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SUMMARY OF SENATE SUBSTITUTE AMENDMENT TO
HR. 21 o

The House-passed bill amended the tariff schedules of the United
States to make duty-free imsorts of upholstery regulators, uphol-
sterer’s regulating needles and upholsterers’ pins. The Senate bill is
a substitute for the provisions of the House bill. It is one amendment
the provisions of which are as follows:

Sec. 1. Amendment of Tariff Schedules (p. 1)

This provision is identical to the House-passed bill relating to
the duty-free importation of upholstery regulators and upholsterers’
regulated needles and pins. :

Sec. 2, Cl(erica)l‘ (reference to Internal Revenue Code of 1954)
p. 2 ’ ' : '

Sec. 3. One-year Extension of Amortization Provisions (p. 3)

The Senate provision extends for one additional year through
December 81, 1975, four 5-year amortization provisions. These four
provisions are: (1) rehabilitation of low and moderate income hous-
ing; (2) pollution control facilities; (8) railroad rolling stock; and
(4) certain coal mine safety equipment. (This provision was added
b;r the)Finance Committee and is identical to section 231 of H.R.
174882

Sec. 4. Accrual of Vacation Pay (p.4)

The Senate provision represents a permanent solution for the treat-
ment of accrued vacation pay. The Congress has been continuing the
temporary treatment in this area pending a permanent solution. The
last extension expired in 1973 and a permanent solution is provided
by the Senate amendment. This treatment allows an employer to take
a deduction in the case of accrued vacation pay which, except for con-
tingencies (such as termination of employment before vacation time
arrives), has already been earned by the employees. However, to pre-
vent & doubling up of deductions in the case of an employer who is
newly going on to the accrual pay system, this provision of the bill
provides that the employer may not currently take a deduction for
contingent amounts which accrued in years prior to the year in which
he elected this treatment. This amount is held in suspense and is avail-
able as a deduction in subsequent years only to the extent that the
end of the year liability for accrueg vacation pay (on the new basis)
is less than the beginning amount held in the suspense account. (This
provision was added by the Finance Committee and is identical to. -
section 241 of H.R. 17488.) a '

1 H.R. 17488 is the Energy Tax and Individual Reiief Act of 1974,
‘ 1)
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Sec. 5. Application of Class Life System to Real Property and
Extension of Real Estate Depreciation Recapture Rules
on Federally, State and Locally-Assisted Housing
Projects (pp. 9-10) ‘ -

(1) This Senate action repeals the provision of present law
(Revenue- Act ‘of 1971) requiring the application of the cliss life
system to real property. Present law prov1dpes that after 1973 the class
hife system (sometimes referred to as the asset depreciation range or
ADR provision) is to apply to real estate, The Treasury has not as yet
devised a satisfactory class life system of real estate. The Senate action
provides that the AI§R system is not to apply to real estate until such
time as the Treasury Department develops regulations on a class life
system for real estate. (This provision was added by the Finance

ommittee and is the same as section 251 of H.R. 17488.) . . :

(2) This Senate provision deals with an extension of the real estate
recapture rules on certain housing projects. The effect of the recapture
rules are to tax the gain from such sales as ordinary income (rather
than capital gain) to the extent of the deductions taken under accel-
erated depreciation in excess of straight-line depreciation. In the case
of Federal, State, and locally assisted housing projects (which are
limited as to the rate of return on the investment, such_sas the FHA
221(d) (3) and the FHA 236 programs) where the construction or
acquisition occurs before J anuary 1, 1975, there is full recapture during
the first 20 months of holding and this is decreased by one percent a
month thereafter (with no recapture at the end of 10 years). In the
case of most housing, there is fu recapture during the first 100 months
after which there is a decrease of the amount recaptured by one percent
a month (with no recapture after 1634 years). These general recapture
rules apply to the governmentally assisted housing in the case of
construction and acquisitions in 1975 and later years. The Senate
provision extends for one more year, until January 1, 1976, the shorter
recapture period for the governmentally assisted housing projects.
(This was a Senate floor amendment sponsored by Senator Javits.)

Sec. 6. Real Estate Investment Trusts: Treatment of Foreclosure
?rolllg;'ty and Property Held for Sale to Customers
. AP : -

The Senate provision deals with some of the tax problems of real
estate investment trusts. Under present law, a real estate investment
trust (REIT), if it derives most of its income from real: estate invest-
ments (and meets certain other requirements), is not taxed on its dis-
tributed income but instead is allowed “pass through” tax treatment
whereby the income is taxed to the shareholders and not the trust. A
series of revisions had been proposed for the revision of the tax treat-.
ment of real estate investment trusts to take account of. current prac:
tices and economic problems faced by the -industry. The Senate
provision deals only with the most pressing current problems of the-
industry, those relating to the tax treatment of foreclosure property.
The Senate provision, in general, provides that a REIT is not. to be
denied the “pass.through” treatment beécguse of income it receives
from foreclosure property which. before the foreclosure was qualified
real estate income. In general, under the Senate provision the REIT.
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will be taxed as’a corporation on the:income frém thé foréclosure prop-
erty.and will have a’period of time to sell the foreclosure property
or convert it-into:qualified property. »:: . c il @ s
* The Senaté amendment also takes into account the dificulty a REIT
faces as a result of the provision of present law prehibiting it from
holding any property for sale to customers. In this regard, the . Senate
provision modifies the rule to a limited extent to allow a REIT te-held
foreclosure property for sale. (lThis provision was.added by :the Fi-
nance Committee and is essentially the same as a limited portion of the
REIT provisions of H.R. 17488 (sec.263).).. - R I T
Sec. 7. Increase in Interest Charged and Paid in Connection with
' Deficiencies (p.16) - - - o0 oo
The provision increases the interést rate paid by taxpayers oii tax
deficiencies, and by the government on tax overpayments, from 6 per-
cent to 9 percent per year effective for obligations outstanding on
July 1, 1975. In addition to updating the tax mterest at this time, the
provision provides a procedure whereby the interest rate in the future
will be kept up to date with changes in the money market rates. It-pro-
vides -that the tax interest rate is to be adjusted as the prime. rate
quoted by commercial banks to large business changes. The govern-
ment interest rate is to be 90 percent of this prime rate but'to be at the
nearest whole interest rate and not to be changed more than once every
two years. (This provision was added by the Finance Committee. The
part of the provision increasing the interest rate to 9 percent is the
same as section 281 of HL.R. 17488.) ~ = o h

Sec. 8, Interest on Certain Obligations (p.20) . . .

- The provision deals with the tax treatment of student loan fundin,

programs. Present law exempts interest paid on most State and loca

governmental obligations from Federal income tax. The provision
adds a new category to the list of obligations, the interest from which
is exempt from Federal ineome tax. The: category added is qualified
scholarship. funding bonds. where the student loan. programs are fi-
nanced by nonprofit higher education authorities which are requested
by governmental units, even. though they do not constitute a State or
local government bond. In addition, the provision makés it clear that’
student loan incentive payments made by the Commissioner of Educa-
tion under the Emergéncy Insured Stident Loan Act of 1969 are;not
to result in the treatment of the obligations as arbitrage bonds.and in
this manner disqualify the financing of these student loan programs
for tax-exempt status. (This provision was added by the Finance"

Committee.) ' R U e e
See. 9. Inzérezszt) on Certain. Deposits,. etc., in the United States.
The provision deals with the exclusion from-gross incone of interest’
on U.S. bank deposits held by nonresident aliens. Under present law,"
interest received by nonresident aliens from deposits-with banks. with'
savings and loan institutions or other similar associations; and: from
amounts held by an:insurance company ‘under-an agreement to pay
mterest is exempt from the 30-percent withholding tax -on income or
ghin not effectively connected with the conduct of-a trade or business’
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within the United States. This provision, however, expires a.sofDa-
cembor. 31, 1975, The Senate provision extends the termination of Hhis
gx:qyisiqn_"er one’ additional year to December 31, 197 6,".$Thg;;g Vi
Sion wis'added by the Finance Committee and is a part.o sec, 351 of
HR1m88) . Iy
Sec. 10. Exclusion of Interest on Certain Obligations Issued:Prior
siiar, » 01971 (p. 22) cen B RET R 11
- The Senate provision specifies that (1) where companies had issues
of indebtedness outstanding on the date of the enactment of the inter-
esf, equilization tax, (2) which were guaranteed by U.S8, persons,. (3),
which were treated under that Act as debt obligations,.of a .E)reigq
obligor;, (4) the obligation does not have a maturity date exceeding 15;
cars as of June 30, 1974, and (5) the obligation has been: purchaged
0y one ‘or more underwriters with the purpose of distribution through.
resale, then the interest on the obligations is to be treated as foreign
source income and as a result exempt from the 30-percent withhqlding,
tax-in the case of interést payments to nonresident aliens"In addition,
these obligations are to be exempt from U.S. estate tax When held by
nonresident aliens. Since the interest equalization tax (under which
these.obligations were exempted from withholding tax) isno longer in-
effect, the only way finance subsidiaries can continue to avoid paymerit
of the withholding tax is for their U.S. parent compahy: to assume
these obligations. However, this would cause the finance subsidiaries:
to realize income from the discharge of indebtedness. For:this reasorn,
these types of obligations were made exempt from the 30-percent with-
holding tax. (The provision was added by the Finance Committee.)*
See. 11, Tax on-Certain Income of Political Organizatiens- (p. 24)
The Senate provision specifies that political parties or committees
(and separate campaign funds) are to be taxed on investment income
and.on income from a trade or business, but not on cam aign contribiiz’
tions they receive. In addition, a $100 minimum is to be provided be-
fore any tax is payable on investment or.business income.;Generally;
the political parties and committees are to be taxed as ,qorgorat-lons
but the surtax exemption is not to be allowed and the dividends re-
cetved deduction is not to be available. - L ety
" Generally; newsletter committées (and separate’ funds), are t6-he,
treated for tax purposes in the same way as political campaigii, com=
mittees. That is, contributions received by the newsletter_committees.
are'not to'be taxable to the indiyidual or committee nor are the funds,
spent for a newsletter to be deductible. However, to the extent of any .
irvestiment intome' 6¥ business income in the case of these funds; taxs
is to be imposed. Should funds be withdrawn from newsletter funds for
xs)ersonal purposes, however, tax is to be imposed at that time. (The
enate provision was added by the Finance  Committee and is the
same as sec. 271 of H.R. 17488.) -

Sec. 12. Extension of Existing Credit and Deduction Provisions

for Political Contributions to Contributions for News-

letters; 2-year Rule for Announcing Candidacy (p. 32)

The Senate provision extended the existing credit and deduction

gurogisions for political contributions to contributions to newsletter
nds. .

4
g
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The limited credit or deduction allowed under present law for cam-
p}i"il"g“-'qohgﬁbiﬁions to individual candidates’ (and perties ind com-
Hittéés) i3 @valldble only if a person 'has announced that he is g
cafftfidate’ for' office' in' the ‘year of ‘theé contribution. .The provision
allows this ¢feditior deduction in the year before a persor gnnouinces
his candidacy. (The Senate provision was added by the Finance
Comhittee.ahd is the'sdme as section 272 of HLR. ¥7488.):11 %<0 04 e
Sec. 13. Increase in Political Contribut%dhs"C:’eﬂit and Dedne-
'h.f‘).ufk".f. ; ',ti’om,(,p. 34) L tear e . Tt " ":‘:h' .

-The ‘Sentiteprovision increases the maximum éredit and dedijetion
for’ contributions to candidates for public office, The ‘maximuym credit
i8'increased froni $12.50 -($25 in the case of a joint return) to $25 ( $53
i the cdse’of' 8 joint return). The maximum déd';i‘cti_bp‘, is Increased
ot $50 {$100 in‘thé casé of a joint return) ‘to $100 ($200 in the ¢ase
of 4 joint retritn)! (‘This provision was added by a Sénate floor amend-
meént sponsored by Sendtor Kennedy,) '~ e e
Sec. 14. Transfer of Appreciated. Property. to. Politieal : Organi-

i .. zations (p. 35) , R R DA Ty
 Appreciated property transferred by a taxpayer to a political party
or committee, if occurring after May 7, 1974, is to be taxed'to‘the

donor-at. the time of the transfer. A ruling already issued by ‘the I« -

ternal Revenue Service taxes appreciation in property - iven befor¢
that date.to the political party or committee receiving thé property.
However, this ruling is not to apply before August: 2, 1973. The-Sen-
ate: provision. was added by the Finance Cammittee and is identical
to sec: 273 of H.R. 17488.) ' : T

Sec. 15.:Gift. Tax Not To Apply.to: Contributions- to- Politieal
vt . oo Organizations, (p. 3) - - e

. @ift-taxes are not to apply to contributions to political partidsor
committees,. (The Senate provision was added by the’ Finance Coni:
mittee.and isadentical to sec. 274 of HLR. 17488.) : » +.»  ~uiffen

Set 16, Bxemption of Interest on Certain Governmental Obliga-
.;l-«;,"l_,,z.,‘;-tlf\t.‘ions‘(p. 37) ] b ',, . . ‘ ' \ 'A".h‘; :3’:‘!

"The .S‘er'ieit.’,e' provision exempts from Federal taxzation t}ge interest,on.
obligations issued by the American Falls Reservoir District te finance

and “construét ‘a_dam and related. facilities to replace, the -existing
American Falls Dam of the Minidoka. ¥r‘oiec.t,~ 1daho-Wyoming;, pur-.
si‘-?'ht to a contract with'the Secretary, of Interior. under authority. eon-~
tained irt tHe Act of December 28, 1973

i
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