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ACTION 
THE WHITE HOUSE 

WASHINGTON Last Day: August 14 

August 9, 1975 

MEMORANDUM FOR THE PRESIDENT 

~FROM: JIM CANNO~ 
~ SUBJECT: H.R. 83 - Tax Treatment of Distributions 

to Klamath Indians and Tax Treatment of 
Tax-exempt Organizations 

Attached for your consideration is H.R. 83, sponsored by 
Representative Ullman, which would: 

Exclude from gross income gains from the condemnation 
of certain forest lands in trust for the Klamath Indians 

Amend the tax code regarding application of depreciation 
recapture provisions to liquidation of a wholly owned 
subsidiary into a tax-exempt organization and regarding 
the definition of "private foundation." 

A discussion of the provisions of the bill is provided in 
OMB's enrolled bill report at Tab A. 

OMB, Max Friedersdorf, Counsel's Office (Lazarus) and I 
recommend approval of the enrolled bill. 

RECOMMENDATION 

That you sign H.R. 83 at Tab B. 

Digitized from Box 29 of the White House Records Office Legislation Case Files at the Gerald R. Ford Presidential Library



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

AUG 8 1975 

MEMORANDUM FOR THE PRESIDENT 

Subject: Enrolled Bill H.R. 83 - Tax treatment of distributions 
to Klamath Indians and tax treatment of tax-exempt 
organizations 

Sponsor - Rep. Ullman (D) Oregon 

Last Day for Action 

August 14, 1975 - Thursday 

Purpose 

(a) To exclude from gross income gains from the condemnation 
of certain forest lands in trust for the Klamath Indians and 
(b) to amend the tax code regarding application of depreciation 
recapture provisions to liquidation of a wholly owned subsidiary 
into a tax-exempt organization and regarding the definition of 
"private foundation." 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Department of the Interior 

Discussion 

Section 1 

Approval 

Approval 
Approval (Section 1) 

In 1959, pursuant to a 1954 statute, Federal supervision over 
the Klamath Indian Tribe was terminated. Under the 1954 Act, 
members who withdrew from the tribe received a cash distribu
tion which was exempt from income taxation. The portion of 
the land retained by the tribe was placed in private trust for 
the remaining members, who in 1969 voted to terminate the trust. 
In 1973, legislation was enacted to provide for Federal acquisi
tion by condemnation of the remaining Klamath Indian forest 
lands; each remaining tribal member will receive condemnation 
proceeds substantially greater than the amount distributed to 
those who withdrew in 1959. Under current law, condemnation 
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proceeds received by the tribal members are taxable at capital 
gains rates on the difference between the 1959 cash distribu
tion amount of about $55,000 and the amount of the condemna
tion proceeds. 

Section 1 of this bill would exclude the entire amount of those 
proceeds from Federal taxation. The Treasury Department points 
out that this altered treatment "could be considered an undesir
able departure from principles of tax equity," because any 
earnings on the cash distribution made to those who withdrew 
from the tribe in 1959 are taxabl~ (assuming the individual had 
sufficient income) , and current tribal members will receive a 
larger tax-free amount. However, Treasury also notes that "the 
Indian tribes have a special relationship to the United States, 
and legislation providing for lump-sum settlements of Indian 
rights or claims has generally provided, as in the 1954 legisla
tion, that such payments shall be free of tax." The Interior 
Department, moreover, believes that the enrolled bill "will 
avoid the unfair result of having Klamaths who chose to 'cash out' 
their interest in tribal lands in 1959 receiving their funds tax 
free while remainder who are now 'cashing out' their interests 
will have their payments reduced by taxation." 

Section 2 

This section deals with the application of depreciation recap
ture rules to the liquidation of a wholly owned subsidiary into 
a tax-exempt organization. 

Under the tax code, as a general rule a non tax-exempt parent 
organization acquiring the depreciated assets of a subsidiary 
can assume those assets, as depreciated, but incurs a tax 
liability based on the difference between depreciated value and 
any proceeds realized in a subsequent disposition. If the parent 
were a tax-exempt organization, however, no tax liability would 
apply to subsequent dispositions and owners could, by depreciat
ing assets and then transferring them to tax-exempt parents, 
escape any tax liability on appreciated assets. To prevent such 
an avoidance of taxation where transfers are to tax-exempt parents, 
the tax code provides for recapture of depreciation by taxing as 
ordinary income a specified portion of the gain realized upon 
disposition of certain kinds of property. Section 2 would change 
this special treatment in cases of dispositions subsequent to 
December 31, 1969, in which the property is used by the transferee 
in an unrelated trade or business subject to tax under the unre
lated business income tax. In such cases, as Treasury points out 
in its views letter, there is no reason not to apply the general 
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rule. In effect, the change would provide the same depreciation 
recapture treatment where the transferee is a tax-exempt organi
zation using the property in a taxable business as is provided 
under current law where the transferee is a taxable corporation 
using the property in a taxable business. 

Section 2 was prompted by the case of the tax-exempt Colonial 
Williamsburg, Inc., which in 1970, in order to terminate its 
status as a private foundation under the tax code, liquidated 
a wholly-owned subsidiary and used the property in an unrelated 
taxable business. 

Section 3 

Colonial Williamsburg's purpose in liquidating its profitable 
subsidiary was to shift the income it realized from that opera
tion from the category of dividends to that of ordinary income. 
It did this to change its status under the tax code from pri
vate foundation to that of a publicly supported organization -
a charity -- and thereby avoid the provisions of the 1969 Tax 
Reform Act which subjected private foundations to special taxes 
and rules designed to prevent such abuses as self-dealing, fail
ure to distribute substantial amounts for charitable purposes, 
and retention of excess business holdings. The tax code provides, 
generally, that a charity which normally derives more than one
third of its income from dividends is a private foundation for 
tax code purposes. 

Section 3 would prevent such avoidance in the future by treating 
unrelated business income from businesses acquired after June 30, 
1975, in the same way as dividends for purposes of determining 
the organization's status as a private foundation for tax code 
purposes. 

* * * * * 
Finally, we note that the facsimile of the enrolled bill includes 
an apparently redundant phrase which reads "such organization 
acquiring such property." The phrase is contained in the sentence 
in Section 2(a) (2) in the part relating to amendment of Section 
1245(b) (7) (B) of the Internal Revenue Code. Although an apparent 
printer's error, the existence of this redundant phrase has no 
effect on the intent of the bill. 

Enclosures 

9 ........... m.d7 
~sistant Director for 
Legislative Reference 



United States Department of the Interior 

Dear Mr. Lynn: 

OFFICE OF THE SECRETARY 
WASHINGTON, D.C. 20240 

AUG 5 1975 

This responds to your request for our views on the enrolled bill 
H.R. 83, 11 To exclude from gross income gains from the condemnation 
of certain forest lands held in trust for the IG.amath Indian Tribe." 

With regard to section l of H.R. 83, we recommend Presidential 
approval. We defer in our views to the Department of the Treasury 
as to sections 2 and 3 of the enrolled bill. 

Section 1 of enrolled bill H.R. 83 provides that gain resulting from 
the condemnation of the IG.amath Indian Forest lands (pursuant to 
Public Law 93-102) presently held in trust for members of the IG.amath 
Indian Tribe shall be excluded from the gross income of the trust, 
and also that the distribution by the trust to each beneficia:r>y of 
a share of the condemnation proceeds shall be excluded from the 
gros~income of each beneficiary. 

In 1954 Congress passed legislation (P.L. 83-587, 68 Stat. 718) 
which provided for the termination of Federal supervision over the 
IG.amath Indian Tribe and for the disposition of federally owned 
property held for the administration of the tribe. Under this 
legislation each tribal member was given an opportunity to elect 
to withdraw from the tribe and have his interest in tribal property 
converted into money and paid to him, or to remain in the tribe and 
participate in a plan for the management of tribal property through 
a trustee, corporation or other legal entity. The Act specifically 
provided that cash payments to tribal members who elected to have 
their interest converted into money were not subject to Federal or 
State income tax. The Act fUrther provided that any income derived 
after the disposition of the property under the provisions of the 
Act would be treated for tax purposes in the same manner as in the 
case of non-Indians. For purposes of capital gains and losses in 
subsequent dispositions, the Act provided that the basis of the 
property was to be its value at the time the property was distributed • 

. · · .. ,. 

Save Energy and You Serve America! 



Actual termination of Federal superv1s1on and cash distributions to 
members who elected to withdraw from the tribe occurred in 1959. 
The portion of the Klamath Indian Forest retained by the tribe at 
that time was transferred to a private trust and held by a bank as 
trustee for those members who remained in the tribe. This transfer 
of forest land to the trustee was not taxable to the remaining tribal 
members. In 1969 the remaining tribal members voted to terminate the 
trust. In 1973 Congress passed legislation (Public Law 93-102, 87 
Stat. 349) which directed the Secretary of Agriculture to acquire 
by condemnation all of the remaining Klamath Indian Forest lands 
held by the trustee and to add the acquired lands to the Winema 
National Forest. The proceeds of the Federal acquisition are to 
be distributed to each tribal member having an interest in the 
trust. The Federal Government has already distributed the amount of 
its initial valuation of the land but the amount of the final dis
tribution will await court determination. 

As indicated above, when Federal supervision over the Klamath 
Indian Tribe was terminated, the tribal members who elected to have 
their interest converted into money were not subject to Federal or 
State income tax on the cash payments they received. However, in 
the case of those tribal members who placed their interest in the 
property in trust, they will be subject to tax on the proceeds 
distributed to them as a result of the condemnation of the property 
by the Federal Government. Since their property is a capital asset, 
they will be subject to a capital gains tax on their gain; that is, 
on the difference between the amount they receive from the Federal 
Government and their basis for the property, which is the fair 
market value of the property at the time it was put in trust for 
their benefit. 

In our judgment, the disposition of the remaining land owned by 
the trust should be treated in the same manner as the disposition 
of reservation land was treated in 1959 when Federal supervision 
over the Klamath Tribe was terminated. We believe that approval 
of H.R. 83 will avoid the unfair result of having Klamaths who 
chose to "cash out" their interest in tribal lands in 1959 receiv
ing their funds tax free while the remainder who are now "cashing 
out" their interests will have their payments reduced by taxation. 

Sections 2 and 3 of the enrolled bill amend the Internal Revenue 
Code of 1954. Section 2 concerns transfers of section 1245 property 
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or section 1250 property to tax-exempt organizations which uses 
such property in an unrelated trade or business. Section 3 
concerns the definition of private foundation. Accordingly, we 
defer in our views on these two sections to the Department of 
the Treasury. 

·---\\;1 Sincer~ ~ 
\ i ~~~~- -'· . \J \ 

Honorable James T. Lynn 
Director, Office of 

Management and Budget 
Washington, D. C. 20503 

Commissioner of Indian Affairs 

3 



THE GENERAL COUNSEL OF THE TREASURY 

WASHINGTON,D.C. 20220 

AUG 7 1975 
Dear Sir: 

This is in response to your request for the views of 
the Treasury Department on the enrolled bill, "AN ACT To 
exclude from gross income gains from condemnation of certain 
forest lands held in trust for the Klamath Indian Tribe." 

Section 1 concerns the tax treatment of amounts received 
by tribal members as a result of the acquisition by condemna
tion by the federal government of forest lands held for the 
Klamath Indian Tribe. In 1959, federal supervision of the 
Klamath Indian Tribe was terminated. Tribal members who 
elected to withdraw from the tribe received a cash distri
bution which was exempt from tax under the 1954 legislation 
providing for the termination of federal supervision. We 
have been told that the cash amount was approximately $55,000 
per person. The portion of the reservation land retained by 
the tribe at that time was transferred to a private trust 
and held by a bank as trustee for those members who remained 
in the tribe. In 1969, the remaining tribe members voted to 
terminate the trust, and Congress in 1973 provided legisla
tion for federal acquisition by condemnation of the remaining 
Klamath Indian forest lands. Each of the remaining tribal 
members will receive condemnation proceeds equal to two or 
three times the cash distribution that would have been re
ceived had the tribal member withdrawn from the tribe in 
1959. 

Under the present income tax provisions, each tribal 
member receiving condemnation proceeds would be taxable at 
capital gains rates on the difference between the 1959 cash 
distribution amount ($55,000) and the amount of the current 
condemnation proceeds. By an amendment outside the Internal 
Revenue Code, section 1 of the Bill would alter that rule 
solely for the Klamath Indian condemnation case and provide 
that the entire amount of the condemnation proceeds is ex
cludible from gross income for federal income tax purposes. 

If a tribal member withdrew in 1959 and received a cash 
distribution at that time, any earnings (including realized 
appreciation) on the amount received has been taxable under 
the ordinarily applicable rules (assuming the individual has 
sufficient income to be above the nontaxable level). Similarly, 
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any income earned by the trust from tribal reservation lands 
between 1959 and 1973 has been subject to tax. The enrolled 
bill would, in effect, put tribal members in a preferred posi
tion since they will receive a larger tax-free amount than 
those who withdrew in 1959. Thus, this provision of the 
enrolled bill could be considered an undesirable departure 
from principles of tax equity. 

However, the Indian tribes have a special relationship 
to the United States, and legislation providing for lump-sum 
settlements of Indian rights or claims has generally provided, 
as in the 1954 legislation, that such payments shall be free 
of tax. If one considers the holding of the tribal reserva
tion land in trust as equivalent to an extension of federal 
tutelage, it could be concluded that the practice respecting 
tax-free distributions to Indians should apply to the entire 
amount of the condemnation proceeds, and it is asserted that 
the Indian recipients have viewed the matter in that light. 
Moreover, the provision will have limited precedential sig
nificance. Given a Congressional determination that the 
provision is appropriate as a matter of federal policy re
garding the Indian tribes, the Treasury Department does not 
object to this provision. 

Section 2 of the Bill concerns the application of the 
depreciation recapture rules to the liquidation of a wholly
owned subsidiary into a tax-exempt organization. Under 
present law, sections 1245 and 1250 of the Internal Revenue 
Code provide for "recapture" of depreciation deductions upon 
the disposition of certain kinds of property. The recapture 
is effected by taxing as ordinary income a specified portion 
of the gain realized upon the disposition. These recapture 
provisions generally do not apply to certain tax-free trans
actions to which carryover basis rules apply. However, the 
recapture rules do apply where the successor organization is 
a tax-exempt organization. This prevents avoidance of tax 
upon a later disposition by the tax-exempt organization. 

Section 2 deals with a situation where a wholly-owned 
subsidiary was liquidated into Colonial Williamsburg, a 
tax-exempt organization, to be held in an unrelated trade 
or business subject to tax under the unrelated business 
income tax. In such a case, there is no reason not to 
apply the general rule under which the recapture provisions 
do not apply to liquidations. The unrelated trade or busi
ness is taxable in the same way as any other transferee 
corporation. Accordingly, the Treasury Department supports 
this provision of the Bill. 
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Section 3 of the Bill deals with the definition of a 
private foundation. Under the private foundation provisions 
enacted by the Tax Reform Act of 1969, private foundations 
are subject to special taxes and rules designed to prevent 
such abuses as self-dealing, failure to distribute substan
tial amounts annually for charitable purposes, and the re
tention of excess business holdings. Under the existing 
provisions, a charity will not be classified as a private 
foundation if it normally receives more than one-third of 
its support from described public sources and it normally 
receives not more than one-third of its support from gross 
investment income (generally interest, dividends, rents, 
and royalties). One of the effects of the liquidation of 
Colonial Williamsburg's subsidiary was the elimination of 
dividend income to the parent so as to make it easier for 
Colonial Williamsburg to meet the requirements for exclu
sion from the private foundation category as a publicly
supported organization. Section 3 of the Bill would pre
vent such an avoidance of the private foundation provisions 
in the future by treating unrelated business income from 
businesses acquired after June 30, 1975, in the same way 
as dividends for purposes of determining whether more than 
one-third of the organization's income normally comes from 
gross investment income. The Treasury Department supports 
this provision. 

In accordance with these comments, the Treasury Depart
ment recommends that the President sign the enrolled bill. 

Sincerely yours, 

Richard R. Albrecht 
General Counsel 

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

Legislative Reference 
Legislative Reference Division 
Washington, D. C. 20503 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

AUG 8 1975 

MEMQRANDUM FOR THE PRESIDENT 

Subject: Enrolled Bill H.R. 83 - Tax treatment of distributions 
to Klamath Indians and tax treatment of tax-exempt 
organizations 

Sponsor - Rep. Ullman (D) Oregon 

Last Day for Action 

August 14, 1975 - Thursday 

Purpose 

(a) To exclude from gross income gains from the condemnation 
of certain forest lands in trust for the Klamath Indians and 
(b) to amend the tax code regarding application of depreciation 
recapture provisions to liquidation of a wholly owned subsidiary 
into a tax-exempt organization and regarding the definition of 
"private foundation." 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 
Department of the Interior 

Discussion 

Section 1 

Approval 

Approval 
Approval (Section 1) 

In 1959, pursuant to a 1954 statute, Federal supervision over 
the Klamath Indian Tribe was terminated. Under the 1954 Act, 
members who withdrew from the tribe received a cash distribu
tion which was exempt from income taxation. The portion of 
the land retained by the tribe was placed in private trust for 
the remaining members, who in 1969 voted to terminate the trust. 
In 1973, legislation was enacted to provide for Federal acquisi
tion by condemnation of the remaining Klamath Indian forest 
lands; each remaining tribal member will receive condemnation 
proceeds substantially greater than the amount distributed to 
those who withdrew in 1959. Under current law, condemnation 
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proceeds received by the tribal members are taxable at capital 
gains rates on the difference between the 1959 cash distribu
tion amount of about $55,000 and the amount of the condemna
tion proceeds • 

. 
Section 1 of this bill would exclude the entire amount of those 
proceeds from Federal taxation. The Treasury Department points 
out that this altered treatment "could be considered an undesir
able departure from principles of tax equity," because any 
earnings on the cash distribution made to those who withdrew 
from.the tribe in 1959 are taxable (assuming the individual had 
sufficient income), and current tribal members will receive a 
larger tax-free amount. However, Treasury also notes that "the 
Indian tribes have a special relationship to the United States, 
and legislation providing for lump-sum settlements of Indian 
rights or claims has generally provided, as in the 1954 legisla
tion, that such payments shall be free of tax." The Interior 
Department, moreover, believes that tl;le enrolled bill "will 
avoid the unfair result of having Klamaths who chose to 'cash out' 
their interest in tribal lands in 1959 receiving their funds tax 
free while remainder who are now 'cashing out' their interests 
will have their payments reduced by taxation." 

Section 2 

This section deals with the application of depreciation recap
ture rules to the liquidation of a wholly owned subsidiary into 
a tax-exempt organization. 

Under the tax code, as a general rule a non tax-exempt parent 
organization acquiring the depreciated assets of a subsidiary 
can assume those assets, as depreciated, but incurs a tax 
liability based on the difference between depreciated value and 
any proceeds realized in a subsequent disposition. If the parent 
were a tax-exempt organization, however, no tax liability would 
apply to subsequent dispositions and owners could, by depreciat
ing assets and then transferring them to tax-exempt parents, 
escape any tax liability on appreciated assets. To prevent such 
an avoidance of taxation where transfers are to tax-exempt parents, 
the tax code provides for recapture of depreciation by taxing as 
ordinary income a specified portion of the gain realized upon 
disposition of certain kinds of property. Section 2 would change 
this special treatment in cases of dispositions subsequent to 
December 31, 1969, in which the property is used by the transferee 
in an unrelated trade or busin~ss subject to tax under the unre-

. lated business income tax. In such cases, as Treasury points out 
in its views letter, there is no reason not to apply the general 
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rule. In effect, the change would provide the same depreciation 
recapture treatment where the transferee is a tax-exempt organi
zation using the property in a taxable business as is provided 
under current law where the transferee is a taxable corporation 
using the property in a taxable business • 

. 
Section 2 was prompted by the case of the tax-exempt Colonial 
Williamsburg, Inc., which in 1970, in order to terminate its 
status as a private foundation under the tax code, liquidated 
a wholly-owned subsidiary and used the property in an unrelated 
taxable business. 

section 3 

Colonial Williamsburg's purpose in liquidating its profitable 
subsidiary was to shift the income it realized from that opera
tion from the category of dividends to that of ordinary income. 
It did this to change its status under the tax code from pri
vate foundation to that of a publicly supported organization -
a charity -- and thereby avoid the provisions of the 1969 Tax 
Reform Act which subjected private foundations to special taxes 
and rules designed to prevent such abuses as self-dealing, fail
ure to distribute substantial amounts for charitable purposes, 
and retention of excess business holdings. The tax code provides, 
generally, that a charity which normally derives more than one
third of its income from dividends is a private foundation for 
tax code purposes. 

Section 3 would prevent such avoidance in the future by treating 
unrelated business income from businesses acquired after June 30, 
1975, in the same way as dividends for purposes of determining 
the organization's status as a private foundation for tax code 
purposes. 

* * * * * 

Finally, we note that the facsimile of the enrolled bill includes 
an apparently redundant phrase which reads "such organization 
acquiring such property." The phrase is contained in the sentence 
in Section 2(a} (2) in the part relating to amendment of Section 
1245(b) (7) (B) of the Internal Revenue Code. Although an apparent 
printer's error, the existence of this redundant phrase has no 
effect on the intent of the bill. 

Enclosures 

<)i'.c--eo p,.J/ 
~sistant Director for 
Legislative Reference 



THE WHITE ,lib:USE 

A~TION ME1-fORANDt..:M WASHINGTON LOG NO.: 

Time:SOOpm Date: August 8 

FOR ACTION: Dick Parsons~ t<....cc (for inf()rmation): 
Tod Hullin ,.,.,._ 
Max Friedersdoff """
Ken Lazarus /- ·'-'" 

FROM THE STAFF SECRETARY 

DUE: Date: August 9 

SUBJECT: 

Jim Cavanaugh 
Jack Marsh 

Time: lloopn 

H.R. 83 - Tax Treatment of distributions to 
Klamath Indians and tax treatm.nt of Tax-exempt 

organizations 

ACTION REQUESTED: 

__ For Necesso.ry Action __ For Your Recommendations 

__ Prepare Agenda and Brief Draft Reply 

-1L- For Your Comments _ Draft Remarks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any questions or if you anticipate a 
delay in submitting the required please 
telephone lhe Staff Secretary ately. 

K. R. COLE, JR. 
For the President 
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REMARKS: 
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dolo:7 in submitting the required material, please 
telephone ihe Staff Secretary·immediately. 
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_ -· Prepare Agenda and Brief Draft Reply 

__lL_ For Your Comments _ Draft Remarks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

No oj~ Objection 

Ken Lazarus 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

I£ you have any questions or if you anticipate a 
d~lo.'] in submitting the required material, please 
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1-lliMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

August 12, 1975 

JIM CAVANAUGH . r/ 
MAX L. FRIEDE~~ 

H.R. 83 - Tax J:e~tment of distributions to 
Klamath Indians and tax treatment of Tax exempt 
organizations. 

The Office of Legislative Affairs concurs with. the agencies 

that the subject bill be signed. 

Attachments 



94TH CoNGRESS} HOUSE OF REPRESENTATIVES { REPORT 
1st Session No. 94-250 

EXCLUSION FROM GROSS INCOME OF GAINS FROM 
CONDEMNATION OF FOREST LANDS HELD FOR 
KLAMATH INDIAN TRIBE 

JuNE 3, 1975.-Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 

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

REPORT 
[To accompany H.R. 83] 

The Committee on Ways and Means, to whom was referred the bill 
(H.R. 83) to amend the Internal Revenue Code of 1954 to exclude 
from gross income gains :from the condemnation of certain forest lands 
held in trust for the Klamath Indian Tribe, having considered the 
same, report favorably thereon with amendments and recommend that 
the bilJ as amended do pass. 

The amendments are as :follows : 
Strike out all after the enacting clause and insert in lieu thereof 

the following: 
That, for purposes of the Internal Revenue Code of 1954, gain resulting from 
the condemnation, pursuant to Public Law 93-102, of the Klamath Indian forest 
lands held by the trustee for the Klamath Indian Tribe-

(1) shall be excluded from the gross income of the trust, and 
(2) on the distribution from the trust of the proceeds of such condemna

tion, shall be excluded from the gross income of each person receiving such 
distribution. 

Amend the title so as to read : 
A bill to exclude from gross income gains from the condemnation of certain 

forest lands held in trust for the Klamath Indian Tribe. 

I. SUMMARY 

This bill, H.R. 83, deals with the tax treatment of the proceeds 
received by tribal members as a result of the acquisition by condemna
tion by the Federal Government of forest lands held for the Klamath 
Indian Tribe. In 1954, Congress terminated its supervision over the 
Klamath Indian Tribe and p:r;ovided for the disposition of the fed-

38- 006 
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erally owned property held for the administration of the tribe. Actual 
termmation of Federal supervision occurred in 1959. Pursuant to the 
1954 legislation, tribal members who elected to withdraw :from the 
tribe received cash distributions which were exempt from Federal or 
State income tax; the portion of the reservation land retained by the 
tribe at that time was transferred to a private trust and held by a 
bank as trustee for those members who remained in the tribe. In 1969, 
the remaining tribal members voted to terminate the trust, and Con
gress in 1973 provided legislation to acquire by condemnation the 
remaining Klamath Indian forest lands and distribute the proceeds 
to each tribal member having an interest in the land. 

Your committee believes it is appropriate to provide the same tax 
treatment for the proceeds received by the tribal members as a result 
of the condemnation of their land by the Federal Government as was 
provided to those tribal members who received cash payments upon 
their withdrawal from the tribe in 1959. As a result, the bill excludes 
:from Federal taxation the gain received by the trust or the tribal 
members as a result o:f the condemnation by the Federal Government 
of the Klamath Indian forest lands. 

II. GENERAL STATEMENT 

In 1954 Congress passed legislation (P.L. 83-587, 68 Stat. 718) 
which provided for the te'rmination of Federal surrvision over the 
Klamath Indian tribe and for the disposition o :federally owned 
property held for the administration of the tribe. Under this legis
lation each tribal. member was gi~en an O)?por.tunity to elect to with
draw· from the tribe and have his mterest m tribal :P,roperty converted 
into money and paid to him, or to remain in the tribe and participate 
in a plan for the management of tribal property through a trustee, 
corporation or other legal entity. The ~\ct specifically provided that 
cash payments to tribal members who elected to have their interest 
converted into money were not subject to Federal or State income tax. 
The Act further provided that any income derived after the disposi
tion of the property under the provisions of the Act would be treated 
for tax purposes in the same manner as in the case of non-Indians. For 
purposes of capital gains and losses in subsequent disposi6ons, the Act 
provided that the basis of the property was to be its value at the time 
the property was distributed. 

Actual termination of Federal supervision and cash distributions to 
members who elected to withdraw from the tribe occurred in 1959. 
The portion of the Klamath Indian Forest retained by the tribe at 
that time was transferred to a private trust and held by a bank as 
trustee for those members who remained in the tribe. This transfer of 
forest land to the trustee was not taxable to the remaining tribal mem
bers. In 1969 the remaining tribal members voted to terminate the 
trust. In 1973 Congress passed legislation (Public Law 93-102, 87 Stat. 
349) which directed the Secretary of Agriculture to acquire by con
demnation all of the remaining Klamath Indian Forest lands held by 
the trustee and to add the acquired lands to the Winema National 
Forest. The proceeds of the Federal acquisition are to be distributed 
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to each tribal member havina an interest in the trust. The Federal 
Government has already distributed the amount of its initial valuation 
of the land but the amount of the final distribution will await court 
determination. 

As indicated above, when Federal supervision over the Klamath 
Indian Tribe was terminated, the tribal members who elected to have 
their interest converted into money were not s_ubject to Fede~al or 
State income tax on the cash payments they received. However, m the 
case of those tri~al membe!S who placed their interest in ~he .property 
in trust, they will be subJect to tax on the proceeds d1str1buted to 
them as a result of the condemnation of the property by the Federal 
Government. Since their property is a capital asset, they will be 
su'bjoot to a capital gains tax on their gain ; that is, on the difference 
between the amount they receive from the Federal Government and 
their basis for the {>roperty, which is the fair market value of the 
property at the t ime It was put in trust for their benefit. 

Your committee believes that the disposition of the remaining land 
owned by the trust should be treated ~n the same manner as the disp<?Si
tion of reservation land was treated m 1959 when Federal superVlSion 
over the Klamath Tribe was terminated. Your committee feels that the 
a.rrangement whereby the land was placed in trust for the benefit of 
the members of the tribe is functionally equivalent to continuing the 
existence of Federal supervision over the tribe. Had Federal super
vision been continued to the present, the entire go,in from the sale of 
the land to the, Federal Government would have been exempt from tax, 
and your committee believes that the trust arrangement that was 
worked out for those Indians who elected to keep their land 
should not alter this result. Consequently, your committee believes that 
the condemnation proceeds to be received by the re~aining tribe mem
bers pursuant to Public Law 93-102 should not be taxable either to the 
trust or to the tribal members. 

The bill provides that gain resulting from the condemnation of the 
Klamath Indian Forest lands (pursuant to Public Law 93-102) 
presently held in trust for mem001s of the Klamath Tribe shall be 
excluded from the gross income of the trust, and also that the distri~u
tion by the trust to each benefie1ary of a ~hare of the condemn"!-t10n 
proceeds shall be excluded from the gross mcome of each benefie1ary. 

III. EFFECT ON THE REVENUES OF THE BILL AND VOTE 
OF THE COMMITTEE IN REPORTING THE BILL 

In compliance with clause 7 of rule XIII of the Rules of the House 
of Representatives, the following statement is made relative to the 
effect on the revenues of this bill. Your committee estimates that the 
bill will result in a revenue loss of approximately $5 million. The 
Treasury Department agrees with this statement. 

In compliance with clause 2(1) (2) (B) of rule XI of the Rules of 
the House of Representatives, the following statement is made relative 
to the vote by the committee on the motion to report the bill. The bill 
was ordered reported unanimously by a voice vote. 
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IV. OTHER MATTERS REQUIRED TO BE DISCUSSED 
UNDER HOUSE RULES 

In compliance with clauses 2(1) (3) and 2(1) (4) of Rule XI of the 
Rules of the House of Representatives, the following statements are 
made. 

With regard to subdivision (A) of clause 3; relating to oversight 
findings, the committee advises that in its review of the tax treatment 
of reservation lands of Indian tribes where Federal supervision was 
terminated, it concluded that it is appropriate in the case of the Kla
math Indian tribe to provide generally the same tax treatment for 
those tribal members who received the proceeds from the condemna
tion by the Federal Government of their land which had been placed 
in trust upon the termination of the supervision, as was provided for 
those tribal members who elected to withdraw from the tribe and 
received their cash payments at the time of the termination of 
supervision. 

In compliance with subdivision (B) of clause 3, the committee states 
that the changes made by this bill involve no new budgetary authority. 
The bill provides no permanent changes in tax expenditures because 
it only applies to the cash payments received by the Klamath Indian 
tribe members from the condemnation of their property by the Fed
eral Government pursuant to Public Law 93-102. 

With respect to subdivisions (C) and (D) of clause 3, the Com
mittee advises that no estimate or comparison has been prepared by 
the Director of the Congressional Budget Office relative to any of the 
provisions of H.R. 83, nor have any oversight findings or recom
mendations been made by the Committee on Government Operations 
with respect to the subject matter contained in H.R. 83. 

In compliance with clause 2(1) (4) of rule XI, the committee states 
that the bill will not have an inflationary im'pact on prices or on costs 
of the operation of the national economy. 

0 
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EXCLUDING FROM GROSS INCOME GAINS FROM THE 
CONDEMNATION OF CERTAIN FOREST LANDS HELD 
IN TRUST FOR THE KLAMATH INDIAN TRIBE 

-- -----
JuLY 9 (legislative day, JuLY 7), 197G.-Ordered to be printed 

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

REPORT 
[To accompany H.R. 83] 

The Committee on Finance, to which was referred the bill (H.R. 
83) to exclude from gross income gains from the condemnation of cer
tain forest lands held in trust for the Klamath Indian Tribe, 'having 
considered the same, reports favorably thereon without amendment 
and recommends that the bill do pass. 

I. SuMMARY 

This bill, H.R. 83, concerns the tax treatment of the proceeds 
received by tribal members as a result of the acquisition by condemna
tion by the Federal Government of forest lands held for the Klamath 
Indian Tribe. In 1954, Congf(>,ss terminated its supervision over the 
Klamath Indian Tribe and provided for the disposition of the fed
erally owned property held for the administration of the tribe. Actual 
termination of Federal supervision occurred in 1959. Pursuant to the 
1954 legislation, tribal members who elected to withdraw from the 
tribe received cash distributions which were exempt from Federal or 
State income tax ; the portion of the reservation land retained by the 
tribe at that time was transferred to a private trust and held by a 
bank us trustee for those members who remained in the tribe. In 1969, 
the remaining tribal members voted to terminate the trust, and Con
gress in 1913 provided legislation to acquire by condemnation the 
remaining Klamath Indian forest lands and distribute the proceeds 
to each tnbal member having an interest in the land. 

The committee believes ~t is appropriate to provide the same tax 
treatment for the proceeds received by the tribal members as a result 
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Qf the condemnation of their land by the Federal Government as was 
provided to those tribal members who received cash payl?-ents upon 
their withdrawal from the tribe in 1959. As a result, the b1ll excludes 
from Federal taxation the gain received by the trust or the tribal 
members as a result of the condemnation by the Federal Government 
of the Klamath Indian forest lands. 

II. GENERAL STA TE:M:ENT 

In 1954 Congr~ passed legisl~~;tioll: (Public Law 83-587,, ?8 Stat. 
718) which provid,ed for the termmatlon of Federal superviSion over 
the Klamath Indian Tribe and for the disposition of federally owned 
property held.for the administra~ion of the tribe. U:nder the 1954le~is
lation each tribal member was wven an opportumty to elect to With
draw from the tribe and have his interest m tribal ~rpp~rty con_v~rted 
into money and paid to him, or to remain in the tnoo and part1c1pate 
in a plan for the managament of tribal property through a trustee, 
corporation or other legal entity. The act specifically provided that 
cash payments to 'tlribal members who elected to have their interest 
converted into money were not suhject to Federal or State income tax. 
The act further provided that any income derived after the disposi
tion of the property under the provisions of the act would be treated 
for tax purposes in the same manner as in the case of non-Indians. For 
purposes of capital gains and losse in subsequent dispcsitions, the act 
provided that the basis of the p~operty was to be its value at the time 
the property was distributed. 

Actual termination of Federal supervision and cash distributions to 
members who elected to withdraw from the tribe occurred in 1959. 
The porl:lipn of the Klamath Indian forest retained b:r · the tribe at 
that time was transf~rred to a private trust and held by a bank as 
trustee for those members who remained in the tribe. This transfer of 
forest land to the trustee was not taxable to the remaining tribal mem
bers. In 1969 the remaining .tribal members voted to termina.te the 
trust. In 1973 Congress passed legislation (Public Law 93-102,87 Stat. 
349) which directed the Secretary of Agriculture to acqui;re by con
demnation all of the remaining Klamath Indian forest lands held by 
the trustee aud to add the a.cquired lands to the Winema National 
Forest. The proceeds of the Federal acquisition are to be distributed 
to .each tribal member hav~ an interest in the trust. The Federal 
Governme~1t has already distributed the amount of its initial valuation 
of the land but the amount of the final distribution will await court 
determination. 

As indicated a.bove, when Federal supervision over the Klamath 
Indian Tribe was terJllinated, the tribal members who elected to have 
their interest converted into money were not subject to Federal or 
State income tax on the cash payments they J:eceived. However, in the 
case of those tribal members who placed their interest in the P.roperty 
in the trust, they will be subject to tax on the proceeds distributed to 
them as a result of the condemnation of the property by the Federal 
Government. Since their property is a capital asset, they will be 
st¥>ject to a capital ga.ins tax on their gain; that is, on the difference 
between the amQunt they receive from the Federal Government and 
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their basis for the property, which is the fair market value of the 
property at the time it was put in trust for their benefit. 

The committee believes that the disposition o:f the remaining land 
owned by the trust should be treated in the same manner as the dts:posi
tion o:f reservation land was treated in 1959 when Federal supervision 
over theJGamath Tribe was terminated. The committee feels that the 
arrangement whereby the land was placed in trust for the benefit o:f 
the members o:f the tribe is funct ionally equivalent to continuing the 
existence of Federal supervision over the tribe. Had Federal super
vision been continued to the present, the entire gain from the sale of 
the land to the Federal Government would have been exempt from tax, 
and your committee believes that the trust arrangement that was 
worked out for those Indians who elected to keep their land 
should not alter this result. Consequently, the committee believes that 
the condemnation proceeds to be received by the remaining tribe mem
bers pursuant to Public Law 93-102 should not be taxable either to the 
trust or to the tribal members. 

Accordingly, the bill provides that gain resulting from the condem
nation of the Klamath Indian forest lands (pursuant to Public Law 
93-102} presently held in trust for members of the Klamath Tribe 
shall be excluded from the gross income of the trust, and also that the 
distribution by the trust to each beneficiary of a share of the con
demnation proceeds shall be excluded from the gross income of each 
beneficiary. 

III. EFFECT oN THE REVENUES OF THE BILL AND VoTE oF THE CoMMIT
TEE IN REPORTING THE BILL 

In compliance with section 252 (a) of the Legislative Reorganization 
Act of 1970, the following statement is made relative to the effect on 
the revenues of this bill. The committee estimates that the bill will 
result in a revenue loss of approximately $5 million. The Treasury 
Department agrees with this statement. 

In compliance with section 133 of the Legislative Reorganization 
Act of 1946, the following statement is made relative to the vote by 
the committee on the motwn to report the bill. The bill was ordered 
reported by voice vote. 

0 
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J\intQl,fourth ctongrtss of tht ilnittd £'tatts of 5lmmca 
AT THE FIRST SESSION 

Begun and held at the City of Washington on Tuesday, the fourteenth day of January, 
one thousand nine hundred and seven.ty1ive 

SJn Slct 
To exclude from gross income gains from the condemnation of certain forest 

lands held in trust for the Klamath Indian Tribe. 

Be it enacted by the Senate and House of R epresentatives of the 
United States of America in Congress assemhled, That, for pur
poses of the Internal Revenue Code of 1954, gain resulting from the 
condemnation, pursuant to Public Law 93-102, of the Klamath Indian 
forest lands held by the trustee for the Klamath Indian Tribe-

( 1) shall be excluded from the gross income of the trust, and 
(2) on the distribution from the trust of the proceeds of such 

condemnation, shall be excluded from the gross income of each 
person receiving such distribution. 

SEC. 2. TRANSFERS OF SECTION 1243 PROPERTY OR SECTION 1230 
PROPERTY TO TAX-EXEMPT ORGANIZATION WHICH USE.S SUCH 
PROPERTY IN AN UNRELATED TRADE OR BUSINESS. 
(a) AMENDMENTS OF SECTION 1245.-

(1) The second sentence of section 1245(b) (3) (relating to 
gain from dispositions of certain deJ>reciable property) is amended 
by striking out "This" and insertmg in lieu thereof "Except as 
provided in paragraJ:_>h (7), this". 

(2) Section 1245(b) 1s amended by adding at the end thereof 
the following new paragraph: 

"(7) TRANSFERS TO TAX-EXEMPT ORGANIZATION WHERE PROPERTY 
WILL BE USED IN UNRELATED BUSINESS.-

._,.. J ~ GENERAL.- w &'COli sentence of paragraph ~) 
shall not ap{>lY to a disposition of section 1245 property to 
an organiza.twn described in section 51l(a) (2) or 51l(b) (2) 
if, immediately after such disposition, such organization uses 
such property in an unrelated trade or business (as defined in 
section 513). 

"(B) LATER CHANGE IN USE.-If any property_ with respect 
to the disposi,tion of which gain is not recognized by reason 
of subparagraph (A) ceases to be used in an unrelated trade 
or busmess of the organ-ion acquiring such property, such 
organization acquiring such property, such organization shall 
be treated for purposes of this section as havmg disposed of 
such property on the date of such cessation.". 

(b) AMENDMENTS TO SECTION 1250.-
( 1) The second sentence of section 1250( d) ( 3) (relating to gain 

from dispositions of certain depreciable realty) is amended by 
· striking out "This" and in~rting in lieu thereof "Except as pro

vided in paragraph (9) ,- this". 
(2) Section 1250(d) is amended by adding at the end thereof 

the following new paragraph: 
"(9) TRANSFERS TO TAX-EXEMPT ORGANIZATION WHERE PROPERTY 

WILL BE USED IN UNRELATED BUSINESS.-
" (A) IN GENERAL.- The second sentence of paragraph ( 3) 

shall not apply to a disposition of section 1250 property to an 
organization described in section 511(a) (2) or 511(b) (2) if, 
immediately after such disposition, such organization uses 
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~uch ~roperty in an ume lated trade or business (as defined 
m sectiOn 513). 

"(B) LATER CH.-I.NGE IN USE.-lf any property with respect 
to the disposition of which gain is not recognized by reason of 
subparagraph (A) ceases to be used in an unrelated trade or 
husmess of the organization acquiring such property, such 
organization shall he treated for purp~s of this section as 
·having disposed of such property on the date of such 
cessation.". 

(c) EFFECTIVE DATE.-
(1) IN GENERAL.-Except as provided in paragra{>h (2) the 

amendments made by this section shall apply to dispositions after 
December 31, 1969, in taxable years ending after such date. 

(2) ELECTION FOR PAST TRANSACTIONS.-In the case of any dis
position occurring before the date of the enactment of this Act, 
the amendments made by this section shall apply only if the orga
nization acquiring the property elects (in the manner provided by 
regulations prescribed by the Secretary of the Treasury or his 
delegate) within 1 year a.fter the date of the enactment of this 
Act to have such amendments apply with respect to such property. 

SEC. 3. DEFINITION OF PRIVATE FOUNDATION. 
(a) Subparagraph (B) of section 509(a) (2) of the Internal Rev

enue Code of 1954 (relating to permitted extent of private support) is 
amended to read as follows: 

"(B) normally receives not more than one-third of its support 
in each taxable year from the sum of-

" ( i) gross investment income (as defined in subsection (e) ) 
and 

"(ii) the excess (if any) of the amount of the unrelated 
business taxable income (as defined in section 512) O\'er the 
amount of the tax imposed by section 511 ;". 

. (b) The amendment_ made by this section shall apply to unrelated 
hnsinf!AR taxable income derived from trades and businesses which are 
acqmred by the orgamzatlon alter June 30, 1975. 

Speaker of the House of Representativea. 

Vwe President of the United States and 
President of ·the Senate. 

• 



August 2, 1975 

Dear Mr. Director: 

'rbe f'ollCNing bills were received at the Wh1 te 
House on August 2nd: 

H.R. 83,/ L

H.R. 1553/ " 
H.R. lt241 /' ./ 
H.R. 4723V' 
B.R. 5405vj. I 

H.R. TTlO V ~~"' 

6 
/ .,. 

H.R. 111 V/ 
B.R. 90911/ / 
s. 409 . "" 
s. 1531 ,. 
s. 1716 v 

s. 2073 ... 

Please let the President have reports and 
_ recCXIIllenda tiona as to the approval ot these billa 

as aoon as .possible. 

Sincerely 1 

Robert D. Liuder 
Chief Executive Clerk 

The Honorable James T. lo'nn 
Director 
Office of Management and Budget 
Washingtoo, D. C. 
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