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SUMMARY OF H.R. 10650, THE REVENUE ACT OF 1962 

(As Ordered Reported by the Senate Committee on Finance) 

Section 
1 Short title, etc.-The act is to be cited as the "Revenue Act of 

1962." 
2 Investment credit.-The bill provides a credit against tax lia-

bility with respect to investments in certain types of property. 
It generally is 7 percent (3 percent in the case of certain public 
utilities) of investments in new tangible personal property 
(except livestock) and depreciable real property, except 
buildings and structural components of buildings, used in 
lnanufacturing, production, extraction, transportation, com­
munications, and certain other services. No credit is allowed 
for property with a useful life of less than 4 years, nor generally 
for replacenlents (to the extent" of insurance proceeds) of 
property destroyed by fire or other casualty or stolen. For 
property with a life of 4 to 6 years, one-third of the investment 
is taken into account; for property of 6 to 8 years, two-thirds 
is taken into account; and for property with longer lives, the 
full amount of the investment is taken into account. Pur­
chases of used property, up to $50,000 worth, also are eligible 
for the credit. The credit may offset tax liability in full up 
to $25,000, but a,bove that point the credit lllay not reduce 
tax liability by more than 25 percent. Any unused credit 
may be carried back for 3 years (not before June 30, 1962) or 
forward for 5 years and used in those years to the exten t there 
is sufficient tax liability under the applicable limitation. 

The basis of the property (for depreciation or gain or loss 
on sale) is reduced by the alllount of the investInent credit, 
whether or not it can be immediately used to reduce taxes, 
with appropriate later adjustments if all the credit is not 
ultimately used. A "recapture rule" is also provided to 
recover the tax reduction previously allowed as a credit, to 
the extent property is disposed of in less than its estimated 
useful life. 

This provision is effective for taxable years ending after 
.June 30, 1962, but only with respect to property acquired or to 
the extent constructed, reconstructed, or erected after that 
date. 

3 Appearances with respect to legislation.-A deduction is pro­
vided for costs relating to appearances before, presentation of 
stateIllents to, or cOlnnlunications sent to a legislative body, 
a legislative committee, or individual legislator (Federal, 
State, or local), if the expenses are otherwise ordinary and 
necessary business expenses. A deduction also is allowed for 
the portion of dues paid to an organization which a,re used for 
silnilar legislative expenses to the extent they an' relate<1 to 
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the businesses of its members. In additioJl, the expCIlse of 
('omlllllJlicatioll of information with respect to legislatioll 
bt't wcen the ta.xpayer and the organization of which li(' is n 
lllember, and bet WN'n a taxpayer and its employees and stock­
holders, is deductiblc if the mattcr is of direct interest to t Iw 
llll'lllbers 01' taxpayers. This provision docs not pcrmi t t iH' 
ded uction of expellses incurred for attempts to illfiul'IlC(' t IH' 
geIleral public, 01' segments of the public (by advertising or 
otherwise), 01' for ('xpenscs concerned with political campaigns. 
This provision applies to taxable years beginning aft('r 
December 31, HH32. 

4 Entertainment and travel expenses.-Deductible expellses for 
entertainment, nmusement, or recren tion generally are limited 
to those directly rela ted to the nctive conduct of a trade or 
business, or to ~those nssociated with the active conduct of n 
trade or business. In the case of facilities, a further restrictioIl 
is imposed to the effect that the facility must be used more 
thnn 50 percent for the furtherance of the taxpayer's trade or 
business (if any depreciation, rent, maintenance, etc., is to be 
deductible). Club dues are treated the same as facilities. 
This bill (unlike the House bill) will permit expenses to gen­
erate business goodwill to be deductible where a clear busi­
ness purpose for the expense is established. 

A second feature of the provi~ion limits the deduction for 
business gifts to $25 per year per individual recipient. In 
applying the $25 limitation, however, advertising gifts costing 
less than $4 bearing the taxpayer's name are not to be taken 
into account and signs, display racks, or other promotional 
material used on the business premises of the recipient also 
are not to be taken into account. Another exception to the 
$25 limitation involves items of tangible personal property 
which cost not more than $100 awarded to an employee by 
reason of length of service or for safety achievement. 

A third feature requires an allocation of travel expenses ill 
certain cases where the travel involves both business and per­
sonal purposes. J f the travel is for a period longer than 1 
week, allocation must be made in all cases "'here the portion of 
the time away from home ,,·hich is for personal purposes ex­
ceeds 25 percent of the total time away from home and only 
the amount allocated to business ,,-ill be deductible. 

In a fourth feature of the provision, rules are set forth pro­
viding that the deduction of entertainment 01' travel expensC's 
will be denied unless they are substantiated (by adequate rec­
ords) as to the amount, time and place, and the businC'ss 
relationship to the taxpayer of the persons involved. 

A fifth feature provides that in the case of traveling expenses, 
deduction will be allowed for amounts expended for meals and 
lodging other than amounts which are lavish or extravagant 
under the circulllstances. 

This provision applies to taxable years ending ufter DeccllI­
bel' 31, 1962, for periods after that date. 
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Section 
5 Distributions in kind by a foreign corpol'ation.-Distributions 

in kind from foreign corporations to domestic corporations are 
treated as having a value equal to the fair market value of the 
property distributed (and not the adjusted basis of this prop­
erty in the hands of the distributing corporation where this is 
lower). The foreign tax credit applicable with respect to such 
distributions is to be computed by reference to the fair market 
value of the property. This applies to distributions made 
after Decenlber 31. 1962. 

6 Mutual savings banks, etc.-Mutual savings banks, dOlnestic 
b1,lilding and loan associations and cooperative banks are 
allowed under present law to add all of their income to bad 
debt reserves until reserves (including surplus reserves) reach 
12 percent of deposits. In lieu of this, under the bill, these 
institutions (other than domestic building and loan associations 
having capital stock outstanding) are to be permitted deduc­
tions for additions to bad debt reserves generally of up to 60 
percent of their taxable income (before this deduction) or, if 
larger, an amount bringing their reserves up to 3 percent of 
improved real property loans, plus a reasonable addition for 
other loans. (Existing reserves in excess of this amount 
generally are disregarded.) The bill also provides that the 
reserves lnay be accUlllulated in excess of 3 percent of these 
loans if the taxpayer's experience shows· this is required. In 
the case of domestic building and loan associations with capital 
stock outstanding the 60-percent rule described above is not 
to apply; instead such associations are to be pennitted to 
deduct up to 50 percent of such taxable income. Sillall ne"r 
domestic building and loan associations are provided a special 
additional deduction which is to apply only in their first 10 
years of operation. These companies are to be permitted to 
set aside up to 5 percent of their improved real property loans 
(which do not total more than $4 million) rather than 3 percent. 
Limitations are provided on the overall amounts which nlay 
be accmnulated in bad debt reserves. The first linlitation 
provides that under the 60-percent alternative (or the 50-
percent alternative in the case of stock associations) amounts 
may not be accumulated after the reserve reaches 6 percent 
of improved real property loans. The second IUllitation pro­
vides that no deductible additions nlay be nlade to bad debt 
reserves if the total al110unt accumulated in all reserves equals 
12 percent of deposits. 

Under the bill, in the case of stock savings and loan associa­
tions, distributions to shareholders will be considered as paid 
first out of already tax-paid funds and, only when these are 
exhausted, out of reserve funds on which a tax has to be paid 
by the association at the tinle of distribution. Also, under the 
bill, a dOlnestic building and loan association is defined as one 
which is insured under the National Housing Act or subject to 
State or Federal supervision, but only if substantially all of its 
business consists of accepting sH,vings and investing the pro­
ceeds as follows: At least 90 percent of the assets must consist 
of cash, Government obligations, loans secured by an interest 
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ill I'l'lll property, lind loans 1'01' tl1(\ illlpl'OVell\('llt of l'('ltl prop­
('rty, 0 1' shHrp HCCOUllt 10lills; III least SO percellt of tIl(' 90 
1)(,l'c(,l1t mllst consist of Cl1sh, Gon\rnIlH)llt obligations, lllld 
loans s('cured by Iln int('!'('st ill },(,III prop('rty which is 01' will 
1)('('011)(' rpsid('ntinl l'()nl propl'rty; lind nt It'nst 70 })('rc(,l1t of 
the 90 pe)'cPllt must cOllsist of cllsh, Gon'rlllllPllt obligations, 
and lonns securl'ri hy nIl interest in J'('ul prop('l'ty which is or 
will l)('collH' }'('sid('nt.inl real pro})('rty ('ontnillillg 01)(,- to fOllr­
fHlllily units, Xo pnrt of its illV()stlllents lIlay be ill priYHte 
corporate stock. ]n nddition, the ('xemption of Federal snx­
illgs and loan lissociations frolll certain excisc taxes is )'ep('al('(l. 

G(,IH'rally, these provisions nre efi'ective for taxablc years 
ending nft('}' December 31, 1962, The excisc tnx ChHllgl'S al'(, 
('fi'ectiYe ns of Dpcelll b('r 31, 1962. 

7 Distribution8 by foreign trw~ts. Distribllt.iolls by fOJ'('igll 
trusts " ,hieh nrc nttrilmtnhle to contributions made by U.~. 
grantors (01' Ildd('d by e.s. transferors) II)'{' to be t.lxpd 'to any 
C.S. heneficiaries ill suhstCllltialI-\T tlH' snlll('. 11lalll1er tiS if tll(, 
belleficiaries hnd received this "income diJ'()ctly ill tlH' Y(,<ll' 

earned ruther than Intpr when tlw distribution is made. How­
l'Yer, the ndditionnl tnx is payable at the time of the actunl 
distribution. For those preferring not to make the calculn tions 
required undl'I' this "('xnct l11et hod" of taxa tion, an a yeraging 
dpyice is provided. This applies to distributions (neculllulntl'd 
after the effective dn te of the 1054 Co<lp) made after the tIn tl' 
of enactment of the bill. 

8 Jlutual fire and casualty insurance companies ,-~Iutual fir(' 
and casualty insurance companirs are to he taxed 011 their 
"totnl" incomc less a deduction for additions to a resen'c 1'01' 
protection ngninst losses equnl to one-fourth of their lIlHIl'r­
writing gains plus 1 percent of their insurllllce claims. After 
a .5-year intprvnl, the 1 percent set-aside ,,-itlt respect to insur­
:lllce rlnims and one-half of the allloullt :tttrilmt,nhll' to uncIPr­
"Titing gnins is brought hack into the taxable inconH' to the 
extrnt not already ofrset. by losses. Thc remainder, to the 
ext ent not of}'set hy loss('s, will remnin ill tlle loss rrS()ITl' but 
no 111110unt Illay be added to this rese1'\'O ,,-hieh ,,'ould build it 
up to a Ipyl'l of more them 10 percent of the current year's 
premiums. The bill provides uniform treatmcnt for losses or 
mutual companies regardless of whether they o})(,l'Ilk Oil a 
d('vi a ted pl'(\mium basis or on a dividend-payillg basis. 
Concentrated risk compnnies (those having 40 percent or 1l10rp 
of their premiulll inconH' from windstorm, hail, flood, ('tc" 
risks, arising in one 8tatp or within 200 miles of nny point 
seledpd by thp taxpayer) mny spt aside an ndditionnl alllount 
of und('rwriting income in t.he protection-against-loss account, 
and wit.h respect to this nddition:d alllount thc 10-perccnt 
limitation will 110t apply but the .5-year limitation will apply. 

Companies whose total receipts do not exceed $150,000 are 
to be exempt from tax, and compnnies with total receipts or 
between $150,000 and $600,000 are to be taxed only on their 
illvestment in come. For those with gross receipts above 
$600,000, a speeinl deduction of $6,000 is provided which 
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decreases as gross receipts rise and disappears at a level of 
gross receipts of $1,200,000. 

Factory mutual companies are to be taxed like stock com­
panies without the special protection against loss reserve 
referred to above. However, in computing their underwriting 
profits they will be permitted to determine then' premiUln 
income on the basis of "absorbed" premiUlll deposits (i.e., in 
general, excluding the portion of the deposit returnable to the 
person insured). The amount so determined is then increased 
by 2 percent. ~1utual flood insurance companies are to be 
taxed in the same manner as factory mutual insUl'ance companies. 
Under a special transitional loss rule, mutual companies which 
incurred underwriting losses in 5 out of the 6 years preceding 
1963 are permitted to carry such losses over and deduct theIn 
over a 5-year period. Reciprocal underwriters and inter­
insw'ers are in effect permitted to cOlnbine the underwriting 
income of their corporate attorney in fact with then' own for 
most purposes. 

These provisions apply to taxable years beginning after 
December 31, 1962. 

9 Domestic corporations receiving dividends from foreign corpora-
tions.-Under present law when the income of a foreign sub­
sidiary is distributed to a domestic parent corporation only the 
income of the subsidiary remaining after tax is treated as a 
dividend and a foreign tax credit is allowed the parent corpora­
tion for that part of the foreign taxes paid by the subsidiary 
attributable to this income. Under the bill, except in the case 
of dividends received directly or indn'ectly from less-developed 
country corporations, the amount included in the tax base of 
the domestic corporation, if it elects the foreign tax credit, is 
to be not only the dividend itself but also the tax paid by the 
foreign corporation as well. 

A less developed country corporation generally is a corpora­
tion' engaging in a trade or business, which: deriyes 80 percent 
or more of its gross income frOl11 such a country; and has 80 
percen t or more of its assets (in general) locn ted in such a 
country. It also includes cOlnp<Ulies holding 10 percent or 
more of the stock of the less developed country corporations 
described, if 80 percent of their income is deriyed from less 
developed countries and 80 percent of their assets are either 
located in less developed countries or are stock or securities 
of less developed country corporations. It further includes 
shipping and air transport companies deriving 80 percent of 
their gross income from ships or ail'crnft registered under (but 
not necessarily incorporated under) the bws of n less de\eloped 
country and having 80 percent or more of their assets in such 
a business. Where there are two levels of foreign corpOrtl tions 
the SbltuS of the top lev"el corporation determines ,,-hether or 
not the gross-up applies. 

Also, where a foreign eorporntion is eligible for the 85-percent 
intercorporate dividends received deduction ,,-ith respect to 
income earned in the United States, the 15 percent of this 
income for which no deduction is allowed is not to he tren ted 
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Scctioll 
:lS for('i~1l sOl1rce ilH'OIlIC for purposes of Liw fOJ"('ign tux cJ'(,dit. 
'1'11(, Sllbsl'ctioll of present Illw IJlllking thr foreign tax cfedit 
a "Hiln hIe fol' rond t ,- incollle )'ecei "0d frolll wltolh- oWllrd 
suhsidiarirs in ('ei'lui{l cases is l'cpruled. . 

Tltes£' Illllelltllllents be('olll<.' fullY efreetin~ fo), distriblltions 
l'eceiy('(l by dOlllestic ('orporlltion~ after Decemher :~ 1, 1064. 
In the CHse of distriblltiolls rr('ci,'ed b.\- domestic corporations 
before 1065 hut in taxahle years lifter December :31,1962, thr 
new rulrs nrr to apply in the case of <listrihutions lllade Ollt of 
profits of :l foreign corporntion :l(,clllll\llnted ill tHxahle yellrs 
brginnin~ after Decrmhcr :31, 1962. 

10 Separate limitation on fore7~rJn tax credit jor certain interest 
i IIcome.- Your committee's 11 III en c11\l en ts proyide tlIa t tile lim­
itlltion 011 the foreign tax credit is to he computrd separHtel~' 
with l'especL to certnin types of inte)'rst illcome. Also, the "pel' 
cOllntry" limitntion l11usL be used 1'01' this special interest ill­
COllle, whether thr "pe)' coulltry" 01' "overull" limitation is used 
for other ill('olllr. The separate ('omputation is required fol' 
interest income other than interest derived: (1) from the active 
conduct of n trnde or husiness, (2) from the conduct of a bnllk­
ing, financing or similar busilless, or (:3) from H corpora tion in 
which the taxpayer has at least a 10-percent stock interest. 
This is intended to prevent a domestic corporation receiving 
income from operations abroad which are taxed at a level 
n bove the U.S. IC\-el of t.axation from offsetting these "excess" 
foreign taxes against interest income, also earned abroad, 
which is taxed at less than the U.S. level of taxation. 

11 Earned income jrom sources outside the United States.- Under 
existing law individuals who are present in u. foreign country or 
countries for 17 out of 18 months may exclude from their U.S. 
tax base up t.o $20,000 per year of income earned abroad. If 
they are bona fide residents of a foreign country there is no 
ceiling on this exclusion. In the case of these bona fide foreign 
residents, a ceiling is to be provided of $20,000 for the first 3 
yenrs they are abroad and $35,000 thereafter. If nn individual 
mnkes n statement to a foreign country that he is not a resident 
nnd the foreign country grants him tax exemption, the state­
ment is to be conclusive evidence that he is not a bona fide 
resident of that country for purposes of the U.S. exclusion. 
Under the provision, contributions nlHde by employers for 
employee benefits under qualified pensioll plans with respect 
to future employment are to be taxable to the employee when 
he receives these amount.s after retirement. Generlllly these 
provisions arc effective with respect to taxable years ending 
nfter December 31, 1962. However, noncash frillge benefits 
recci \~ed in 1963 are not to be taken in to accoun t in applying 
the limitation to bonn fide residents. In 1964 one-third of the 
value of such benefits is to be tnken into account, in 1965 
two-t.hirds of the value of such benefits is to be taken into 
account, and thereafter the full vnlue of such benefits is to be 
taken into account. 
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Section 
12 Controlled foreign corporations.-In the case of controlled for-

eign corporations, where more than 50 percent of the stock is 
owned by U.S. shareholders who own 10 percent or nlore of the 
stock in these corporations, such shareholders are to report for 
tax purposes the undistributed earnings of these corporations 
to the extent they represent (a) income from insuring or re­
insuring U.S. risks; (b) increases in earnings invested in U.S. 
property (generally not related to foreign business); (c) passive 
types of income; (d) income fronl purchases from or sales to 
related" persons" where the goods are produced or grown and 
the property is sold for use outside of the country of incorpo­
ration of the foreign corporation involved; (e) ineome from serv­
ices performed for related persons outside of the country of 
incorporation of the foreign corporation. The last. three of 
these categories comprise what is known as foreign base com­
pany income. In these latter three cases, the combination of 
the three types of income must equal 30 percen t of total income 
before it is taken into account. Where this combined income 
equals more than 70 percent of the total, then all income is 
attributed to the shareholders. However, reductions in the 
income taxed to shareholders are allowed in the case of divi­
dends, interest and gains from sales if these are received from 
less developed country corporations, to the extent that these 
earnings are reinvested in less developed country corporations. 
Exclusions from categories (c), (d), and (e) above are also pro­
vided for shipping income and for income from corporations 
which (as eSt(.ablished to the satisfaction of the Treasury) are 
not availed of to reduce taxes. Undistributed earnings which 
are taxed to the U.S. shareholders under any of the above 
provisions may subsequently be actually distributed to U.S. 
shareholders without further payment of tax. 

The bill also provides a series of relief nleasures from the 
above provisions. First, individual shareholders may elect to 
have the undistributed income which is to be taxed to them 
treated as if they, the recipients, were domestic corporations 
(subject to a maximum tax rate of 52 percent and eligible for 
the foreign tax credit). 

Second, if certain minimum amounts of income are distrib­
uted (which vary in accordance with foreign effective tax rates) 
the section on controlled foreign corporations is not to apply. 
The distributions are as follows: 

AIinimnm 
distribution 

Effective foreign tax rate: (percent ) 
Under 10 percent__ __ _ _ __ _ _ _ __ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ ____ _ _ _ _ 90 
10 percent up to 20 percent______________________________ 80 
20 percent up to 30 percenL _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 70 
30 percent up to 40 percenL_____________________________ 60 
40 percent up to 42 percent______________________________ 50 
42 percent up to 44 percent______________________________ 38 
44 percent up to 46 percent______________________________ 26 
46 percent up to 47 percent______________________________ 14 
Over 47 percent _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 0 
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For the purpose ot' computing the abon~ distribution schedule 
(aeh cOlltroll('d t'oreign corporation cnll be treated sepurately, 
eHch elwill ot' ('ontrolled t'ol'('igll corpol'Htiolls IllHy l){' tr('ate<l 
us It unit, all cOlltrolled t'oreigll corpol'lltiolls Illny be treuted 
ns H unit, or ull cOlltrolled t'oreign ('orpomtions other thall le.<:.,: 
dNe/oped country corporatiollS IllUY he treated as a unit. For­
eigll bl'Hncil('s of U.S. corpol'Htiolls ulso may he takell into 
Ill'COUllt it' the tllird cnteg:ory aho\'e is used. 

Third, certain export trnde income of "Export TrHUt' Corpo­
rations" will HoL be taxHbl(, to U.S. shun'holders ill the' cas(' of 
foreign bllse company incollle, i.e., the lust t1lree of th(' ti ,.~ 
cutegories of income listed above. An export. trade corporation 
is It controlled foreign corporatioll deri,·ing 90 percent of its 
income from sources outside the United Stn tes HlHl 7 [) percell t 
of its income from "export tl'Hde income." Export tl'llde ill­
come is the income deriyed from Lhe sale to un unreIn ted person 
for nse outside the United St.atl's of property produced, grow}}, 
01' extracted ill the United States, as well as certnill other 
income r('latcd to such sales. The bill provides that the income 
of a controlbd foreign corporntion which is taxable to e.s. 
sto('kholders (except insofar as it relates to insurHllce of U.S. 
risks) is not to include the export trade income of one of these 
corpora tions to the extent this export trade income docs not 
exceed n~ tim('s the export promotion expenses or 10 percent 
of gross reccipts, whichever is lesser. HO,,-e\-2r, for this treat­
ment to apply, the earnings involved Blust be inyested in the 
export trade business. 

13 Ordinary income on certain gains from depreciable property.-
In the case of tangible personal property (other than livestock) 
and depreciable renl property, other than buildings und struc­
tural compollents, used in munufacturing, production, extrnc­
tion, trallsportation, communicntions, nnel certain other 
services, when such property is sold or exchanged at a gain 
d\lring a taxable yetlr beginnillg nfter December 31,1962, 
this gUill, to the extent of depreciation attributable to periods 
nfter December :n, 1961, is to be treateel as ordillary income 
for tnx purposes (instend of capital gain). In the cnse of 
dispositions of property during n taxable yenr beginning after 
Deeclllber 31, 1962, other than by sale or exchange, this same 
trentmeIlt is to apply except that the alllount of the presumed 
gnin is to be det('l'll1ined by the excess of the fail' market value 
of the property at the tillle of its disposition o\·cr its then 
adj\lsted basis. 

This treatment is to apply in th(' CHse of most dispositiolls 
or property whether or not gnin is othen,-ise recognized. The 
treatllH'llt described aboye does not apply, howeyer, in the 
CHse of gifts, although in the cnse of charitable contributions 
the alllount of the charitable contribution deduction which 
Illay be taken is reduced bv the amount which would be treated 
,lS 'ordinary income if th{s proyisioll were npplicnble. Other 
exceptions are pro,-ided for property trnllsferred at death, 
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for transfers where no gain is recognized and the basis of the 
property is carried over to the transferor, and for transfers 
in like kind exchanges and involuntary conversions to the 
extent no gain is recognized. In the case of partnerships, 
distribution to partners or sales of partnership interests are 
taxed to the partners to the extent of the underlying depre­
ciable property in much the same way as if the depreciable 
property had been sold directly. 

The bill also provides that in computing the basis on which 
depreciation may be taken salvage value may be ignored up to 
an amount equal to 10 percent of the cost or other basis of the 
property. Also, under the bill taxpayers are permitted to elect 
to change their method of depreciation with respect to property 
coming within the scope of this provision from any declining 
balance, or sum-of-the-years digit method to a straight-line 
method. 

This provision applies to taxable years beginning after 
December 31, 1962. 

14 Foreign investment companies.-When stock in foreign invest-
lllent companies is sold, the gain realized by the U.S. share­
holders is to be ordinary incOlne (instead of capital gain) to the 
extent of the taxpayer's share of the earnings and profits of the 
corporation accmllulated in taxable years beginning after De­
cember 31, 1962, and during the period in which he held the 
stock. In the case of stock in a foreign investment company 
acquired frOlll a decedent, the basis of the stock is not to be 
increased at the date of death to the extent of the amount 
which would have been taxed as ordinary income to the dece­
dent had he sold the stock before death. A deduction for 
estate tax attributable to this anlount will be allowed, however, 
upon subsequent sale of this stock by the heir or legatee. 

The companies and shareholders can avoid the treatment 
described above if the companies di~tribute 90 percent or more 
of their taxable income, other than capital gains, designate in a 
written notice to the shareholders each year (to be mailed to 
thenl within 45 days after the close of the taxable year) their 
ratable share of the capital gains of the corporation and provide 
such other information as the Treasury requires to enforce this 
provision. The shareholders, however, must also report as 
capital gains their share of the capital gnins of the corporation, 
whether the gains are distributed or not. 'Vhere these pro­
visions are conlplied with, the shareholders are permitted to 
take a foreign tax credit for foreign taxes paid by the company. 
Under the bill a foreign investment company is permitted to 
reincorporate (in a tax-free reorganization) as a domestic 
regulated investment company if it does so before Jnnunry 1, 
1964. 

These provisions apply with respect to taxable years begin­
ning after December 31, 1962. 
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Gain from sales or exchanges of stock in .!ure1·yn corporation8.­
" ' here there is n redemption of stock in n cOlltrolled foreign 
('orporntion or a COil trolled foreign corporation is liquidated, 
or where stock in such a corporation is sold, then nny gain to 
the extell tit represell ts earnings and profits of the corporH tion 
IH'C'uIl1til:lted in tnxnble yenrs beginning nrter December 31, 
19G~, is to be tnxed to 10 percell t 01' more iT .S. shareholders as 
ordinary income. If the shareholder is n corporation, it is 
allowed n foreign tnx credit for taxes paid to foreign countries 
in the snme mnnner ns in the case of any other dividend. 

If the shareholder is an individual, his tax is to be no greater 
thnn the smaller of two ceilings. The first ceiling provides 
thnt the individual's tax is to be no greater than if the foreign 
corporation had been n domestic corporation paying the regular 
.5~-p('rcent U.S. tax (offset by any foreign tax credits allowable) 
which then made n, liquidating distribution of the balance to the 
U.S. shareholder and this bitlance was subject to capital gains 
tax. In other words, this ceiling would provide a U.S. tax of 
52 percent, against which foreign tax credits could be taken, and 
on the balance (not O\Ter 48 percent of the total) a capital gains 
tax of not oyer 25 percent would be paid. Thus, the aggre­
gate maximum tax in this case would be G4 percent (52 percent 
plus 25 percent of 48 percent). The second ceiling is the 
amount of tax which would ha,·e resulted had the earnings 
and profits been distributed to the shareholder in the years 
they were earned. The section also pro\-ides that earnings 
and profits are not to include profits on sales made during a 
liquidation if the corporation could hayc qualified for tax­
i'ree sales on liquidation if it had been a domestic corporation. 
The section does not apply to stock of a less developed country 
corporation which had been held for 10 years at the time of 
its sale. These provisions apply with respect to sales or 
exchanges occurring after December 31, 1962. 

Sales and exchan!les of patents, etc., to certain foreign COl'pora­
tion8.-The committee amendments pro\Tide that gain from 
the sale or exchange after December 31, 19G2, of a patent, 
invention, model or design, copyright, secret formula or 
process, 01' other similar property, to a foreign corporation 
by a l.i.S. person (corporation, individual, etc.) who cont.rols 
the foreign corporat.ion is to be treated us ordinary income 
mther than as a capital gain. This provision is not to apply 
in the case of a patent, etc., transferred to a foreign corpora­
tion in exchange for stock or as a contrib.ution to capital 
ir it is l'stablished to the satisfaction of the Treasury that 
the principal purpose of the transfer is to enable the foreign 
corporation to use the patent, etc., in its own manufacturing 
open1tions. This is to apply to taxable years beginning 
after December 31, 19G2. 

Tax treatment of cooperatives and patrons.-Cooperatives are 
to receive a deduction for patronage dividends paid to their 
patrons in cash, or by allocations if the patron hHs the opt.ion 
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to redeem the notices of allocation in cash not later than 90 
days after they are issued or if he consents to this income being 
treated as constructively received by him and then reinvested 
in the cooperative. In either case, under the bill, 20 perc.ent 
of the value of a patronage dividend which includes qualified 
allocations must be in the form of cash. The patron, either a 
member or nonmember, may give his consent individually in 
writing, or, a patron who is a member may also consent by 
retaining membership in a cooperative after it adopts a bylaw 
requiring consent by all members and gives written notice of 
this bylaw to all members. Under a third method, consent 
may be given by the endorsing and cashing of a qualified check 
for the 20-percent amount referred to above. If the check for 
the 20-percent amount is endorsed and cashed by 90 days after 
the date for filing the tax return the patronage dividend of 
which the check is part will be deductible by the cooperative 
with respect to the year in which the patronage occurred. In 
the case of allocations which do not qualify, the cooperative will 
initially be taxed on this type-of patronage dividends. How­
ever, when such a patronage dividend is redeemed, the coopera­
tive will receive a deduction (or refund of tax) at that time. 
In the case of allocations which do not qualify, the cooperative 
will initially be taxed on this type of patronage dividends. 
However, when such a patronage dividend is redeemed, the 
cooperative will receive a deduction (or refund of tax) at that 
time. 

Where consent is given, or where the option to receive cash 
was available, the patron will be required to include the patron­
age dividends which arise from business activity as taxable 
income. The patron will also be required to take into account 
nonqualifying patronage dividends when they are redeemed 
(assuming they arise from business activity). 

In addition, all cooperatives (rather than merely tax-exem pt 
cooperatives as under present law) are given until 8% months 
after the end of the year in which patronage occurs to allocate 
amounts to the accounts of their patrons and in most cases are 
also given this same period of time for the filing of their own 
income tax returns. These provisions apply to taxable years 
of cooperatives beginning after December 31, 1962, and with 
respect to amounts received by patrons attributable to years 
of the cooperatives to which the new law applies. The new 
provisions will not, however, apply to future redemptions of 
patronage dividends declared when the old law was applicable. 

18 Inclusion oj joreign real property in gross estate.-Real prop-
erty located outside of the United States, in the case of citizens 
or residents of the United States, is to be included in their tax 
base for purposes of the Federal estate tax iIllposed at the time 
of their death. This provision will be fully effective for de­
cedents dying on or after January 1, 1963. For those dying 
after the date of enactment of this bill, and before January 1, 
1963, real property located outside of the United States will be 
included in their gross estate only if acquired on or after 
February 1, 1962. 
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HepcJ't. iny oj interNt, dicidend and patl'Onage dic idenrl pay­
mell ts.- The bill provides, in lieu of withholdillg, for th(' 
rrporting of most interest, diyidellli nnd patronage di"idelld 
pnymellts of $10 or more per yenr. These reports JlUlSt lw 
mnde to the GOYel'Illllen t 011 un nnn ual basis nnd also to ench 
dividrud or interest recipirJl t. 011 nIl <lUll unl basis. The bill 
proyides ci"il pennlties of $10 for each stntelllrilt not sent 
to the Goyernment unless it is shown thnt the failure is due' 
to reasonable cause. TIle nggrcgntc penalt.y in this caSt' 
is not to exceed $25,000. Similnrly, a civil pennlty of $10 pCI' 

st.ltpment is provided for failure, other than with rensonnble 
cause, to send the stutrlllents to the interest or dividend re­
cipients. Hero, too, the maximum pe'1alty is $25,000. These 
pennltirs nre in additioIl to criminal peIlllltips in existing law. 

17~fol'mation with respect to foreign e7ltities.-A number of 
changes are made in the annual information return which 
domestic corporations presently are required to file with re­
spect to their subsidinries or foreign corporations which they 
control. The changes nre: This return is to be filed not only 
by corporations but by others as well who control foreign 
corporations; "control" is defined more broadly by adding 
some of the constructive ownership rules; information must be 
provided not only with respect to subsidiaries of foreign corpo­
rations but also for other foreign corporations which are further 
down the chain of ownership; and additional information may 
be required which is similar or related in nature to that already 
specified. A ceiling has been placed OIl the penalty applicable 
under present law, to provide that the reduction in the foreign 
tax credit of a corporation, which would occur for noncom­
pliance with the reporting requirements, may not exceed the 
income of the foreign corporation with respect to which the 
failure occurs or $10,000, whichever is greater. 

Present law also requires U.S. cit.izens or residents who are 
officers or directors of a foreign corporation within 60 days of 
its organization or reorga,nization and also 5-percent share­
holders who have this status within 60 days of the organization 
or reorganization to supply certain information to the Treasury 
Department with respect to the corporation. This same infor­
mation is ~11so to be required of U.S. citizens or residents who 
nt some later time become officers, directors, or shareholders 
with an interest of 5 percent or more. However, in the case 
of U.S. officers or directors of a foreign corporation, this report­
ing requirement is to apply only if 5 percent or more of the value 
of the stock is owned by a U.S. person and the only information 
these officers or directors are to be required to fill'nish is the 
nam es and addresses of these 5-percent shareholders. Infor­
mation is not to be required under this provision unless so 
provided by regulations in effect 90 clays before the filing of 
the information return is required. A penalty provision also 
is provided. 

Generally, these additional information requirements become 
effective as of January 1, 1963. 
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Section 
21 Clearing of land.-In the case of farmers, expenditures in-

curred during any taxable year in the clearing of land (which 
would otherwise be chargeable to capital account) lnay be 
deducted to the extent of $5,000 or 25 percent of the taxable 
income from farming for that year, whichever is the lesser. 

22 Certain charitable contributions.- Where an individual is en-
titled to (in effect) spread his income over the years to which 
it is attributable for purposes of determining his tax, he may 
elect to apply the limitation on charitable contributions (20 
percent or 30 percent, whichever is applicable) before the 
income is spread, and then spread only the income remaining 
after the charitable deduction. 

23 Section 1371 (c).-The effective date of section 1371 (c) (re-
lating to husband and wife in community property States) is 
made effective with respect to taxable years beginning after 
December 31, 1957, and elections by slllall business corpora­
tions to have their income taxed directly to their shareholders 
are to be validated if the shareholders so consent within 1 vear 
after the date of enactment of this act. v 

24 Losses by certain street railway . companies.-N et operating 
losses incurred in 1953 and 1954 by a street railway company 
in converting from streetcar to bus service, which were not 
absorbed within the normal 3-year carryback and 5-year carry­
forward period, are to be treated as a net operating loss occur­
ring in 1959. This will permit these unused losses to be 
absorbed over the years 1960 through 1964. 

25 Exemption for pension trust.-The union-negotiated pension 
plan of Local Union No. 435 of the International Hod Carriers' 
Building and Comnl0n Laborers' Union of America is to be 
treated as a qualified, tax-exempt trust for the period beginning 
May 1, 1960 and ending April 20, 1961 , if it is shown to the 
satisfaction of the Secretary of the Treasury that the trust was 
not operated during this period in a manner which would 
jeopardize the interests of its beneficiaries. This will permit 
employers to deduct contributions made to this trust in this 
period. 

26 Contin1wtion of partnership year in certain cases.-Your com-
lnittee's amendments modify the 1939 Code to provide that 
where one partner dies, in a partnership consisting of two 
members, the partnership year for the surviving partner is not 
to close prior to the time the partnership year would have closed 
if neither partner had died. This provision is to apply only if 
the surviving partner so elects within 1 year after the date of 
enactment of this provision. This amendment applies to taxa­
ble years of a partnership beginning after December 31, 1946, 
to which the 1939 Internal Revenue Code applies. 

27 Treaties.-No provision of this bill is to apply in any case 
where its application would be contrary to any treaty obligation 
of the United States. 

o 


