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1. H.R. 12S2-TAX-FREE \VITHDRAWAL OF \rIXE FRO:\I 
BONDED \VIKE CELLARS 

A. SUMMARY OF THE BILL 

Present lau;.-Present law imposes n. varied schedule of C'xcisC' t nx 
rn.t~s on t.he withdrawal of wine from a ~undC'd '.\-ine ('ellnr irrespc(,ti\"C' 
of Its ultlIllate use (except for productIOn of nnegnr nnd Cor (,C'I'tnin 
other limited purposes), 

Changes made by the hill,-The bill permits the tax-free withdmwnl 
of wine (containing not more than 21 percen t of alcohol by volume) 
from a bonded wine cellar for use in non beyerage products such ns 
food fla"voring. The bill provides that wines so withdrawn' mns! he 
reI)dered unfit for beverage use before their withdrawal and may he 
treated for their intended use prior to the withdrawal. 

The bill would be effective upon enactment. 
Revenue effect.-The bill would have no significant revenue effect. 

B. REASONS GIVEN BY THE HOUSE FOR THE BILL 

(1) Present law permits a drawback (similar to a refund) of all but 
$1 of the tax per gallon in the case of distilled spirits where they nre 
rendered unfit for beverage use, s.nd the House believed that. the wille 
in question should receive similar tax treatment. 

(2) The bill "rill alleviate economic problems in some cases by 
helping to dispose of fruit surpluses. 

C. PRIOR CONGRESSIONAL ACTION 

This bill was passed by the House on nlarch 14, 1967, and is identical 
to R.R. 6413 (89th Cong.,), which was passed by the House on 
October 7, 1966. 

D. TREASURY DEPART~IENT POSITIO~ 

The Treasury has indicated that it hns no objection to the clllld­
men t of the bill but suggested a technicul nmcndmen t referrC'd tll 
below. 

E. PROPOSED A~IEND:\lE);TS 

In order to provide adequate time for the prepnrntion Ilud plIbliell­
tion of regulations, the Treasury has proposed thnt the etrerti\'c dllte 
of the bill be set at the first day of the first month which bC'gill~ Ilt 
least 90 days after enactment. 
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2. H.R. 132G- EXEIVIPTTON FROl\1 EXCISE TAX OF CERTAIN 
SHELLS AND CARTRIDGES 

A. SUl\IMARY OF THE BILL 

IJreseni laU'.-Pl'esent law imposes an 11 percent mal!ufacturers 
ex('i~e tux OIl "shells and cartridges .. " This ph~'a~e has been mte~preted 
n~ illellldino' shells and other devIces eontammg delayed-actlOn ex-
plosi\-cs chi~ny used for. frig~tenin~ or herding ?irds. . 

Changes made by the blll.- fhe bill woyld exempt shells or c.artrIdges 
from t.his tax if they ha\'e delayed actlOu fuses and ,are desIgned Lor 
use ill frio'htening or herding birds without injuring ther:t1. 

Revenu~ effect.-It is believed the revenue loss resultmg from this 
bill would be negligible. " i 

B,. REASONS GIVEN BY THE HOUSE FOR THE,'BILL 

In 1961 the Revenue Service ; ruled that "ihe type of shells and 
rart.rido·es ~o\'ered by the bill were subject to the tux:; however, since 
these sbhells contain a fire-cracker rather than st~el pellets in: t.heir 
pl'ojerti\-e tubes they cannot b,e used for ~unting. Th~ HOl!se believe.d 
that this tvpe of shell was not what, Congres~ had m, m,nd when It 
pl'Oyided for the present tax. , .",' .' 

. C. PRIOR CONGRESSIONAL ACTION 

This bill was passed by tpe House on IVlarch 14, 1967. ' Except for 
one minor clarifying change, it is identical to H.R. 9280 C&9th Cong.), 
which was passed by the House on October 21, 1966. ' ' 

D. TREASURY DEPARTMENT POSITION 

The Treasury Department has indicated that it does not oppose 
the enactment of this bill. ' 

E. PROPOSED AMENDMENTS 
I. 

No amendments are known to have been proposed to this bill. 

3. H.R. 2767-ASSESSM,EN"rSBY CONSERVATION OR DRAIN­
AGE DISTRICTS FOR DEPRECIABLE PROPERTY 

A. SUMMARY OF THE BILL 

Present law.-Under present law, a farmer can deduct assessments 
le,-ied by a soil or water conservation or drainage district to the extent 
the assessment covers expenditures by the di:::;trict which the taxpayer 
could have deducted if he had incurred them himself. If part of the 
a~ses~ment covers t~e cost of acquiring depreciable property by the 
chstnct, that. part IS not deductIble smce a farmer himself cannot 
deduct. t~e co:::;t of acquiring depreciable property-except through 
depl'eCIatlOll allowances. 

Changes mad.e by the bill:-The bill provides that if a farmer pays an 
as:::;essment leVIed by a soil or water conservation or drainaO"e district 
which is attributable to t.he acquisition by the district of depreciabl~ 
property, the amount paId can be deducted for income tax purposes 
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on an amortized basis over a 10-year period. 'fhe amendmell t ,,-ill 
apply to assessments levied after the date of the enactment of t.he bill. 

Revenue effect.-In its report on the bill, the 'freasury estimated 
that the bill would produce a revenue loss of less than $5 million per 
year. It is believed, however, that this may understate the revenue 
loss. 

B. REASONS GIVEN BY THE HOUSE FOR THE BILL 

'fhe House noted that since farmers cannot take depreciation 
deductions on depreciable assets owned by a soil or water conservation 
or drainage district-even though the depreciable property is paid for 
by the farmers through assessments-the result under existing law is 
that a fanner in a conservation district is treated less favorably from 
a tax staridpoint than a farmer who undertakes soil and "\,-ater COll­

senration activities for himself. The bill, by allowing the farmer to 
deduct the amount paid-on an amortized basis o,rer a 10-year 
period-for assessments attributable to depreciable property, provides 
a deduction roughly comparable to what a farmer is allm"\red throll~h 
depreciation allowances when he buys machinery or other deprecin hIe 
property used for soil or water conservation pm·poses. 

C. PRIOR CONGRESSIONAL ACTION 

An identical bill-H.R. 7030, 89th Congress-was passed by the 
House on October 21, 1966, and referred to the Senate Finance 
Committee on that date. Since Congress adjourned 1 day later, no 
action was taken on the bill by the Senate Finance Committee. The 
bill is similar to an amendment to H.R. 7502 (89th Congress) that 
was proposed by Senator Dirksen and adopted by the Finance Com­
mittee. H.R. 7502 was reported by the Committee on October 21, 
1966. This amendment is explained below. 

D. TREASURY DEPARTMENT POSITION 

The Treasury Department does not object to the enactment of 
H.R.2767. 

E. PROPOSED AMENDMENTS 

In its report on the bill the Treasury Departnlent suggested that 
it would not oppose amendment of the bill to provide that the 10-year 
amortization period should not apply where the district has borrowed 
money to acquire the depreciable property and the assessments to 
retire the loan are made in 10 or more installments. This still would 
not provide for cases where assessments are paid in installments but 
over a period of less than 10 years. 

The amendment to H.R. 7502 (89th Congress), referred to abmre, 
provided a deduction for contributions to soil or water conservation 
or drainage districts in the situations covered by the bill. In addition, 
the amendment provided deductions for the portion of an assessment 
used by the district to acquire land or easements over land, or to 
relocate roads or power lines. Further, it would not ha"\re required 
the spreading of the deduction over 10 years. It also cont.ained a 
significantly different effective date. Under the bill (H.R. 2767) the 
deduction would be allowed with respect to assessments levied aft er 
the date of its enactment. The amendment to H.R. 7502 ,,-ould hn"\re 
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been effective with respect to amounts paid or incurred after 1963 
and with respect to amounts that ,,·ould have been paid after 1963 if 
the taxpayer had chosen to pay his assessment in installments and if 
the assessment was paid in full after 1960 and before 1964. 

4. H.R. 4765-INCOl\IE TAX TREATMENT OF CERTAIN 
DISTRIBUTIONS UNDER BANIC HOLDING COl\1PANY 
ACT OF 1956 AS A~1ENDED IN 1966 

A. SUl\!1\,IARY OF THE BILL 

Present law.-In 1956, Congress passed legislation placing corpora­
tions controlling two or more banks-bank holding companies­
under the control of the Federal Reserve Board. These corporations, 
with limited exceptions, were prohibited from owning stock in any 
businesses other than banks, so that these corporations were required 
to dispose of either their banking or their non banking interests by 
distributing these interests to their shareholders. Without special 
relief these distributions would have been dividends-,treated as 
ordinaryincome-to the individual shareholders. Since, hmyever, the 
dist.ributions were required by law, Congress made these distributions 
tax free with respect to property owned before l\1ay 15, 1955. 

Under the 1956 act a special exception was made for a corporation 
registered under the Investment Company Act of 1940, or affiliated 
with such a corporation. Under this exception, Financial General 
Corp. (affiliated with Equity Corp.) was not considered a bank hold­
ing company even though it indirectly controlled several banks and 
m\·ned stock in other businesses. 

In 1966, Congress repealed this exception so that the Financial 
General Corp. then became a bank holding eompany-Public Law 
89-485, B.R. 7371. Accordingly, under present law this corporation 
,,·ill now be required to dispose of either its banking or its nonbanking 
interests. 

Changes made by the bill.-This bill provides that in such a case the 
corporation may n1ake a distribution of either its banking or nonbank­
ing iuterests without the shareholders having to pay tax upon the 
stoek or other property received so long as all distributions in kind are 
made on a pro rata basis to all shareholders. This is substantially 
the same tax treatment as that provided for the corporations which 
became bank holding companies in 1956. 

B. REASONS GIVEN BY THE HOUSE FOR THE BILL 

The tax relief granted in 1956 applied only to interests originally 
acquired before l\IIay 15, 1955. Ho,,·ever, most of the interests which 
Financial General Corp. will be obliged to distribute were acquired 
after that date. Accordingly, the House believed it appropriate to 
grant relief to a corporation req uired to divest itself of banking or 
nonbanking interests because of the new 1966 la,';, similar to the 
relief granted to other corporations in 1956. For this reason the bill 
provides that any corporation affected by the ne,,· amendment may 
distribute either banking or nonbanking interests held before April 12, 
1965, ,dthout any tax to the shareholders. However, to avoid the 
possibility of tax manipulation, this treatment is made available only 
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if all the distributions lll:ld~ in kind - that i~, otli('I' thall ill IIlClII(:V-

Hre mncle Oll n pro rutn. oaSlS to nIl s itnrellOlders. . 

C, PRIOR COXCmE::iSIOXAL A CTIO:\' 

This bill was passed by the HOllse on :\IlIrch 14, Inn7. Thi .. bill i ... 
the sn,me as H.R, 11257 which pns~ecl t he HOII~e (III O(,tober 7, 1 U(jti 
and was favorably reported b;\' the Sellnte Finlll H'e Committc(.' III; 
October 13, 19GG. The Finance Committee Il<lded to the hill 1111 HII)(,lId­

n~ell~ relating to a different mn.tt.er (which is des<Tiiled helow), Thi ... 
bIn IS also the same as S, 21 G Intl'od uced by Senat.or Dirk:-.etl 1111 

January 12, 19G7, 

D. TREASUHY DEPAnT~lExT POSl'l'IOX 

The Treasury does not object to the bill ill it s present form bllt 
indicated it also would not object to the bill if it were modified uloll!,! 
the lines of the first proposed amendment described below, -

E. PROPOSED A~IEXD:\IEXTS 

Three possible amendments to this bill nre cle:;eribeu helllw. The 
first of these would prmTicle the so-called Du Pon t ( '0, type 
treatment for a bank holding company mnking n. distriblltioll. Thi:-; 
is a matter which was considered when the similar \-eI':-,ion of thi ... 
bill reached the Senate floor last. year. This is al~o lL mlLtter t() whi"h 
the Treasury Department refers ns being a nonobjeC't.ionnble a\terlla­
ti,-e modification in the bill. The second amendment irl\·nh-e~ a life 
insura.nce company problem on wbich Senator :\forton has illtl'odll('ed 
a. proposed amendment to this bill. 'fhe third is concerlled with thC' 
amendment which the Finance Committee added to n sill1ilnr bill 
which it reported last year, This is eoncernerl wit h t he bad debt 
resenTe problems of mortgage guaranty insllrll.l1ce comp:lllie:->, 

DU PONT CO. TYPE TREATl\IENT 

It. has been snggested that, instell.d of prO\-iding' tax-free treat Il\CIlt. 

the sume relief be granted in this cnse as was ~ranted to the indi,-idllal 
shareholders of the Du Pont Co. in 19G2 by Public Ln.'" ~7 --40;~ whell 
that company was required to distribute st~)('k becn.use of 1\ 11 :UI t it I'II:--t 
sllit. Under that approach distribntiol1s :tI'C no t t.n.x free, hut ill~tC':\(1 
are treated like distributions made b~~ a ('orpol'Htion ,,-hich 1111:' no 
earnings and profits, UncleI' this treatment ea.ch di~tl'ibllt iOIl to :t II 

indi\'idtw.l shareholder is tnxed at the time of the di~tribtlt,i(lll (lnly 
to the extent its fnir market ntltle exceed~ ",hn t thC' ~h:lI'C'h(lld('1' 
paid for the stock. The tax ill this (,118e is at the cnpitnl g'nill~ t:".: rat('. 
Thus, under this approach if 11 sh:ll'e of stock worth 870 i~ di:'trihllt('~1 
to a shareholder no O'ain will he recoo'nized to slIch :';)IIIl'C'hllldt'r If 
the stotk cost him nl<~l'e than $70. On the ot her h:tnd, if ~7() (':vl'ed:-. 
the shareholder's basis for the X ~1ock, f,!:lin \\~ill 1)(' l'e('og'llizrd ttl the 
extent of the excess \-:tllle recei\-ed. 

The "Dn Pont" n.ppro:Jch in most ('f\ses will re:-'lIlt ill 1111 tux to 
persons who recently plll'('hased sh)('k of Fi lin n('inl, G(\Ill'l'n.l, :-,illc(' t h(\,\" 
are likely to hn.\' e purchased the sto('k at lIppr()xllllah~ly It:-' prr:-.(,lIt 
price, but would res\1lt ill tax to ~lllIr('h()lders who Itan~ II lo\\' ("(I:-t 
basis and who hn.\"e held the stock n long tillie, 
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LIFE INSURANCE COl\IPANY PHASE III TAX 

This is Amendment No. 224 introduced by Senator l\10rton on 
July 11, 1967. 

Present Zaw.-If a life insurance company makes a distribution of 
stock of it 100-percent-owned subsidiary to its shareholders and this 
distribution is tax free under section 355 (spin-off), the distribution 
may nevertheless result in tax to the distributing corporation because 
it may be treated as a distribution out of the "policyholders surplus 
flccolmt/' the so-called "phase III" tax. This rule is necessary to 
prevent a life insnrance company from distributing property without 
closing out the appropriate portion of the "policyholders surplus 
account." 

Summary oj amendment.-This amendment wonld permit a sub­
sidiflry company 'which is a life insurance company to distribute the 
stock of fJ.nother corporation, which also is a life insurance company, 
to its parent holding company without the payment of any phase 
III tax. The amendment provides that the first tier life insurance 
compitny must have owned more than 80 percent of the second tier 
life insurance company since December 31, 1957, and not have made 
any contribution to it since that date (or if it did make any contribu­
tion, the phase III tax is to apply to the extent of the fair market 
value of the contribution). 

MORTGAGE GUARANTY INSURANCE 

Last year when the Finance Committee reported out the b3nk 
holding company bill it attached to it an amendment dealing with 
mortgage guaranty insuritnce. Senator Carlson has introduced this 
provision as S. 1461. 

Present Zau~.-Under present law a corporation gua.ranteeing 
mortgages generally is not permitted to deduct any reserv"e for future 
losses. In 1960 however, the Internal Revenue Service issued a ruling 
to a company writing mortgage guarantee insurance stating that its 
contingency reserve required by the State commission was a reserve 
for unearned premiums under section 832 (b) (4). A similar ruling was 
subsequently issued to another company. Since that time requests 
for similar rulings from other companies have been submitted to the 
Internal Revenue Service but the Service has not ruled on the requests. 

Summary oj amendment.-Companies which provide mortgage 
insurance are subject to State regulations and are required to place 
one-half of the premiums in contingency reserves for 15 years to 
provide for unusual losses. The bill amends the Internal Revenue 
Code of 1954 to provide a special deduction for an addition to an 
extraordinary loss reserve for 10 years for amounts which such 
companies are required by law to add to a reserve. However, the 
amount deducted must be invested in special non-interest-bearing 
U.S. bonds. These bonds will be paid at the end of the 10 years 
and the amcunt received will then be included in taxable income. 
The bonds may be redeemed before the end of the 10 years in the 
case of the occurrence of an extraordinary loss. The deduction is 
limited to 50 percent of the premiums and to 100 percent of the net 
income before the deduction. 

Prior action.-This bill was reported out by the Senate Finance 
Committee as an amendment to H.R. 11257 ill Oct.ober 1966. 
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5. H.R. 4890-vVORKIKG CAPITAL FCXD FOJ{ 
DEPARTI\lENT OF THE TREASUH Y 

A. SU:\I:\IARY OF THE BILL 

.Present law.-~rhe Depnrtl~1en~1 of ~he TreaslIry pcrfol'lIh. 1111 1\ 

r~lmbursnble basIs-throllgh "Its snlnncs It.lld CXI)('I1:--('~" IIpprllprill­
tIOns for the Office of the Se{,l'etnry-YnrJOlIs (·clltrallz('d .... (·n i,·(' ... 
which ~en~fit n number of Treasury blll'ellllS finall ("rd I,y H'pal'lIl:' 
nppropl'ln tIollS. , 

Changes made by the bill.'- The hill estnblishes n "'orkin" (·apitnl 
fnnd of not more than $1 million (nvailnble withollt fi:'(,HI ve,7r lillliln­
tions) which would consolidate the vnrious celltndiz(.d SPl'yi,'p" 
described above. The fllnd would be a re\'oh·illg ftllld l'IIlI'IIl\'pd 10 
finance administrn,tive sen' ice operations sen·icing JIlOI'£' t ltl~1I IIIlC 

appropriation or activity. It \\'oltld finnn ce the ~'el\tl"ld hllYill~ of 
mn,terials, supplies, labor, and other sen'iccs (initi:llh' ill'chl~lill~ 
printing, duplicating, and procurement); the hold ing" all~J i:-.:-.lliJl~ ,;r 
materials and supplies; and the processing' of rna terinl:-; ill to 01 hpr 
forms for llse. Supplies, materials , und ~en'ice~ would 11(' ~old oil 
order to cnstomer activities on the bn,sis of nctllnl Cost. . .:\ccIIlIlulntl'd 
reserves of the fund would cover the cost of repniri llg or rcpln('ill;,! 
equipment as well as the stocking of supplies. ~ 

B. REASONS GIVEN BY THE RoeSE FOH THE BILL 

The Honse stated that the establishment of the \,"ol'killg" ('n pit al 
fund would allow the consolidation of the Iwti \' itie~ de:-;crihed ahoyp. 
place them on a more systemn,tie and bll~ille~:-;like bn:-;i:-;, and Il:-:,i:-;t 
the Departnlent of the Treasury in pre:-;enting It more 1l('('lIrntr 
cost-based budget. This working cl1pital flInd method (If finlll)("ill~ 
centralized senTices is similar to that llsed hy :t 1111111 her of ot h(~r 
Government n,gencies (including Agricul turc, COllllllcrce. II E\r, 
Interior, Labor, and State). 

C. PRIOR CONGRESSIONAL A CTIOX 

The bill was passed by the House on ~I:trch 14 , HWi. The bill j ... 
identical to H.R. 11158, which was introduced in the Sgt h ('ongTc",:-; 
by ~Jr. }.fills and passed by the H ollse on October 21, 1 g(lG. 

D. THEASURY D EPART.:U EXT PO~ITIOX 

The Treasury Depal'tmen t fll\Tors enact men t of thi~ bill. 

E. PROPOSED A:\IEXD~IEXTS 

No amendments nre knowll to bnye been proposed til thi:- bill. 

6. H.R. 6056-DEPENDEN'CY EXE~rp'l'IOX FOR ('fIILDHE:\ 
OF DIVOHCED P .ARE:\TS 

A. SU:\DJAHY OF TIlE RILL 

Present la'W.-Undel' pl'esent l:lW , the SllOO drprlld('I1(','" {'X{'llIptioll 
with respect to children of divorccd plll'rnts is d cteJ"lllillPd 1II1d('1' tIlt' 
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rules applieable to dependency exemptions generally. Under these 
rules, a dependency exemption may be claimed by the taxpayer 'who I 

provides more than half of the support of a child for a year. I 
Changes made by the bill.-The bill establishes special provisions 

applicable to the dependency exemption in the case of children of I 

divorced or separated parents. The bill provides as the general rule ' 
that the parent having custody of the child for the greater portion of ' 
the year is entitled to the dependency exemption. Two exceptions to 
this general rule provide that the parent not having custody is 
entitled to the exelnption-

(1) If he provides at least $600 of support for the child and I 

the decree of divorce or separate maintenance or a written 
agreement bet,Yeen toe parents grants the exemption to hinl, or 

(2) If he provides $1,200 or more of child support (regardless 
of the number of children) and the parent having custody does 
not establish that he provided a greater amount of support. 

If the parent ,vithout custody claims that the second exception above 
applies, each parent is entitled to receive an itemized statement of 
the support upon vvhich the other parent's claim is based. 

The bill applies with respect to taxable years beginning after 1966. 
Revenue effect.-The bill "Tould have no signifieant revenue effect. 

B. REASONS GIVEN BY THE HOUSE FOR THE BILL 

(1) The dependency exemption rules oj present law have proven to be 
runsatisfactory jrom the standpoint of the parents in many cases where 
the parents are divorced or separated.-The House report states that ' 
the parents in these situations are often antagonistic toward each 
other, and, as a result, are not prone to eooperate in determining 
which has furnished the nlajority of ehild support. The problenl is 
compounded by the faet that the Internal Revenue Service is not 
permitted to inform one parent concerning the support the other is 
claiming because of the prohibition against disclosure of tax informa­
tion contained in present law. The result has been that the attempts of 
many parents to establish their right to an exemption have been 
frustrated because of their inability to produce evidence as to the 
snpport furnished by their former spouses. 

(2) The determination oj which parent is entitled to the exemption 
~lnder the rilles of present law imposes a very seri01ts administrative 
burden on thf Internal Revenue Service.-The House indicates that the 
number of disputes involving this issne is so great that it has tended 
to clog the administrative maehinery involved in bringing them to 
conclusion. In fact, a disproportionate number of these cases are taken 
t o the Tax Conrt. In the nl0st recent veal' for which estimates are 
available, approxiInately 5 percent of all income tax cases handled 
at the informal conference level of the administrative process invohT ec1 
this issue as the principal issue. 

(3) The costs to the taxpayers and to the Government of resolving this 
?·ssue are inordinate compared with the amOILnt of taxes involved.­
The House report indicates that although significant to the taxpayers, 
the amount of tax involved in these cases does not justify the expenses, 
snch as attorneys' fees, etc., incurred by them in pursuing their claims. 
Similarly, the costs ineurrec1 by the Governnlent, sueh as the personnel 
costs involved, are disproportionately large. 
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C. PRIOR COXGRESSlO:\"AL ACTIO:\" 

. The bill \''"as p:1.sse~ by the HOl1:-:e Oil ~r:lJ'('11 1-1, HHi7 .• \11 idpllti"/l1 
lull (except for effectl\~e date), H.H. 14:)G~, wus pa~sed by tile 11.,11"'" 
on October 7,1966, und wns f;l\'OI'nbly reported by this ('IIlIIlIlittt'(' tin 
October IS, 1966. H.R. 14:~6 ~~ "'lIS l1e\'c1' ('onsidcl'(>d on thC' flo"r of tltl' 
Senate. 

D. THEASCRY DEPAHT:\IE:\"T PO:-;ITIOS 

The Treaslll'Y Department supports the el1uctment (If thi...:. hill. In 
addition. indi"iduill comments of those ll1C'mber:-\ of the ('oll1lllit tee 
Oil Domestic Relations Tax Problems of t he Section of Taxat iOl\ "f 
the American Bar Association who fllrnished ('omnH'nts \\'C'rc fn \'orll hlp, 
Furthermore, the Tnx Court in the recent ('nsc of Jtllbrrt I. /Jrr 1/'/1 

48 T.C. -, K o. 5 (Apr. 16, 19G 7), noted npprovillgly the PCIlc!C'lll'\' of 
t hi~ bill before Congress. . 

E. PROPOSED A~IEXD:\IEXT:::; 

Senator Boggs has introduced nn amendment (.Alllendlllcllt ~o. 
197) to the bill \\"hich he intends to propo~e. Thi~ nmendmellt pl'o\·idC' .... 
thnt in rases inYoh'ing the dependency exemption fol' the child "f 
diyorced or separated parent::; for yeal'S prior to 1967 (YCIlI'S prior to 
the effective date of the bill) , each paren t wOllld be entitled to rC"C'i,'c 
a statement of the support expellditllre~ claimed by the ot hel'. III 
addition , there is a minor technical problem in both the bill llnd in 
this proposed amendment to the bill. 

7. H.R. 605S-TREAT~IEXT OF STATE AKD LOCAL 'L\XE~ 
FOR PURPOSES OF CO~IPUTIKG THE FEDERJ\L EXCI~E 
TAX ON CIGARS 

A. S1,;~nIARY OF THE BILL 

Present law.-The manufactnrers excise tax OIl ('ignrs i..; illlpO:-cd 
on the basis of ft bracket SYstem under which t hc I'n tc of tnx depC'lld .... 
on the intended retail price of the rignr ill the geogl'll phic HI'C'1l ,,·hi(·11 
constitutes the cigar's principal mnrket. Exi:-it iug hl\\' fUl't hel' pl'l,,·idC' .... 
that any State or local tnx can be excluded when detel'lllillill~ tile 
()rdinal'\~ retail price in the principitl mnl'ket. ~ 

Changes made by th e bill.- The bill pl'C)\'ides tbn t the llllWUll t whi('h 
('lm be excluded from t he retail price by \'el1~on of t.lle impo:o;it it"l of .n 
State 01' local tax is to he 1011nded to t he next Illghc..;t filII ('C'nt If 
the tax is not an e"en 1llunber of ('ents. This gencrul rulc is til 1)(' di ... -
reo'al'ded ho\\-e,-er if rou ndino' ,nmld l'c:o;ul t ill reducill!,! t hc FC'c\eral 
ex7ise tn~ below tl;e amoun t \~hic h ,,-auld be impo~cd iil the 1l1l:-C'llc'l' 
of t he State or local tax. 

These pro,-isions nre to become effective with \'(~";Jlect t(l ('i!:!"~l1''''' 
ren1O,-ed on or nfter the first day of the fi)'~t Clllcn(lul' qUllrtrl' ,,·llle'h 
beO'ins more thnn :30 dun; Ilftcl' the d:lte tl1(' hill i~ ellHeted. 

1?fl'('nl1e effect.-The bill "'ill hll \'e n negligible ('freet oil ren~IlIlt' ..... 

B. REASOXS Gn'F,S BY TilE HOt;":-;E Fon TilE BILl. 

Since cigars competing in th(' sallie prier 1'(!n!/(' m~!I 1/(11:1' d~!!frl lit 
pn'ncipal markets, the present s!lstem ca 1/ r(sult III thr du.:/' II 1'tl')/I '!f C01Jl-
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petiti.ve relationships.-The House report points out that a State or 
local tax on cigar::::; rarely amounts to an even number of cents per 
cigar, but retailers commonly rOllnd the retail price, including tax, 
to the next highest cent. The disruption of competitive relation­
ships occurs wiien the imposition of a State or local tax increases 
the Federal excise tax on a cigar that happens to have its principal 
market in the area and leaves unchanged the Federal tax on competing 
cigars marketed principally in other areas. 

The following example illustrates how this can occur under present 
law: 

A cigar which normally retails for 6 cents in its principal market is 
taxed at the rate of $4 per thousand. If a State tax of one-half cent a 
cigar is imposed, retailers will sell each such cigar for 7 cents. Since 
the price of the cigar less tax is 6 Y2 cents, the Internal Revenue Serv­
ice under existing law mllst still, even without taking the tax into 
account, assess a tax at the rate of $7 per thousH,nd (the rate of tax 
on cigars retailing for more than 6 cents, but not over 8 cents). Thus 
omitting the State sales tax, by itself, does not necessarily resnlt in 
the tax being as low as it would be if the tux were determined on the 
basis of a principal market in another State where either no State 
sales tax were illlposed or the "rounding" problenl with respect to 
the tax did not exist. 

C. PRIOR CONGRESSIONAL ACTION 

R.R. 6058 was passed by the Honse on ~,Iarch 14, 1967. The bill 
is similar to H.R. 8244, which was introduced in the 89th Congress 
by rdr. Herlong and passed by the Honse on October 21, 1966. 

D. TREASURY POSITION 

The Treasury Departlnent has indicated that it believes the bill 
would provide greater equality between competing producers with 
only a negligible revenue loss. It therefore has no objection to the 
enactment of the bill. 

E. PROPOSED AMENDMENTS 

No amendments are known to have been proposed to this bill. 

8. H.R. 6097-INCOl\1:E TAX TREATMENT OF CASUALTY 
LOSSES ATTRIBUTABLE TO l\1:AJOR DISASTERS 

A. SUMMARY OF THE BILL 

Present law.-Uninsured business losses (or those from property 
held for the production of income) arising from fire or other casualty 
are treated as ordinary losses without regard to any section 1231 gains 
or capital gains the taxpayer may have. In contrast, casualty losses on 
(even partially) insured property (or property not held for the pro­
duction of income; i.e., personal assets) are treated as section 1231 
losses. These latter losses are deductible against ordinary income only 
to the extent they exceed all section 1231 gains. Thus, to the extent 
the losses and gains are matched up, the losses are treated as capital 
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items ofl'setting gains which ()then\-i~e wOllld be tllxed Ilt Ilo Illor!' Ihall 
a 25 pereent rate. 

Changes made by the biLl.-The bill pl'()\'ides fOI' ol'dilllll'\' loss t r('llt­
ment in the case of. losses attriblltahle to fire or othcr ('ns~III\It '" c1c:-i;.:­
nated by the PresIdent (1IIld~r th~ act of September :W, l'n:;O, 42 
U.S.C. 1855-1855(g)) as a maJor dIsaster where the illsllrcd Im.,iIH.' ........ 
losses (and th<?se frol11 personal nss~ts held for o\'el' G months) l'C'..;ultill;': 
from such a dIsaster e:-:c~ed the galllS. I.n tills respect, the hill sIIpple­
ments the rule of eXIstm a law, descrIbed abo\'e, which trcnt:-- UII­

insured business casualty fosses (or those held for the prodlll'tioll of 
income) as ordinary losses. 
This amendment is effectiYe for tnxnble ycurs endillg nft('l' :\0-
\'ember 30, 1964. 

The bill also makes it denr (by n technical Hll1elldmellt) thul 
unin~ured losses a!i~i!lg from destrncti.on (in whole or in part), I heft, 
or SeIzure, or reqUIsItIOn or condemna.tIOn of property (used in II trnde 
or business or a capital asset held (or more than G l~lOnths) llre t () he 
offset against gains otherwise treated as capital gains (under sec. 12:{ I) 
except to the extent the losses are specifically excluded from the 
provision. This amendment is effective with respeet to los!'&:; slistnined 
the day after the date of enactment. 

Revenue effect.-The bill would inyolye a negligible re\'elllle loss. 

B. REASONS GIVEN BY THE HOUSE FOR THE BiLL 

During the 6-month period before the Honse \YIlYS and ~Ienn5 
Committee reported H.R. 7502 in the 89th Congress (,June 29,19(5), 
a large number of taxpayers in various parts of the COUll try suffered 
seYere casualty losses as a result of storms nnd floods which the 
President designated as major disasters. The HOllsc belie\-ed that, in 
the case of such major disasters, relief ,,-ns ,,-mTllnted from the exi:;ting 
treatnlent of casualty losses described abO\'e. 

C. PRIOR CONGRESSIONAL ACTIO~ 

The bill was passed by the HOllse on 1Iarch 14, 1967. 'fhe bill is 
identical to H.R. 7502 ,,-hich was introduced in the 89th C(lngre:-;~ by 
1\11'. Ullman and passed by the House on August 3, 1965. It WI1:::' 

reported by the Finance Committee to the Sennte with Hmelldlllellt~ 
on October 21, 1966. Four amendments were added. These nre li:;ted 
below in the second paragraph under "proposed nmendments". 

D. TREASURY DEPART~IENT POSITIO~ 

The Treasury Department strongly opposes enactmellt of the hill 
for the following reasons: 

1. The bill would retroactively undermine the cOllcept of the netting 
of O'u.ins and losses whieh is fundamental to sectioll 12:~ 1 luul would 
gra~t to those taxpayers in the specificd situll tion ('o\'cl'ed by t he hill 
a uniq ue tux preference for which no j Ilstificntion II ppelll'~. ~c('t i(lll 12:n 
of the Code presently pro\'ides exceedingly I\dnllltnge()l1~ tllX t!'('ut­
ment for allins and losses from snles or exehllllg'es of lI10st hllslllr:--s 
assets ancl yolnntary COIl\'cl'sions of such Hsse'ts und most Cllpitlll 
nssets. Under prescnt In w, if gains of t his typo cXCL:cd t h~ l(l:--..;r~ (If 
this type, the net gain is treated ns a 10llg term cnpltlll galll ~l\bJed 
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to tax only at the favorable capital gains rates. On the other hand, if 
the losses exeeed the gains, the net loss is treated as an ordinary loss, 
fully deductible from ordinary income from all sourees. With OIle 
limited exception (where the Treasury now proposes a change), 
Congress has not in the past seen fit to deviate from this netting 
req uirenlent. 

2. If the bill is enacted, the erosion of section 1231 can be expected 
to proceed-probably at an accelerated pace-unless CongTess acts 
to halt it by reaffirnling the basic structure of the section. Only one 
departure fr0111 the basic premise underlying section 1231-i.e., that 
1231 gains and losses be netted-exists in present law. If Congress 
adopts this bill an additional group of losses will be withdrawn from 
the operation of that section, while the seetion's capital gains treat­
ment will continue unchanged. As a consequence, enactment of the 
bill would so limit the casualty provisions of section 1231 that only 
partially insured casualty losses not attributable to major disasters 
will remain subject to that section. 

3. Progress is being made in providing direct programs to deal 
with losses resulting from major disasters. An efficient system of 
Federal aid for disaster loss situations must be predicated on such 
direct Federal programs. 

E. PROPOSED AMENDMENTS 

If the committee should approve the bill, the Treasury urges that 
its retroactive aspect (which would make it ap_plicable to losses that 
occurred in any taxable year ending after November 30, 1964) be 
deleted. The Treasury also recommends that, regardless of the action 
the coml11ittee takes on the bill, the 1958 amendment made to section 
1231 (allowing the deduction of uninsured losses as ordinary losses 
without regard to the netting requirements of ' section 1231) be re­
pealed. The effect of the repeal would be to heat these uninsured 
losses in the same manner as other section 1231 losses, or as losses 
covered by the bill when attributable to presidentially designated 
lnajor disasters. 

'l'he amendments, which were added to the earlier version of this 
bill when considered by the Finance Committee in the 89th Congress 
are as follows: . 

1. Removed the limit on deductions by individuals for nonbusiness 
casualty losses (to only those above $100 per casualty). 

2. Allowed certain universities whose assets and investments are 
clearly sufficient to meet obligations to their employees to treat 
prescribed unfunded plans, in place of annuity contracts, for tax 
purposes in the same lnanner as qualified pension plans. 

3. Allowed as deductions certain assessments against farm members 
of the assessment district. This amendlnent is discussed in more 
detail under the discussion of H.R. 2767 (No.3, above). 

4. Provided qualified status for Local 738, IBT-N ational Tea 
Company Employee's Retirement Fund for the period l\1ay 12, 1958 
(when the fund was established) to l\1ay 12, 1959 (when the fund was 
held to qualify). Congress provided relief of this nature in particular 
cases in the past, and, in 1964, provided general relief allowing multi­
employer retirement funds to qualify in the intervening period 
between their inception and the time they actually qualified. Local 
738 is a single employer fund and is not covered by the 1964 legislation. 


