developed country corporations described in section 955
(c)(2) (as in effect before the enactment of the Tax Reduction
gict of 1975) shall be treated as qualified investments in foreign
vgj; Wigggqnyl sh-zg)zpm?(; Opgmtiom and shall not be treated as n-

in less developed countries !

o (1)( (5{) )i(w i}”i\)g'” : P for purposes of section 951
table of sections of subpart F of part III of sub-
chapter N of chapter 1is amended by inse’r‘tin?; after thg item

relating to section 954 the following new item:

“8ec. 955. Withdrawal ()
quali(;ied . w?ges;;:fen o‘u”sly excluded subpart F income from
(e} Excrvsiov rrou Foreiey Base Courany Ine

; ) ouE WHERE -

grey Basg Company Incour 1s Less Tran 10 Peroent or zgggsf ? i-

g;gg.—‘;;}’arg?mp’ib (23) of section 954(b) is amended by striking out

percgntf.m each place it appears and inserting in liew thereof “10

() Errecrive Dare—The amendments mad, 1 i

A . > an e by this section shall
apply to taxable years of foreign corporations begg?énnin after De-
cember 31, 1975, and to taxable years of United States shareholders

/L(;);z}ifén t;:'e zwam??,g of 951(b) of the Internal Revenue Code of 1954)

within u; %éc or with whick such taxable years of such foreign corpo-

SEC. 603. DENIAL OF DISC BENEFITS WITH RESPECT TO
ENERGY RESOURCES AND OTHER PRODUCTS.

(a) Awenpmenr or Secrion 993 (c)(8).~—Section 993
lating to gwgperty excluded from eég?o(lrt) property) is as(z:zzeg)ed(rbey
8tm)_'czgg out “or” at the end of subparagraph (A), by striking out the
periog at the end of subparagraph (B) and inserting in liew thereof
, or” and “Z)y adding at the end thereof the following :

Q) products of a character with respect to which a deduc-
tion for depletion is allowable (including oil, gas, coal, or
w;(ff(nga)m pa«cg!ucts) %MW section 611, or ' ’

‘ products the export of which is prohibited or cur-
tailed under section 4(b) of the Export A?gmim‘stmtion A;ﬁ
of 1969 (50 U.8.C. App. 2403(b)) to effectuate the policy set
forth in paragraph (2) (A) of section 3 of such Act (relating
b to tk}i ;*E?g)tecizog? of the domestic economy).
paragrop shall not apply to any commodity or pro
least 50 percent of the fair market value ?{)f which @yattm%uti%g ?ot
manufocturing or processing, except that subparagraph (O) shall
apply to any primary product from. oil, gas, coal, or wransum. For
??nfai?;‘ifiies ?tf t;@ preceding sentence, the term ‘processing’ does not
or(tgc)r, 9{%;&; 938 ?z ;’,’;9' or handling, packing, packaging, grading, storing,
FrECTIVE Dare—The amendments made by subsecti
shall apply to sales, ewchanges, and other dz‘sposig'ons %gn af(t{;g'
March 18, 1975, in tawable years ending after such date. .
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SEC. 604. TREATMENT FOR PURPOSES OF THE INVEST-
MENT CREDIT OF CERTAIN PROPERTY USED
IN INTERNATIONAL OR TERRITORIAL
WATERS.

(@) Auenoyent 70 1954 Cove.— ) )

(1) I eeverar.~—Clause (x) of section 48(a) (%) (B) (relating
to property used outside the United States) is amended by striking
out “territorial waters” and inserting in liew thereof “territorial
waters within the northern portion of the Western Hemisphere”.

(2) Drrivizion—Subparagraph (B) of section 48(a)(2) is
amended by adding at the end thereof the following new sentence:
“For purposes of clause (z), the term ‘northern portion of the
Western Hemisphere’ means the area lying west of the 30th meri-
dian west of Greenwich, east of the international dateline, and
north of the Equator, but not including any foreign country which
s a country of South America.”.

(0) Effecrive Dare.—

(1) Inv cenerar—The amendments made by subsection (a)
shall apply to property, the construction, reconstruction, or erec-
tion of which was completed after March 18, 1975, or the acquisi-
tion of which by the taxpayer occurred after such date. )

(2) Binping covrracr—The amendments made by subsection
(@) shall not apply to property constructed, reconstructed,
erected, or acquired pursuant to a contract which was on April 1,
1974, and at all times thereafter, binding on the taxpayer.

(8) CERTAIN LEASE-BACK TRANSACTIONS, ETC.—W here a person
who is a party to o binding contract described in paragraph (2)
transfers rights in such contract (or in the property to which
such contract relates) to another person but a party to such con-
tract retains a right to use the property under o lease with such
other person, then to the extent of the transferred rights such
other person shall, for purposes of paragraph (2), succeed to the
position of the transferor with respect to such binding contract
and such property. The preceding sentence shall apply, in any
case in which the lessor does not make an election under section
48(d) of the Internal Revenue Code of 1954, only if a party to
such contract retains a right to use the property under a long-
term lease.

TITLE VII—MISCELLANEOUS
PROVISIONS

SEC. 701. CERTAIN UNEMPLOYMENT COMPENSATION.

(a) Auenpuenr or Ewrreenvcy Unvesrrovuent Coupensarion Acr
or 1974.—Section 102(e) of the E'mergency Unemployment Compen.-
sation Act of 1974 is amended—

(1) in paragraph (2) thereof, by striking out “The amount”
and inserting in liew thereof “Ewxcept as provided in paragraph
(8), the amount” ; and

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

“(3) Effective only with respect to benefits for weeks of unemploy-
ment ending before July 1, 1975, the amount established in such ac-
count for any individual shall be equal to the lesser of—

“(4) 100 per centum. of the total amount of regular compensa-
tion (including dependents’ allowances) payable to him with
respect to the benefit year (as determined under the State low) on
the basis of which he most recently received regular compensation;
or

“(B), twenty-siz times his average weekly benefit amount (as
determined for purposes of section 202(b) (1) (€) of the Federal-
State Extended Unemployment Compensation Act of 1970) for
his benefit year.”

(b) Mopiricarion or Acreeurnts—The Secretary of Labor shall,
at the earliest practicable date after the enactment of this Act, pro-
pose to each State with which he has in effect an agreement entered
wnto pursuant to section 102 of the Emergency Unemployment Com-
pensation Act of 197} a modification of such agreement designed to
cause payments of emergency compensation thereunder to be made
in the manner prescribed by such Act, as amended by subsection (a)
of this section. Notwithstanding any provision of the E- mergency Un-
employment Compensation Act of 1974, if any such State shall fail or
refuse, within a reasonable time after the date of the enactment of this
Adt, to enter into such o modification of such agreement, the Secretary
of Labor shall terminate such agreement.

SEC. 702. SPECIAL PAYMENT TO RECIPIENTS OF BENE-
FITS UNDER CERTAIN RETIREMENT AND
SURVIVOR BENEFIT PROGAMS.

(@) Payurnr—The Secretary of the Treasury shall, at the earliest
practicable date after the enactment of this Act, make a $50 payment

to each individual, who for the month of March, 1975, was entitled
(without regard to sections 202(j) (1) and 223(b) of title II of the
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Social Security Act and without the application of section 6(a) (¢2)
of the Railroad Retirement Act of 1974) to—

(1) a monthly insurance benefit payable under title I1 of the
Social Security Act,

(2) a monthly annuity or pension payment under the Rail-
road Retirement Act of 1935, the Railroad Retirement Act of
1937, or the Railroad Retirement Act of 1974, or

(3) a benefit under the supplemental security income benefits
program established by title XVI of the Social Security Act;

except that, (A) such $50 payment shall be made only to individuals
who were paid a benefit for March 1975 in a check issued no later
than August 81, 1975; (B) no such $60 payment shall be made to any
individual who 4s not a resident of the United States (as defined in
section 210(i) of the Social Security Act); and (C) if an individual
is entitled under two or more of the programs referred to in clauses
(1), (2), and (3), such individual shall be entitled to receive ondy one
such $50 payment. For purposes of this subsection, the term “resident”
means an individual whose address of record for check payment pur-
poses 18 located within the United States.

(b) Rectpient Ipentiricarion—The Secretary of Health, Educa-
tion, and Welfare and the Railroad Retirement Board shall provide
the Secretary of the Treasury with such information and date as
may be needed to enable the Secretary of the Treasury to ascertain
which individuals are entitled to the payment quthorized under sub-
section (x).

(¢) Coorpivarron Wira Oraer Frperar ProGraMS.—Any payment
made by the Secretary of the Treasury under this section to any indi-
vidual shall not be regarded as income (or, in the calendar year 1975,
s a resource) of such individual (or of the family of which he is
amember) for purposes of any Federal or State program which under-
takes to furnish aid or assistance to individuals or families, where
eligibility to receive such aid or assistance (or the amount of such aid
or assistance) under such program is based on the need therefor of
the individual or family involved. The requirement imposed by the
preceding sentence shall be treated as a condition for Federal financial
participation in any State (or local) welfare program for any calendar
quarter commencing after the date of enactment of this Act.

(d) Approrriarions Avraorizarion.~There are hereby authorized
to be appropriated, out of any funds in the Treasury not otherwise
appropriated, such sums as may be necessary to carry out the provisions
of this section.

(e) Pavuenr Nor To Br Consiverep Incoue.—Payments made under
this section shall not be considered as gross income for purposes of
the Internal Revenue Code of 1954.

And the Senate agree to the same.

Amend the title so as to read : “An Act to amend the Internal Reve-
nue Code of 1954 to provide for a refund of 1974 individual income
taxes, to increase the low income allowance and the percentage stand-
ard deduction, to provide a credit for personal exemptions and a credit
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for certain earned income, to increase the investment credit and the

surtax exemption, to reduce percent i i
furtax ex purposeé b5 p age depletion for oil and gas, and

And the Senate agree to thé same.

AL UrLLman,
JamEes A. BUrke,
Dan RosTENKOWSKT,
Purn Laxorow,
CrarLes A. VaNIE,
Managers on the Part of the House.

Russens B. Long,
Hrrman TALMADGE,
Vaxnce HARTKE,
Arramam Risrcorr,
W. D. HatHAWAY,
Frovp K. HaskEeLL,
RosErT DoOLE,

Managers on the Part of the Senate.




JOINT ExrLANATORY STATEMENT OF THE COMMITTEE OF CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the 2 Houses on the amendment
of the Senate to the bill (H.R. 2166) to amend the Internal Revenue
Code of 1954 to provide for a refund of 1974 individual income taxes,
to increase the low income allowance and the percentage standard
deduction, to provide a credit for certain earncd income, to increase
the investment credit and the surtax exemption, and for other pur-
poses, submit the following joint statement to the House and the
Senate an explanation of the effect of the action agreed upon by the
managers and recommended in the accompanying conference report:

Reronp or 1974 Ixprvipuarn Ixcome Taxes

House bill.—The House bill provides for a refund of 1974 tax lia-
bility to be made in one installment beginning in May, 1975. The
amount of the refund is to be 10 percent of tax liability up to a maxi-
mum refund of $200. Each taxpayer is to receive a refund of at least
$100 (or the full amount of his or her actual tax liability if it is less
than $100). The refund is to be phased down from the maximum of
$200 to $100 as the taxpayer’s adjusted gross income rises from $20,000
to $30,000.

Senate amendment.—The Senate amendment provides for a similar
refund of 1974 tax liability except that the amount of the refund will
be equal to 12 percent of tax liability up to a maximum refund of $240
with a minimum of $120 (or the full amount of the taxpayer’s tax
liability if it is less than $120).

Conference substitute—The conference substitute provides for the
same refund of 1974 tax liability as in the House bill.

ReEFuNDS DISREGARDED IN THE ADMINISTRATION OF FEDERAL PRoGRAMS
AND FEDERALLY AssisteEp Procrams

House bill.—The House bill provides that 1974 income tax refunds
under section 101 of the bill are not to be considered income or re-
sources for purposes of determining who is eligible to receive benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal or Federally assisted program.

Senate amendment.—The Senate amendment is identical to the
House provision.

Conference substitute—~—The conference substitute is the same as the
House bill and Senate amendment.

RepucrioNn 1N Inpivipual Income Taxes

(Increase In Low-Income Allowance and Standard Deduction;
Personal Exemption Credit)

House bill—The bill raises the minimum standard deduction (“low-
income allowance”) to $1,900 for single persons and to $2,500 for joint
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_ Tt also increases the percentage standard deduction to 16 per-
lcmgfllil:H\I’Sith a maximum of $2,500 for single persons and $3,0001 fofr ]Oéﬂg
returns. These increases under the House bill are effective only for
1975 tax year. ) ) low-income al-

to" amendment.—Instead of the increase in the low-1nc
10537;3: and the percentage standard deduction px:ovu%ed by 1311(;
House bill, the Senate amendment provides a $200 optional tax ctI?:led
for each personal exemption deduction to which a taxpayer 1s ent 1t ed
in lieu of the $750 deduction and a reduction of 1 pe_rcentageT[ﬁnIéQOO
the tax rates applicable to the first $4,000 of taxable 1ncome.dl f’on 0
optional tax credit is for the 1975 tax year, and the rate reducti

1976 tax years. )
forT%g?gr?:égdment pr}:)vides that taxpayers are to compu’ui their ltsililzé
by using either the $750 exemption deduction of presgnt 315“21 Orend—
tax credit of $200 per exemption prov1ded by the amen mrf‘lﬁ epend-
ing on which alternative results in a lower tax liability. The aml o
ment also provides that any overstaterlnent oftiggx 1&2}1)11113270 ﬁeisrlllsteag
incorrectly choosing the personal exemption
gogleuclzf‘gdit (031’« vice ver%a) will be treated by the Internsal Reve‘rixvlilﬁ
Service as a mathematical error. The Internal Revenue erv1c§ NH
automatically check the computation made on each return tziln will
refund (or credit) any excess amounts paid resulting from a e 0m -
statement of tax liability. Under the amendment the persona ei);e ig_
tion tax credit is to apply on a 1 year basis for a taxable year beg
ing i 5 only. . _

mIIlﬁ 1afldcllgi)‘;{mn téy the optional tax credit for personal exemptions, glﬁg
Senate amendment provides a 1 percentage point reduct‘ilor;hm the
tax rates applicable to the first $4,000 of taxable income .1nd_ pdc ase
of joint returns. In the case of single persons and marrlgd in 1v6O 61 1
filing separate returns, there are 5 brackets for the r% %, o
taxable income (3 brackets in the case of heads of households). Ih
amer.dment also reduces each of these brackets by 1 pergenta%e pol b

Conference substitute—The conference substitute raises the ringrz) .
mum standard deduction to $1,600 for single persons and dtod$ 20
for joint returns. It also increases the percentage standard deduc 1nd
to 16 percent, with a maximum of $2,300 for single persons a
$2,600 for joint returns. This is to be effective for 1975. Lt in

In addition, the conference substitute provides for a tax credit,
addition to the personal exemption, of $30 for each taxpayer, spouse,
and dependent. The credit is effective for 1975.

Earnep Income Tax CREDIT

#1.—The bill provides for a refundable credit of 5 percent
ofIZ:qurf:dbincome up to apmaximum of $200. The credit is to be p}laieg
out from the maximum $200 to zero as earned income (or adjus ed
gross income, if greater% i?crelags;g from $4,000 to $6,000. The earne
1 i lies only for . i )
mf?ia%t?i%%ﬁwnt.—’iyhe Senate amendment provides a tax cred1§
of 10 percent of earned income up to a maximum of $400. The amouxtl
of the credit is to be phased out from the maximum amount down to
zero as the earned income (or adjusted gross income, if greater) in-
creases from $4,000 to $8,000. Only individuals who maintain a house-
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hold in the United States for themselves and for 1 or more dependent
children are eligible to claim the credit under the Senate amendment.
As in the House bill, the Senate amendment applies only to taxable
years beginning in 1975.

Conference substitute—The conference substitute adopts the Senate
version of the earned income credit. The language in the Senate amend-
ment with reference to the income being taken into account for welfare
purposes, however, is not included as the conferees intend that the
language applicable under present law is not changed.

CHANGE 1IN WITHHOLDING RATES

House bill.—The bill provides a new annual percentage withholding
table, which reflects the increases in the low income allowance, the
percentage standard deduction, and the provision for an earned in-
come credit provided in the House bill. The Internal Revenue Service
1s required to calculate withholding tables for other periods and for
wage bracket withholding.

Senate amendment—The Senate amendment requires the Secretary
of the Treasury to prescribe new withholding tables which reflect the
$200 personal exemption tax credit provided by the Senate amendment,
the reduction in income tax rates provided by the Senate amend-
ment, and the earned income cregit as modified by the Senate
amendment. The changes in the withholding tables are to take effect,
as in the House bill, on May 1, 1975.

Conference substitute—The conference substitute requires the Sec-
retary to prescribe new withholding tables which reflect the temporary
Increases in the minimum standard deduction and the percentage
standard deduction, the earned income credit, and the additional tax
credit provided in the conference substitute. The changes in the with-
holding tables are to take effect on May 1, 1975.

Depvcrton oF Cerrain ExpeEnses NECESSARY FOrR (JAINFUL
Emrroyment (CHILbcARE DEDUCTION)

House bill—The House bill does not contain this provision.

Senate amendment—The Senate amendment removes the present
limits on deductible expenditures (maximum of $4,800 per year) and
the income phaseout (the $4,800 maximum phased out $1 for each $2
of adjusted gross income in excess of $18,000 for the husband and
wife). It changes the deduction from an itemized deduction (deduct-
ible from adjusted gross income) to a “business deduction” (deduetible
from gross income in determining AGI). Payments to related persons
are also made deductible, if the transaction is made in an “arms-
length” fashion (pursuant to Treasury regulations).

The Senate amendment also provides for an optional tax credit for

50 percent of the allowable child care expenses, up to a maximum
credit of $50 per month ($25 in the case of a married person filing a
separate tax return). The changes in the Senate amendment are effec-
tive for taxable years beginning after the date of enactment.
. Conference substitute—The conference substitute provides for an
Increase in the maximum adjusted gross income level from $18,000 to
$35,000, before the phaseout begins. This change is effective for taxable
years beginning after date of enactment. )
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Ocrp RESIDENCE FOR PURPOSES

EPLACING
EXTENSION OF PERIOD FOR Re o 1034

orF NONRECOGNITION OF Garvw UNDER

;11—No provision. ) .
gfgfe Zzlj;iendmgt.—’l‘he Senate amendment provides an extension

i i hase a subsequent
e period in which a taxpayer may pure ot
%friggpg{niegdence and thereby defer gaimn, from one year to

months (before or after sale). The amendment also extends the period

t recidence from 18
i 1 taxpayer may construct a subsequent,
ﬁo:&lg}’;ot }‘i‘i :rlmlr)ltgs (it gonstmct.mn begins within 18 months after

the sale of the former residence). The extension is effective for sales

i December 31,1973. _ )
Ofé’ei?;{g;fseagé%gtémte.-—The conference substitute follows g)l: ;?H%I{:S
ate Zmendment except that it makes the provision effective

of residences after December 31, 1974.

Tax Creprr For HOME PURCHASES

i11.—No provision. ) )
geﬁfzsge bcziiengme%t.——’l‘he Senate ame'nd(;pe%t E{zzlx%e:virtﬁ ;rggg)

, rchase or construction by an mdivicu pa)
{?}i.ntc}ilgaguresidenoe. Under the amendment, the definition &f faa !gclag
grincipal residence includes, but is not limited to, a smgle ¥ \

it i ini ive housing project, and
unit in a condominium or cooperative 1
struc%q{e?ha e. The rate of the credit is equal to 5 percent of the tax
B basis i of the credit 18

payer’s basis in the new residence and the amount
imi imum of $2,000. ) ]
lmgg;%;:&ol%m&xim eligible for the c{e(ht, %:he @aéxizye; érgsf\{[ }aﬁgﬁ ?;

i s as his principal place of residence aiter s
%3%%3&%2?32 J anuar?r 1, 1976. However, the credit will apply to

binding contracts entered into before January 1, 1976, if settlement

cour before January 1,1977. ) )
ang’fsﬁgﬁg?zlgys;bstz'tuée.——-’]_‘he confer’ence substitute follows the Sen

i i except
dment on the 5-percent credit and $2,000 maximum, €
%ﬁ%ﬁaimaﬁlov:s'a credit only Wiigl respet;t tot a nzwfp:;xﬁgﬁhrgzldl%%cﬁe
that was constructed or was under construction efo 26, 1978 .
iti igi taxpayer must attach to
In addition, to be eligible for the credit the er mush sitach 10
is 1 tax return a certification by the seller that the pul
}glrsiclenggli}:ie by the buyer is the lowest, price at which the new resg’ilsinﬁe
was ever offered for sale. Both civil and criminal penalties will be

imposed for false certification.
IxcrEASE IN INVESTMENT CREDIT

. . . . : vest-
¢ bill—The House bill provides for an ncrease in the inves
mgt?%(gedit rate for all taxpayers (including public utilities) to 10t }igtr-
cent from 7 percent (4 percent in the case of certain public u % 110307
property). The additional credit for public utilities 1s limited tlg o
million for any one taxpayer. The House provision modifies the lim1 a;
tion on the amount of tax liability that may be offset by the mvestri‘xlgnh
tax credit for a year in the case of most public utility property (Wd'ltc
under present law is entitled to only a 4 percent investment cléef it).
The percentage limit for public utility property is to be increased from
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the general 50 percent limit to 100 percent of the income tax liability
for 1975 and 1976. In each of the next five taxable years, the increase
for public utilities is to be reduced by 10 percentage points until 1981,
and thereafter, at which time the 50 percent limitation again is effec-
tive. Additionally, the House provision increases from $50,000 to
$75,000 the amount of use property which can qualify for the invest-
ment credit for any 1 year. '

The 10 percent investment credit rate is to be available for property
acquired and placed in service after January 21, 1975, and before
January 1, 1976. 1t is also to be available for property placed in serv-
ice in 1976 if the property was acquired pursuant to an order placed
before January 1, 1976. In addition, in the case of property con-
structed, reconstructed, or erected by the taxpayer, the 10 percent in-
vestment credit rate is to be available for property completed by the
taxpayer after January 21, 1975, but only to the extent of the portion
of the value actually attributable to construction, ete., by the tax-
payer after January 21, 1975, and before January 1, 1976. The provi-
sions increasing the amount of used property which can qualify for
the investment credit apply to taxable years beginning in 1975. The
provisions with respect to progress payments apply to payments made
;xgar January 21, 1975, in taxable years ending after December 31,

Senate amendment—The Senate amendment provides that, if cer-
tain requirements are met, a 12 percent investment credit is to be
available with respect to property acquired and placed in service after
January 21, 1975, and before January 1, 1977. Similarly, in the case
of property constructed, reconstructed, or erected by. the taxpayer, the
12 percent credit is also to be available with respect to property com-
pleted by the taxpayer after January 21, 1975, to the extent of the part
of the basis of the property properly attributable to construction, etc.,
after January 21, 1975, and before January 1, 1977,

. In cases where the property on which a taxpayer may claim an
investment credit (qualified investment in property) for a year ex-
ceeds $10,000.000, the 12 percent rate is to be available only if the
taxpayer establishes or maintains an employee stock ownership plan.
To be eligible for the 12 percent rate in this case, a. corporation will
be required to contribute to the plan for the taxable year common stock
or securities convertible into common stock (or cash for the acquisi-
tion of such stock or securities) of the employer in an amount equal
to one-half of the additional 2 percentage points increase above the
permanent 10 percent rate (i.e., one-twelfth of the total allowable in-
vestment credit in this case). If these requirements are not satisfied,
the taxpayer will be eligible only for the 10 percent investment credit
which the committee provision adopts as a permanent increase in the
imvestment tax credit rate. However, the 12 percent rate will be avail-
able without regard to the requirement for an employee stock owner-
ship plan if the qualified investment property of the taxpayer for the
taxable vear is less than $10,000,000,

. The Senate provision puts no limit on the amount of the increase
in t}_Le' investment credit which will be allowed to a public utility.
Additionally, the Senate provision adopts the temporary increase in
the 50 percent limitation on the amount of tax liability that may be
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the investment credit with the modification that such increase
(s)}fxf:ff EZ available for taxaig}% years ending in 1975 rather than for
beginning in . . )
ta,xlgi’;)gesyeeiarse p%ovisio% also provides that the additional credit pro-
vided for a public utility by reason of the rate increase or the 1nq1£eﬁe
in the limitation based on tax liability 1s generally not to be avai ad'i
if the additional credit is used to reduce the rate base, unless the cre }:
is then restored to the rate base at least as fast as ratablyf over tbe
useful life of the property. The additional credit 1s generally notfto e
allowed if it is flowed through to income as a reduction in cost aste{ti
than ratably over the useful hife of the property to which the mt‘:re‘asi
credit applies. This rule with respect to the additional credit d1s o
apply with respect to property used prgdommately in the trade or
business of the furnishing or sale of electrical energy, water, or se\ivlage
disposal services, gas through a local distribution system, telephone
service, domestic telegraph service, or other domestic communication
service, if the rates for furnishing or sale are regulated by a govern-
mental body. )
ellf the gogernmental regulatory agency requires ratable flow t!nr?u%h
to income, it cannot require any adjustment to the rate base; 1 ﬂt e
agency requires adjustments to the rate base, it cannot require How
rough to income. ) i ’
thA‘;%ecial election is provided to permit the immediate flow through
of the additional credit without the consequence of disallowance 1n
certain cases. This election is to be available only with respect to prop};
erty where.the benefits of accelerated depreciation are flowed throug
to customers. The election must be made by the taxpayer within 90
days after the date of enactment of the bill. In this case the taxpayer;
must make the election at its lown option and without regard to any
requirement imposed by a regulatory agency. ,
%f a regulatogy agen);y requires the flowing through of a compaqyts
additional investment credit at a rate faster than permltted, or insis 51;
upon a greater rate base adjustment than is permltted, the additiona
investment credit is to be disallowed, but only after a final determina-
tion (made after enactment of this provision) is put into effect. Tl&e
rules provided under present law with respect to de;termmatmn}s1 méx e
by a regulatory body on the finality of its orders will apply to the flow
through provision. Lastly, the Senate provision repeals the llmltiit'tgiog
on the amount of used property which may be included as quall i
investment for the purposes of the investment credit with Px"espect 0
used property acquired by the taxpayer after January 21, 1975. ;
Conference substitute—The conference substitute provides 01’:] a
10-percent investment credit for all taxpayers (including public ut12 {
ties) for property acquired and placed in service after January A
1975, and before January 1, 1977. In the case of property acqmret
after December 31, 1976, the T-percent investment credit (or 4 perce?
for public utility property) provided under present law is to apply
(even if ordered bv the taxpayer befpre; 1977). In the case of eon;2
structed property, the 10-percent credit is to apply to the por‘aongo1
the basis attributable to construction occurring after January 21,
1975, and before January 1, 1977
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In the case of a corporate taxpayer, a taxpayer may elect an 11-
percent credit with respect to qualified investment for the period be-
ginning January 22, 1975, and ending December 81, 1976, if an amount
equal to one percent of the qualified investment is contributed to an
employee stock ownership plan.

The rules governing such employee stock ownership plans are sub-
stantially the same ag in the Senate amendment. However, under the
conference substitute the entire contribution is to be transferred to
the plan at one time, and not over 10 years. Also, participants are to
be immediately vested in the full amount of such contributions, as
soon as the contributions are allocated to their accounts. Additionally,
distributions of such contributions cannot oceur for 7 years (or may
occur upon death or disability).

The conference substitute is the same as the Senate amendrent which
deleted the $100 million limitation on the increase in the investment
credit attributable to the rate change that could be claimed by any one
public utility.

With respect to the increase in the 50 percent of tax limitation for

ublic utility property, the conference substitute is the same as the
Senate amendment.,

With respect to the treatment of the increased credit for utility rate-
making purposes, the conference substitute is the same as the Senate
amendment but for technical changes which would make new elections
by a public utility unnecessary if ratable flowthrough, or ratable
rat.el base restoration treatment already applied to a utility under pres-
ent law,

With respect to the limitation on qualified investment in used prop-
erty, the conference substitute provides an increase to $100,000 from
$50,000 for taxable years beginning after December 31, 1974, and be-

fore January 1, 1977. Thereafter, the $50,000 limitation under present
law is to apply.

Avrowance oF IxvestMeENT CrEpIT WHERE CONSTRUCTION OF
Prorerry Witz Taxr More Tuax Two YEears

House bill—Section 302 of the House bill provides that in the case
of long lead time property, that is, property that requires at least 2
years to construct, the investment tax credit is to be available to the ex-
tent that progress payments are made during the construction period
(rather than being allowed in the later year when the property is ulti-
mately placed in service). During the first 5 years this provision is in
effect, a transitional rule provides for a phase-in of the new system at
the rate of 20 percent a year. The temporary 10 percent rate for the
investment credit is to be available for qualified progress expenditures
made in the period after January 21, 1975, and before January 1, 1976.
In general, the provisions with respect to progress payments apply to
payments made after January 21, 1975, in taxable years ending after
December 81, 1974.

Senate amendment—The Senate amendment adopts the House pro-
vision for progress payments without change.

Conference substitute—~—The conference substitute is the same as the
House bill and Senate amendment.
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Increase 1v CorroraTE SURTAX ExemerioNn anp CHANGE IN
Corporate Tax Rares

House bill—Section 303 of the House bill provides for an increase
in the corporate surtax exemption from $25,000 to $50,000 for the
period which is calendar year 1975.

Senate amendment.—The Senate amendment adopts the House pro-
vision with respect to the increase in the corporate surtax exemption
without change. Additionally, the Senate provision reduces the nor-
mal tax by 4 percentage points (from 22 percent to 18 percent) while
at the same time increasing the surtax by 4 percentage points (from 26
percent to 30 percent). The increase in the corporate surtax exemption
and the reduction in the corporate rates are effective for taxable years
ending after December 31, 1974. They are to apply, however, only for
1 year and are to cease to apply for taxable years ending after Decem-
ber 31, 1975. v

Conference substitute.—The Conference substitute is the same as the
House bill and the Senate amendment with regard to the increase in
the corporate surtax exemption from $25,000 to $50,000 for 1975 only.
In addition, the conference substitute provides a reduction for 1975
in the corporate normal tax rate from 22 percent to 20 percent on the
first $25,000 of net income (with the 22 percent rate applicable to the
second $25,000 of net income).

IncreasE 18 MiniMom AccuomuraTep Earnines Creprr From
$100,000 o $150,000

House bill.—No comparable provision in the House bill,

Senate amendment—The Senate amendment provides for an in-
crease of the accumulated earnings credit from $100,000 to $150,000.
Thus, a corporation may accumulate as much as $150,000 of earnings
before its retained earnings may be subject to the accumulated earn-
ings tax. The amendments relating to the increase in the minimum
accumulated earnings credit apply to taxable years beginning after
December 31, 1974.

Conference substitute.—The conference substitute is the same as the
Senate amendment. ,

Erecrion To Scestirure NET OPERATING Loss CaARrRYBACKE YEARS FOR
CARRYFORWARD YEARS

House bill—The House bill does not have this provision.

Senate amendment.—The Senate amendment allows taxpayers gen-
erally an election to convert earryover periods for which they are pres-
ently eligible into additional carryback years for net operating losses
incurred for taxable years 1975 and 1976. (Present law provides gen-
erally for a 3-year carryback and a 5-year carryforward for net
operating losses incurred by business taxpayer.)

In addition, the Senate amendment provides that, where a corpo-
ration would receive a tax benefit under this change of more than $10
million, 25 percent of such tax benefit from the f%rst year of the ex-
tended loss carryback is to be placed in an employee stock ownership
plan over a 10-year period. A corporation could also put up to 50
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percent of this amount (of the 25 percent) into a supplement
| ; al unem-
g%ogﬁaréipt benefit plan if transferred within one ye%g from the time
ion.

Conference substitute.—The conference i i
this proviston. substitute does not contain

Feperar WeLrare RecreiexTs Exmrroyment INncentive Creprr

glouse bill.—No proviston.
enate amendment.—The State amendment makes the 20-
credit of the present law WIN credit available also with res%?;%eﬁ
wages paid to certain AFDC recipients. The AFDC recipient must
have been continuously receiving such financial assistance durine the
90-day period immediately preceding the date on which the individual
is hired by the employer, and the AFDC recipient must have been em-
ployed by the taxpayer for a period in excess of 30 consecutive days
on a full-time basis before the credit is allowable, The credit is not
allowable for any person who has displaced an individual from em-
ployment nor for a migrant worker. For nonbusiness employers, there
1s a limit of $1,000 per individual so employed each year. ’
The provision is effective for hirings after the date of enactment
and for services rendered to the employer before July 1, 1976,
Conference substitute—~The conference substitute follows the Sen-
ate amendment.,

Time ror Maxine CONTRIBUTIONS TO “HLR. 10” Praxs

gf ouse bill—No provision.
oenate amendment.—The Senate amendment added a provision
under which, as to 1974 and subsequent years, a contributl;)ion to a
pension, profit-sharing, ete., plan would be treated for deduction pur-
poses as being made for a given year even though it was not in fact
made until after the end of that year, but only if the contribution was
in fact made by the time for filing the tax return for that year (includ-
Ing extensions of time for filing). This amendment would apply only to
C(fntrlbutlons for plans of self-em loyed people (so-called “H.R. 10”
P ags) and only if the employer efepts to have this rule apply.
19’}(’311;1133 ;gll;t;f@nt Ia\gr (the 113974 pension act), this rule is to apply as to
sequent years isti |
corporate ph Sq years for existing plans, both H.R. 10 plans and
Conference substitute~Under the conference substitute, the rule of

the Senate i
ol 197§;r'mndment 18 to apply for 1975 and subsequent years (but

REPEAL orF Excise Tax ox Moror VesIcLES

g oms;e b?ﬁll.—é\To provision.

enate amendment.—The Senate amendment 1 -
percent manufacturers excise tax (5 percent tone %iaffizs %‘gfsggrlg
1977) on the sale of trucks and buses, truck trailers and semi-trailers.
and highway tractors used in combination with trailers and semi-.
trailers. The Senate amendment also repeals the 8-percent manufac-
turers excise tax (5 percent on or after October 1, 1977) on the sale of
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ies. The Senate amendment
k and bus-related parts and accessories. ;
gﬁgs provides for floor stock refunds and refunds for certain consumer

pué’(;};ff??znce substitute—The conference substitute does not include

endment. ) )
th%ﬁrsﬁﬁztghzm(}onfemnce Committee is quite aware of %mt _dep}'eas‘;ag
condition existing in the truck manufacturing and marketing in u
try, it felt that the repeal of these excise taxes should morgt%)ropz tjai
be sonsidered in conjunction with the Public Works Cormgl teetil t 0
later date when Congress considers the Federal Highway Acta
Highway Trust Fund of which these taxes are a part.

Tax CREDIT FOR QUALIFIED INSULATION AND Sorar ENERGY
EqurpMeNT EXPENDITURE

' 1.—No provision. ) )
ge%s;a b(:ﬁmdﬂw%t.m’l‘he Senate amendment provides a tax credit

i i i idences and
ualified insulation expenditures for new and used resi

iggnilnereial buildings of 40 percent of the first $500 and %d%ercen(; ;)lf
any excess expenditures. In addition, a tax credit 18 allowed or (gu -
fied solar energy equipment expenditures for new and used resl endi_
and commercial buildings of 40 percent on the first $1,000 of e%)en
tures and 20 percent of any excess up to $2,000. For ne.w’re:il_ en;f:f
the credit is available only to the extent the qualified orlgmls;, %?Stion
tion materials exceed the minimum HUD standards; thl}s1 1};{11 ) on
does not apply to storm windows, storm doors and solar heating a

i ipment. . i
co%lrllldgéﬁllllg Senate amendment, unused credits may be cal_:'rclled bac&
to any year for which this provision 1s 1n effect andbca?me. ox;efl‘;er
years. The provision g eif(igctlv& %urn(x}g taxaabli, %%aéx(')s eginning

4, and endin ore January 1, . .
D%%E’ﬁiiélfgggtitute.wﬁ conference su stitute does noté Eﬁpt%ﬁ}
this provision, The conferees decided to defer consideration é) 1sn be-
cause incentives for insulation and solar emergy equipmen expend

tures are being considered in the Ways and Means Committee energy
bill.

Tax ExempTIoN FoR HOMEOWNER'S Associations, ETc.

571—The House bill does not contain this provision. “
geigfe bamefredment.——The Senate amendment provides 't,}:}qﬁ a hé)gz_
owner’s association, etc., may be exempt from taxation 1 le 1;3 r%s
nized and operated exclusively for the operation, nla{laig.rem'tg . \I’c}'ned
ervation, maintenance and repair of (1) the rem%gqt}a 11Tn1d owned
by its members or (2) the common areas or faci 1t1§s Ot“ m‘b]e y the
association or its members. ’11‘};% ;'owm on is effective for taxable }
inning after December 81,1973, ) )
be%l;l:}er%me substitute.—The conference substitute d;)eﬁl not (;;171:;?(1;1;
this provision. The conferees de_ferrefi gonmderaftlon 01 i lls g:) o
believing it appropriate to consider it in tax reform legisiation.
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PercExTAGE DEPLETION FOR OI1n aAxp (GAS

House bill—The House bill repeals percentage depletion generally
for oil or gas produced on of after January 1, 1975, Depletion is con-
tinued for natural gas sold under a fixed price contract in effect
February 1, 1975, which does not permit price adjustment after that
date to reflect repeal of depletion. Depletion is also continued until
July 1, 1976, for gas sold in interstate commerce if no price adjust-
ment is permitted after February 1, 1975, to reflect repeal of depletion.

For geothermal steam, present law is unaffected, so that if steam
is ultimately held by the courts to be a gas entitled to a 22-percent
rate of depletion, this treatment will be continued.

Senate amendment~Under the Senate amendment, the deduction
for percentage depletion is generally eliminated with regpect to oil
and gas produced on or after January 1, 1975, with certain exceptions.
These include the exceptions provided under the House bill. In addi-
tion, the Senate amendment retains percentage depletion at 22 per-
cent on a permanent basis for the small independent producer to the
extent that his average daily production of oil does not exceed 2,000
barrels a day, or his average daily production of natural gas does not
exceed 12,000,000 cubic feet. Where the independent producer has
both oil and natural gas production, the exemption must be allocated
between the two types of production.

In determining how much of a taxpayer’s total production for the
year will be entitled to the 22-percent rate, his total production for
the vear is averaged over the entire taxable year to arrive at an
average daily figure, regardless of when the production might actually
have occurred.

Where the producer has a partial interest in mineral property, his
production from that property, for purposes of the exemption, will
be proportional to his interest. For example, an individual owning
a 10-percent interest in property with 2,000 barrels of average daily
production will be treated as having used 200 barrels of his exemption
m connection with that property.

If the taxpayer’s average daily production exceeds 2,000 barrels
(or 12,000,000 cubic feet of gas) the Senate amendment requires that
the small production exemption be allocated among all of the
properties in which the taxpayer has an interest. The allocation is
made by totaling the production from all properties and allocating
to each property the same proportion of the small production exemp-
tion as that property’s total production bears to the taxpayer’s total
production from all properties.

Under the amendment, the 2,000 barrel (12,000,000 cubic feet) ex-
emption is to be allocated (a) among the corporations which are mem-
bers of the same controlled group of corporations (as defined in sec.
1563 (a), but with a 50 percent common control test) ; among corpora-
tion trusts and estates if 50 percent of the beneficial interest is owned
by the same or related persons; and (¢) among the taxpayer and his
spouse and minor children,

The small producer exemption is not to be available, under the
Senate amendment, with respect to any oil or gas property trans-
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ferred after December 31, 1974, if the principal value of the property
has been demonstrated before the transfer, except in the case of a
transfer by reason of death, or a transfer pursuant to a section 351
transaction.

Also, the small producer exemption is only to be available in the
case of the independent oil or gas producer. The exemption is not
available to any producer owning or controlling a retail outlet for the
sale of oil or natural gas or petroleum products, or for a producer
ngo refines more than 50,000 barrels of oil on any one day of the tax-
able year.

The deduction resulting from the small producer exemption may
not exceed 50 percent of the taxpayer’s net income from all sources
{computed without regard to depletion allowed under the small pro-
ducer exemption, net operating loss carrybacks and capital loss carry-
backs). Percentage depletion which may not be used as a result of this
limitation may be carried forward on an unlimited basis and used in
a succeeding year (subject to the 50 percent limitation applicable to
that year).

In addition, the deduction resulting from the small producer exemp-
tion is to be available, under the Senate amendment, only to the extent
of the taxpayer’s qualified plowback investment for the year (as well
as any qualified plowback investment which was unused in the preced-
ing year), The plowback requirement does not apply, under the amend-
ment, to percentage depletion attributable to a royalty interest.

Conference substitute.—The conference substitute follows the Senate
amendment in providing a small producer exemption from the repeal
of percentage depletion for oil and gas. Initially the exemption (“de-
pletable oil quantity”) is 2,000 barrels of average daily production
{or 12,000,000 cubic feet of natural gas). However, the exemption is
to be phased down gradually, but not eliminated, so as to minimize
the impact of the reduction on small independent producers.

Under the substitute, the exemption is to be reduced 200 barrels a
vear for 5 years from 1976 through 1980, when the permanent exemp-
tion of 1,000 barrels per day will be reached. The depletion rate for
oil and gas covered under the small producer exemption will also be
phased down gradually from 22 percent. In 1981, the rate will be 20
percent; in 1982, 18 percent ; in 1983, 16 percent; and in 1984 the rate
will be reduced to a permanent level of 15 percent. However, under the
substitute, a taxpayer will be permitted to take percentage depletion,
at a 22 percent rate, on all production resulting from secondary or
tertiary recovery methods until 1984 (but not in excess of 1,000 bar-
rels per day).

The deduction resulting from the small producer exemption may
not exceed 65 percent of the taxpayer’s net income from all sources

(computed without regard to depletion allowed under the small pro-
ducer exemption, net operating loss carrybacks and capital loss
carrybacks).

Also, under the substitute, there is to be no plowback requirement
in connection with percentage depletion under the small producer
exemption.
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Livrrarion on Foreieny Tax Creprr ror Taxws Pam 1n CONNECTION
Wirg Forerexw O anp Gas INcoMEe

House bill—No provision.

Senate amendment—The Senate amendment repeals the foreign tax
credit on all foreign oil-related income and allows any taxes on that
Income as a deduction. The amendment also provides tﬁat foreign oil-
related income is to be taxed at a 24-percent rate.

Conference substitute—~The conference substitute modifies the Sen-
ate amendment and applies a strict limitation on the use of foreign
tax credits from foreign oil extraction income and foreign oil-related
income. The substitute limits the amount of payments in the form of
foreign taxes on foreign oil extraction income which will be treated
as creditable taxes to 52.8 percent of taxable income from foreign oil
extraction in taxable years ending in 1975, 50.4 percent of such taxable
Income in 1976, and 50 percent of such taxable income in subsequent
taxable years. Any taxes paid in excess of that amount are to be dis-
regarded and not allowed as a deduction. Any excess eredits within
the respective percentage limitations are to be allowed to offset U.S.
tax only against foreign oil-related income.

Also, any payments to a foreign country in connection with the
purchase and sale of oil or gas extracted in that country are not to be
considered as a tax if the taxpayer has no economic interest in the
oil or gas to which section 611(a) of the code applies and either such
purchase or such sale is made af a price other t}gan the fair market
price of such oil or gas at the time of such purchase or sale. The market
price is to be determined without regard to any tax liabilities to the
country of extraction to which the oil or gas is subject. upon purchase.
This provision, of course, is not to apply to fees or other types of in-
come from the provision of services which relate to the extraction of
oil or gas for another person. Any payments not allowed as taxes
under this provision are to be allowed as deductions,

In addition, the conferees agreed that beginning in 1976 the per
country limitation on creditable foreign taxes is not to apply to foreign
oil-related mncome. Instead, the amount of creditable taxes with respect
to such income is to be calculated under the overall limitation. The
conferces believe that this change should be considered significant
In judging requests to revoke consolidated return elections.

The conferees also agreed that beginning in 1975 any losses with
geligict(ﬁt;) fi)réngr} oﬂ-rel}:)ateii income should be recaptured against

iture oil-related income imiting th i i i
with respect to such future %?ncome. g the foreign tax credits available

The conference substitute is t 1 i
date of onference 0 apply to taxable years ending after

Taxatron oF EARNINGS AND Prorrrs or ConTrROLLED FoREIGN
CorroraTiONS AND THEIR SHAREHOLDERS

House bill—No provision.

Senate amendment.—The Senat i |
77 e ate amendment provides that U.S.
persons holding a one-percent or greater interest ?n foreign corpora-
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tions are to be taxed currently on their proportionate share of the
income from those corporations in cases where more than 50 percent
of the stock of the corporations is controlled by U.S. persons.

Conference substitute.—The conference substitute provides for a
number of specific measures which substantially expand the extent
to which foreign subsidiaries of U.S. corporations are subject to cur-
rent U.S. taxation on tax haven types of income under the so-called
subpart F rules of the Code. .

The conferees expressed their belief that the foreign tax provisions
of present law relating to the deferral of foreign income should be
further reviewed at the earliest possible date. The conferees indicated
that this review should include an examination of the adequacy of
existing provisions dealing with the disclosure and reporting of in-
come gga.nd related deductions) of foreign subsidiaries of U.S.
corporations.

The conference substitute repeals the minimum distribution excep-
tion to the subpart F rules which, under present law, permits a de-
ferral of U.S. taxation on tax haven types of income in cases where
the foreign corporation (or various combinations of foreign-related
corporations) distributes certain minimum dividends to their T.S.
shareholders. The effect of repealing this exception is to tax currently
all income of foreign subsidiaries of U.S. corporations which is deemed
to be tax haven income under the existing so-called subpart F rules
of the Code. An exception to this provision was made for agricultural
commodities not produced in commercially marketable quantities in
the United- States. Under the exception, these commodities grown (or
raised) abroad are to be excluded from foreign base company sales
income.

The conference agreement also repeals the excepiion from the sub-
part F rules which presently permits a deferral of taxation in cases
in which the tax haven income is reinvested in less-developed countries.

In addition, the conference agreement repeals the rule of present law
which permits a deferral of U.S. tax for shipping income received by
a foreign subsidiary of a U.S. corporation. However, deferral of tax
is to be continued to the extent that the profits of these corporations
are reinvested in shipping operations.

Finally, the conferees agreed to modify the present rule in the sub-
part F provisions which permits corporations having less than 30
percent of their gross income in the form of tax haven income to avoid
the current taxation provisions of subpart F. The conference sub-
stitute provides that such tax haven income will be taxed currently
under the subpart F rules in any case where it equals or exceeds 10 per-
cent of gross income.

These provisions are to apply to taxable vears beginning after
December 31, 1975,

EvuivminaTiox oF Domrestic INTErRNvaATIONAL SALES COorRPORATION TREAT-
MENT FOR CerTAIN NAaTURAL RESoUrces aNp Exsrey PropucTs

House bill—No provision,

Senate amendment.—The Senate amendment denies the benefits
provided for domestic international sales corporations (DISC’s) for
the export of natural resources and energy products (i.e., products
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for which an allowance £ ion i i
\ e for cost depletion is provided) and for product:
fillb]eit to export control under section 4(b) of the Ezgport Adnl:inisgra?
: 5}71}3 ct of 1969. The provision applies to sales made after March 18,
Conference substitute.
amendment.,

The conference substitute follows the Senate

InvesrMexT Tax CrEDIT ON Forerien Drirrine Rics

éi’ ouse Z)ili.-go provision,

Yenate amendment.—The Senate amendment deni i

. . . > [ ’ th 4 -

Itiﬁfc(l;‘%dg f(%rirfotrelgnr?ltus d}rﬂlmg rigs used outsidzsof ?hlé} ;gs;fgggﬁ

 the Western Hemisphere, The provision applies t

blaced in service after March 18, 1975 unless st oporty L soberty
aced In 1 Mare s 1f 88 such 1

by a binding contract which was in effect on Aprifﬁ?g%?i 15 covered

Conference substitute~T
ate am]; et ute.~—The conference substitute follows the Sen-

ExTENSION oF UxNEMPLOYMENT CompENSATION Act oF 1974

Igause bill—No provision.
enate amendment—The Senate amendment extend
, ate :nt extends the benefit:

gle E]rri%rgency Unemployment Compensation Act of 1974 for a:: agd(;f
iSona 'l' bxiveeks to those who have exhausted 52 weeks of benefits, This
s zz,valt l? e only for the period ending June 30, 1975. The provision
af%éesth at the Secretary of Labor shall, at the earliest practicable date
A T the enactment, propose to each State with which he has in effect
&grzgrf:;réegt }mdfg t?ectlom 102 of the 1974 Act a modification of such

: t designed to canse pa, t o1
provided in the Senate amendll)nglfn?? nis of emergency compensation as

Confere 4 — i
amend{n en?.cg substitute~The conference substitute follows the Senate

Seecian PAYMENTS T0 Prorre Rrcerving Bexerits Unper Socrar,

Securiry, Rar
s LROAD RETIREMENT, or SUPPLEME
COME PROGRAMS : INTAL SECURITY IN-

§ ouste bz'ZE.——-{l}To provision. -
enaie amenament.~—The Senate amendment added isi
{)hre l})lﬁl, under which a one-time special payment of $100a isp Egﬁlgﬁ;ég
1 g7§ e Secretary of the Treasury to each individual who, for March
§re, 1Wgas entitled to monthly insurance benefits under title IT of the
Rog;a vecurity Act, to monthly pension or annuity benefits under the
5 tm IXad' Retirement Acts, or to supplemental security income bene-
evin t}rllollndﬁv}lldual could fe(clel}fe only one such $100 special payment,
J Aough he was entitled, for March. 1975
mO’II"E qu the above-mentioned ’pmgram?.: » 1979, o benelits under 2 or
«.he Secretary of Health, Education, and Welfare and the Raj
! 3 C 1fare ailroad
g}igsgl:ﬁtagoard zlm)re to provide the 'freasury with such data and in-
: may be necessary t i i i
Sp(:e[glal payments.y ary to determine who is entitled to these
eceipt of the special payment by an individual is not t i
Recei nt by o affect his
eligibility for, or the amount of, the aid or assistance which he or his
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family would otherwise be entitled to receive under a welfare-type
program. Federal financial participation in any State (or local) wel-
fare-type program is to cease if that program violates the “disregard”
requirement described in the preceding sentence.

Conference substitute—The conference substitute generally follows
the Senate amendment, except that the amount of the special payment
is to be $50 per qualified recipient. In addition, the conference sub-
stitute restricts it to residents of the United States who have applied
for benefits under one of the three programs prior to April 1, 1975,
and who actually receive a benefit for the month of March 1975 which
is paid by August 31, 1975. The conference agreement includes the re-
quirement that these payments be disregarded in determining ehfgb
bility under other programs and clarifies their non-taxable nature for
income tax purposes.

The conferees emphasize that these payments are not social security
benefits in any sense but are intended to provide to the aged, blind,
and disabléd a payment comparable in nature to the tax rebates which
the bill provides to those who are working. These payments, therefore,
should be clearly identifiable as Treasury Department payments and
not be included 1n or confused with social security benefit checks.

DyEeine or CerTaAIN HEATING OIL

House bill.—No provision,

Senate amendment—The Senate amendment requires that certain
heating fuel oil be colored with an oil soluble dye, so that such non-
taxed fuel oil may be distinguishable from taxable diesel fuel oil for
highway use. The Administrator of the Federal Energy Administra-
tion is to determine the appropriate soluble dye and the point of the
petroleum distribution system to add the dye; and he may enter the
premises (during business hours) to inspect for violations. Violators
are to be subject to a fine of not more than $25,000, or imprisonment of
not more than 5 years, or both.

The provision is to be effective on the date of enactment.

Conference substitute.—The conference substitute does not contain
this provision. The conferees deferred consideration of this because
the subject would be reviewed during the Ways and Means Committee
consideration of the energy bill. .

Ar UrLman,
James A. BUrks,
Dan RosTENKOWSKI,
Pain Lanorowy,
CHarLes A, VANIE,
Managers on the Part of the House.
Russers B. Lowg,
HermMAN TaLmanGE,
VaNcE HARTKE,
ABranam Risicorr,
W. D. Hataaway,
Frovp K. HaskELL,
Roeert DoLE,

Managers on the Part of the Senate.
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Public Law 94-12
94th Congress, H. R. 2166
March 29, 1975

9n At

To ainend the Internal Revenue Code of 1954 to provide for a refund of 1874
individual income taxes, to increase the low income allowance and the per-
.centage standard deductwn to provide a credit for personal exemptions and
a credit for certain-earned income, to increase the investment credit and the
surtax exemption, to reduce percentage depletxon for oil and gas, and for other
purposes.

Be it enacted by the Senate and House of Representatives of the '
United States of America in Congress assemiled, v Tax Reduction

SEC. 1. SHORT TITLE; TABLE OF CONTENTS. Act of 1975.

(a) SHorr TITLE.  This Act may be cited as the “Tax Reduction 26 USC 1 note.
Act of 1975”.
(b) TanLe oF CONTENTS.—

Sec. 1. Short title; table of contents.
Sec. 2. Amendment of 1954 Code.

TITLE I-REFUND OF 1974 INDIVIDUAL INCOME TAXES

Sec. 101. Refund of 1974 individual income taxes.
Sec. 102. Refunds disregarded. in the administration of Federal programs and
! federally assisted programs. -

TITLE II—REDUCTIONS IN INDIVIDUAL INCOME TAXES

Sec. 201. Increase in low income allowance.

Sec. 202. Increase in percentage standard deduction.

Sec. 203. Credit for personal exemptions.

Sec. 204. Credit for certain earned income.

Sec. 205. Withholding tax.

Sec. 206. Increase in income hmxtatmn apphcable to child and dependent care
deduction.

Sec. -207. Extension of period for replacing old residence for purposes of non-
recognition of gain under section 1034.

Sec. 208. Credit for purchase of new principal residence.

Sec. 209. Effective dates.

TITLE IIT—CERTAIN CHANGES IN BUSINESS TAXES

Sec. 301. Increase in investment credit.

Sec. 302, Allowance of -investment credit where construction of property will
take more than 2 years.

Sec. 303. Change in corporate tax rates and increase in surtax exemption.

Sec. 304. Ingll'%z(l)s&(i)n minimum accumulated earnings credit from $100,000 to

Sec, 305. Effective dates.

TITLE IV-—CHANGES AFFECTING INDIVIDUALS AND BUSINESSES

See. 401. Federal welfare recipient employment incentive tax credit.
Sec. 402, Time when contributions deemed made to certain pension plans.

TITLE V—PERCENTAGE DEPLETION

Sec. 501. Limitations on percentage depletion for cil and gas. .

- TITLE VI—TAXATION OF FOREIGN OIL AND GAS INCOME AND OTHER
FOREIGN INCOME .

Sec. 601. Limitations on foreign tax credit for taxes paid in connection with
foreign oil and gas income.

Sec. 602. Taxation of earnings and profits of controlled foreign corporations and
their shareholders.

Sec. 603. Denial of DISC benefits with respect to energy resources and other S <
products. : cj °¢A§
Sec. 604. Treatment for purposes of the investment credit of cerfain property iz i I3
used in international or territorial waters. (= >
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26 USC 33,
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26 USC 40.

Pub., Law 94-]12 -2 - March 29, 1975

TITLE VII—MISCELLANEOUS PROVISIONS

Sec. 701. Certain unemployment compensation.

Sec. T02. Special payment to recipients of benefits under certain retirement and
survivor benefit programs.

SEC. 2. AMENDMENT OF 1954 CODE.

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

TITLE I—REFUND OF 1974 INDIVIDUAL
INCOME TAXES =

SEC. 101. REFUND OF 1974 INDIVIDUAL INCOME TAXES.

(a) In GenerarL.—Subchapter B of chapter 65 (relating to rules of
special application in the case of abatements, credits, and refunds) is
amended by adding at the end thereof the following new section:

“SEC. 6428. REFUND OF 1974 INDIVIDUAL INCOME TAXES.

“(a) GeneraL RuLe.—Except as otherwise provided in this section,
each individual shall be treated as having made a payment against the
tax imposed by chapter 1 for his first taxable year beginning in 1974
in an amount equal to 10 percent of the amount of his liability for tax
for such taxable year.

“(b) MinimuM PayMeENT.—The amount treated as paid by reason
of this section shall not be less than the lesser of—

“(1) the amount of the taxpayer’s liability for tax for his first
taxable year beginning in 1974, or .

“(2) $100 ($50 in the case of a married individual filing a sepa-
‘rate return).

“(¢) Maximum PAYMENT.—

“(1) In eENERAL—The amount treated as paid by reason of
this section shall not exceed $200 ($100 in the case of a married
individual filing a separate return).

(.;‘ (2) LI;IITATION BASED ON ADJUSTED GROSS INCOME.—The excess
if any) of—
% (A) the amount which would (but for this paragraph) be
treated as paid by reason of this section, over ’
“(B) the applicable minimum payment provided by sub-
section (b),
shall be reduced (but not below zero) by an amount which bears
the same ratio to such excess as the adjusted gross income for the
taxable year in excess of $20,000 bears to $10,000. In the case of a
married individual filing a separate return, the preceding sen-
tence shall be applied by substituting ‘410,000’ for ‘$20,000’ and
by substituting ‘45,000’ for ‘$10,000°.

“(d) Liasirrry ror Tax.—For purposes of this section, the liability
for tax for the taxable year shall be the sum of—

“(1) the tax imposed by chapter 1 for such year, reduced by the
sum of the credits allowable under—

“(A) section 33 (relating to foreign tax credit),
“(B) section 37 (relating to retirement income),
“(C) section 38

able %roperty), ‘

“(D) section 40 (relating to expenses of work incentive
programs), and

relating to investment in certain depreci-
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“(E) section 41 (relating to contributions to candidates for
public office), plus . -

“(2) the tax on amounts described in section 3102(c) or 3202(c)
which are required to be shown on the taxpayer’s return of the
chapter 1 tax for the taxable year. : .

“(e) Dare ParmeENT DepmMED MapE—The payment provided by
this section shall be deemed made on whichever of the following dates
is the later: . ‘

“(1) the date Erescribed by law (determined without exten-
sions) for filing the return of tax under chapter. 1 for the taxable

ear, or :
e (’2) the date on which the taxpayer files his return of tax under
chapter 1 for the taxable year. e v
“(f) Jornt ReTurN.—For purposes of this section, in the case of a
joint return under section 6013 both spouses shall be treated as one
individual. o
“(g) Marirar, Status.—The determination of marital status for
purposes of this section shall be made under section 143, ’
“ ?h) Cerray Persons Nor Ertemsre.—This section shall not apply
to any estate or trust, nor shall it apply to any nonresident alien
individual.,” . ‘

..~ (b) No InTerest o~ Inprvipuar Income Tax RErunps For 1974

Rerunpep WrtHiN 60 Davs Arter Rerurn Is Fruep.—In applying
section 6611 (e) of the- Internal Revenue Code of 1954 (relating to
income tax refund within 45 days after return is filed) in the case of

Egb; L;N 94-12 _7

26 USC 41,

26 USC 3102,
3202,

26 USC 661t
note.
Ante, p. 26.

any overpayment of tax imposed by subtitle A of such Code by an indi-

" vidual (other than an estate or trust and other than a nonresident alien

individual) for a taxable year beginning in 1974, “60 days” shall be
substituted for “45 days” each place it appears in such section 6611 (e).
(¢) Cuerica AmenpmeNT.~—The table of sections for such sub-
chapter B is amended by adding at the end thereof the following new
item: :
“Sec. 6428, Refund of 1974 individual income taxes.”
SEC. 102. REFUNDS DISREGARDED IN THE ADMINISTRATION OF FED-
ERAL PROGRAMS AND FEDERALLY ASSISTED PROGRAMS.
Any payment considered to have been made by any individual by
reason of section 6428 of the Internal Revenue Code of 1954 shall not
be taken into account as.income or receipts for purposes of determining
the eligibility of such individual or any other individual for benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal program or under any State or local program financed
in whole or in part with Federal funds.

TITLE II—REDUCTIONS IN INDIVIDUAL
: INCOME TAXES ‘

SEC. 201. INCREASE IN LOW INCOME ALLOWANCE.
(a) In GEnEraL—Subsection (c¢) of section 141 (relating to low
income allowance) is amended to read as follows: = .
“(¢) Low IncoMe ArLowaNcE.—The low income allowance is—
(1) $1,900 in the case of— ’ ‘
1 %(A) a joint return under section 6013, or ,
“(B) a surviving spouse (as defined in section 2(a)),
“(2) $1,600 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or
1‘:‘(3) ”$950 in the case of a married individual filing a separate
return.
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26 USC 6428
note,

26 USC 141,

26 USC 6013,
26 UsC 2,



26 USC 6012,

26 USC 142,

26 USC 143,
2.

26 USC 6013,

26 USC 151,

26 USC 3.

26 USC 141,

26 USC 3402,

26 USC 143,

26 USC 42,

Pub. Law 94-12 -4 - March 29, 1975
(b) CuaneEe IN Fruin¢ RequireMENTs To REFLECT INCREASE 1IN
Low INcoME ALLowaNCE—So much of- paragraph (1) of section
6012(a) (relating to persons required to make returns of income) as
precedes subparagraph (C) thereof is amended to read as follows:
“(1) (A) Every individual having for the taxable year a gross
income of $750 or more, except that a return shall not be required
of a(rll) )ir)ldividual (other than an individual referred to in section
142 — :
“(i) who is not married (determined by applying section
143), is not a surviving spouse (as defined in section 2(a)),
gn%mij’or the taxable year has a gross income of less than
2,350, :
“(ii) who is a surviving spouse (as so defined) and for the
taxable year has a gross income of less than $2,650, or
““(iii) who is entitled to make a joint return under section
6013 _and whose gross incoine, when combined with the gross
income of his spouse, is, for the, taxable year, less than
$3,400 but only if such individual and his spouse, at the close
of the taxable year, had the same household as their home.
Clause (iii) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151(e). * = - ‘
“(B) The amount specified in clause (i) or (1i) of subparagraph
(A) shall be increased by $750 in the case of an individual entitled
to an additional personal exemption under section 151(c) (1), and

the amount specified in clause (iii) of subparagraph (A) shall

be increased by $750 for each additional personal exemption to
Ivsliizzh) E,he individual or his spouse is entitled .under. section
1(e) 57 : : ' i ‘

(c) CuaweE IN.OprioNaL.Tax TasLes—Section 3 (relating to
optional tax tables) is amended by striking out “$10,000” ang by
inserting in lieu thereof “$15,000”. ’

SEC. 202. INCREASE IN PERCENTAGE.STANDARD DEDUCTION.

(a) INcrEASE—~Subsection (b) of section 141 (relating tg percentage
standard deduction) is amended. to read as follows: '

“(b) PERCENTAGE STANDARD DEDUCTION.—The percentage standard
deduction is an amount equal to 16 percent of adjusted gross income
but not to exceed— ‘ .

© %(1) $2,600 in the case of— .
« (A; a joint return under section 6013, or |
“(B) a surviving spouse (as defined in section 2(a)),
“(2) $2,300 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or
“(3) $1,300 in the case of a married individual filing a separate
return.” ‘ "

(b) ConrorMiNg AMENDMENT.—Subparagraph (B) of section 3402

(m) (1) (relat,,ing to withholding allowances based on itemized dedue-

tions) is amended.te read as follows:-

“(B) an aniount equal to the lesser of (i) 16 percent of his
estimated wages, or (ii) $2,600 ($2;300 in:the case.of anindi-
vidual ‘who is not married (within the meaning of section
143) and who is not a sarviving spouse (as defined in section

@)t o |
SEC. 203. TAX CREDIT FOR PERSONAL EXEMPTIONS..

(), In GenEraL.—Subpart A of part V.I of subchapter A of chapter
1 (relating to:credits allowable against tax) is amended by redesignat-
ing section 42 as section 43 and by inserting after section 41 the follow-
ing new section:

89 STAT, 29
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“SEC. 42. CREDIT FOR PERSONAL EXEMPTIONS.

“(a) GenerarL Rure.—In the case of an individual, there shall be
allowed as a credit against the tax imposed by this chapter for the tax-
able year $30, multiplied by each exemption for which the taxpayer
is entitled for the taxable year under subsection (b) or (e) of sec-
tion 151. . - . "

“(b) Arpricatron WirH OtHeEr Creprrs.—The credit allowed by
subsection (a) shall not exceed the amount of the tax imposed by this
chapter for the taxable year. In determining the credits allowed
under—

(1) section 33 (relating to foreign tax credit),
“(2) section 37 (relating to retirement income),
“é3) section 88 (relating to investment in certain-depreciable
property). ' _

“?4) section 40 (relating to expenses of work incentive pro-

grams), an ) .
“35) section 41 (relating to contributions to candidates for
public office), i .
the tax imposed by this chapter shall (before any other reductions) be
reduced by the credit allowed by this section.”
(b) TECHNICAL AND CLERICAL AMENDMENTS.—

(1) The table of sections for such subpart is amended by strik-:

.ing out the last item and inserting in lieu thereof the following:

“8ec. 42, Credit for personal exemptions.
“Sec, 43. Overpayments of tax.”

(2) Section 56(a) (2) (relating to imposition of minimum tax)
is amended by striking out “an'(gi” at the end of clause (iv), by
striking out “; and” at the end of clause (v) and inserting in
lieu thereof %, and”, and by inserting after clause (v) the follow-
ing new clause: I

“(vi) section 42 (relating to credit for personal exemp-
tions) ; and”. .

(3) Section 56(c) (1) (relating to tax carryovers; is amended

by striking out “and” at the end of subparagraph (D), by striking
out “exceed” at the end of subparagraph (E) and inserting in lien
thereof “and”, and by inserting after subparagraph (E) the fol-
lowing new subparagraph: o
“(F) section 42 (relating to credit for personal exemp-
tions), exceed”.

(4) Section 6096(b) (relating to designation of income tax pay-
ments to Presidential Election Campaign Fund) is amended by
striking ont “and 41” and inserting in lieu thereof “41, and 42”.

SEC. 204. CREDIT FOR CERTAIN EARNED INCOME.

(a) ArrowaNce or CrepiT.—Subpart A of part IV of subchapter
A of chapter 1 (relating to credits against tax) 1s amended by redesig-
nating section 43 as section 44, and by inserting after section 42 the
following new section :

“SEC. 43. EARNED INCOME. :

“(a) AvrLowance oF Creprr.—In the case of an eligible individual,
there shall be allowed as a credit against the tax imposed by this chap-
ter for the taxable year an amount equal to 10 percent of so much of
the earned income for the taxable year as does not exceed $4,000.

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

“(1) EucisLe 1npivipuaL.—The term ‘eligible individual’

means an individual who, for the taxable year— .

“(A) maintains a household (within the meaning of section

214(b) (3)) in the United States which is the principal place

of abode of that individual and of a child of that individual

with respect to whom he is entitled to claim a deduction under

section 151(e) (1) (B) (relating to additional exemption for

dependents) ,and :

‘(B) is not entitled to exclude any amount from gross
income under section 911 (relating to earned income from
sources without the United States) or section 931 (relating to
income from sources within the possessions of the United
States).

“(2) EARNED INCOME.—
“(A) The term ‘earned income’ means—
“(i) wages, salaries, tips, and other employee compen-
sation, plus : ) .
“(ii) the amount of the taxpayer’s net earnings from
self-employment for the taxabf)
ing of section 1402(a)).
“(B) For purposes of subparagraph (A)— .
1% & . .o
(i) except as prov1§ed in clause (ii), any amount
shall be taken into account only if such amount 1s includi-
ble in the gross income of the taxpayer for the taxable
ear, A :
“(ii) the earned income of an individual shall be com-
puted without regard to any community property laws,
“(iii) no amount received as a pension or annuity shall
be taken into account, and
“(iv) no amount to which section 871(a) applies
(relating to income of nonresident alien individuals not

connected with United States business) shall be taken .

into account.

“(d) Marriep Inprvipvars.—In the case of an individual who is
married (within the meaning of section 143), this section shall apply
onl‘y if a joint return is filed for the taxable year under section 6013.

“(e) TaxasLk Yrar Must Be FuLL Taxaste Year—Except in the

. case of a taxable year closéd by reason of the death of the taxpayer, '

no credit shall be allowable under this section in the case of a taxable
year covering a period of less than 12 months.”
T Rerunp To Be Mave Waere Creprr Exceeps LiariaTy ¥or
AX.— . :
(1) Section 6401(b) (relating to éxcessive eredits) is
amended— _ ' :
(A) by inserting “43 (relating to earned income credit),”
before “and 667 (b)”; and
(B) by striking out “and 39” and inserting in lieu thereof
a comma and “, 39, and 43”. i
(2) Section 6201(a)(4) (relating to assessment authority) is
amended by—
(A) inserting “or 43” after “section 39" in the caption of
such section ; and :
(B) striking out “oil),” and inserting in lieu thereof “oil)
or section 43 (relating to earned income),”, '

89 STAT, 31
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(c) CrerrcaL AMenpMENT.—The table of sections for such subpart
is amended by striking out the last item and inserting in lieu thereof
the following:

“Sec. 43. Credit for certain earned income.
“Sec. 44. Overpayments of tax.”
SEC. 205. WITHHOLDING TAX. .

(2) RequireMeNT OoF WrTHHOLDING.—Subsection (a) of section
3402 (relating to income tax collected at source) is amended to read
as follows: _ .

“(a) ReQuIREMENT oF WrrHHOLDING.—Except as otherwise pro-
vided in this section, every employer making payment of wages shall
deduct and withhold upon such wages a tax determined in accordance
with tables prescribed by the Secretary or his delegate. The tables so
prescribed shall be the same as the tables contained.in this subsection
as in effect on January 1, 1975, except that the amounts set forth as
amounts of income tax to be withheld with respect to wages paid after
April 80, 1975, and before January 1, 1976, shall reflect the full cal-
endar year effect for 1975 of the amendments made by sections 201,

902, 203, and 204 of the Tax Reduction Act of 1975. For purposes of Ante, pp. 28-

applying such tables, the term ‘the amount of wa%(:,s’ means the amount
by which the wages exceed the .number of withholding exemptions
claimed, multiplied by the amount of one such exemption as shown in
the table in subsection (b) (1).” ‘ L '“

26 USC 3402,

"The amount
of wages."

(b) ConrorMiNg AMENDMENT.—Seétidh 3402(c') (6) (relaliing to

wage bracket withholding) is amended by striking out “table 7 con-
tained in subsection (a)” and inserting in lieu thereof “the table for
an annual payroll perjod prescribed pursuant to subsection (a)”.

SEC. 206. INGREASE IN INCOME LIMITATION. APPLICABLE TO CHILD
AND DEPENDENT CARE DEDUCTION. .
Section 214 (relating to éxpenses for honsehold and dependent care
services necessary for gainful employment) is'amended by striking
out “$18,000” each place it appears in subsection. (d) and inserting in
lieu thereof “$35,000”. - - ‘
SEC. 207. EXTENSION OF PERIOD FOR REPLACING OLD RESIDENCE
FOR PURPOSES OF NONRECOGNITION OF GAIN UNDER
SECTION 1034. e ‘ ;
(a) ONE-YEAR Prriop INCrEASED TO 18 MONTHS.—
(1) Subsections (a), (c)(4), (c)(5), (d), and (h) of section

1034 (relating to nonrecognition of gain en sale or exchange of 26 USC 1034, -

residence)- are each amended by striking out “1 year” each place it

. appears and inserting in lieu thereof “18 months”.

(2) Subsection (2?( 5) of section 1084 i3 amended by striking
out “one year” and inserting in lieu thereof “18 months”.

(b) 18-Mo~TH PERIOD FOR.CONSTRUCTING NEW RESIDENCE INCREASED
TO 2 YEARs.—~Subsection (c) (5) of sectién 1034 is amended by ‘strik-
ing out “18 months” and inserting in liew thereof “2 years”.

SEC. 208. CREDIT FOR'PURCHASE OF NEW PRINCIPAL RESIDENCE.

(2) ArLowance or Creprr.—Subpart A of part IV of subchapter A
of chapter 1 (relating to credits allowed) is amended by redesignating
section 44 as section 45 and by inserting after section 43 the following
rew section:- :

“SEC. 44. PURCHASE OF NEW PRINCIPAL RESIDENCE.

¥{a)-GENERAL RULE—In the case of an individual there is allowed, -

as a credit against the tax imposed by this chapter for the taxable year,
an amount equal to 5-percent of the purchase price of a new principal
residence purchased:or eonstructed by the taxpayer.
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“(b) LIMITATIONA -

“(1) Maximum crepiT.—The credit allowed under subsection
{a) may not exceed $2,000.

%(2) LiMITATION TO ONE RESIDENCE.—The credit under this sec-
tion shall be allowed with respect to only one residence of the
taxpayer. R

“(8) Maxrrizp INDIVIDUALS.~—In the case of & husband and wife
who file a joint return under section 6013, the amount specified
under paragraph (1) shall apply to the joint return. In the case of
a married individual filing a separate return, paragraph (1) shall
be applied by substituting ‘61,000’ for ‘$2,000’.

"‘({il CERTAIN OTHER TAXPAYERS.—In the case of individuals
to whom paragraph (3) does not apply who together purchase the

same new principal residence for use as their principal residence,.

" the amount of the eredit allawed under subsection (a) shall be
allocated among such individuals as prescribed by the Secreta
or his delegate, but the sum of the amounts allowed to such indi-
viduals shall not exceed $2,000 with respect to that residénce.

“(5) ArpLicaTioN wiTH oraEr crepits—The credit allowed

_ by subsection (a) shall not exceed the amount of the tax imposed
by this chapter for the taxable year, reduced by the sum of the
credits allowable under sections 33, 37, 38, 40, 41, and 42.

“(c) DerinrTioNs.—For purposes of this section—

%(1) NEw PRINCIPAL RESIDENCE.—The term ‘new principal resi-
dence’ means a principal residence {within the meaning o? section
1034), the original use of which commences with the taxpayer,
and includes, without being limited to, a single family structure,
a residential unit in a condominium or cooperative housing proj-
‘ect, and a mobile home. : L

“(2) Purcuase pricE—The term ‘purchase price’ means the
adjusted basis of the new principal residence on the date of the
aequisition thereof. ‘ .

%(3) Purorase.—The term ‘purchase’ means any acquisition of
property, but only if— -

“(A) the property is not acquired from s person whose
relationship to the person acquiring it would result in the
disallowance of losses under section 267 or 707(b) (but, in
applying section 267 (b) and (c) for purposes of this section,
paragraph (4) of section 267 (c{ shall be treated ag providing
that the family of an individual shall include only his spouse,
ancestors, and lineal descendants), and

“(B) the basis of the property in the hands of the person
acquiring it is not,determmetfi .
: “(1) in whole or in part by reference to the adjusted

basis of such property in the hands of the person from
whom acquired, or . . A :
“(i1) under section 1014(a) (relating to property
acquired from a decedent). o
“(d) Recarrure For CERTAIN DISPOSTTIONS.

#(1) Ix aeNeraL—EXxcept as provided in pamgraphsy (2) and

(8), if the taxpayer disposes of property with respect to the
purchase of which a credit was allowed under subsection (a) at
any time within 36.months after the date on which he acquired it
(or, in the case of construction by the taxpayer, on the day on
which he first occupied it} as his principal residence, then the tax
imposed under this chapter for the taxable year in which termi-

89 STAT, 33
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rates the replacement period under paragraph (2) with respect
to the disposition is increased by an amount equal to the amount
allowed as a credit for the purchase of such fproperty. .
“(2) ACQUISITION OF NEW RESIDENCE—IT, in connection with a
disposition described in paragraph (1) and within the applicable

~ period prescribed in section 1034, the taxpayer purchases or con- Ante, p. 32.

structs a new principal residence, then the provisions of paragra]ih
(1) shall not apply and the tax imposed by this chapter for the
taxable year following the taxable year during which disposition
oceurs is increased by an amount which bears the same ratio to the
amount allowed as a credit for the purchase of the old residence
as (A) the adjusted sales price of the old residence (within

the meaning of section 1034), reduced (but not below zero%l by the 26 USC 1034,

taxpayer’s cost of purchasing the new residence (within the

‘meaning of such section) bears to (B) the adjusted sales price of
the old residence. ; ‘

%(3) DEATH OF OWNER; CASUALTY LOSS; INVOLUNTARY CONVER-

ston'; Erc.—The provisions of paragraph (1) do not apply to—

“(A) a disposition of a residence made on account of the

death of any individual having a legal or equitable interest

therein occurring during the 86 month period to which ref-

erence is made under such paragraph,
“(B) a dispoesition of the old residence if it is substantially
or completely destroyed by a casualty described in section

165(c}(8) or compulsorily and involuntarily converted 26 Usc 165,

(within the meaning of section 1033(a)), or
“(C) a disposition pursuant to a settlement in a divorce or
legal separation proceeding where the other spouse retains
the residence as principal residence. ‘
“(8) PropErTY TO WHICH SECTION APPLIES.—
“(1) I~ eeNEraL—The provisions of this section apply to a
new principal residence— :
lgf;gAg) the construction of which began before March 26,
b) . .
“(B) which is acquired and occupied by the taxpayer after
Mareh 12, 1975, and before January 1, 1977, and
© “(C)_if not constructed by the taxpayer, which was
acquired by the taxpayer under a binding contract entered
into by the taxpayer before January 1,1976.

“(2) SELF-CONSTRUCTED PROPERTY BEGUN BEFORE MARCH 13,
1975.—In the case of property the construction of which was
begun by the taxpayer before March 18, 1975, only that portion of
the basis of such property properly allocable to construction after
March 12, 1975, shall be taken into account in determining the
amount of the credit allowable under subsection (a). . .

“{3) BiwpiNe cONTRACT.—For apurposes of this subsection, a
contract for the purchase of a residence which is conditioned upon
f%}}e xl)urchaser’s obtaining a loan for the purchase of the residence

ine
loan) is not considered non-binding on account of that condition,

“(4) CERTIFICATION MUST BE ATTACHED TO RETURN.—This sec-

tion shall not apply to any residence (cther than a residence con- -

structed by the taxpayer) unless there is attached to the return
of tax on which the credit is claimed a certification by the seller,
in accordance with regulations prescribed by the Secretary or his
delegate, that the purchase price is the lowest price at which the
residence was ever offered for sale.” : ‘

89 STAT, 34
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(b) Surrs To REcover AMoUNTS OF PRICE INCREASES.—If—

(1) any person certifies under section 44(e) (4) of the Internal
Revenue Code of 1954 that the price for which a residence was
sold is the lowest price at which the residence was ever offered for
sale, and .

(2) the price for which the residence was sold exceeded the
lowest price at which the residence was ever offered for sale,

such person shall be liable to the purchaser of such residence in an
amount equal to three times the amount of such excess. The United
States district courts shall have jurisdiction of suits to recover such
amounts without regard to any other ‘provision of law. In any suit
brought under this subsection in which judgment is entered for the
purchaser, he shall also be entitled to recover a reasonable attorney’s
fee. .
(¢) DeniaL oF Depuorion.—Notwithstanding the provisions of sec-
tion 162 or 212 of the Internal Revenue Code of 1954, no deduction
shall be allowed in computing taxable income for two-thirds of any
amount paid or incurred on a judgment entered against any person in
a suit brought under subsection (b?.

(d) TecHNICAL AND CLERICAL AMENDMENTS.—

(1) The table of sections for such subpart is amended by strik-
ing out the last item and inserting in lieu thereof the following:

“Sec. 44. Credit for purchase of new principal residence.
“Sec. 456. Overpayments of tax.”

(2) Section 56(a) (2) (relating to imposition of minimum tax)
is amended by striking out “and” at the end of clause (v), by
striking out “; and” at the end of clause (vi) and inserting in lieu
thereof “, and”, and by inserting after clause (vi) the following
new clause :

“(vii) section 44 (relating to credit for purchase of new
_ principal residence) ; and”. . -

(315) Section 56(c) (1) (relating to tax carryovers) is amended
by striking out “and” at the end of subparagraph (E), by striking
out “exceed” at the end of subparagraph (F) and inserting in lieu
thereof “and”, and by inserting aigter_ subparagraph (F) the fol-
lowing new subparagraph: ‘

. “(G) section 44 (relating to credit for purchase of new
principal residence), exceed”.

{4) Section 6096(b) (relating to designation of income tax pay-
ments to Presidential Election Campaign Fund) is amended by
striking out “and 42” and inserting in lieu thereof “42, and 44”.

SEC; 209. EFFECTIVE DATES.

(a) Secrrons 201, 202(a), AND 203.—The amendments made by sec-
tions 201, 202(a), and 203 shall apply to taxable years ending after
December 31, 1974. Such amendments shall cease to apply to taxable
years ending after December 31,1975, ‘

(b) Skcrion 204.—The amendments made by section 204 shall
apply to taxable years beginning after December 31, 1974, and before
January 1, 1976. ’

(¢) Sections 202(b) anp 205.—The amendments made by sections

" 202(b) and 205 shall apply to wages paid after April 30, 1975, and

before January 1, 1976. .

(d) Secrron 206.—The amendments made by section 206 apply to
taxable years beginning after the date of enactment of this Act.

(e) Secrion 207.—The amendments made by section 207 shall apply
to old residences (within the meaning of section 1034 of the Internal
Revenue Code of 1954) sold or exchanged after December 31, 1974, in
taxable years ending after such date.

89 STAT, 35
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TITLE III-CERTAIN CHANGES IN
BUSINESS TAXES

SEC. 301. INCREASE IN INVESTMENT CREDIT.

(a) IncreasE or INveEsTMENT CREDIT.—Paragraph (1) of section 46
(a) (determining the amount of the investment credit) is amended to
read as follows:

- “(1) GENERAL RULE— - :
“(A) Tex pERCENT CREDIT.—EXcept as otherwise provided

26 USC 46.

-in this paragraph, in the case of a property described in sub-

paragraph (D), the amount of the credit allowed by section

38 for the taxable year shall be an amount equal to 10 percent

of the qualified investment (as determined under subsections
(c) and (d)).

“(B) ELEVEN PERCENT CREDIT.—Except as otherwise pro-
vided in this paragraph, in the case of a corporation which
elects to have the provisions of this subparagraph apply, the
amount of the credit allowed by section 38 for the taxaé)le year
with respect to property described in subparagraph (D) shall
be an amount equal to-11 percent of the qualified investment
(as determined under subsections (¢) and (d)). An election
may not be made to have the provisions of this subparagraph
apply for the taxable year unless the corporation meets the
ig%ulrements of section 301(d) of the Tax Reduction Act of

26 USC 38.

5. An election by & corporation to have the provisions of Supra,

this subparagraph apply shall be made at such time, in such
form, and in such manner as the Secretary or his delegate
may prescribe. ‘
“ CI; SEVEN PERCENT CREDIT.—EXcept as otherwise provided
in this paragraph, the amount of credit allowed by section
38 for the taxable year shall be an amount equal-to 7 percent
of the qualified investment (as determined under subsections
(¢) and (d)).

“(D) TransrrioNar ruLkes.—The provisions of subpara- -

graphs (A) and (B) shall apply only to—

“(1) property to.which subsection (d) does not apply,
the construction, reconstruction, or erection of .which 1s
completed by the taxpayer after January 21, 1975, but
only to the extent of the basis thereof attributable to the
construction, reconstruction, or erection after Janu-
ary 21, 1975, and before January 1, 19771.

- %(ii) property to which subsection (d) does not apply,
acquired by the taxpayer after January 21, 1975, and
be%ore January 1, 1977, and placed in service by the tax-
payer before January.1, 1977, and

“(iii) property to which subsection (d) applies, but .

only to the extent of the qualified investment (as deter-
‘mined under subsections (¢) and (d)) with respect to
“qualified progress expenditures made after January 21,
1975, and before January 1,1977.”
(b) PuvsLic UtiLrTY PROPERTY.-— :
(1) DETERMINATION OF QUALIFIED INVESTMENT.—Subparagraph
(A) of section 46(c)(3) (relating to determination of qualified
investment in the case of public utility property) is amended to
read as follows: - ) i
“(A) To the extent that subsection (a)(1) (C) applies to
property which is public utility property, the amount of the
qualified investment shall be 4 of the amount determined
under paragraph (1).”.

89 STAT. 36
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(2) INCREASE IN  50-PERCENT LIMITATION.—Section 46(a)
(relating to determination of ameunt of credit) is amended by

adding at the end thereof the following new paragraph:
“(6) ALTERNATIVE LimMrraTion N THE CasE oF CERTAIN UTILITIES.—
“(A) I~n cenEraL—If, for a taxable year ending after
calendar year 1974 and before calendar year 1981, the amount
of the qualified investment of the taxpayer which is attribut-
able to public utility property is 25 percent or more of his
aggregate qualified investment, then subparagraph (C) of
paragraph (2) of this subsection shall be applied by sub-
stituting for 50 percent his applicable percentage for such

ear.

of any taxpayer for any taxable year is—
‘(i) 50 percent, plus
~ “(il) that portion of the tentative percentage for the
taxable year which the taxpayer’s amount of qualified
investment which is public utility property bears to his
aggregate qualified investment. o
If the proportion referred to in clause (ii) is 75 percent or
more, tﬁe applicable percentage of the taxpayer for the year
shall be 50 percent plus the tentative percentage for such
ear.
“(C) TENTATIVE PERCENTAGE—For purposes of subpara-
graph (B), the tentative percentage shall be determined
under the following table: :

“If the taxable year
ends in:

The tentative
percentage is:
1975 or 1976 50

1977 : 40
1978 30
-1979 - v 20
1980 10

“(ID) PusLic vLiry PROPERTY DEFINED,—For purposes of
this paragraph, the term ‘public utility property’ has the
meaning given to such term by the first sentence of subsec-
tion (c) (3) (B).” ]

(8) LIMITATION IN CASE OF CERTAIN REGULATED COMPANIES.—

© Section 46 (f), as redesionated by section 302(a) of this Act (relat-
ing to limitation in ense " certain recqulated companies), 1s
amended by adding at the end thereof the following new
paragraph : . ' ;
“(8) PROHIBITION OF IMMEDIATE FLOWTHROUGH.—An election
-made under paragraph (3) shall apply only to the amount of the
credit allowable under section 88 with respect to public utility
property -(within the meanine of subsection (a)(6) (D)) deter-
mined as if the Tax Reduction Act of 1975 had not been enacted.
Any taxpayer who had timely made an election under paragraph
(3) may, at his own option and without regard to any requirement
imposed by an agency described in subsection (c¢)(8)(B), elect
within 90 days after the date of the enactment of the Tax Reduc-
tion Act of 1975 (in such manner as the Secretary or his delegate
shall prescribe) to have the Frovisions of paragraph (3) apply
with respect to the amount of the credit allowable under section
38 with respect to such property which is in excess of the amount
determined under the preceding sentence. If such taxpayer does
not make such an election, paragraph (1) or (2) (whichever para-
- graph is applicable without regard to this paragraph) shall apply
to such excess credit, except that if neither paragraph (1) nor (2)

89 STAT. 37
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is aﬁplicable (without regard to this paragraph), paragraph (1)

shall apply unless the taxpayer elects (in such manner as the Sec-
retary or his delegate shall prescribe) within 90 days after the date
of the enactment of the Tax Réduction Act of 1975 to have the
provisions of paragraph (2) apply. The provisions of this para-
graph shall not be applied to-disallow such excess credit before
the first final determination which is inconsistent with such
requirements is made, determined in the same manner as under
paragraph (4).”

(4) Errective paTEs.—The amendment made by paragraph (1)
of this subsection shall apply to property placed in service after
January 21, 1975, in taxable years ending after January 21, 1975.
The amendments made by paragraphs (2) and (8) shall apply to
taxable years ending after December 31, 1974

(¢) Increase From $50,000 To $100,000 oF DoLLArR LIMITATION ON
Usep PROPERTY.— )

(1) I~ ceENERAL—Paragraph (2) of subsection 48(c) (relating
to dollar limitation in case of ‘used section 38 property) 1is
amended— -

(A) by striking out “$50,000” each place it appears and
inserting in lieu thereof “$100,000, and o
" (B) by striking out “$25,000” and inserting in lieu thereof
“$50,000”. _ ‘

(2) ErrecTive paTE.—The amendments made by paragraph (1)
shall apply only to taxable years beginning after December 31,
1974, and before January 1, 1977, v o

(d) Pran ReQUIREMENTs FOR Taxpavers ELrcring 11-PrrRCENT
Creprr.—In order to meet the requirements of this subsection—

(1) A corporation (hereinafter in this subsection referred to as
the “employer”) must establish an employee stock ownership plan
(described in paragraph (2)3 which is funded by transfers of
employer securities in accordance with the provisions of para-
graph (6) and which meets all other requirements of this
subsection. :

(2) The plan referred to in paragraph (1) must be a defined

. contribution plan established in writing which—
(A) is a stock bonus plan, a stock bonus and a money pur-
chase pension plan, or a profit-sharing plan,
B) is designed to invest primarily in employer securities,
an ‘
(C) meets such other requirements (similar to require-
ments applicable to employee stock ownership plans as defined
in section 4975 (e) (7) of the Internal Revenue Code of 1954)
as the Secretary of the Treasury or his delegate may
“prescribe. :

(3) The plan must provide for the allocation of all emp]oyerr

securities -transferred to it or purchased by it (because of the
requirements of section 46(a) (1) (B) of the Internal Revenue
Code of 1954) to the account of each participant (who was a par-
ticipant at any time during the plan year, whether or not he is a
partictpant at the close of the plan year) as of the close of each
plan year in an amount which bears substantially the same pro-
portion to the amount of all such securities allocated to all partici-
pants in the plan for that plan year as the amount of compensation
paid to such participant (disregarding any compensation in excess
of the first $100,000 per year) bears to the compensation paid to all
such participants during that year (disregarding any compensa-
tion in excess of the first $100,000 with respect to any participant).

89 STAT. 38
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_ 26 USC 415,
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26 USC 1 et

seq.
26 USC 72.

26 USC 410,
415,

26 USC 46,

"Employer
secutities, "

26 USC 368,

Notwithstanding the first sentence of this paragraph, the alloca-
tion to participants’ accounts may be extended over whatever
period may be necessary to comply with the requirements of sec-
tion 415 of the Internal Revenue Code of 1954,

(4) The plan must provide that each participant has a nonfor-
feitable right to any stock allocated to his account under para-

graph (3), and that no stock allocated to a participant’s account.

may be distributed from that account before the end of the eighty-
fourth month beginning after the month in which the stock 18
allocated to the account except in the case of separation from
the service, death, or disability. . .
" (5) 'The plan must provide that each participant is entitled to
direct the plan as to the manner in which any employer securities
allocated to the account of the participant are to be voted.

* {6 On making a claim for credit, adjustment, or refund under
section 38 of the Internal Revenue Code of 1954, the employer
states in such claim that it agrees, as a condition of receiving any

such credit, adjustment, or refund, to transfer employer securities .

forthwith to the plan having an aggregate value at the time of the
claim of 1 percent of the amount of the qualified investment (as
determined under section'46 (c) and (d) of such Code) of the tax-
payer for the taxable year. For purposes of meeting the require-
ments of this paragraph, a transfer of cash shall be treated as &
transfer of employer securities if the cash is, under the plan, used
to purchase employer securities. S
{7) Notwithstanding any other provision of law to the contrary,
if the plan does not meet the requirements of section 401 of the
Internal Revenue Code of 1954—
(A) stock transferred under paragraph (6) and allocated
-to the account of any participant under paragraph (3) and
dividends thereon shall not be considered income of the par-
ticipant or his beneficiary under the Internal Revenue Code
of 1954 until actually distributed or made available to the

participant or his beneficiary and, at such time, shall be

taxable under section 72 of such Code (treating the par-
ticipant or his beneficiary as having a basis of zero in the
contract), ) ;

(B) no amount shall be allocated to any participant in
excess of the amount which might be allocated if the plan met
the requirements of section 401 of such Code, and

(C) the plan must meet the requirements of sections 410

" and 415 of such Code. .

{8) Ifthe amount of the credit determined under section 46(a})
(1) (B) of the Internal Revenue Code of 1954, is recaptured in
accordance with the provisions of such Code, the amounts trans-
ferred to the plan under this subsection and allocated under the
plan shall remain in the plan or in participant accounts, as the case
may be and continue to be allocated in accordance with the origi-
nal plan agreement. -

{9) For purposes of this subsection, the term-— ‘

(A) “employer securities” means common stock issued by
the employer or a corporation which is in control of the
employer (within the meaning of section 368(c) of the

Internal Revenue Code of 1954) with voting power and - =}

dividend rights no less favorable than the voting power and
dividend rights of other common stock issued by the
employer or such controlling corporation, or securities issued
by the employer or such controlling corporation, convertible
into such stock, and ‘

89 STAT. 39
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(B) “value” means the average of closing prices of the
employer’s securities, as reported by a national exchange on
which securities are listed, for the 20 consecutive trading days
immediately preceding the date of transfer or allocation of
such securities or, in the case of securities not listed on a

national exchange, the fair market value as determined in.

good faith and 1n accordance with regulations issued by the
Secretary of the Treasury or his delegate.
(10) The Secretary of the Treasury or his delegate shall pre-
scribe such regulations and require such reports as may be neces-
sary to carry out the provisions of this subsection. .

- (11) If the employer fails to meet any requirement imposed

under this subsection or under any obligation undertaken to com-
ply with the requirement of this subsection, he is liable to the
United States for a eivil penalty of an amount equal to the amount
involved in such failure. The preceding sentence shall not apply

"alue, ¥

.Regulations
and reports,

Penalty.

if the taxpayer corrects such failure (as determined by the Secre- -

tary of the Treasury or his delegate} within 90 days after notice
thereof. For purposes of this paragraph, the term “amount
involved”.means an amount determined by the Secretary or his
-delegate, but not in excess of 1 percent of the qualified investment
of the taxpayer for the taxable year under section 46(a) (1) (B
and not less than the product ofy one-half of one percent of suc
amount muyltiplied by the number of months (or parts thereof)
during which such failure continues. The amount of such pen-
alty may be collected by the Secretary of the Treasury in the
same manner in which a deficiency in the payment of Federal
income tax may be collected.

(12) Notwithstanding any provision of the Internal Revenue
Code of 1954 to the contrary, no deductions shall be allowed under
section 162, 212, or 404 of such Code for amounts transferred to
an employee stock ownership plan and taken into account under
this subsection. :

SEC. 302.. ALLOWANCE OF INVESTI\'!ENT CREDIT WHERE CONSTRUC-
TION: OF PROPERTY WILL TAKE MORE THAN 2 YEARS.

(a) Genkrar Rure—Section 46 (relating to amount of credit) is
amended by redesignating subsections (d) and (e) as subsections (e)
and (f), respectively, and by inserting after subsection (¢) the follow-
ing new subsection: .

“(d) QuavrirEp Prooress ExreNnrrures.— :

“(1) In geNERAL—In the case of any taxpayer who has mad
an election under paragraph (6), the amount of his qualified
investment for the taxable year (determined under subsection (c)
without regard to this subsection) shall be inereased by an amount
equal to hig ug%'lregate—qnaliﬁe progress expenditures for the
taxable year with respect to progress expenditure property.

“{2) ProerESS EXPENDIYURE PROPERTY DEFINED,—

BAmount
involved. "

26 USC 46.

26 USC 1 et

eusc 162,

212, 404,

26 USC 46,

“(A) Iv oENERAL~-For purposes of this subsection, the |

term ‘progress expenditiire property’ means any property

w%w% is being constructed by or for the taxpayer and
which— '

“(i) has a normal construction period of two years
or more, and - )

“(ii) it is reasonable to believe will be new section 38
property having a-useful life of 7 years or more in the
hands of the taxpayer when it is placed in service.

Clauses (i) -and (i1) of the p ing sentence shall be
applied on the basis of facts known at the close of the taxable

83 STAT. 40

26 USC 38,
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year of the taxpayer in which construction begins (or,( if

later, at the close of the first taxable year to which an election

under this subsection applies).

“(B) NORMAL CONSTRUCTION PERIOD.—For purposes of sub-
paragraph (A), the term ‘normal construction period’ means
the period reasonably expected to be required for the con-
struction of the property— S

“(i) beginning with the date on which physical work
on the construction begins (or, if later, the first day of
the first taxable year to which an election under this
subsection applies), and

“(ii) ending on the date on which it is expected that -

the property will be available for placing in service.
“{3) QUALIFIED PROGRESS EXPENDITURES DEFINED.—F or purposes

of this subsection—

“{A) SELF-CONSTRUCTED PROPERTY.—In the case of an
self-constructed property, the term ‘qualified progress expend-
itures’ means the amount which, for purposes of this sub-
part, is, properly chargeable (during such taxable year) to
capital account with respect to such property.

“(B‘? NoON-SELF-CONSTRUCTED PROPERTY.—In the case of
non-self-constructed property, the term ‘qualified progress
expenditures’ means the lesser of—

“(i) the amount paid during the taxable year to
another person for the construction of such property, or
“(ii) the amount which represents that proportion of
the overall cost to the taxpayer of the construction by
such other person which is properly attributable to that
portion of such construction wgich is completed during
such taxable year. : :
. “(é)fSPECIAL R}YI(J:;% FOR APPLYING PARAGRAPH (3).—For pur-
poses of paragrapl —

“ (Iii) OMPONENT PARTS, ErC.~—DProperty which is to be a
component part of, or is otherwige to be included in, any
progress expenditure property shall be taken into acconnt—

“(i) at_a time not earlier than the time at which it

becomes irrevocably devoted to use in the progress

expenditure property, and .

“(ii) as if (at the time referred to in clause (i)) the

taxpayer had expended an amount equal to that portion-

of the cost to the taxpayer of such component or other
propert% which, for purposes of this subpart, is properly
chargeable (during such taxable year) to capital account
with respect to such property.

“(B) CrRTAIN BORROWINGS DISREGARDED.—Any amount bor-
rowed directly or indirectly by the taxpayer from the person
constructing the property for him 1 not be treated as an
amount expended for such construction. :

#(C) CERTAIN UNUSED EXPENDITURES CARRIED OVER.—In the
case of non-self-constructed property, if for the taxable

#(i) the amount under clause (i) of paragraph (3) (B
exceeds the amount under claus(e )(ii)Pof pga;rra?gra(pﬁ ((33
(B), then the amount of such excess shall be faken into
account under such clause (i) for the succeeding taxable
year,or :

“(ii) the amount under clause (ii) of paragraph (32x
(B) exceeds the amount under clauss (i} of paragrap

89 STAT. 4
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(8) (B), then the amount of such excess shall be taken
info account under such clause (ii) for the succeeding
taxable year.

“(D) DETERMINATION OF PERCENTAGE OF COMPLETION.—In
the case of non-self-constructed property, the determination
under paragraph (3) (B) (ii) of the proportion of the overall
cost to the taxpayer of the construction of any property
which is properly attributable to construction completed dur-
ing any taxable year shall be made, under regulations pre-
scribed by the Secretary or his delegate, on the basis of
engineering or architectural estimates or on the basis of cost
accounting records. Unless the taxpayer establishes otherwise
by clear and convincing evidence, the construction shall be
deemed to be completed not more rapidly than ratably over
the normal construction period.

“(E) No QUALIFIED PROGRESS EXPENDITURES FOR CERTAIN
rrIoR PERIODS.—In the case of any property, no qualified
progress expenditures shall be taken into account under this
subsection for any period before January 22,1975 (or,if later,
before the first day of the first taxable year to which an elec-
tion under this subsection applies).

“{F) No QUALIFIED PROGRESS EXPENDITURES FOR PROPERTY
FOR YEAR IT I8 PLACED IN SERVICE, ETO.—In the case of any
property, no qualified progress expenditures shall be taken
into account under this subsection for the earlier of—

“(i) the taxable year in which the property is placed
in service, or
“(ii) the first taxable year for which recapture is
required under section 47(a)(8) with respect to such
property,
or for any taxable year thereafter.

Pub, Law 94-12

“(5) OTHER DEFINITIONS.—For purposes of this subsection—

“(

“(A) SELF-CONSTRUCTED PROPERTY.—The term ‘self-con-
structed property’ means property more than half of the
construction expenditures for which it is reasonable to
believe will be made directly by the taxpayer.

“(B) NON-SELF-CONSTRUCTED PROPERTY.—The term ‘non-
self-constructed property’ means property which is not self-
constructed property.

“(() ConsTRUCTION, Erc.—The term ‘construction’ inclndes
reconstruction and erection, and the term ‘constructed’
includes reconstructed and erected.

“(D) ONLY CONSTRUCTION OF SECTION 88 PROPERTY TO BE
TAKEN INTO ACcoUNT.—Construction shall be taken into
account only if, for purposes of this subpart, expenditures
therefor are properly chargeable to eapital account with
respect to the property.

rEcTIioN.—A election under this subsection may be made

at such time and in such manner as the Secretary or his delegate
may by regulations prescribe. Such an election shall apply to the
taxable year for which made and to all subsequent taxable years.
Such an election, once made, may not be revoked except with the
consent of the Secretary or his delegate.

“(7) TransrTioNAL RULES.~The qualified investment taken into
account under this subsection for any taxable year beginning
before January 1, 1980, with respect to any property shall be (in
lieu of the full amount) an amount equal to the sum O%v--—

89 STAT, 42
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“(A) the applicable percentage of the full amount
determined under the following table:

“For a taxable year The applicable

beginning in: percentage is:
1974 or 1975 20
1976 40
1077 e 60
1998 - _ —— 80
1979 e 100;
plus

“(B) in the case of any property to which this subsection
applied for one or more preceding taxable years, 20 percent of
the full amount for each such preceding taxable year.

"Full amount.”  For purposes of this paragraph, the term “full amount’, when used
with respect to any property for any taxable year, means the
amount of the qualified investment for such property for such year
determined under this subsection without regard to 'this
paragraph.” .

(b} CoNFORMING AMENDMENTS.—
26 USC 46, (1) AMENDMENT OF SECTION 46 (¢).—Section 46(c) (relating to
ualified investment) is amended by adding at the end thereof
the following new paragraph:

“(4) CoorpiNaTION WITH SUBSECTION (d).~—The amount which
would (but for this paragraph) be treated as qualified investment
under this subsection with respect to any property shall be reduced
(but not below zero) by any amount treated by the taxpayer or a

redecessor of the taxpayer (or, in the case of a sale and leaseback

Infra, described in section 47(a)(3)(C), by the lessee) as qualified

Ante, p. 40, investment with respect to such property under subsection (d), to
the extent the amount so treated?xas not been required to be recap-
tured by reason of section 47 (a) (8).”

» (2) DisposrTion, BTC.—

(A) Subsection (a) of section 47 (relating to certain dis-

26 USC 38, positions, ete., of section 38 property) is amended by vedesig-

nating paragraph (8) as paragraph (4) and by inserting
after paragraph (2) the following new paragraph:

“(3) PROPERTY CRABES TO BE PROGRESS EXPENDITURE PROPERTY.—

“(A) In oenerar—If during any taxable year any prop-
erty taken into account in determining qualified investment

Ante, p. 40, under section 46 (d) ceases (by reason of sale or other disposi-

tion, cancellation or abandonment of contract, or otherwise)
to be, with respect to the taxpayer, property which, when
placed in service, will be new section 38 property, then the
tax under this chapter for such taxable year shall be increased
by an amount equal to the aggregate decrease in the credits
allowed under section 38 for all prior taxable years which
would have resulted solely from reducing to zero the quali-
fied investment taken into account with respect to such
property.

“ ?B) CERTAIN EXCESS CREDIT RECAPTURED.—Any amount

which would have been applied as a reduction of the qualified

investment in property by reason of paragraph (4) of sec-
tion 46(c) but for the fact that a reduction under such para-
graph cannot reduce qualified investment below zero shall be
treated as an amount required to be recaptured under sub-
paragraph (A) for the taxable year in which the property is
placed in service.

“(C) CERTAIN sALES AND LEASEBACKS.—Under regulations
prescribed by the Secretary or his delegate, a sale by, and

89 STAT. 43
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leaseback to, a taxpayer who, when the property is placed in
service, will be a lessee to whom section 48(d) applies shall
not be treated as a cessation described in subparagraph (A)
to the extent that the qualified investment which will be
passed through to the lessee under section 48(d) with respect
to such property is mot less than the qualified progress
expenditures properly taken into account by the lessee with
respect to such property.

“{D) CooRDINATION WITH PARAGRAPH (1).—Lf, after prop-
erty is placed in service, there is a disposition or other cessa-
tion described in paragraph (1), paragraph (1) shall be
applied as if any credit which was allowable by reason of
section 46(d) and which has not been required to be recap-
tured before such cessation were allowable for the taxable
year the property was placed in service.” ’

(¢} CrEricarL AMENDMENTS.— . .

(1) Paragraph (4) of section 47(a) (as redesignated by sub-
section (b} {2)(A) of this section) is amended by striking out
“paragraph {1)” and inserting in lieu thereof “paragraph (1) or

3 b

(2) Paragraphs (5) and (6)(B) of section 47(a) are each
amended by striking out “paragraph (3)” and inserting in lieu
thereof “paragraph (4)”. ‘ )

(3) Paragraphs (1) and (2) of section 48(d) are each amended
by striking out “section 46(d}{1)” and inserting in lieu thereof
“section 46 (e) (1)”. . ] .

(4) Subsection (f) of section 50B is amended by striking out
“section 46(d)” and inserting in Heu thereof “section 46(e)”.

SEC. 303. CHANGE IN CORPORATE TAX RATES AND INCREASE IN SUR-

TAX EXEMPTION:
(a) Tax Rares.—Section 11{b) (relating to corporate normal tax)

is amended to read as follows:

“(b) Normar Tax.—The normal tax isequal to—

“(1) in the case of a taxable year ending before January 1,
1975, or after December 31, 1975, 22 percent of the taxable income,
and

“(2) in the case of a taxable year ending after December 31,
1974, and before January 1,1976, the sum of— )

“(A) 20 percent of so much of the taxable income as does
not exceed $25,000, plus )
“(B) 22 percent of so much of the taxable income as
exceeds $25,000.”, )
(b) Surrax Exemprion.—Section 11(d} (relating to surtax exemp-

tion) is amended by striking out “$25,000” and inserting in lieu thereof
“$50,0007,

(¢) Tecunical anp CONFORMING AMENDMENTS.—

(1) Paragraph (1) of section 1561(a) (as in effect for taxable
years beginning after December 31, 1974) (relating to limitations
on certain multiple tax benefits in the case of certain controlled
corporations) is amended by striking out “$25,000” and inserting
in Eeu thereof “$50,000”. In applying subsection (b){2) of sec-
tion 11, the first $25,000 of taxable income and the second $25,000
of taxable income shall each be allocated among the component
members of a controlled group of corporations in the same manner
as the surtax exemption is allocated.

(2) Paragraph (7) of section 12 (relating to cross references
for tax on corporations) is amended by striking out “$25,000”
and inserting in lieu thereof “$50,000”.
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(8) Section 962(c) (relating to surtax exemption for indi-
viduals electing to be subject to tax at corporate rates) is amended
by striking out “$25,000” and inserting in lieu thereof “$50,000”.

SEC. 304. INCREASE IN MINIMUM ACCUMULATED EARNINGS CREDIT
FROM §$100,000 TO $150,000.

(a) Increase.—Paragraphs (2) and (8) of section 535(c) (relating
to accumulated earnings credit) are each amended by striking out
“$100,000” and inserting in lieu thereof “$150,000”.

(b) Conrormrng AMENDMENTS.—Sections 243(b) (3) (C) (i) (relat-
ing to qualifying dividends for purposes of the dividends received
deduction), 1551(a) (relating to disallowance of surtax exemption and
accumulated earnings credit) and 1561 (a) (2) (relating to limitations
on certain multiple tax benefits in the case of certain controlled cor-
porations) are each amended by striking out “$100,000” and inserting
in lieu thereof “$150,0007.

SEC. 305. EFFECTIVE DATES.

(a) Secrron 302.—The amendments made by section 302 shall apply
to taxable years ending after December 31, 1974.

(b) SkcrioN 303.—

(1) I~ ¢eNeraL—The amendments made by section 303 shall
apply to taxable years ending after December 81,1974. The amend-
ments made by subsections (b) and (c) of such section shall cease
to apply for taxable years ending after December 31, 1975,

(2) CHANGES TREATED AS CHANGES IN TAX RATE.~—Section 21
(relating to change in rates during taxable year) is amended by
adding at the end thereof the following new subsection:

“(f) IncreasE 1N SURTAX ExemprioN.—In applying subsection (a)
to a taxable year of a taxpayer which is not a calendar year, the change
made by section 303 (b) of the Tax Reduction Act of 1975 in section
11(d) (relating to corporate surtax exemption) shall be treated as a
change in a rate of tax.” .

(¢) Srcrron 804.—The amendments made by section 304 apply to
taxable years beginning after December 31, 1974,

TITLE IV—-CHANGES AFFECTING INDI-
VIDUALS AND BUSINESSES

SEC. 401. FEDERAL WELFARE RECIPIENT EMPLOYMENT INCENTIVE
TAX CREDIT.
(a) In GENERAL—

(1) Section 50A (a) (relating to determination of amount of
credit) is amended by adding at the end thereof the following new
paragraph: '

“(6) LIMITATION WITH RESPECT TO NONBUSINESS ELIGIBLE
EMPLOYEES.—Notwithstanding paragraph (1), the credit allowed
by section 40 with respect to Federal welfare recipient employment
incentive expenses paid or incurred by the taxpayer during the
taxable year to an eligible employee whose services are not per-
formed 1n connection with a trade or business of the taxpayer
shall not exceed $1,000.” .

(2) Section 50A (c)(2) (A) (relating to amount of credit) is
amended—

~ (A) by striking out “or” at the end of clause (ii),
gB; by striking out the period at the end of clause (iii)
and inserting in lieu thereof a comma and “or”, and
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(C) by inserting at the end thereof the following new
clause:

“(iv) a termination of employment of an individual
with respeet to whom Federal welfare recipient employ-
ment incentive expenses (as described in section 50B
(a)(2)) are taken into account under subsection (a).”

(8) Section 50B(a) (relating to definitions; special rules) is
amended to read as follows:

“(a) Work INCENTIVE ProGrRAM ExpeNsEs.—
_ “(1) I~ eeNERAL—For purposes of this subpart, the term “work
Incentive program expenses’ means the sum of—

“(A) the amount of wages paid or incurred by the taxpayer
for services rendered during the first 12 months of employ-
ment (whether or not consecutive) of employees who are
certified by the Secretary of Labor as—

. “(1). having been placed in employment under a work
Incentive program established under section 432(b) (1)
of the Social Security Act, and

“(ii) not having displaced any individual from

~ employment, plus
. “(B) the amount of Federal welfare recipient employment
Incentive expenses paid or incurred by the taxpayer during
the taxable year.

“(2) Derinrrion.—For purposes of this section, the term ‘Fed-
eral welfare recipient employment incentive expenses’ means the
amount of wages paid or incurred by the taxpayer for services
rendered to the taxpayer before July 1, 1976, by an eligible
employee. ,

“(3) ExcLusion.—No item taken into account under paragraph
(1) (A) shall be taken into account under paragraph (1) (B). No
item taken into account under paragraph (1) (B) shall be faken
into account under paragraph 1(A).”

(4) Section 50B(c) is amended—

. (A) by striking out “subsection (a)” in paragraph (1) and
Inserting in lieu thereof “subsection (a) (1) (A)”, and

. (B) by striking out “subsection (a)* in paragraph (4) and
nserting in lieu thereof “subsection (a) (1) (A)”.

(5) Section 50B is amended by redesignating subsection (g)
as (h) and by inserting immediately after subsection (f) tie
following new subsection :

“(g) EviciBLE EMPLOYEE—

“(1) EvieBLe empLoYEE—For purpeses of subsection (a) (1)
(B), the term ‘eligible employee’ means an individual—

“(A) who has been certified by the appropriate agency of
State or local government as being eligible for financial
assistance under part A of title IV of the Social Security Act
and as having continuously received such financial assistance
during the 90 day period which immediately precedes the date
on which such individual is hired by the taxpayer,

. “(B) who has been employed by the taxpayer for a period
i)n excess of 30 consecutive days on a substantially full-time
asis,

“(C) who has not displaced any other individual from
employment by the taxpayer, and

“(D) who 1s not a migrant worker.

The term ‘eligible employee’ includes an employee of the taxpayer
whese services are not performed in connection with a trade or
business of the taxpayer.
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“(2) MicraNT WORKER—For purposes of paragraph (1), the
term ‘migrant worker’ means an individual who is employed for
services for which the customary period of employment by one
employer is less than 30 days if the nature of such services requires
that such individual travel from place to place over a short period

of time.”

(b) Errecrive Date.—The amendments made by this section with
respect to federal welfare recipient employment incentive expenses
shall apply to such expenses paid or incurred by a taxpayer to an
eligible employee whom such taxpayer hires after the date of the
enactment of this Act.

SEC. 402, TIME WHEN CONTRIBUTIONS DEEMED MADE TO CERTAIN
PENSION PLANS.

* Section 1017 of the Employee Retirement Income Security Act of
1974 (relating to effective dates for funding, etc., provisions of that
Act) 1s amended—
(1) in subsection (b) by striking out “(c) through (h),” and
inserting in lieu thereof “(c¢) through (i),”; and
(2) by adding at the end thereof the following new subsection :
“(i) Conrrisurions 10 H.R. 10 Prans—Notwithstanding subsec-
tions (b) and (c) (2), in the case of a plan in existence on January 1,
1974, the amendment made by section 1013(c)(2) of this Act shall
apply, with respect to a plan which provides contributions or benefits
for employces some or all of whom are employees within the meaning
of section 401(c) (1) of the Internal Revenue Code of 1954, for plan
years beginning after December 31, 1974, but only if the employer
(within the meaning of section 401(c) (4) of such Code) elects in such
manner and at such time as the Secretary of the Treasury or his dele-
gate shall by regulations prescribe, to have such amendment so apply.
Any election made under this subsection, once made, shall be
irrevocable.”

TITLE V—-PERCENTAGE DEPLETION

SEC. 501, LIMITATIONS ON PERCENTAGE DEPLETION FOR OIL AND
GAS.

(a) In Gexerar.—Part I of subchapter I of chapter 1 (relating to
natural resources) is amended by inserting after section 613 the follow-
ing new section :

“SEC. 613A. LIMITATIONS ON PERCENTAGE DEPLETION IN CASE OF
OIL AND GAS WELLS.

“(a) GeExeraL RuLe—Except as otherwise provided in this sec-
tion, the allowance for depletion under section 611 with respect to any
oil or gas well shall be computed without regard to section 613.

“(b) ExemrrioN ror CerTAIN DomEstic Gas WELLS.

“(1) I~ ceNEraL—The allowance for depletion under section
611 shall be computed in accordance with section 613 with respect
to—

“(A) regulated natural gas,
“(B) natural gas sold under a fixed contract, and
“(C) any geothermal deposit in the United States or in a
possession of the United States which is determined to be a
gas well within the meaning of section 613(b) (1) (A),
and 22 percent shall be deemed to be specified in subsection (b)
of section 618 for purposes of subsection (a) of that section.
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“(2) DerintTioNs.—For purposes of this subsection—

“(A) NATURAL GAS SOLD UNDER A FIXED CONTRACT.—The
term ‘natural gas sold under a fixed contract’ means domestic
natural gas sold by the producer under a contract, in effect
on February 1, 1975, and at all times thereafter before such
sale, under which the price for such gas cannot be adjusted
to reflect to any extent the increase in liabilities of the seller
for tax under this chapter by reason of the repeal of percent-
age depletion for gas. Price increases after February 1, 1975,
shall be presumed to take increases in tax liabilities into
account unless the taxpayer demonstrates to the contrary by
clear and convincing evidence.

“(B) REGULATED NATURAL GAs.—The term ‘regulated natu- ‘

ral gas’ means domestic natural gas produced and sold by
the producer, before July 1, 1976, subject to the jurisdiction
of the Federal Power Commission, the price for which has
not been adjusted to reflect to any extent the increase in
liability of the seller for tax under this chapter by reason of
the repeal of percentage depletion for gas. Price increases
after February 1, 1975, shall be presumed to take increases
in tax liabilities into account unless the taxpayer demon-
strates the contrary by clear and convincing evidence.

“(c) ExemprioN ror INDEPENDENT PropUcERs aNDp RovarTy

OWNERS.—

“(1) In cexeraL—Except as provided in subsection (d), the
allowance for depletion under section 611 shall be computed in
accordance with section 613 with respect to—

“(A) so much of the taxpayer’s average daily production
of domestic crude oil as does not exceed the taxpayer’s deplet-
able oil quantity ; and

“(B) so much of the taxpayer’s average daily production
of domestic natural gas as does not exceed the taxpayer’s
depletable natural gas quantity;

and the applicable percentage (determined in accordance with
the table contained in paragraph (5)) shall be deemed to be
specified in subsection (b) of section 613 for purposes of sub-
section (a) of that section.

(1‘;(2) AVERAGE DAILY PRODUCTION.—For purposes of paragraph

“(A) the taxpayer’s average daily production of domestic
crude oil or natural gas for any taxable year, shall be deter-
mined by dividing his aggregate production of domestic
crude oil or natural gas, as the case may be, during the tax-
able %eay by the number of days in such taxable year, and
. “(B) in the case of a taxpayer holding a partial interest
in the production from any property (including an interest
held in a partnership) such taxpayer’s production shall be
considered to be that amount of such production determined
by multlplymg the total production of such property by the
taxpayer’s percentage participation in the revenues from such
property.

In applylng'thls paragraph, there shall not be taken into account
any production of crude oi} or natural gas resulting from second-
ary or tertiary processes (ds defined in regulations prescribed by
the Secretary or his delegate).

«“ (3)“1()11;1;L1ﬂiTABm oIL QUAI:Q[""I‘ITY.—

N GENERAL—For purposes of paragraph (1), the
taxpayer’s depletable oil qualr)ltitr})r shall bepequgl tg— W,
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“(1) the tentative quantity determined under the table
contained in subparagraph (B), reduced (but not below
zero) by ] .

“ &ii) the taxpayer’s average daily secondary or tertiary
production for the taxable year.

“(B) Puase-our TABLE~For purposes of subparagraph

“In the case of production The tentative quantity
during the calendar year: in barrels is:
1975 e 2, 000
1976 1, 860
1977 — e 1, 600
1978 1, 400
1979 1, 200
1980 and thereafter. 1, 000

%(4) DAILY DEPLETABLE NATURAL GAS QUANTITY.—F0r purposes
of paragraph (1), the depletable natural gas quantity of any
taxpayer for any taxable year shall be equal to 6,000 cubic feet
multiplied by the number of barrels of the taxpayer’s depletable
oil quantity to which the taxpayer elects to have this paragraph
app({y. The taxpayer’s depletable oil quantity for any taxable
year shall be reduced by the number of barrels with respect to
which an election under this paragraph applies. Such election
shall be made at such time and in such manner as the Secretary
or his delegate shall by regulations prescribe..
( “(5) AppLiCABLE PERCENTAGE—For purposes of paragraph
1)—
“In the case of production
during the calendar year:

The applicable
percentage is:

1975 22
1976 22
1977 22
1978 22
1979 . 22
1980 22
1981 20
1982 —u 18
1983 16
1984 and thereafter. 15

#(6) O1L AND NATURAL GAS RESULTING FROM SECONDARY OR TER-
TIARY PROCESSES.—

“(A) Inx geNeraL.—Exeept as provided in subsection (d),
the allowance for depletion under section 611 shall be com-
puted in accordance with section 613 with respect to—

“(i) so much of the taxpayer’s average daily secondary
or tertiary production of domestic crude oil as does not
exceed the taxpayer’s depletable oil quantity (deter-
mined with regard to paragraph (3} (A)(ii)); and

“(il) so much of the taxpayer’s average daily second-
ary or tertiary production of domestic natural gas as does
not exceed the taxpayer’s depletable natural gas quantity
{determined without regard to paragraé)h (3} (A) (i) ;

and 22 percent shall be deemed to be specified in subsection
(b) of section 818 for purposes of subsection (a) of that
section.

“(B) AVERAGE DAILY SECONDARY OR TERTIARY PRODUCTION.—
For purposes of this subsection—

“ C(1i) the taxpayer’s average daily secondary or tertiary
production of domestic crude oil or natural gas for any

taxable year shall be determined by dividing his aggre-
gate production of domestic crude oil or natural gas, as
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the case may be, resulting from secondary or tertiary
rocesses during the taxable year by the number of days
in such taxable year, and
%(il) in the case of a taxpayer holding a partial inter-
est in the production from any property (including any
interest held in any partnership) suech taxpayer’s pro-
duction shall be considered to Ee that amount of such
production determined by multiplying the total produc-
tion of such property by the taxpayer’s percentage par-
ticipation in the revenues from such property.

“(C) TerminaTioN~This paragraph shall not apply after

December 31, 1983.
“(7) SPECIAL RULES.—

%(A) PRODUCTION OF CRUDE OIL IN EXCESS OF DEPLETABLE
o1 Quantiry~—Ef the taxpayer’s average daily production
of domestic crude oil exceeds his depleta%)le oil quantity, the
allowance under paragraph (1) (A) with respect to oil pro-
duced during the taxable year from each property in the
United States shall be that amount which bears the same ratio
to the amount of depletion which would have been allowable
under section 613(a) for all of the taxpayer’s oil produced
from such property during the taxable year {computed as if
section 613 applied to all of such production at the rate
specified in paragraph (5) or (6), as the case may be) as his
depletable oil quantity bears to the aggregate number of
barrels representing the average daily production of domestic
crude oil of the taxpayer for such year.

“(B) PRODUCTION OF NATURAL GAS IN EXCESS OF DEPLETABLE
NATURAL GA8 QUANTITY.—I T the taxpayer’s average daily pro-
duction of domestic natural gas exceeds his depletable natural
Zas quantity, the allowance under paragraph. (1) (B) with
respect to natural gas produced during the taxable year from
each property in the United States shall be that amount
which bears the same ratio to the amount of depletion which
would have been allowable under seetion 613(a) for all of the
taxpayers natural gas produced from such property duri
the taxable year (computed as if section 613 applied to all of
such production at the rate specified in paragraph (5) or
(6), as the case may be) as the amount of his depletable
natural gas %uantlty in cubic feet bears to the aggregate
number of cubic feet representing the average daily produc-
tion of domestic natural gas of the taxpayer for such vear.

“(C) TAXABLE INCOME FROM THE PROPERTY.—If both oil
and gas are produced from the property during the taxable
vear, for purposes of subparagraphs (1{) and (B) the tax-
able income from the property, in applying the 50-percent
limitation in section 613(a), shall be allocated between the
oil production and the gas production in proportion to the
gross income during the taxable year from each.

“(D) ParrxersHirs.—In the case of a partnership, the
depletion allowance in the case of oil and gas wells to which
this subsection agphes shall be computed separately by the
partners and not by the partnership.

“(E) SECONDARY OR TERTIARY PRODUCTION.~—If the taxpayer
has production from secondary or tertiary recovery processes
during the taxable year, this paragraph” (under regulations

26 USC 613,

prescribed by the Secretary or his delegate) shall be applied , .

separately with respect to such production.
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“(8) BUSINESSES UNDER COMMON CONTROL ; MEMBERS OF THE SAME
FAMILY.—

“(A) COMPONENT MEMBERS OF CONTROLLED GROUP TREATED AS

ONE TAXPAYER.—For purposes of this subsection, persons who

are members of the same controlled group of corporations
shall be treated as one taxpayer.

“(B) AGGREGATION OF BUSINESS ENTITIES UNDER COMMON

coNTROL.—If 50 percent or more of the beneficial interest in

two or more corporations, trusts, or estates is owned by the

same or related persons (taking into account only persons -

who own at least 5 percent of such beneficial interest), the
tentative quantity determined under the table in paragraph
(3) (B) shall be allocated among all such entities in propor-
tion to the respective production of domestic crude oil during
the period in question by such entities.

- “(C) ALLOCATION AMONG MEMBERS OF THE SAME FAMILY.—
In the case of individuals who are members of the same
family, the tentative quantity determined under the table in
paragraph (3) (B) shall be a located among such individuals
m proportion to the respective production of domestic crude
oil during the period in question by such individuals.

“(D) DEFINITION AND SPECIAL RULES.—For purposes of this
paragraph—

“(i) the term ‘controlled group of corporations’ has
the meaning given to such term by section 1563 (a) , except
that section 1563 (b) (2) shall not apply and except that
‘more than 50 percent’ shall be substituted for ‘at least 80
percent’ each place it apFears in section 1563 (a), .

“(ii) a person is a related person to another person if
such persons are members of the same controlled group
of corporations or if the relationship between such per-
sons would result in a disallowance of losses under section
9267 or 707(b), except that for this purpose the family of
an individual includes only his spouse and minor chil-
dren, )

“(iii) the family of an individual includes only his
spouse and minor children, and

“(iv) each 6,000 cubic feet of domestic natural gas shall
be treated as 1 barrel of domestic crude oil.

“(9) TRANSFER OF OIL OR GAS PROPERTY.—

¢“(A) In the case of a transfer (including the subleasing of
a lease) after December 31, 1974 of an interest (including an
interest in a partnership or trust) in any proven oil or gas
property, paragraph (1) shall not apply to the transferee %or
sublessee% with respect to production of crude oil or natural
gas attributable to such interest, and such production shall
not be taken into account for any computation by the trans-
feree (or sublessee) under this subsection. A property shall
be treated as a proven oil or gas property if at the time of
the transfer the principal value of the property has been
demonstrated by prospecting or exploration or discovery
work.

“(B) Subparagraph (A) shall not apply in the case of—

“(i) a transfer of property at death, or

“(ii) the transfer in an exchange to which section 351
applies if following the exchange the tentative quantity
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determined under the table contained in paragraph (3)
(B) is allocated under paragraph (8) between the trans-
feror and transferee.

“(10) SPECIAL RULE FOR FISCAL YEAR TAXPAYERS.—In applying
this subsection to a taxable year which is not a calendar year, each
portion of such taxable year which occurs during a single calendar
year shall be treated as if it were a short taxable year.

“(11) CERTAIN PRODUCTION NOT TAKEN INTO ACCOUNT.—In
applying this subsection, there shall not be taken into account
the production of natural gas with respect to which subsection
éb) applies.

“(d) LIiMITATIONS ON APPLICATION OF SUBSECTION (c).—

“(1) LIMITATION BASED ON TAXABLE INCOME~—The deduction
for the taxable year attributable to the application of subsection
(c) shall not exceed 65 percent of the taxpayer’s taxable income
for the year computed without regard to—

“(A) depletion with respect to production of oil and gas
subject to the provisions of subsection (c),
“(B) any net operating loss carryback to the taxable year
under section 172, and
“(C) any capital loss carryback to the taxable year under
section 1212.
If an amount is disallowed as a deduction for the taxable year by
reason of application of the preceding sentence, the disallowed
amount shall be treated as an amount allowable as a deduction
under subsection (c) for the following taxable year, subject to the
application of the preceding sentence to such taxable year. For
purposes of basis adjustments and determining whether cost
depletion exceeds percentage depletion with respect to the produc-
tion from a property, any amount disallowed as a deduction on
the application of this paragraph shall be allocated to the
respective properties from which the oil or gas was produced in
proportion to the percentage depletion otherwise allowable to such
properties under subsection (c).

“(2) RerarLers EXoLUDED.—Subsection (c¢) shall not apply in
the case of any taxpayer who directly, or through a related person,
sells oil or natural gas, or any product derived from oil or natural

45—
“(A) through any retail outlet operated by the taxpayer
or a related person, or
“(B) to any person—

“(i) obligated under an agreement or contract with
the taxpayer or a related person to use a trademark, trade
name, or service mark or name owned by such taxpayer or
a related person, in marketing or distriguting oil or natu-
ral gas or any product derived from oil or natural gas, or

“(ii) given authority, pursuant to an agreement or con-
tract with the taxpayer or a related person, to occupy any
retail outlet owned, leased, or in any way controlled by
the taxpayer or a related person.

“(8) ReLATED rERsON.—For purposes of this subsection, a per-
son is a related person with respect to the taxpayer if a significant
ownership interest in either the taxpayer or such person is held
by the other, or if a third person has a significant ownership
interest in both the taxpayer and such person. For purposes of the
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"Significant preceding sentence, the term ‘significant ownership interest’
ownershi}: means— : . R
interest. " “(A) with respect to any corporation, 5 percent or more in
value of the outstanding stock of such corporation,
“(B) with respect to a partnership, 5 percent or more
interest in the profits or capital of such partnership, and
“(C) with respect to an estate or trust, 5 percent or more of
the beneficial interests in such estate or trust.

“(4) CERTAIN REFINERS EXCLUDED.—Lf the taxpayer or a related
person engages in the refining of crude oil, subsection (c% shall
not apply to such taxpayer if on any day during the taxable year
the refinery runs of the taxpayer and such person exceed 50,000
barrels.

%(e) DerrntrIoNs.—For purposes of this section— \

“(1) Crupok orL—The term ‘crude oil’ includes a natural gas
liquid recovered from a gas well in lease separators or field
facilities.

“(2) NaTURAL gas—The term ‘natural gas’ means any product
éother than crude oil) of an oil or gas well if a deduction for

epletion is allowable under section 611 with respect to such

roduct. .

P (3) Domzstic.—The term ‘domestic’ refers to production from
an oil or gas well located in the United States or In a possession
of the United States. )

“(4) BarreL—The term ‘barrel’ means 42 United States
gallons.” :

(b} TECHNICAL AMENDMENTS.— . .
26 USC 613, (1) Section 613(d) (relating to percentage depletion) is
" amended to read as follows:
“(d) DeniaL or PrrcenTace Drprerion 18 Case oF Orn AND Gas
Ante, p. 47. WeLis.—Except as provided in section 613A, in the case of any oil or
gas well, the allowance for depletion shall be computed without refer-
ence to this section.”

(2) Section 613(b) is amended—

(A) by striking out subparagraph (A) of paragraph (1)
and redesignating subparagraphs (B) and (C) as subpara-
graphs (A) and (B), respectively, i )

{(B) by striking out “(1) (C{” each place it appears in
})aragraphs 3), ?4), and (7) and inserting in lieu thereof
“(1)(B)”, and

(C) by amending the last sentence of paragraph (7)—

(1) by striking ouf “or” at the end of clause (A),

(i1) by striking out the period at the end of clause
{B) and inserting in lieu thereof *; or”, and

(iii) by adding at the end thereof the following new
clause:

“(C) oil and gas wells.”

{3) Section 703(a)(2) (relating to deductions not allowable
to a partnership) is amended by striking out “and” at the end
of subparagraph (E), by striking out the period at the end of
subparagraph (F) and inserting in lieu %, and”, and by adding
at the end thereof the following new subparagraph: )

“((3) the deduction for depletion under section 611 with
respect to oil and gas production subject to the provisions of
section 613A (e).” . )

26 USC 613A {¢) Errrcrive Dates~—The amendments made by this section shall
note. take effect on January 1, 1975, and shall apply to taxable years ending
after December 31, 1974.
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TITLE VI—-TAXATION OF FOREIGN OIL

AND GAS AND OTHER FOREIGN
INCOME

SEC. 601. LIMITATIONS ON FOREIGN TAX CREDIT FOR TAXES PAID IN
CONNECTION WITH FOREIGN OIL AND GAS INCOME.
{a) In GeENERAL—Subpart A of part IIT of subchapter N of chap-
ter 1 (relating to foreign tax credit) is amended by adding at the end
thereof the following new section:

“SEC. 907. SPECIAL RULES IN CASE OF FOREIGN OIL AND GAS INCOME.
“(a) Repucrion ix Amount Ariowep a8 Foreen Tax Unper Sec-
TI0N 901.~In applying section 901, the amount of any income, war
profits, and excess profits taxes paid or acerued (or deemed to have
been paid) during the taxable year with respect to foreign oil and gas
extraction income which would (but for this subsection) be taken into
account for purposes of section 901 shall be reduced by the amount
(if any) by which the amount of such taxes exceeds the product of—
“(1) the amount of the foreign oil and gas extraction income
for the taxable year, multiplied by
“(2) the percentage which is—
< “(A) in taxable years ending in 1975, 110 percent of,
“(B) in taxable years ending in 1976, 105 percent of, and
“(C) in taxable years ending after 1976, 2 percentage
points above,
the sum of the normal tax rate and the surtax rate for the taxable year
specified in section 11.
“(b) "ArrLrcation or Secrion 904 Liyaration—The provisions
of section 904 shall be applied separately with respect to—
“{1) foreign oil related income, and
“(2) other taxable income.
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With respect to foreign o]l related income, the overall limitation pro- ‘

vided by section 904(a) (2) shall apply and the per-country limita-
tion provided by section 904(a) (1) shall not apply. .

“{c) ForeeN Income DrrFiniTiONs ANp Srecian Rures—For pur-
poses of this section— ‘

_“(1) FOREIGN OIL AND GAS EXTRACTION INCOME.—The term ‘for-
eign oil and gas extraction income’ means the taxable income
geri’ved from sources without the United States and its possessions

rom-— .

“(A) the extraction (by the taxpayer or any other person)
of minerals from oil or gas wells, or
“(B) the sale or exchange of assets used by the taxpayer
in the trade or business described in subparagraph (A).
“(2) ForeieN oIL RELATED INCOME~The térm ‘foreign oil
related income’ means the taxable income derived from sources
outside the United States and its possessions from—
“(A) the extraction (by the taxpayer or any other person)
of minerals from oil or gas wells, .
“(B) the processing of’such minerals into their primary
products, “ :
“(C) the transportation of such minerals or primary
products, ,

- %(D) the distribution or sale of such minerals or primary
products, or ; :

“(E) the sale or exchange of assets used by the taxpayer
in the trade or business described in subparagraph. (A),
(B), (C),or (D). ' ‘
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%(3) DivIDENDS, INTEREST, PARTNERSHIP DISTRIBUTION, ETC.—
The term ‘foreign oil and gas extraction income’ and the term
“foreign oil related income’ include— . -

“(A) dividends and interest from a foreign corporation
in respect of which taxes are deemed paid by the taxpayer
under section 902, . . .

“(B) dividends from a domestic corporation which are
treated under section 861(a) (2) (A) as income from sources
without the United States, . )

“(C) amounts with respect to which taxes are deemed paid
under section 960(a),and .

“(D) the taxpayer’s distributive share of the income of
partnerships. o

to the extent such dividends, interest, amounts, or distributive

" ghare is attributable to foreign oil and gas extraction income, or
to foreign oil related income, as the case may be; except that
interest described in sub}i»aragraph (A) and dividends described
in subparagraph (B) shall not be taken into account in computing
foreign oil and gas extraction income but shall be taken into
account in computing forei%'n oil-related income.

“(4) Cerraiy rosses.—If for any foreign country for any tax-
able year the taxpayer would have a net operating loss i only
items from sources within such country (including deductions
properly apportioned or allocated thereto) which relate to the
extraction of minerals from oil or gas wells were taken into
account, such items— L . . .

“(A) shall not be taken into account in computing foreign
oil and gas extraction income for such year, but . .

“(B) shall be taken into account in computing foreign oil
related income for such year.

“(d) Disrecarp or Cerraiy Postep Prices, Erc.—For purposes
of this chapter, in determining the amount of taxable income in the
.case of foreign oil and gas extraction income, if the oil or gas is dis-
posed of, or is acquired other than from the government of a foreign
country, at a posted price (or other pricing arrangement) which
differs from the fair market value for such oil or gas, such fair mar-
ket value shall be used in lien of such posted price {or other pricing
arrangement).

“(e) TransrrioNaL RuLEs.—

: “(1) TAXABLE YEARS ENDING AFTER DECEMBER 31, 1974.—In
‘applying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over from a tax-
able year ending before January 1, 1975, to any taxable year
ending after December 31,1974—

“(A) subsection (a) of this section shall be deemed to have
been in effect fos such prior taxable year and for all taxable
years thereafter, and o

“(B) the carryover from such prior yearshall be divided

(effective as of the first day of the first taxable year ending
after December 31, 1974) into—- :

" %(1) a foreign oil related carryover,and

_ %{(ii) another carryover, ;
on the basis of the proportionate share of the foreign oil
related income, or the other taxable income, as the case may
be, of the total taxable income taken into account in comput-
ing the amount of such carryover. .

“(2) TAXABLE YEARS ENDING AFTER DECEMBER 31, 1976.—In
»applying subsections {(d) and -{e) of section 904 for purposes of

.. determining-the amount which may be-earried over ?rom a tax-

89 STAT, 55

March 29, 1975 - 31 - Pub, Law 94-12

able year ending before January 1, 1976, to any taxable year end-
ing after December 31, 1975, if the per-country limitation provided

by section 904(a) (1) ag);;liedr to such prior taxable year and to 26 USC 904,

* the taxpayer’s last taxable year ending before January 1, 1976,
then in the case of any foreign il related carryover—

“ gA) the first sentence of section 904(e)(2) shall not

apply, but )

‘(B) such amount may not exceed the amount which could
have been used in such succeeding taxable year if the per-
country limitation continued to apply.

“{f) Recarrore or Foruey O ReEraTED Loss.—

“(1) GeneraL rULE—For purposes of this subpart, in the case
of any taxpayer who sustains a foreign oil related loss for any
taxable year— ' .

«  “(A) that portion of the foreign oil related income for each

succeeding taxable year which 18 equal to the lesser of—
“(1) the amount of such loss (to the extent not used
under this paragraph in prior years), or
“(i1) 50 percent of the foreign oil related income for
such succeeding taxable year, :

shall be treated as income from sources within the United
States (and not as income from sources without the United
States), and :
“(B) the amount of the income, war profits, and exress
profits taxes paid or accrued (or deemed to have been paid)

to a foreign country for such succeeding taxable year with
respect to foreign oil related income shall be reduced by an
amount which bears the same proportion to the total amount

of such foreign taxes as the amount treated as income from
sources within the United States under subparagraph (A}
bears to the total foreign oil related income for such snceeed-

ing taxable year. . ‘ ,
For purposes of this chapter, the amount of any foreign taxes for
which credit is denied under subparagraph (B) of the preceding
sentence shall not be allowed as a deduction for any taxable year.
For purposes of this subsection, foreign oil related income shall

" be determined without regard to this subsection.

“(2) FoReIGN OIL RELATED LOSS DEFINED.—For purposes of this
subsection, the term ‘foreign oil related loss’ means the amount
by which the gross income for the taxable year from sources
without the United States and its possessions (whether or not
the taxpayer chooses the benefits of this subpart for such taxable
year) taken into account in determining the foreign oil related
income for such year is exceeded by the sum of the deductions
properly apportioned or allocated thereto, except that there shall
not be taken into account— '
© 7 %(A) any net operating loss deduction allowable for such

year under section 172(a) or any capital loss carrybacks and 26 USC 172.
carryovers to such year under section 1212, and 26 USC 1212,

“(B) any— : :
“(i)_ foreign expropriation loss for such year, as .
defined in section 172(k) (1), or
“(ii) loss for such year which arises from fire, storm,
shipwreck, or other casualty, or from theft,

to the extent such loss is not compensated for by insurance
or otherwise.

“(3) DIspoSITIONS,~
“(A) IN orNERAL—For purposes of this chapter, if prop-
erty used in a trade or business described in subparagraph
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(A), (B), (C), or (D) of subsection (¢c)(2) is-disposed of
during any taxable year— . .
: “(i) the taxpayer notwithstanding any other provision
" of this chapter (other than paragraph (1)) shall be
deemed to have received and recognized foreign oil
related income in the taxable year of the disposition,
by reason of such disposition, in an amount equal to the
lesser of the excess of the fair ynarket value of such
property over the taxpayer’s adjusted basis in such
property or the remaining amount of the foreign oil
related losses which were not -used under paragraph
(1) for such taxable year or any prior taxable year, and
“(i1) paragraph (1) shall be applied with respect to
such income by substituting ‘160 percent’ for ‘50 percent’.
“(B) Disrosrrion peFINED.—For purposes of this subsec-
tion, the term ‘disposition’ includes a sale, exchange, distri-
bution, or gift of property, whether or not gain or loss is
réedgnized on the transfer. :
“{C) Exorprions.—Notwithstanding subparagraph (B),
the term ‘disposition’ does not include— ]
“{i) a disposition of pre%mrty which is not a material
factor in the realization of income by the taxpayer, or

“(ii) a disposition of property to a domestic corpora- -

tion( i;x a distribution or transfer deseribed in section
381(a). , ~

“(g) Wesrerny Hesspaere Traoe CoreorarioNs WricH Are MEy-
BERS.OF AN AFFILIATED Groupr.~—If a Western Hemisphere trade cor-
poration is a member of an affiliated group for the taxable year, then
in applying section 901, the amount of any income, war y:};;oﬁts, and
excess profits taxes paid or accrued (or deemed to have been paid)
during the taxable year with respect to foreign oil and gas extraction
income which would (but for this section and section 1508(b)) be
taken into account for purposes of section 901 shall be reduced by the

-greater of—

“(1) the reduction with respect to such taxes provided by sub-
section {(a) of this section, or .

“(2) the reduction determined under section 1503(b) by
applymng section 1508(b) separately with respect to such taxes,

but not by both such reduetions.” ‘

(b) Cerrain Paymexnts Not To Be Consmerep as Taxes.—Section
901 is amended by redesignating subsection (f) as subsection (g), and
by adding after subsection {e) the following new subsection:

“(f) rraIN PayMENTS For Om or Gas Nor Consmerep as
Taxes—Notwithstanding subsection (b) and sections 902 and 960, the
amount of any income, or profits, and excess profits taxes paid or
acerued during the taxable year to any foreign countrg in connection
with the purchase and sale of 0il or gas extracted in such country is not
to be considered as tax for purposes of section 275(a) and this section
if ' ,

“(1) the taxpayer has no economic interest in the oil or gas to
whieh section 611 (a) apglies, and :

"“{2) either such purchase or sale is at a price which differs from
the fair market value for such oil or gas at the time of such pur-
chase or sale.” .

. {e) Crericarn, AmenpmenT—The table of sections for subpart A of
part IIT of subchapter N of chapter 1 is amended by adding at the end
thereof the following new item: ‘

“Seac, 007. Special roles in case of foreign oil and gas income.”
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(d) Errecrive Dartes~—The amendments made by this section shall
apply to taxable years ending after December 31, 1974 ; except that—
(1) the second sentence of section 907 (b) shall apply to taxable
years ending after December 31,1975, and
(2) the provisions of section 907( % shall apply to losses
sustained in taxable years ending after December 31, 1975,
SEC. 602. TAXATION OF EARNINGS AND PROFITS OF CONTROLLED
FOREIGN CORPORATIONS AND THEIR SHAREHOLDERS.
{a) RepearL or Minmmum Distrisvrion Exceprion 1o REQUIREe-
MENT oF Current TaxaTion oF Susparr F IncoMe—
(1) BEPRAL OF MINIMUM DISTRIBUTION PROVISIONS.—Section 963
(relating to receipt of minimum distributions by domestic corpo-
rations) is hereby repealed. ,
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(2) CERTAIN DISTRIBUTIONS BY CONTROLLED FOREIGN CORPORA-

TIONS TO REGULATED INVESTMENT COMPANIES TREATED AS DIVIDEN DS~
Subsection (gb) of section 851 (relating to limitations on definition
of regulated investment company) is amended by adding at the
. end thereof the following new sentence :
“For purposes of paragraph (2), there shall be treated as dividends
amounts included in gross income under section 951(a) (1) (A) (i) for
the taxable year tothe extent that, under section 959(a) (1), there is a
distribution-out of the earnings and profits of the taxable year which
are attributable to the amounts so included.” '
(3) CoNroRMING AMENDMENTS.—

. (A) The table of sections for subpart F of part III of sub-
chapter N of chapter 1 is amended by striking out the item

relating to section 963. '

26 USC 907
note,

Ante, p. 54.

26 USC 963,

26 USC 851,

26 USC 951,
26 USC 959,

(B) Subparagraph (A) (i) of section 951(a) (1) (relating '

to general rule for amounts included in gross income of
United States shareholders) is amended by striking out
“except as provided in section 963.”. ,

(b) Lanararion oN DErinTION oF FoRrEIGN Base CoMpANY Sares

IncomE.—Paragraph (1) of section 954(d) (relating to definition of 26 USC 954,

foreign base company sales income) is amended by adding at the end
thereof the following new sentence : “For purposes of this subsection,
personal property does not include agricultural commodities which are
not grown in the United States in commercially marketable
quantities.” »

(c) RepeAL 0F ExcEPTION T0 REQUIREMENT oF CURRENT TAXATION
or SusparT F IncoMe ror RernvestmenT 1N LEss Deverorep Coun-
TRIES.—

. (1) ReprAL oF SECTION 954(b) (1).—Paragraph (1) of subsec-
tion (b) of section 954 (relating to exclusions Ia)md( si)ecia.l rules
regarding foreign base company income) is hereby repealed.

(12).REPEA13 OF SECTION 954 (f) —Subsection (f) of section 954
(relating to increase in qualified investments in less developed
: co*tgtirlgs) is hereby repealed. ,
AMENDMENT OF SECTION 951 () (1) (A) (ii).—Clause (ii
of section 951(a) (1) (A) is amended) S:y strﬂ(:' ) out “(dei(;er)-

mined under section 955(a) (3))” and insertingb;n lieu thereof26 USC 955,

“(determined under section 955 (a) (3) as in effect
ment of the Tax Reduction Act of 1975) ™.

(4) RepEAL OF 8ECTION 851(a) (3)—Paragraph (3) of section
951(a) (relating to limitation on gro rata share of previously

excluded subpart F income withdrawn from investment) is
hereby repealed.

fore the enact-
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(5) RepraL OF SECTION 935.—Section 955 (relating to with-
drawal of previously excluded subpart F income from qualified
investment) is hereby repealed.

-(6) LESS DEVELOPED COUNTRY CORPORATION DEFINED.—Subsec-
tion (d) of section 902 is amended to read as follows:

“(d) . Less DeveLorep Country CorroraTioN DEFENED.—For pur-
poses of this section, the term ‘less developed country corporation’
means— S . . .

“(1) a foreign corporation which, for its taxable year, is a less
developed country corporation within the meaning of paragraph

- (8) or (4),and

“(2) a foreign corporation which owns 10 percent or more of
the total combined voting power of all classes of stock entitled to
vote of a foreign corporation which is a less developed country
corporation within the meaning of paragraph (3), and—

~ “(A) 80 percent or more of the gross income of which for
its taxable year meets the requirement of paragraph (3) (A),
and

“(B) 80 g)ercent or more in value of the assets of which on
each day of such year consists of property described in para-

_graph (3)(B). o

A foreign corporation which is a less developed country corporation
for its first taxable year beginning after December 31, 1962, shall, for
purposes of this section, be treated as having been a less developed
country corporation for each of its taxable years beginning before
January 1, 1963. ) ,

“(3) The term ‘less developed country corporation’ means a
foreign corporation which during the taxable year is engaged in
the active conduct of one or more trades or businesses and—

“(A) 80 percent or more of the gross income of which for
the taxable year is derived from sources within less developed
countries; and

“(B) 80 percent or more in value of the assets of which on
each da‘y of the taxable year consists of—

. “(i) property used in such trades or businesses and
located in less developed countries, - o
“(ii) money, and deposits with persons carrying on
the banking business, ] .
“(ii1) stock, and obligations which, at the time of their
acguisition, have a maturity of one year or more, of any
other less developed country corporation,
“(iv) an obligation of a less developed country,
_ %(v) an investment which is required because  of
restrictions imposed by a less developed country, and
“(vi) property describad in section 956 (b)‘(g .
For purposes of subparagraph (A), the ‘determination as to
whether income is derived from sources within less developed
countries shall be made under regulations prescribed by the Secre-
tary or his delegate. -

“(4) The term ‘less developed country corporation’ also means
a foreign corporation— . ) .

: “(A) 80 percent or more of the gross income of which for
the taxable year consists of— . . .

“(i) gross income derived from, or in connection with,

the using (or hiring or leasing for use) in foreign com-

merce of aircraft or vessels registered under the laws of

a less developed country, or from, or in connection with,

the performance of services directly related to use of
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such aircraft or vessels, or from the sale or exchange of
such aircraft or vessels, and

“(ii) dividends and interest received from foreign cor-
porations which are less developed country corporations
within the meaning of this paragraph and 10 percent or

- more of the total combined voting power of all classes of
stock of which are owned by the foreign corporation, and
ain from the sale or exchange of stock or obligations of
oreign corporations which are such less developed coun-
try corporations, and .

“(B) 80 percent or more of the assets of which on each da
of the taxable year consists of (i) assets used, or held for
use, for or in connection with the production of income
described in subparagraph (A), and (ii) property described
in section 956(b) (2). :

“(5) The term ‘less developed country’ means (in respect to any
foreign corporation) any foreign country (other than an area
within the Sino-Soviet bloc) or any possession of the United
States with respect to which, on the first day of the taxable year,
there is in effect an Executive order by the Presgident of the United
States designating such country or possession as an economically

“less developed country for purposes of this section. For purposes

of the preceding sentence, an overseas territory, department, prov-

ince, or possession may be treated as a separate country. No
designation shall be made under this paragraph with respect to—

Australia Luxembourg

Austria Monaco

Belgium Netherlands

Canada New Zealand

Denmark ' “Norway

France Union of South Africa

Germany (Federal Re- San Marino
public) Sweden

Hong Kong Switzerland

Italy United Kingdom

Japan ,

Liechtenstein

After the President has designated any foreign country or any pos-
session of the United States as an economically less developed country
for purgoses of this section, he shall not terminate such designation
(either by issuing an Executive order for that purpose or by issuing an
Executive order under the first sentence of this paragraph which has
the effect of terminating such designation) unless, at least 30 days
prior to such termination, he has notified the Senate and the House of
Representatives of his intention to terminate such designation. An
designation in effect on March 26, 1975, under section 955(¢) (3) (as
in effect before the enactment of the Tax Reduction Act of 1975) shall
be treated as made under this paragraph.” : '
(7) CrerrcaL AMENDMENT.—The table of sections for subpart
F of part ITI of subchapter N of chapter 1 is amended by striking
out the item relating to section 955.

(d) SurrriNg Prorrrs o CoNtrOLLED ForEIGN CorPoraTiON To Br
Taxep CourrentrY Excepr T0 ExTENT REINVESTED IN SHIPPING
OPERATIONS—

(1) SHIPPING PROFITS INCLUDED IN GROSS INCOME OF UNITED
STATES SHAREHOLDERS.— ,

(A) Section 954(a) (relating to foreign base company

income) is amended by striking out “and” at the end of para-
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h (2), by striking out the period at the end of paragraph
%gpand izxsert:ing in l%eu there(% “ and”, and by adding at tﬁ:e
end thereof the following new paragraph:

“(4) the foreign base company shi fpmg income for the taxable

" year (determined under subsection'g ) and reduced as provided

- 1n subsection (b) (5)).” o .

(B; Paragraph (2) of section 954(b) is amended to read

as follows: . v
“(2) ExcLUSION FOR REINVESTED SHIPPING INCOME.—For pur-
oses of subsection (a), foreign hase company income does not

“-include foreign base company shipping income to the extent that

the amount of such income does not exceed the increase for the
taxable year in qualified investments in foreign base company

. shipping operations of the controlled foreign corporation (as

determined under subsection (g)).” )

(C). Subparagraphs (A) and (B) of section 954(b)(3)

are each amended by striking out “paragraphs (1) and (5)”

and inserting in lieu thereof “paragraphs f) and (5)”.

D) Subparagraph (B) of section 954(b) (8) is amended
by striking out ‘paranghs (1), (2),” and inserting in lien
tgereof “paragraph (2),”. S

(E) Pary, rapflx) (5) of section 954 (b) is amended by strik-
“ing out “and the foreign base company services income” and
inserting in lieu thereof “the foreign base company services
~ income, and the foreign base company shipping income?”,
{F) Section 954(b).is amended by adding at the end thereof
the following new paragraph: »

#{6) SPECIAL RULES FOR FOREIGN BASE COMPANY SHIFPING IN-
coME.—Income of a corporation which is foreign base company
shipping income under paragraph (4) of subsection (a) (deter-

« mined without regard to the exclusion under paragraph (2) of
this subséction)— . .

“{A) shall not be considered foreign base company income

of such corporation under any other paragriph of subsection

a) and ;
( “(B) if distributed through a chain of ownership described
under section 958(a), shall not be included in foreign base
company income of another controlled foreign corporation in
stch chain.” : co '
(@) Section 954 is amended by adding at the end thereof
the following new subsections: »

“(f) Foreren Base Company Surerine Income—For purposes of
subsection {a)(4), the term ‘foreign base company shipping income’
means income derived from, or in connection with, the use {(or hiring
or leasing for-use) of any aircraft or vessel in foreign commerce, or

from, or in eonnection‘withilthe performance of services directly

related to the use of any such aircraft, or vessel, or from the sale,
exchangs, or other disposition of any such aircraft or vessel. Such term
includes, but is not limited to— ' :

“(1) dividends and interest received from a foreign corporation
in respect of which taxes are deemed paid under section 902, and
gain from the sale, exchange, or other disposition of stock or obli-
gations of sach a foreign corporation to the extent that such divi-
dends, interest, and gains are attributable to foreign base
company shipping income, and -

“(2) that portion of the distributive share of the income of a

_partnership attributable to foreign base company shipping
income. g
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“(g) INCREASE 1IN QUALIFTED INVESTMENTS IN Foreten Base Cox-
PANY SurerinG OrERATIONS.~—For purposes of subsection (b) (2), the
increase for any taxable year in qualified investments in foreign base
company shipping operations of any controlled foreign corporation is
the amount by which— '
(1) the qualified investments in foreign base eompany ship-
ping operations (as defined in section“%ﬁ(bgf of the controlled nfra,
fo‘xlelgn corporation at the close of the taxable year, exceed
“(2) the qualified investments in foreign base company ship-
ping operations (as so defined) of the controlled foreign corpora-
tion at the close of the preceding taxable year.” '
{2) AMOUNTS INCLUDED IN GROSS INCOME OF UNITED STATES
sumrﬁi?ngs.{)— aph (A) ' . ' L
) Subparagrap of section 951 (a) (1) is amended Ante,
by striking out “and” at the end of clause Ei))g(bj,?r striking out = P 5
the semicolon at the end of clause (ii) and inserting in lieu
thereof a comma, and by adding at the end thereof the follow-
ing nexg(@g;zsi : X ( y
1) his pro rata share (determined under section
955 (a) (3)) of the corporation’s previously excluded sub-
part F income withdrawn from foreign base company
shipping operations for such year; and”.
(B) Section 951(a) is amended by ingerting after para-
N graph {2) the following new paragraph: ,
“(3) LIMITATION ON PRO RATA SHARE OF PREVICUSLY EXCLUDED
SUBPART F INCOME WITHDRAWN FROM INVESTMENT.—For purposes
of paragraph (1)(A) (iii), the pro rata share of any United
States shareholder of the previously excluded subpart F income
?rf ? eoptrogled foreign coi;}?oration withdrawn from investment
oreign base company shippin i
o orcign pany shipping operations shall not exceed an
“(A) which bears the same ratio to his pro rata share of
such income withdrawn (as determined under section 955 ()
(3)) for the taxable year, as
_.“(B) the part of such year during which the corporation is
a controlled foreign corporation bears to the entire year.”
(3) WITHDRAWAL OF PREVIOUSLY EXCLUDED SUBPART F INCOME
FROM QUALIFIED INVESTMENT.—— '
(A) Subpart F of part IIT of subchapter N of chapter 1

is amended by inserting after section 954 the following new
section:

“SEC. 955. WITHDRAWAL OF PREVIOUSLY EXCLUDED
INCOME FROM QUALIFIED INVESTMENT. SUBPART F 20 Usc 755
“{ a)“gﬁxﬁn Rures.— : ‘
OUNT WITHDRAWN.—For purposes of this subpart
amount of previously excluded subpall)-t I*P income of an cg)ntrélggc?
foreign corporation withdrawn from investment in f?)reign base
company shipping operations for any taxable year is an amount
equal to the decrease in the amount of qualified investments in
foreign base company shipping operations of the controlled for-
eign corporation for such year, but only to the extent that the
amoun‘ti of such decrease does not exceed an amount equal to—
(b)(éi)) ft;he 31;1}1)1 off the argounts excluded under section 954 '
, 2} 1rom the foreign base company inco -
poration for all prior taxable yoars, redueed by . " T 428 P 6L
(B) the sum of the amounts of previousigr excluded sub-
part F income withdrawn from investment in foreign base
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company shipping operations of such corporation determined
under this subsection for all prior taxable years.

“(2) DECREASE IN QUALIFIED INVESTMENTS.—For purposes of
paragraph (1), the amount of the decrease in qualified investments
in foreign base company shipping operations of any controlled
foreign corporation for any taxable year is the amount by which—

“(A) the amount of qualified investments in foreign base
company shipping ogerations of the controlled foreign corpo-
ration at the close of the preceding taxable year, exceeds -

. “(B) tho amount of qualified investments in foreign base -

company shipping operations of the controlled foreign corpo-

ration at the close of the taxable year,
to the extent that the amount of such decrease does not exceed
the sum of the earnings and profits for the taxable year and the
‘earnings and profits accumulated for prior taxable years begin-
ning after December 31, 1975, and the amount of previously
excluded subpart F income invested in less developed country
corporations described in section 955 (c) (2% (as in effect before the
enactment of the Tax Reduction Act of 1975) to the extent attrib-
utable to earnings and profits accumulated for taxable years
beginning after December 31, 1962. For purposes of this para-
graph, if qualified investments in foreign base company shipping
operations are disposed of by the controlled foreign corporation
during the taxable year, the amount of the decrease in qualified
investments in foreign base company shipping operations of such
controlled foreign corporation fI:)r such year shall be reduced by
an amount equal to the amount (if any) by which the losses on
such dispositions during such year exceed the gains on such dis-
positions during such year.

“(3) Pro RATA SHARE OF AMOUNT WITHDRAWN.—In the case of
any United States shareholder, the pro rata share of the amount
of previously excluded subpart F income of any controlled for-
eign - corporation withdrawn from investment in foreign base
company shipping operations for any taxable year is his pro rata
share of the amount determined under paragraph (1).

“(b) QuaLiFiED INVESTMENTS IN ForEIGN BasE CoMPANY SHIPPING
OPERATIONS.— . .

“(1) In eENERAL—For purposes of this subpart, the term
‘qualified investments in foreign base company shipping opera-
tions’ means investments in— )

“(A) any aircraft or vessel used in foreign commerce, and
“(B) other assets which are used in connection with the
performance of services directly related to the use of any

such aireraft or vessel.
Such term includes, but is not limited to, investments by a con-
trolled foreign corporation in stock or obligations of another
< controlled foreign corporation which is a related person (within
the meaning of section 954(d)(3)) and which holds assets
- described in the preceding sentence, but only to the extent that

such assets are so used.

“(2) QUALIFIED INVESTMENTS BY RELATED PERSONSs.—For pur-
poses of determining the amount of qualified investments in
foreign base company shipping operations, an investment (or

a decrease in investment) in such operations by one or more con--

trolled foreign corporations may, under regulations prescribed
by the Secretary or his delegate, be treated as an investment (or
a decrease in‘investment) by another corporation- which is a con-
trolled foreign .corporation and is a related person (as defined
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in section 954(d) (8)) with respect to the corporation actually
. making or withdrawing the investment.

“(3) Seecran ruLe—For purposes of this subpart, a United
States shareholder of a controlled foreign corporation may, under
regulations prescribed by the Secretary or his delegate, elect to
make the determinations under subsection (a) (2) of this section

and under subsection (g) of section 954 as of the close of the years  Ante, p, 62,

following the years referred to in such subsections, or as of the
close of such longer period of time as such regulations may permit,
in lieu of on the last day of such years. Any election under this
paragraph made with respect to any taxable year shall apply to
such year and to all succeeding taxable years unless the Secretary
or his delegate consents to the revocation of such election.

“(4) AMOUNT ATTRIBUTABLE TO PROPERTY.—The amount taken

into account under this subpart with respect to any property

described in paragraph (1) shall be its adjusted basis, reduced by
any liability to which such property is subject.

“(5) INCOME EXCLUDED UNDER PRIOR LAW.—Amounts invested
in less developed country corporations described in section 955
Xc) (2) (as in effect before the enactment of the Tax Reduction

ct of 1975) shall be treated as qualified investments in foreign
base company ship(})in%operations and shall not be treated as
l(m)re(slt;n(iggs(i_p)lgss eveloped countries for purposes of section 951
a ii).

__(B) The table of sections of subpart F of part III of sub-
chapter N of chapter 1 is amended Ey inserting after the item
relating to section 954 the following new item :

“Sec. 955. Withdrawal of previously excluded subpart F income from
qualified investment.” :

(e) Excrusion From Foreren Base Company Income Wiere For-
elgN Basg Compaxy Incomr Is Less- Trax 10 PerceEnT oF Gross
Ivcome—Paragraph (3) of section 954(b) is amended by striking out
“30 pez',c’ent” each place it appears and inserting in lieu thereof “10
percent”. :

(f)- Errecrive Date.—The amendments made by this section shall
apply to taxable years of foreign corporations beginning after Decem-
ber 31, 1975, and to taxable years of United States shareholders
(within the meaning of 951(b) of the Internal Revenue Code of 1954)
within which or with which such taxable years of such foreign corpo-
rations end. :

SEC. 603. DENIAL OF DISC BENEFITS WITH RESPECT TO ENERGY
RESOURCES AND OTHER PRODUCTS.

. {2) AMENDMENT OF SECTION 998 (c) (2) . —Section 993(c) (2) (relat-

ing to property excluded from export property) is amended by strik-

ing out “or” at the end of subparagraph (A), by striking out the

period at the end of subparagraph (B) and inserting in lieu thereof

*, or”, and by adding at the end thereof the following: )

. “(C) products of a character with respect to which a deduc-
tion for depletion is allowable (including oil, gas, coal, or
uranium products) under section 611, or

“(D) products the export of which is prohibited or cur-
tailed under section 4(b) of the Export Administration Act
of 1969 (50 U.S.C. App. 2403(b)) to effectuate the policy set
forth in paragraph (2) (A) of section 3 of such Act (relating
to thé protection of the domestic economy).

Subparagraph ?C shall not apgl'y to any commodity or product at
least 50 percent of the fair market value of which is attributable to
manufacturing or processing, except that subparagraph (C) shall
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apply to any prima roduct from oil, gas, coal, or uranium. For

ggp);ses ofytl?e preg ing sentence, the term ‘processing’ does not
nclude extracting or handling, packing, packaging, grading, storing,
or transporting.” . .

26 USC 993 (b) ErrrcTivE Dare—The amendments mgx;le tgy subsection (a)
note. shall apply to sales, exchanges, and other dispositions made after
March 18, 1975, in taxable years ending after such date.

SEC. 604. TREATMENT FOR PURPOSES OF THE INVESTMENT CREDIT
OF CERTAIN PROPERTY USED IN INTERNATIONAL OR
TERRITORIAL WATERS. ‘ '

26 UsC 1 {a) AmMexpMENT TO 1954 CopRe . o
£t seq, (1) In eEnEraL—Clause (x) of section 48(a) (2) (B). (relating
26 USC 48, to property used outside the United States) is amended by strik-

ing out “territorial waters” and inserting in lieu thereof “terri-
torial waters within the northern portion of the Western
Hemisphere”. : o )
(2) Derinrrion.—Subparagraph (B) of section 48(a)(2) 1s
amended by adding at the end thereof the following new sentence:
“For purposes of clause (x), the term ‘northern portion of the

- Western Hemisphere’ means the area lying west of the 30th merid-
ian west of Greenwich, east of the international dateline, and

north of the Equator, but not including any foreign coimtry which '

bis; a country °f> outh America.”.
C 48 note, Errecrve DaTE— )
2608 ®) (1) Ix orneraL—The amendments made by subsection (a)
-shall apply to property, the construction, reconstruction, or erec-
tion of which was completed after March 18, 1975, or the acquisi-
tion of which by the taxpayer occurred after such date. .
(2) Binprng coNTRACT.—The amendments made by subsection
. (2) ‘shall not apply to property constructed, reconstructed,
+  erected, or acquired pursuant to a contract which was on April 1,
1974, and at all times thereafter, binding on the taxpayer. -
(3) CERTAIN LEASE-BACK TRANSACTIONS, ETC.—Where & person
who is a party to a binding contract described in paragraph (2)
transfers Tights in such contract (or in the property to which
such contract relates) to another person but a party to such con-
tract retains a right to use the property under a lease with such
other person, then to the extent of the transferred. rights such
other person shall, for purposes of paragraph (2), succeed to the
position of the transferor with respect to such binding contract
and such property. The preceding sentence shall apply, in any
case in which the lessor does not make an election under section
48(d) of the Internal Revenue Code of 1954, only if a party to
such ‘contract retains a right to use the property under a long-
term lease. ‘

TITLE VII-MISCELLANEOUS
- PROVISIONS

SEC. 701. CERTAIN UNEMPLOYMENT COMPENSATION.
« (a) AmmnpMENT OF EMERGENCY UNEMPLOYMENT COMPENSATION
26 USC 3304  AcT oF 1974.—Section 102(e) of the Emergency Unemployment Com-
note, pensation Act of 1974 is amended— ,
(1) in paragraﬁh (2) thereof, by striking out “The amount”
and inserting in lieu thereof “Except as provided in paragraph
{3), the amount”; and
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(2) by adding at the end thereof the following new paragraph:
“(3) Effective only with respect to benefits for weeks of unem-
ployment ending before July 1, 1975, the amount established in
such account for any individual shall be equal to the lesser of—
‘ “(A} 100 per centum of the total amount of regular com-
pensation (including dependents’ allowances) payable to him
with respect to the benefit year (as determined under the
State law) on the basis of which he most recently received
regular compensation; or . .
“(B) twenty-six thnes his average weekly benefit amount
%as determined for purposes of section 202(b) (1) (C) of the
ederal-State Extended Unemployment Compensation Act
.ot 1970) for his benefit year.” - 26 USC 3304
(b) MoprrrcarioN or AcreeMENTS.—The Secretary of Labor shall, note,
at the earliest practicable date after the enactment of this Act, pro- 26 USC 3304
pose to each State with which he has-in effect an agreement entered note.
into pursuant to section 102 of the Emergency Unemployment Com-
pensation Act of 1974 a modification of such agreement designed to 26 USC 3304
cause payments of emergency compensation thereunder to be made note.
in the manner prescribed by such Act, as amended by subsection (a)
of this section. Notwithstanding any provision of the Emergency
Unemployment Compensation Act of 1974, if any such State shall fail 26 USC 3304
or refuse, within a reasonable time after the date of the enactment of note.
this Act, to enter into sucli a modification of such agreement, the Sec-
retary of Labor shall terminate such agreement.

SEC. 702. SPECIAL PAYMENT TO RECIPIENTS OF BENEFITS UNDER 42 USC 402
CERTAIN RETIREMENT AND SURVIVOR BENEFIT PRO. note.
GRAMS.
(a) Paymenr.—The Secretary of the Treasury shall, at the earliest
practicable date after the enactment of this Act, make a $50 payment
to each individual, who for the month of March, 1975, was entitled
{without regard to sections 202(j) (1) and 228(b) of title IT of the
Social Security Act and without the application of section 5(a) (ii) 42 Usc 202
of the Railroad Retirement Act of 1974) to— . 423, ’
(1) a monthly insurance benefit payable under title IT of the 45 USC 2314,
Social Security Act, : 42 USC 401,
(2) a monthly annuity or pension payment under the Rail-
road Retirement Act of 1935, the Railroad Retirement- Act of 45 Usc 215
1937, or the Railroad Retirement Act of 1974, or note,
(3) a benefit under the supplemental security income benefits 45 USC 228,
program established by title X VI of the Social Security Act; 231L
except that, (A) such $50 payment shall be made only to individuals 42 USC 1381,
who were paid a benefit for March 1975 in a check issued no later
than August 31, 1975; (B) no such $50 payment shall be made to any
individual who is not a resident of the U);ﬁted States (as defined.in
section 210(i) of the Social Security Aect) ; and (C) if an individual 42 USC 410,

"is entitled under two or more of the programs referred to in clauses

(1), (2), and (3), such individual shall be entitled to receive only one
siich $50 payment. For purposes of this subsection, the term “resident” nResident, »
means an individual whose address of record for check payment
purgoses is located within the United States.
. (b) Recrerent InextiFicarioN.—The Secretary of Health, Educa-
tion, and Welfare and the Railroad Retirement Board shall provide
the Secretary of the Treasury with such information and data as may
be needed to enable the Secretary of the Treasury to ascertain which
individuals are entitled to the payment authorized under subsection

().
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(¢) Coorornation Wit OraEr FEpERAL PROGRAMS.—ANy Payment
made by the Secretary of the Treasury under this section to any indi-
vidual shall not be regarded as income (or, in the calendar year 1975,
as & resource) of such individual (or of the family of which he is o
member) for purposes of any Federal or State program which under-
takes to furnmish aid or assistance to individuals or families, where
oligibility to receive such aid or assistance {or the armcunt of such aid
or assistance) under such program is based on the need therefor of the
individual or famil involl)vzreg.1 The requirement imposed by the pre-
ceding sentence shall be treated as a condition for Federal financial

articipation in any State (or local) welfare program for any calen-
dar quarter commencing after the date of enactment of this Act.

d) Aprrorriations AvrsorizaTioN.—There are hereby authorized
to be appropriated, out of any funds in the Treasury not otherwise
appropriated, such sums as may be necessary to carry out the provi-
sions of this section.

(¢) Payument Nor To Br Consmerep Income—Payments made
under this section shall not be considered as gross income for purposes
of the Internal Revenue Code of 1954. ;

Approved March 29, 1975,
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