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THE WHITE HOUSE ACTION 

WASHINGTON Last Day: October 5 

MEMORANDUM FOR 

FROM: 

SUBJECT: 

October 2, 1976 

THE PRESIDE~~ 

JIM CANNON"'~'-

H.R. 10612 - Tax Reform Act of 1976 

Attached for your consideration is H.R. 10612, the Tax 
Reform Act of 1976, sponsored by Representative Ullman. 

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

OMB, Jack Marsh, Counsel's Office (Kilberg), Bill Seidman 
(Porter) and I recommend approval of the enrolled bill 
and the proposed signing statement which has been cleared 
by the White House Editorial Office ' (Smith). 

RECOMMENDATION 

That you sign H.R. 10612 at Tab B. 

That you apprMt e statement at Tab c. 

Approve Disapprove ---

Digitized from Box 59 of the White House Records Office Legislation Case Files at the Gerald R. Ford Presidential Library
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

SEP 3 0 1976 

MEM:>RANDUM FOR THE PRESIDENI' 

Subject: Enrolled Bill H.R. 10612 - Tax Reform Act of 1976 
Sponsor - Rep. Ullman {D) Oregon 

Last Day for Action 

O:::tober 5, 1976 - Tuesday 

Purpose 

'lb :i.rrprove incan:e tax equity; to continue tax cuts provided in the 
Tax Reduction Act of 1975; to s:i.rrplify certain tax provisions and 
delete unnecessary language; and to make "reforms" in the adminis
tration of the tax laws • 

.?¥Jency Recanrendations 

Office of Managerrent and Budget 

Deparboont of the Treasury 
Depa:r:tnentofCOrmerce 
Depa.rtrrent of Agriculture 
Deparboont of Defense 
Deparboont of Health, Education 

and Welfare 
Deparboont of Justice 
Depa.rt:nent of State 
Depa.rt:nent of Housing and Urban 

Develop:rent 
Deparboont of Labor 
Depart:Irent of Transportation 
Council of Economic lldvisers 
Federal Reserve !bard 
Federal Hc:xie IDan Bank Ibard 
Small Business Administration 
Securities and Exchange CCmni.ssion 

Approval 

Approval 
Approval 
Approval 
Approval 

No objection 
No objection 
No objection 

No objection 
No objection ( !nfo:rmallyf 
No objection 
No objection 
No objection{Informally) 
No objection 
No objection 
No recx:m:rendation received 
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Discussion 

H.R. 10612 makes extensive revisions in the united States Tax Code 
and continues the basic individual and corporate tax reductions 
enacted in 1975, making sare of these reductions pennanent. It 
substantially increases estate and gift tax exerrptions and credits 
and generally provides rrore generous benefits for 'INOrking parents 
needing child care and for the elderly. H.R. 10612 increases the 
minimum tax for individuals and corporations and tightens the treat:nent 
of tax shelters, capital gains, large interest deductions, and inCOJ:'t'e 
earned abroad. 

In other changes regarding foreign source inCOJ:'t'e, the enrolled bill 
levies higher taxes on u.s. oil and gas canpa.nies operating abroad, 
taxes bribes :i.mrediately upon paynent by U.S. carpanies to foreign 
officials, curtails existing tax deferral advantages conferred on 
DISC (IX>rrestic International Sales Corporation) profits, and imposes 
tax penalties on U.S. carpanies which participate in the Arab boycott 
of Israel. 

J:latestically, certain major industries are given rrore liberal tax 
treat:nent through rrore generous loss offsets, higher invest:nent 
credits, and rrore lenient arrortization and depreciation rules. Such 
industries include life and mutual insurance, mutual funds, and 
airlines, railroads, and shipping. 

Finally, the enrolled bill contains nurrerou.s provisions designed to 
sinplify tax procedures, to delete unnecessary language fran the Tax 
Code and othe:rwise to inprove and clarify the administration of the 
tax laws. 

Many of the provisions in H.R. 10612 reflect Administration initiatives 
or have been supported by the Administration. Others have been 
actively opposed. The attached table carpares features of the enrolled 
bill with the .Administration's tax proposals in tenns of the size of 
tax cuts or increases and the associated revenue inpact. The major 
or controversial provisions of H.R. 10612 are discussed in greater 
detail bela¥. 

INDIVIDUAL TAXPAYERS 

Extension of 1975 Tax Reductions 

H.R. 10612 makes pe:rmanent or extends the individual tax cuts enacted 
in 1975 and slightly expanded in 1976, including (1) the extra $35 tax 
credit (or, if greater, 2 percent of the first $9,000 of taxable income) 
a taxpayer may claim for each personal exemption; (2) the earned 
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incare refundable tax credit for low incare families with children 
which is peggerl at 10 percent of the first $4,000 of earnings and 
phased out between $4-8,000; and (3) the higher m.in.imum and maximum 
standard deductions, which are ma.de pennanent. Thus, the m.in.imum 
standard deduction or low incx::lre allowance is fixed at $1, 700 for 
single persons and $2,100 for couples filing joint returns. The 
percentage standard deduction is 16 percent of adjusted gross incom:! 
with the maximum set at $2,400 for individuals and $2,800 for couples. 

These reductions differ fran your proposed deepened tax cuts which 
would have eliminated the $35 per exenption tax credit and earned 
i.ncone credit but would have 

-- introduced a higher personal exenption ($1,000 versus the 
$750 current level) 

- established a s:i.nplified standard deduction. 

Tax Shelters 

The bill strengthens the tax treatnent of tax-shelter investments. 
Investors in oil and gas properties would be limited by the amotmt 
of their own capital "at risk" in deducting losses. A recapture 
provision is imposed when an oil or gas property is sold to prevent 
excess prior deductions for intangible drilling expenses fran being 
used to convert ordinary incare into capital-gains incare. Real · 
estate investors will be required to capitalize and amortize con
struction period interest and taxes. Phase-in rules include post
poning any :i.npact of this provision until 1981 for Goverrm:mt assisted 
low incare housing projects. "At risk" limitations are also provided 
for farming, rrovie, and equiJ;llElt leasing tax shelters. 

These changes are not those preferred by the Administration as a means 
of correcting tax-shelter abuses, although they are roughly in accord 
with the Administration's objectives. 

Minimum Tax 

The bill significantly expands the "m.in.imum tax" provision, which 
first entered the tax code in 1969. Under current law, a 10 percent 
tax is applied to the sum of an individual's or corporation's tax 
preferences less a $30,000 exenption and the taxpayer's regular incane 
taxes. 
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The bill increases the rate of minimum tax on individuals fran 10 to 
15 percent and reduces the exemption to the greater of $10 thousand 
or one-half of regular incorre taxes. New preference items are added 
to the base of the minimum tax: a taxpayer 1 s itemized deductions -
other than rredical and casualty deductions -- in excess of 60 percent 
of adjusted gross incare; intangible drilling costs for oil and gas in 
excess of deductions if costs ~re capitalized, and accelerated depre
ciation on all equir:xrent leases. 

The Administration opposed the concept of the minimum tax and had 
proposed a tax on "minimum taxable incare" and the concept of 
Limitations on Artificial !.Dsses (IAL} as a rreans of assuring greater 
tax' equity and reducing the use of tax preferences rather than taxing 
the excessive use of preferences in the aggregate. 

Estate and Gift Taxes 

H.R. 10612 provides the first major refonn of estate and gift taxes 
since 1941 by increasing substantially the anount the taxpayer may 
bequeath tax free. Currently, the estate tax exenption is $60, 000 
with a $30,000 exerrption for lifet:irce gifts. The enrolled bill 
ca:nbines the estate and gift tax exerrptions and converts them into a 
single tax credit. The new unified credit will be equivalent to a 
$120,000 exemption in 1977 and to a $175,000 exemption after 5 years. 

H.R. 10612 increases the marital deduction for transfer betw9en 
spouses by raising the estate tax deduction to the greater of $250,000 
or half the estate. It also provides an unlimited marital deduction 
for the first $100, 000 of lifet:irce transfers, no deduction for gifts 
between $100, 000 and $200,000 and a 50 percent deduction for larger 
gifts. Current law provides that up to half an estate can be left to 
a spouse without tax and that half the value of lifet:irce gifts 
between husband and wife are tax free. 

'lb encourage heirs to maintain and operate family finns or closely 
held businesses, a special valuation based on "current" rather than 
"highest and best" use is made available, provided the estate 1 s value 
is not thereby reduced by rrore than $500,000 and provided the property 
is held at least 15 years. Such estates are also granted up to 15 years 
(instead of the current 10 years} to pay the estate tax, and the 
interest rate on the unpaid balance (up to $1 million) is lowered 
fran the current 7 percent to 4 percent. Any estate may be granted 
a 10-year extension on its estate tax pay.rrent upon a showing of 
"reasonable cause" instead of the current requirerrent of "undue hardship." 
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The enrolled bill tightens the tax treatment of inherited capital 
assets. Under current law the basis of the inherited property is set 
at the property's fair market value, no natter haw much the value has 
increased since the asset was purchased. Thus, the heir often begins 
with a higher basis which reduces his subsequent capital gains tax 
if he ever sells. H. R. 10612 establishes, beginning I:ecerl:i:ler 31, 
1976, a mi:rriim.mt basis of $60, 000 per estate, and requires that an 
heir's basis YJOU!d be ccnputed as the greater of 1) the value of the 
property on DecerrDer 31, 1976, 2) the heir's share of the $60,000 
mi:rriim.mt basis or 3) the original purchase price. 

Finally, the enrolled bill requires that newly created "generation 
skipPing trusts " be taxed but exclt:rles up to $250,000 for transfers 
to each grandchild. 

Retirenent Incooe Credit 

H.R. 10612 simplifies and rrakes rrore generous the existing 15 percent 
retira:rent incare credit applicable to persons 65 and over. This 
provision allows earned incane to be eligible for the credit instead 
of just pensions and other retira:rent-related incane, and thus would 
aid retired persons with SCJile incane - fran any source - and low 
social security benefits. The rrax:imum ano\IDt on which the credit 
nay be cmputed is raised for single persons (from $1,524 to $2,500), 
for couples filing joint returns with only one spouse 65 or older 
(fran $2,286 to $2,500) and for joint retums 'Where l:oth spouses are 
65 and older (from $3,048 to $3,750). 

In addition, the provision of current law which reduces the retirement 
incane credit by an anount equal to half the taxpayer's earned 
incooe between $1,200 and $1,700 and by all earnings above $1,700, 
is repealed. The new credit phases out for single persons with incooe 
above $7,500 and for narried persons with incooe above $10,000. 

Child care 

H.R. 10612 converts the existing itemized deduction for child care 
expenses to a 20 percent credit for child care costs and sets a 
rrax:imum credit of $400 for one child and $800 for two or rrore children. 
Since the credit is subtracted directly fran taxes a;..;ed, the benefit 
can be enjoyed by those who use the standard deduction and hence are 
rrore likely to be in the lower incane bracket. 



Hc:wever, unlike cu:n:ent law which phases out the deduction at an 
incone level above $35, 000 and requires that roth husband and wife 
work full-tirre, the enrolled bill re:rroves the incone limit and 
extends the tax break to couples where one spouse works part-tirre, 
or is a full-tirre student, and to divorced or separated parents having 
custody of a child. In addition, while existing law precludes the 
deductibility of paynents to relatives for child care, the bill contains 
a "gran.dna" clause which makes payments to relatives eligible for the 
credit. 

The .Aqministration has supported tb: concept of a tax credit for child 
care costs as a nove toward sinplification, although it has expressed 
opposition to rerroval of the inCOil'e ceiling. 

Sick Pay Iepeal 

'1he bill repeals the provision in current law penni tting an enployee 
to exclude up to $100 of weekly pay from inCOil'e during extended sick 
leave. An exclusion of up to $5,200 a year is provided for retired 
persons under age 65 who are pennanently and totally disabled; however, 
there is a dollar-for-dollar reduction in the value of this exclusion 
for persons with incones in excess of $15,000. 

Capital Gains and !Dsses 
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H.R. 10612 increases the duration for oolding an asset in order to 
qualify for long te:rm capital ga.:i:Dstreatnent from 6 to 9 nonths in 1977 
and to 12 nonths thereafter i l'nvever, for fa:rm COimDdity futures can
tracts the 6-nonth period will continue. 'lb offset this nore restrictive 
capital gains treatnent, the allowable deduction of capital losses from 
ordinary inCOil'e will rise from $1,000 to $2,000 in 1977 and to $3,000 in 
1978 and thereafter. 

OORPORATICNS 

Extension of 1975 Tax Ieductions 

The enrolled bill continues through 1977 the COr};X)rate tax rate reductions 
and increased surtax exerrption which were enacted by the 1975 Tax ~eduction 
Act. The 10 percent investnent tax credit is extended to 1980 and liberalized 
to allow businesses to offset cu:n:ent incone with unused credits from prior 
years instead of first using cu:n:ent year credits as required under 
existing law. 



H.R. 10612 likewise extends to 1980 the one percent lxmus enacted 
last year an top of the 10 percent investnent credit for conpanies 
contributing an anount equal to the extra J;Xlint to establish an 
Enployee Stock CMnership Plan (ESOP). A further one-half percent 
lx>nus has been added in the bill for conpanies wtose enployees match 
the additional one-half percent tax credit. 

'Ihe Administration has opJ?OSed since its enactrrent the 1 percent in
vestnent credit bonus for conpanies adopting an ESOP. The bonus si.rrply 
results in 100 percent financing of ESOP's with tax dollars, with no 
benefits accruing to the tax pc~.ying public which ultimately putsup the 
funds: The preferred approach to greater stock CMD.ership by low and 
middle incooe Arrericans - unfortunately ignored by the Congress -
was your Broadened Stock CMnership Proposal (BSOP), which did not limit 
participation to specially situated individuals. 

Miniim.nn Tax 
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Along with raising the mi.ninum tax on individuals, the bill increases the 
mi.ninum tax an corporations from 10 to 15 percent of preference inco:rre. 
Current law reduces the base of the corporate mininum tax by the greater 
of $30, 000 or regular taxes paid. '!he bill. reduces the $30,000 
exenption to $10, 000. No neYl tax preference i tens are added to the base 
of the mi.ninum tax for corporations. 

In applying the new mininum tax provisions, preferential treatnent is 
given to banks and savings and loan institutions and tirrber conpanies, 
which will effectively escape the mininum tax increase. 

Offsetting LOsses 

H.R. 10612 permits nost businesses to carr.y fo:rward losses an additional 
2 years to offset against inco:rre. Under current law conpanies may 
generally carry back losses for 3 years and any remaining losses fo:rward 
for 5 years: regulated transportation businesses are pennitted a 3-year 
carryback and 7-year car.r.yfo:rward benefit. Henceforth, nost conpanies 
will be penni tted a 3-year car.r.yback and 7-year car.r.yfo:rward rule and 
regulated industries {transportation fi:rns) will have 3 years back 
and 9 years fo:rward. Alternatively, to avoid possible loss of invest
:rrent tax credits and foreign tax credits a business may, for any one 
year, elect to car:r:y operating losses foxwa.rd only instead of first 
carrying them backward. 
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Begi.nning in 1978, the rules are tightened on acquisition of unpro
fitable finns by canpanies in search of losses to offset their 
profits. :As a special benefit to life and other ITU.ltual insurance 
c::anpanies, however, the prohibition in current law is lifted on using 
the losses of nonlife insurance affiliates to offset parent canpany 
incale, but this benefit will not begin for 5 years and is phased 
in over a 3-year period thereafter. 

FOREIGN INCCME 

Reduction in DISC Benefits 

Tte enrolled bill reduces by about one-third existing benefits 
which pennit canpanies to defer taxes on up to 50 percent of export 
profits of a D:::>Irestic International Sales COrporation (DISC). The 
new rreasure limits the DISC benefit to exports in excess of 67 percent 
of the annual average for the base period 1972 through 1975. After 
1979, this base period will be mved forward one year at a t.in'e. 
M::>reover, military exports will qualify for only half the regular DISC 
benefit. 

The Administration has consistently opposed any cutback in DISC 
benefits, arguing that the full benefit is needed to encourage u.s. 
exports. 

International Boycott 

H.R. 10612 denies tax benefits to u.s. c::anpanies which participate 
in the Arab boycott of Israel. lbycott participants will lose those 
portions of their foreign tax credits, deferral of taxes on overseas 
earnings, and DISC benefits related to the boycott, but will be 
pennitted to continue to enjoy tax benefits attributed to denonstrated 
nonboycott activities in boycott countries. A c::anpany will be d.eemad 
to participate in an international boycott if it agreed to 

-- refrain fran hiring errployees on the basis of nationality, 
religion, or race. 

-- refuse to do business with a specified country (i.e., "secondary" 
boycott). 

-- refuse to do business with other countries which do business 
with a specified country (i.e., "tertiary" boycott). 
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-- ship products only by carriers not on an international boyoott 
list. 

'Ibis feature of the bill has been strcngly op);X)sed by Admi.ni.stration 
officials as an inappropriate :renedy to the boyoott problem, and one 
which will create se-vere foreign policy difficulties in attenpting to 
enforce it. While the language in the enrolled bill is less puniti-ve 
than proposed in the Senate versicn and nay, therefore 1 permit rrore 
lenient administration of the neasure 1 the provisions will, as Secreta:ry 
Sirron has noted, "penalize rrany business transactions in the Arab world 
unless the Arabs rrodify the boyoott." 

Other Provisions 

'1he enrolled bill substantially revises existing law and adds new neasures 
gJ-verning the taxation of inoone earned abroad by Arrericans. These changes 
include 

-- a reduction of the exclusicn taxpayers receive on incon:e 
earned abroad from $20 1 000, or in sorre cases $25, 000, to 
$15,000. 

- repeal of the option allowing oonpanies to oonpute credit 
for pa.ynent of foreign taxes on a count:ty"by-oount:ry basis. 
Henceforth, except for coopanies doing business in U.S. 
possessions and certain mining carpanies doing business 
abroad which nay ccntinue to use the per-oount:ry option for 
three rrore years 1 oorporations will have to oonpute their 
credit for payrrent of foreign taxes on an o-verall basis, 
rather than per-oount:ry basis. M::>reover, foreign losses 
that reduce u.s. taxes in one year will hereafter be subject 
to "recapture" in later years as the operaticn becorres 
profitable, thereby redu:::ing allowable foreign tax credits. 

-- a cut back to 48 percent from 50 percent in the allowance 
for foreign taxes used to offset U.S. taxes payable on 
foreign oil and gas extraction inoone. 

-- renoval of tax deferral benefits for foreign bribes paid 
by U.S. oorporations. Cbnpanies that pay bribes to foreign 
officials will be subject to an imrediate tax on the anount 
of the bribe and will no longer be penni tted to defer tax on 
such paynents. 
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The .Mm:inistration generally supported these changes. 

In a n'l.lll'ber of areas the enrolled bill tightens tax exemptions, 
withholding rules, credits, and deductions to discourage further 
tax abuses or to close certain tax "loopholes" • Inp:>rtant provisions 
in this category 

-- tighten restrictions on deductions for rent 1 utility bills, 
and other expenses attributed to an office at hale. 
Deductions are allOINed only when part of the hale is used 
exclusively and regularly as the taxpayer's principal place 
of business or for rreeting clients, patients, or custooers 
in the nonnal course of business. Deductions may not exceed 
the arrount of incare earned by the business conducted at hare. 

-- pennit business and professional persons to deduct expenses 
for no :rrore than two foreign conventions attended per year 
and limit deductiom for neals, hotels, and other expenses 
to the applicable foreign per dian allowance given to U.S. 
govennrent employees. CUrrent law generally does not limit 
deductible expenses or the n'l.lll'ber of foreign conventions 
which may be attended. 

-- reduce the maximum annual deduction for interest payments 
on invest:nent debts fran a total of $25,000, plus net 
invest:nent i.ncare, long-term capital gain, and half of any 
invest:nent interest exceeding these arrotmts, to a total of 
$10,000 plus net investment income. 

-- disallow business deductions in excess of rental inc:xne for 
a vacation hale rented out to others if the taxpayer uses 
it for personal purposes for :rrore than two ~s or 10 percent 
of the days it was rented out. If the vacation hale is 
rented out for less than 15 days per year 1 no income need be 
reported 1 but no business deductions may be clained. 

-- require i.ntrediate tax withholding of 20 percent of race 
track winnings of :rrore than $1000, of state lottecy payoffs 
over $5000, and of any other garrbling winnings over $1000 
where the odds are at least 300 to one. Wirmings fran slot 
machines, kino, and bingo are exempted fran this withholding 
requiraxent. 



- change the tr:eabrent of qualified stock options issued to 
key rorporate :personnel by valuing such options as ordinary 
incorre rather than capital gains incorre. If the fair value 
cannot be determined at the tine of issuance, the increase 
in the stock's price over the option price will be taxed 
as ordina:ry inrone when the opticn is exercised. 

-- broaden the p:rohibi tian on the tax-free transfer of 
'appreciated property to exchange or swap funds established 
as partnerships and trusts. Current law already forbids 
~free transfers to exchange funds set up as rorporations. 

11 

H.R. 10612 also liberalizes other tax provisions. Sorre of these new 
or e}q?anded "tax breaks" 

-- change the existing deduction for alinony payrrents f:rom 
an itemized deduction to a deduction fran gross incone - a 
so-called "above-the-line deduction - thus naking it avail
able to taxpayers who use the standard deduction. 

- nak.e pennanent the current tax exen:ption ('which was due 
to e}q?ire on Decenber 31, 1976) for the interest foreign 
individuals and corporatiors receive on their U.S. bank 
deposits. 

-- provide for the tax-free t:reabrent of the prem:iuna and 
services of enployee group prepaid legal insurance, thus 
placing group legal insurance on the sane footing as group 
nedical insurance. 

- increase the deduction for nnving expenses from $2,500 
to $3,000, including house-hunting and muse-selling, and 
decrease the minim.Im distance one must nove to qualify for 
the deduction from 50 to 35 miles. 



- enoourage the acquisition and reha.bili tation of certified, 
historic structures by permitting faster depreciation than 
at present while denying tax advantages to those who derrolish 
such buildings. 

-- increase from $20,000 to $35,000 the exclusion for capital 
,gains on the sale of a house by a taxpayer over 65. 

The enrolled bill contains a mmber of technical provisions dealing 
with tax sinplification and administrative refonn. Inter alia these 
provisions 

- establish additional rules for the disclosure of tax returns 
and return informaticn and for public inspecticn of Internal 
Revenue Service private letter rulings after J:lbvenber 1, 1976. 

- permit State and local govenurents to use Social Security 
account numbers for identifying individuals in administering 
the tax, welfare, notor vehicle and driver licensing laws. 
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-- mandate federal withholding of State incone taxes for nenbers 
of the mi.li taJ:y, and withholding of State and local inoone 
taxes from the pay of Naticnal Guard and Reserve personnel. 

- provide sinplified tables for taxpayer use in conputing tax 
liabilities. 

AGENCY ·vrEWS 

Included below are the views of those agencies which have strong 
reservations about specific provisions of H.R. 10612 although, on 
balance, no agency recomrends withholding approval of the bill. 



HEW 

'.Ib:: J.:epa.rb'lent does not object to a,wroval of H.R. 10612, although it 
soon intends to submit for legislative clearance prop::>sals to correct 
problerrs perceived with two provisions in the bill. 
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HEW believes that secticn 1202(a), which prohibits the disclosure to 
Federal ag:mcies of tax retunsand return infonna.tion except as 
specifically authorized, will adversely affect ongoing statistical and 
research efforts of the Social Security Administration and the National 
Institute for C:Ccupaticnal Safety and Health. HEW also fears that this 
provisicn would probably preclude the disclosure of taxpayer mailing 
addresses to the Office of Education for its collection activities in 
cxmnection with defaulted student loans. 

In addition, the J.:epa.rb'lent, in its views letter, objects to section 
1207(e) which would exenpt withholding of social security taxes from 
fisheme:n enployed en boats with ten-nan c:rE!WS or less vmo receive their 
pay as part of the catch. '!he J.:epart:nent asserts that this provision 
raises qtESticns about the status of these fisheme:n (i.e., are they 
self-enployed or enployees of others), is disadvantageous to them (they 
may be subject to social security oontributions at the higher self
enpl.oynent rate) and would result in a revenue loss to the social 
security trust fund. 

Justice 

Although expressing serious reservations about sections 1202 and 1205 
of H.R. 10612, Justice declines to make a reco:rm:endation on whether the 
bill should be approved and defers instead to the Treasw:y J.:epartnent. 

Like HEW, Justice is concerned about section 1202's restrictions on 
making tax infonnation available to other federal ag:mcies. 'lhese 
restrictions will, in Justice's view, 11seriously i.npede the unraveling 
of white-collar, official corrupticn and organized cri.rre cases and · 
will increase the difficulty of bringing narcotics traffickers to 
justice. 11 

· 

Section 1205 is viewed as having an eq:ually adverse effect on law en
forcerrent and tax administration efforts. '!his section perm:i ts a 
taxpayer to seek an injnnction in the courts to block a subpoena of the 
records of third parties even though the taxpayer has no legally 
p:rotectable interest in such records. In Justice's view, incone tax 
investigations of organized crine and white-collar crine will be i.npeded 
because :rrany third party records n'NOuld be available only after extended 
litigation ••• " and not nntil the statute of limitations on prosecuting 
such crines has taken effect. 
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Federal Hon:e IDa:n Bank Board 

On the overall desirability of the proposed legislation, the Bank Board 
defers to other agencies rrore directly affected. HCMever, the Board 
dlaracterizes section 301, relating to the minimum tax increase and 
tightened preference incorce deduction rules, as unwise. 'Ihe Board 
believes that the increased tax liability of savings and loan insti tu
tions .i.rrp:::>Sed by this section will (1) lessen the incentive for sudl 
institutions to maintain a high percentage of assets in residential 
rrortgage loans, {2) decrease after-tax incorce and retained earnings, 
thus making it difficult for thrift institutions to sustain growth 
while remaining in conpliance with federal insurance reserve and net 
worth requi:rarents, and ( 3) tend to push up horre rrortgage loan rates 
because of the larger tax "bite" on incorce. 'Ihe Board concludes its 
views by urging that "changes in the tax liability of financial 
institutions be given special consideration apart fran the general 
question of oorporate inoone taxes." 

'. 
~fense / 

While expressing reservations over two provisions in H.R. 10612, on \. 
balance ~fense reoo:rmends approval of the bill. '· 

~ .. 
'Ihe ~pa.rtnent' s concern with the first provision -- repeal of the ex
clusion fran gross inoorre of non-conbat related disability payrrents 
for rranbers of the anted forces wlD enter on duty after septerrber 24, 
1975 -- is based on the different tax treatnent that will be acoorded 
to rrenbers 'Who may be similarly si tua.ted but have different entrance 
on duty dates. However, I:efense defers to the judgnent of Congress on 
this issue. 

'Ihe seoond provision -- requiring the withholding of State and District 
of COlmbia taxes of mili ta:cy personnel - is viE!Wed as creating a 
oonsiderable administrative burden in its inplerrentation. Accordingly, 
I:efense intends to seek agreerrent with T.reasm.y on the respective responsi
bilities and liabilities of each departrrent in oorrplying with this pro
vision. 

State 

'Ihe I:epartnent strongly objects to two rreasures in the enrolled bill: the 
antiboyoott provisioo and the provision dealing with voting procedures in 
the International Trade COrrmissioo (ITC) • 'Ihe boycott provision and the 
Administration's strong opposition to it have been discussed earlier in 
this nerrorandum. 



'!he ITC voting procedures provision requires that, in the event the 
six COmnissioners voting on a question of irrport injury are a;:rually 
divided and the President declines to accept the views of either group, 
then the Congress can, by concurrent resolution, designate the views 
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of either group of Cornnissioners as the I'IC determination. A similar, 
though not identical, chan<,;Je applies to recorm:endations for :renedy after 
inju:ry has been fOliD.d to exist. 

Under current law, the President's determination on irrport relief cases 
can :be overridden by concurrent resolution only if his dete:rmination 
differs, fran the dete:rmination of an absolute na.jority of the Conmission. 

Similar provisions for <bngressional override of Executive branch deter
minations are contained in other bil:S :being considered by this Congress. 
Such instances of legislative encroadment on Executive perogati ves are, 
in our view, l..U1COnstitutional and inconsistent with the principle of 
separation of :pc:Mers, and should oo:r:nally :be opposed. In the present 
case, however, the effect of this new provision is to expand congressional 
veto :pc:Mer already eni:lodied in the Trade Act of 1974. Accordingly, 
and especially in view of the overall desirability of H.R. 10612, we do oot 
:believe this provision warrants disapproval. 

We agree with Treasu:ry that, while the enrolled bill has certain unde
sirable features, it "is rreritorious" and should be approved. 'lbe specific 
problerrs raised by several a<,;Jencies which are descri:bed briefly above 
are oot serious eoough to warrant disapproval; and sane problerrs can :be 
overa.::>ne through future legislative arrendrrents. 

we are working with White House staff on a signing staterrent for your 
consideration which will be submitted separately. 

Enclosures 
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Revenue Inpa.ct 

of 

Administration Tax Proposals 
coopared with 

H.R. 10612 
(in billions of dollars) 

1977 1978 1979 1980 1981 

I. Administration Proposals 

Tax Reductions -24.8 -32.6 -34.6 -36.7 -38.9 
(as estimated in the Mid
session Review of the 1977 
Budget, July 16, 1976) 

Tax Reform 

Mi.ni.J:m..ml taxable inc:a:re • 4 • 5 
capital gains .1 - .6 -
Hare insulation credit - • 3 - • 3 -
Sick pay and disability .3 .3 
Repeal 30% foreign withholding - • 2 - • 4 -
Retirenent - . 3 - • 3 -

.5 .6 .6 

.9 - 1.1 - 1.2 

.3 

.4 .4 .4 

.4 - .4 - .5 

.3 - .3 - .3 
other inc:a:re tax changes - .1 - .1 _...;...;;;;.. _...;.•.;;;,1 .2 .2 

Subtotal-individual arrl 
corporate inc:a:re tax 

Estate and gift tax 

Total 

Grand Total 

II. H.R. 10612 

Extension of Tax Cuts 
(including outlay portion 
of the earned inca:re credit) 

Tax Reform 

Tax shelters 
Mi.ni.J:m..ml and maximum tax 
Tax sirrplification 
Business-related. individual 

i.n.corre tax provisions 
Cllanges in the treatnent of 

foreign inca:re 
.l>.rrendn'ents affecting DISC 
Other :i.n.cal:e tax changes 

Subtotal-individual and 
corporate tax 

Estate and gift tax 

Total 

Grand Total 

* - .8 - .8 - .6 - .6 

- .1 - 1.1 - 1.5 - 2.0 - 2.5 

- .1 - 1.9 - 2.3 - 2.6 - 3.2 

-24.9 -34.5 -36.9 -39.3 -42.1 

-17.3 -13.8 - 8.0 - 8.3 - 7.2 

.4 .4 .5 .5 .5 
1.1 1.3 1.5 1.6 1.8 

- .4 - .4 - .5 - .5 - .5 
.2 .2 .3 .3 .3 

.2 .1 .2 .2 .2 

.5 .6 .6 .6 .7 
- .3 - .4 - .5 - .6 - .6 

1.6 1.7 2.0 2.1 2.5 

- .7 - .9 - 1.1 - 1.4 

1.6 1.0 1.1 1.1 1.0 

-15.7 -12.8 - 6.9 - 7.2 - 6.2 

*Less than $50 million 
Note: Detail may not add to total due to rounding 
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STATEMENT BY THE PRESIDENT 

Today I have signed into law the Tax Reform Act of 

1976. This action reflects my judgment that, on balance, 

the beneficial effects of the good provisions in this 

massive piece of legislation substantially outweigh the 

detrimental effects of the provisions which I find 

objectionable. 

I am pleased that in this bill the Congress has raised 

the minimum tax and has taken meaningful action to eliminate 

the use of so-called tax shelters by individuals with high 

incomes. These actions are consistent with my past proposals 

and firm support of strong measures designed to close these 

loopholes. In doing so, we are moving toward a tax system 

under which each taxpayer bears his or her fair share of the 

overall tax burden. 

I am also gratified that the Congress has adopted the 

program of estate tax relief which I proposed at the beginning 

of this year. The Act essentially includes my proposals to 

increase the basic estate tax exemption from $60,000 to the 

equivalent of $175,000, to liberalize the marital deduction 

for the transfer of property between spouses, and to provide 

special relief to the owners of family farms and businesses so 

that their heirs are not forced to liquidate these enterprises 

in order to pay estate taxes. The estate tax provisions have 

both simplified and made much more equitable our system of 

estate taxation. 

Despite the contribution many provisions of this tax bill 

make to improving our tax system, the bill fails to include 

several important and necessary changes in our tax structure. 

We must continue to reform our tax system in three important 

ways. 
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First, the best tax reform is tax reduction. Americans 

currently pay excessive taxes, particularly middle and low 

income Americans. This Act does temporarily continue the 

tax reductions enacted last year, but it fails to include 

my proposals for permanent deepened tax cuts. In particular, 

I am disappointed that the Congress did not reduce individual 

·income taxes by the additional $10 billion I recommended. If 

Congress had adopted this measure together with an equal reduc

tion in federal spending, the American people, rather than the 

Congress, could decide how that extra $10 billion should be 

spent. Accordingly, I will again urge Congress next year to 

further reduce the tax burden on Americans by increasing per

manently the personal income tax exemption from $750 to $1,000. 

Second, increased investment through appropriate tax 

incentives is absolutely essential if we are to succeed in 

creating productive jobs for our growing labor force. Such 

tax incentives can help focus investment in those areas where 

new jobs are needed most. I will again propose that Congress 

grant special tax benefits in the form of accelerated depre

ciation for new plants and equipment in areas of high unemploy

ment. I will also strongly recommend enactment of several 

other tax measures to aid in capital formation including: 

enacting a broadened stock ownership plan to increase the 

participation of low and middle income Americans in the 

ownership of our free enterprise system; and adopting the 

proposal I made over a year ago to integrate the corporate and 

personal income taxes thereby eliminating the present burden 

of double taxation of dividends which presently inhibits savings 

and investment and places our nation at a disadvantage in 

competing for world markets with other industrialized countries. 
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Third, we must move toward a simplified and more equitable 

tax code. Last January, I requested the Secretary of the 

Treasury to study the potential for restructuring and simplifying 

the present tax code. The Treasury study is well under way. 

It involves an examination of our present tax code aimed at 

making it more simple, more fair, and more economically effi

·Cient. The Treasury is scheduled to report to me on the 

project in December. I will carefully review this study as 

an important part of my Administration's effort to make our 

tax system fair and equitable for all Americans. 



THE WHITE HOUSE 

ACTION MEMORANDUM WASHINGTON LOG NO.: 

Date: ctober 1 
Jack Marsh 

FOR ACTION: Bill Seidman 
1ax Friedersdor'f 
Bobbie Kilberq 
Habert Hartmann 
Alan Greenspan 

FROM THE STAFF SECRETARY 

DUE: Date: October 2 

SUBJECT: 

Time: 
230pm 

cc (for information): Jim Connor 
Ed Schmults 

Time: noon 

H.R. 10612-Tax Refo~ Act of 1976 

ACTION REQUESTED: 

__ For Necessary Action __ For Your Recommendations 

-- Prepare Agenda and Brie£ __ Draft Reply 

~For Your Comments __ Draft Remarks 

REMARKS: 

pleaee return to judy johnston~~round floor west wing 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any quest~ or if you anticipate a 
delay in submitting ~quired material, please 
telephone the Stcdi • immediately. 

K. R. COLE, JR. 
For the President 



Tax Bill Signing Statement 

Today I have signed into law the Tax Reform Act of 1976. 

This action reflects my judgment that, on balance, the benefi-

cial effects of the good provisions in this massive piece of 

legislation substantially outweigh the detrimental effects of 

the provisions which I find objectionable. 

I am pleased that in this bill the Congress has raised 

the minimum tax and has taken meaningful action to eliminate 

the use of so-called tax shelters by individuals with high 

incomes. These actions are consistent with my past proposals 

and firm support of strong measures designed to close these 

loopholes. In doing so, we are moving toward a tax system under 

which each taxpayer bears his or her fair share of the overall 

tax burden. 

I am also gratified that the Congress has adopted the 

progrru~ of estate tax relief which I proposed at the beginning 

of this year. The Act essentially includes my proposals to 

increase the basic estate tax exemption from $60,000 to the 

equivalent of $175,000, to liberalize the marital deduction 

.for the tra~sfer of property between spouses, and to provide 
I 

special relief to the owners of family farms and businesses so 

that their heirs are not forced to liquidate these enterprises 

in order to pay estate taxes. The estate tax provisions have 

both simplified and made much more equi~able our system of 
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estate taxation. 

Despite the contribution many provisions of this tax bill 
the bill 

make to improving our tax system, ~~ fa1ls to include several 

important and necessary changes in our tax structure. We must 

continue to reform our tax system in three important ways. 

First, the best kind of tax reform is tax reduction. 

Americans currently pay excessive taxes, particularly middle 

and low income Americans. This Act does temporarily continue 

the tax reductions enacted last year, but it fails to include 

my proposals for permanent deepened tax cuts. In particular, 

I am disappointed that the Congress did not reduce individual 

income ~axes by the additional $10 billion I recommended. If 

Congress had adopted this measure together with an equal reduc-

tion in federal spending, the American people, rather than the 

Congress, could decide how that extra $10 billion should be 

spent. Accordingly, I will again urge Congress next year to 

further reduce ~~e tax burden on Americans by increasing perman-

ently the persoTial iTicome tax exemption from $750 to $1,000. 

Second, incrEased investment through appropriate tax 

incentives is absolutely essential ij we are to succeed in 
~ 

creating productive jobs for our growing labor force. Such 

tax incentives can help focus investment in those areas where 

new jobs are needed most. I will again propose that Congress 
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grant special tax benefits in the form of accerexateddeprecia

tion for new plants and equipment in areas of high unemploy

ment. I will also strongly recommend enactment of several 

other tax measures to aid in capital formation including: reduc

ing the maximum corporate tax rate from 48 to 46 percent; enact

ing a broadened stock ownership plan to increase the participa

tion of low and middle income Americans in the ownership of 

our free enterprise system; and adopting the proposal I made 

over a year ago to integrate the corporate and personal income 

taxes thereby eliminating the present burden of double taxation 

of dividends which presently inhibits savings and investment and 

places our nation at a disadvantage in competing for world mar

kets with other industrialized countries. 

Third, we must move toward a simplified and more equitable 

tax code. Last Jfu~uary, I requested the Secretary of the Trea

sury to study the potential for restructuring and simplifying 

the present tax code. The Treasury study is well under . .-w{iy. 

It involves an exa3ination of our present tax code aimed at 

making it more si~le, more fair, and more economically effi

cient. The Treas-:.::..:::-y is scheduled to report to me on the pro

ject in December. I will carefully~;review this study as an 

important part of my Administration's effort to make our tax 

system fair and equitable for all Americans. 



THE WI-IITE HOUSE 

ACTI OX j\l£ ~10 RA::\D Cl\1 WASI!I;->GTQ:-; LOG NO.: 

Date: October 2 Time: 230pm 

FOR ACTION: Paul Leach cc (for information): 

Max Friedersdorf 

Jack Marsh 
Jim Connor 
Ed Schmults 

Bobbie Kilberg Paul O'Neill 
Alan Greenspan Robert Hartmann 
Bill Seidman 

FROM THE STAFF SECRETARY 

DUE: Da~: October 2 Time: 400 pm 

SUBJECT: 

Signing Statement - H.R. 10612-Tax Reform Act 

ACTION REQUESTED: 

-- For Necessary Action -- For Your Recommendations 

___ Prepare .l\genda and Brie£ -- Draft Reply 

_X For Your Comments __ Draft Remarks 

REMARKS: 

10/L 
please return to judy johnston,ground floor west wing 

'Alo 0~J'"'~'O"'. H•v( Mtii.~IO'fl~rJ 
~0. ~ ,., fY'fMt WlJ h h 1 (\~(u(t 

~ l ~f r~r+ f. r k x. crt.J ,"f.s. A '( 
t~tAtAHt" • 

g_~ 

~ftl' fo,hr 
~ ~ , 't F r t k rc nc( 
~-urQne/•.-'1 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

H you have any questions or i£ you anticipate a 

clday in submitting the required material, please 

telephone the S·:aH Sec:etary imrr'.ediately. 

Juel' }1. cannon 
Ytr the Pres1oent ) 



THE WHITE HOUSE 

~'\CTION MEMORANDUM W ASHING ON LOG NO.: 

Da.te: 9ptober 2 Time: 230pm 

FOR ACTION: ~ (for information): 
~ f \ ' ~ 

Bobbie Kilberq Paul O'Neill 
n~iD Alan Greenspan Robert Hartmann 
~ Bill Seidman ~t-+ 

FROM THE STAFF SECRETARY 

DUE: Da.te: October I Time: 0990pm 

SUBJECT: 

Jack Marsh 
Jim Connor 
Ed Schmults 

Signing Statement ·- H.R. 10612-Tax Reform Act 

ACTION REQUESTED: 

-- For Necessary Action _ _ For Your Recommendations 

-- Prepa.re Agenda. a.nd Brief __ Dra.ft Reply 

---X For Your Comments - - Dra.ft Rema.rks 

REMARKS: 

please return to judy johnston,ground floor west wing 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMI'M'ED. 

If you ha.ve a.ny questions or if you a.nticipa.te a. 
dela.y in submitting the required ma.teria.l, plect,.; 
telephone the Sta.f£ Secreta.ry immediately. 

K. R. COLE, JR. 
For the President 



THE WHITE HOUSE 

A<.::TION ME~v10RANDUM WASHINGTO N LOG NO.: 

Date: . October 2 Time: 230pm 

FOR ACTION: Paul Leach 
Max Friedersdorf 
Bobbie Kilberg 
Alan Greenspan 

cc (for info~mo.tion): 
Jack Marsh 
Jim Connor 
Ed Schrnults 

·Bill Seidman 
FROM THE STAFF SECRETARY 

DUE: Date: October 2 

SUBJECT: 

Paul O'Neill 
Robert Hartmann 

Time: 4 00 pm 

Signing Statement - H.R. 10612-Tax Reform Act 

ACTION REQUESTED: 

-- For Necessary Action· _ . _ For Your Recommendations 

__ Prepare Agenda and Brie£ --Draft Reply 

--X For Your Comments __ Draft Remarks 

REMARI{S: 

please return to judy johnston,ground floor west wing 

:J;...ro 
\ 

( 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any questions or if you anticipate a 
delay in submitting the required material, plea~e 
telephone the Staff Secretary immediately. 

Jtu~ef 11. cannon 
. Yer the Prestaent ' r 
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Tax Bill Signing Statement 

Today I have signed into law the Tax Reform Act of 1976. 

This action reflects my judgment that, on · balance, the benefi-

cial effects of the -good provisions in this massive piece of 

legislation substantially outweigh the detrimental effects of 

the provisions which I find objectionable. 

I am ple~sed that in this bill the Congress has raised 

the minimum tax and has taken meaningful action to eliminate 

the use of so-called tax shelters by individuals with high 

incomes. These actions are consistent with my past proposals 

and firm support of strong measures designed to close these 

loop~oles. In doing so, we are moving toward a tax system under 

which each taxpayer bears his or her fair share of the overall 

tax burden. 

I am also gratified that the Congress has adopted the 

progrruu of estate tax relief which I proposed at the beginning 

of this year. The Act essentially includes my proposals to 

increase the basic estate tax exemption from $60,000 to the 

equivalent of $175r000, to liberalize the marital .deduction 

.. for the transfer of property betv1een spouses, and to provide 
I . 

special relief to tl1e owners of family farms and _businesses so 

that their heirs are not forced to liquidate these enterprises 

in order to pay estate taxes. The estate tax provisions have 

both simplified and made much more equ~~able our system of 
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estate taxation. 

Despite the contribution many provisions of this tax bill 

make 
. . the bill 

to improv1ng our tax system, ._.i\ fails to include several 

important and necessary changes in our tax structure. We must 

continue to reform our tax system in three important ways. 

· First, the best{jtiRa ~ tax reform is tax reduction • . 

Americans currently pay excessive taxes, particularly middle 

and low income Americans. This Act does temporarily continue 

the tax reductions enacted last year, but it fails to include 

my proposals for permanent deepened tax cuts. In particular, 

I am disappointed that the Congress did not reduce individual 

income taxes by the additional $10 billion I recommended. If 

Congress had adopted this measure together with an equal reduc

tion in federal spending, the American people, rather than the . 

Co.z:1gress, ·cou~d decide how ·tha.t extra $10 billion should be 

spent. Accordingly, I will again urge Congress next year to 

further reduce ~~e tax burden .on Americans by increasing perman-

ently the personcl income tax exemption from $750 to $1,009. 

Second, incr~ased investment thro~gh appropriate tax 

incentives is absolutely essential it we are to succeed in 
I 

creating productive jobs for our growing labor force. Such 

tax incentives can help focus investment in those areas where 

new jobs are needed most. I will again propose that Congress 
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grant special tax benefits in the form .of accelerated deprecia

tion for new plants and equipment in areas of high unemploy-

ment. I will also strongly recommend enactment of several 

other tax measures to aid in capital formation including: £:~c

iftg' the ftlaltiml:HR eerpeili'il:tQ tilx ili'a'ke frelft 48 "to 48 peLcaney e~act

ing a broadened stock ownership plan to increase the participa

ti6n of low and middle income Americans in the ownership of 

.our free enterprise system; and adopting the proposal I made 

over a year ago to integrate the corporate and personal income 

taxes thereby eliminating the present burden of double taxation 

of dividends which presently inhibits savings and investment and 

places our nation at a disadvantage in competing for ·world mar-

kets with other industrialized countries. 

Third, we must move toward a simplified and more equitable 

tax code. Last JruLuary, I requested the Secretary of the Trea-

sury to study the potential for restructuring and simplifying 

the present tax code. The Treasury study is well under·.:W?lY. 

It involves an exc~~nation of our present tax code aimed at 

making it more si~le, more fair, and more economically effi-

cient. The Treas~ is scheduled to report to me on the pro

ject in Decerr!ber. I will carefully1;review this ~tudy as an 

important part of my Administration's effort to make our tax 

system fair and equitable for all Americans. 



STA'l'EMBNT BY '1'HB PRESIDBN'l 

!aclay I have aiCJMI(I into lav ~ Tax Mefora Act of 

1976. 'Dlia aotioA refleota IIY jud~t tba~, on balance, 

the be!Mifiaial effeau of ~ 9004 pzoviaioaa ill 11bia 

... ,,. piece of 1891alattioa aubauat:iaUy ootwelfb the 

deut.eotal effecu of ~· proy1aiou wbioh 1 fin4 

objao~J.ooable. 

I am pleue4 t:b.at in thia bUl ~· COn9J:'••• baa raiaed 

the llinisaua tax aD4 baa uun -.aJ.Dtful aa~ion t:o elilliDAte 

the UN of ao-oalled Ux ahaltera by 1ncU.v14uala witb lligh 

iDCC*ea. '1'he8e action are aonaiateat with lilY peat. propoaala 

aDd firm auppol't. of •b'ODcJ -••urea clea191*1 to oloM th ... 

loopbolea. ID doin9 ao, w _are ••11\9 t.OWU'Cl a t.ax •r-t:ea 
unc!er wbicb eaoh UXpayer beara hia or bel' fair abare of the 

overall tax burden. 

I am al.ao graUfiecl that. ~ Congreu baa a4opa.d the 

pz'09raa of eatate tax nlief which I propoMd at ~· be91Dnia9 

of thie year. 'ftle Act. •••ntiaUy inolud.ea say proponla to 

iDareaM the baaio eatate tax •xtniiPtioD froa $60,000 to the 

equiftlen~ of $175, ooo, tD liber:aliae t.be arit.al 4eduouoa 

for the t.ranafer of property between apouaea, an4 t.o ~ide 

apeoial relief to ~ owners of family tan. an4 bua1Dea•• ao 

that their bein are DOt forced to 11quidat.e tbeae ent.erp.:ieea 

1D or4er to pay eatate taxea. fte eat.ate tax pzoviaiou haw 

both aillplif1e4 aDd ll&de IIUGh more eqtd. table our ayatea of 

.. u• taxation. 

Dupite the aontribution -ny proviaiou of t.bia tax bill 

Iaake to illpl:oYia9 our ux ayau., the bill faUa to include 

aeveral ~t and neceat~ary oban9e- in our tax •~•. 

we aat. aontiDue i:O nfora our bx ey•t- in t.hr .. illporuat 

vaya. 
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Firat., the beat tax refona ia tax nduoUoa. ~icaaa 

evnatly pay exoeaaive taxes, pu-t.icolarly at.c141e aDd low 

1noa- ~io&DII. 'fbia Act doe.a tearporarily continue the 

ux .-.dact.iorw ~ laat year, but lt faila to include 

11f pzopoaal• tor ~t 4eepeae4 tax au a. In peniCNlar, 

I am 41AppolaU4 that the Coft9reaa 414 not reduae 1D41vi4ual 

iDOOae u.xea by the ad.dit.iODill $10 b11110D 1 r~Qded.. It 

Cb~a had adopUd tbia mauure ~ with an equal nctuo

tion in fecleral apeo&Sinv, the AaaricaD people, rather than the 

c:o~a, oou14 4eoi4e bow that extra $10 billion aboul.d be 

apent. .AoaorcU.qly, I will apia urge COru)reaa aext. year to 

tw:t.ber reduce the tax burden on ~rioana by 1D0~1D9 per

MneDUy tbe personal i~ tax • ....,tJ.on froa $750 = $1,000. 

second, iaor.aaed inveat.ant throufJb appzopriatle tax 

inoeUvea ia ablolately ••-t.ial if we are to aucaee4 in 

creat.iD9 pzo4ac•lve joba for our ~1Dv labor force. Saoh 

~ inoeDUvea aan help fooua inveat..at. 1ft tboae areaa where 

new jolMI are neet!ec! 110at. I wlU avain propo.. t.bat CODtr••• 

cp:ant apeaial tax benefi t.a in the fora of acoeluated 4epr .... 

olat.iOD for new plana and ~ipment. in areaa of bi9b ••lll'loy

..nt. I will al., aV:Ongly reoo tnd eaaot.Mnt of ...,...1 

other tax -•urea to a14 in aapital for•tion 1D01114ift9a 

eaao1llD9 a bx'oa4ene4 at:.ock owoullblp plu to inoreaae tme 

panioipaUon of low and aiddle inoo• ~ioaaa in the 

owaerehlp of our fJ:• ~l'lM ayat_, ancl a4opUng ~ 

pzopoA1 I llllde over a year ago to lnt.ep:at.e the oorporat:e and 

peceoaal iDcoma t.axea thereby ellaiu.t.iD9 the pr-at. ~cl.a 

of double t:axauoa of cli¥ideftda which pn-Uy illlUbit.a aavJ.nva 

aD4 lJWeat:Mftt. and place• our aad.on at a dieadYaata~ ln 

cc:.peUJl9 for world .arJceta with ot.bllr 1D4uat.riali•ecl aouatriu. 
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Third, we ..uat .,.,. toward a aillplifie4 and .,re eqa.I.Uble 

tax co&a. r.at 3eaxy, I NqQHtacl the leoretazy of the 

~-w:y to at~ the poteatial for natnot.vincJ and aillplifyiD9 

~ pnMnt tax oocle. 'fbe fteaaury atQtty ia ftll \lftder way. 

It inol ~• an eumt aatioD of our preMDt tax code au-t at 

.Uiftg it. .ore a.lllple, 110re fair, an4 1110re eooftOIIically effi• 

~ieat.. lfbe 'ITeaauJ:y ia achedul.ed to a-eport. t.o • on t.be 

pmjeat in Deoellber. I will carefully review thia at.udy aa 

an illportant. put. of my Ada!DJ.auat.ion • a effort to .ake our 

tax ayat:.ea fair an4 eqaitable for all "-ricaDa. 



SEP 2 3 1975 

Honorable James T. Lynn 

GENERAL COUNSEL OF THE 
UNITED STATES DEPARTMENT OF COMMERCE 
Washington, D.C. 20230 

Director, Office of Management and Budget 
Washington, D. C. 20503 

Attention: Assistant Director for Legislative Reference 

Dear Mr. Lynn: 

This is in reply to your request for the views of this Department 
conc.erning the enrolled bill, H. R. 10612, the Tax Reform Act of 
1976. 

H. R. 10612, is an omnibus tax reform bill, the basic objectives of 
which are to: 1) improve the equity of the income tax by limiting arti
ficial losses and other tax shelters; 2) simplify many tax provisions 
and delete unnecessary language; 3) continue the anti-reces sionary 
tax stimulus provided for individuals and corporations by P. L. 94-12, 
the Tax Reduction Act of 1975, and 4) make improvements in the 
administration of the tax laws. 

This Department favors these basic objectives. While we have 
some reservations concerning certain provisions of the bill of particular 
interest to the Department, we have previously expressed our views on 
those and, notwithstanding such provisions, recommend the President 
approve the enrolled bill. 

The provisions, each of which we have reviewed and which particularly 
affect this Department, are: 

Section 602 relating to American travel abroad; 
Section 805 relating to investment tax credits for certain vessels; 
Section 1061-1064 and 1066-1067 relating to international boycotts; 
Section 1065 relating to bribe produced income; 
Section 1101 relating to DISCs; and 
Section 1402 relating to long-term capital gains. 

Enactment of this legislation is not expected to involve any increase 
in the budgetary requirements of this Department. 

smcer~/ ;/ 

/] /· tfov-1 ~~ 
;Ye'neral Counsel 



DEPARTMENT OF AGRICULTURE 
OFFICE OF THE SECRETARY 

WASHINGTON, D. C.20250 

Honorable James T. Lynn 
Director, Office of Management 

and Budget 
Washington, D. C. 20503 

Dear Mr. Lynn: 

September ? 8, 1976 

In reply to the request of your office, the following report is submitted 
on the enrolled enactment H.R. 10612, the "Tax Reform Act of 1976." The 
act provides for extensive revision of the Internal Revenue Code, and is 
intended to reform our Federal tax structure. 

The Department of Agriculture supports enactment of the bill. 

H.R. 10612 is an omnibus bill that will have profound implications for many 
sectors in the American economic system. In the Department•s view, most of 
the changes which will affect the agricultural sector are justifiable and 
warranted. Reform has been long overdue, and this bill provides reasonable 
and prudent corrections that should rectify past tax abuses. 

Estate and gift tax reform is also long overdue. Some adjustments need to 
be made to compensate for thirty-four years without change since the present 
statutes were enacted. However, although many of the proposed changes for 
estate and gift taxation contained in this bill are consistent with general 
reform, two sections that would provide unique treatment for farmland ma.v 
pose problems for the continued well-being of the farm sector. 

Sections 2003 and 2004 would allow estates that are largely attributable to 
farms and other closely-held businesses the right to value real assets at 
use value for estate tax purposes, rather than at fair market price, and 
provide these estates with a special 15 year payment plan at subsidized 
interest rates of 4 percent. The intent of these provisions is to promote 
the transfer of family farms between generations; even with qualifiers 
provided in the bill, individuals outside farming may have a strong incentive 
to qualify for the special treatment and thereby reduce their estate tax 
liabilities. If this occurs, it will not be in the best long-run interest 
of agriculture. Furthermore, determination of use value rather than market 
value may lead to difficult appraisal problems which will complicate 
administration of the estate tax. 
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In summary, the Department's position is in favor of signing the bill but 
also calls for close review of the public response and utilization of the 
changes and their impact on family farming and our agricultural production 
mechanisms. 

Sincerely, 

~.1:..~. 
Direc.tor. Agricultural Economics 



GENERAL COUNSEL Of THE DEPARTMENT Of DEFENSE 
WASHINGTON, D. C. 20301 

Honorable James T. Lynn 
Director, Office of Management 

and Budget 
Washington, D. C. 20503 

Dear Mr. Lynn: 

September 29, 1976 

Reference is made to your request for the views of the Department 
of Defense (DOD) on an enrolled bill, H. R. 10612, 94th Congress, 
the "Tax Reform Act of 197611 • 

Provisions in H. R. 10612 of interest to the Department of Defense 
include the following: 

Section 505, Sick pay and military disability pensions; 

Section 506, Moving expenses; 

Sections 1061-1067, International boycotts and foreign bribes; 

Section 1101, Amendments affecting DISC; 

Section 1207, Withholding provisions; 

Section 1503, Individual retirement accounts for members of 
Reserves and National Guard; 

Section 2130, Tax treatment of Armed Forces health professions 
scholarships. 

Comments on these sections are as follows: 

Section 505, Sick pay. 

Inasmuch as the new sick pay provisions apply equally to all 
taxpayers in the circumstances described in Section 505(a), 
we offer no objection to Section 505(a). 
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Military disability pensions. 

Section 505(b) eliminates the exclusion for non-combat
related disability pensions for members who entered on duty 
after September 24, 1975. Any such member may exclude 
military disability retirement payments from gross income 
only if those payments result from a "combat-related injury". 
This Department has reservations about according different 
tax treatment to members who might be similarly situated solely 
because of their date of entrance on active duty. However, we 
defer to the judgment of the Congress in that regard. 

Section 506, Moving expenses. 

This section originated as a DOD legislative proposal and is of 
paramount importance to DOD in the taxation field. We strongly 
endorse this section. 

Sections 1061-1067, International boycotts and foreign bribes. 

DOD defers to the Departments of State, Treasury, and Commerce. 

Section 1101, Amendments affecting DISC. 

Section 1101, inter alia, changes the rules concerning taxable 
income of a DISC attributable to military property. DOD defers 
to the Departments of State, Treasury, and Commerce. 

Section 1207, Withholding provisions. 

Section 1207(a) requires Federal withholding of State and District 
of Columbia income taxes of military personnel pursuant to agree
ments between requesting States and the Secretary of the Treasury. 
Section 1207 (b) extends the requirement for Federal withholding of 
State, District of Columbia, and city income taxes to members of 
the National Guard and Ready Reserve with certain stated exceptions. 
Section 1207(c) permits the Secretary of the Treasury to enter 
into agreements with States to withhold State income taxes from 
Federal employees in those States where the withholding is voluntary. 
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The Department has some reservations with respect to Section 1207. 
We cannot assess the impact of withholding upon our members; however, 
we can easily project that it will add considerably to the administrative 
burdens of the Military Departments. In order to minimize these, the 
Department will request the Treasury Department to include in the 
agreements reached with requesting states the following safeguard 
provisions: 

1. The amount of tax withheld from the pay of each member shall 
be deposited quarterly and reported at the end of the calendar year 
along with the member's name, address, and Social Security number 
to the State of legal residence or domicile of such member; 

2. The Secretary of Defense shall not be responsible for determin
ing the State of legal residence or domicile of any member under his 
jurisdiction; however, as is presently the case, the Secretary of Defense 
shall require each member who is on extended active duty to declare in 
writing his State of legal residence or domicile and provide notice in 
writing of any change thereto; 

3. The United States and its employees shall not be liable for the 
failure to withhold, report, or deposit amounts which were, or were not, 
withheld as a result of an erroneous declaration of legal residence or 
domicile. 

Section 1503, Individual retirement accounts for members of the 
Reserves and National Guard. 

DOD strongly supports this section. 

Section 2130, Armed Forces health professions scholarships. 

DOD strongly supports this section. 

Despite our reservations about Sections 505 and 1207, it is considered 
that the good points {such as the moving expense provision) outweigh the 
bad points in this bill. Accordingly, the Department of Defense recom
mends that the President approve H. R. 10612. 

rtrrG. -
Richard A. Wiley 



DEPARTMENT OF HEALTH, EDUCATION. AND WELFARE 

The Honorable James T. Lynn 
Director, Office of Management 

and Budget 
Washington, D. c. 20503 

Dear Mr. Lynn: 

SEP 2 8 1976 

This is a report on H.R. 10612, an enrolled bill "To 
reform the tax laws of the United States." 

Enactment of section 1202(a) of the enrolled bill would 
adversely affect research now conducted by the Social 
Security Administration (SSA), retrospective worker mortality 
and morbidity studies of the National Institute for 
Occupational Safety and Health (NIOSH), and collection 
activities of the Office of Education (OE) with respect to 
defaulted student loans. Further, section 1207(e) would 
create confusion regarding the status of fishermen under 
the Social Security Act as self-employed or the employees 
of others. However, our objections are not sufficient to 
support the bill's disapproval. 

Briefly stated, section 1202(a) of the enrolled bill would 
amend section 6103 of the Internal Revenue Code (relating 
to confidentiality of returns and return information} to make 
returns and return information confidential except as 
specifically authorized. There is no authorization under 
that section to permit the Secretary of the Treasury to 
disclose individual taxpayer return data to SSA for statistical 
and research activities and to NIOSH for retrospective worker 
mortality and morbidity studies. Further, we doubt whether 
6103(m), which would authorize the Secretary of the Treasury 
to disclose the mailing address of a taxpayer to officers 
of an agency for their use in attempting to collect or 
compromise a claim against the taxpayer under section 3 
of the Federal Claims Collection Act, would apply to OE 
in its efforts to collect on defaulted loans under the 
Guaranteed Student Loan Program. 

The practical consequences of section 1202(a) are that important 
studies conducted by SSA (including the Continuous Work 
History Sample and various joint research projects with the 



The Honorable James T. Lynn 2 

Office of Tax Analysis of the Treasury Department} will have 
to be discontinued. Further, NIOSH and OE, which both require 
current individual address data, will have to turn to sources 
other than the Internal Revenue Service to obtain such 
information. It has been demonstrated that use of address 
data provided by the .Internal Revenue Service is the least 
expensive and least' time consuming means for locating individuals~ 

Section 1207{e} of the enrolled bill would exclude from social 
security coverage as "employment" any services performed by 
an 'individual on a boat used in fishing if: {1) under an 
arrangement with the boat owner or operator, the individual 
received part of the catch or proceeds from the sale of the 
catch from that boat (or from a group of boats engaged in 
the same operation} as his sole remuneration and (2) the 
operating crew of the boat or of each boat in the group of 
boats engaged in the same operation was normally made up of 
fewer than ten individuals. The remuneration of such an individual 
would be treated as self-employment income. We believe this 
section is undesirable because it would create confusion and 
uncertainty regarding the status of fishermen {as self-employed 
or the employees of others) under title II of the Social 
Security Act, would be disadvantageous to the employees 
involved (who may have to pay social security contributions 
at the higher self-employment rate}, and also because it 
would result in less revenue for the social security trust 
funds. 

Sections 1202(a) and 1207{e) and their effects are described 
in greater detail at Tab A. 

Should the enrolled bill be enacted, we intend in the near 
future to submit for your review appropriate legislative 
proposals to resolve the problems raised by these sections. 

We also note that section 1211 of the enrolled bill would 
permit any State (or political subdivision) to utilize the 
social security number in the administration of any general 
public assistance, driver's license, or motor vehicle 
registration law within its jurisdiction. These proposed 



The Honorable James T. Lynn 3 

uses of social security numbers are contrary to the 
Administration's position--expressed in Administration Positions 
on H.R. 10612-Tax Reform Act of 1976 (August 25, 1976) and 
in the letter from Quincy Rodgers, Executive Director of 
the Domestic Council Committee on the Right of Privacy, to the 
Honorable Russell B. Long, Chairman of the Senate Finance 
Committee (July 23, 1976)--to limit State and local use of 
social security numbers solely to tax administration purposes. 

We recognize that our concern with these provisions is outweighed 
by those aspects of the enrolled bill that relate to taxation 
and fiscal policy. Accordingly, subject to the views of the 
Treasury Department with respect to the other provisions of 
the enrolled bill, we have no objection to the bill's 
approval. 

Sincerely, 

Under Secretary 

Enclosure 



Sections 1202(a) and 1207(e) 

Section 1202(a) 

Section 1202(a) of the enrolled bill would amend section 6103 
of the Internal Revenue Code (relating to confidentiality of 
returns and return information) to make returns and return 
information confidential except as specifically authorized. 

Subsection (j) of the new section 6103 would permit, under 
specified conditions, disclosures of information on tax 
re~urns by the Internal Revenue Service (IRS) for statistical 
and research purposes to the Bureau of the Census, the Bureau 
of Economic Analysis, the Federal Trade Commission, and the 
Department of the Treasury. However, none of these agencies 
would be empowered to redisclose such information to anyone, 
including statistical information to the Social Security 
Administration (SSA). Thus, the statistical and research 
activities of SSA would be adversely affected if the provision 
were to become law. For example, it would no longer be possible 
to use data from IRS records that is essential to the Continuous 
Work History Sample ("CWHS") system. (The CWHS system is 
a unique data base for statistical evaluation of social 
security programs and for research on a variety of other topics, 
such as the structure of the labor force and the relationships 
between internal migration and earnings. The system dates 
back to 1937 and is widely used for research by Federal 
agencies and others.} 

The enrolled bill also would make it necessary to discontinue 
joint research projects with the Office of Tax Analysis of 
the Treasury Department involving the merger of the social 
security and IRS data. The Social Security Administration 
and the Office of Tax Analysis periodically develop sample 
data files in which social security data on age, sex, race, 
earnings, and benefits are added to tax return data for the 
IRS Statistics of Income sample. These files are used by 
both agencies to study tax-transfer policy issues and provide 
the only adequate basis for analyzing the differential effects 
of tax policies by age, sex, and race. Because these sample 
data files would no longer be available, their value would 
be lost if the provision were to become law. 
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New section 6103 would not authorize the Secretary of the 
Treasury to disclose any taxpayer return information to the 
National Institute for Occupational Safety and Health (NIOSH) • 

Under current law, NIOSH may enter into an agreement with 
IRS to allow NIOSH access to taxpayer address data maintained 
on all persons filing tax returns in the United States. 
There was such an agreement in force until it lapsed in 
July 1975 and it is expected that it will be renewed in the 
near future. 

In conducting retrospective mortality and morbidity studies 
of worker populations, NIOSH, on a routine basis while the 
agreement was in force, submitted to IRS the social security 
numbers and names of all members of a given study population 
to obtain the last date of filing and the address from the most 
recently filed tax return. This enabled NIOSH to subsequently 
locate the individuals and confirm their vital status. In 
addition, NIOSH offered to assist workers, who had been 
located through the use of taxpayer address data and were 
likely to have developed cancer or other chronic diseases 
because of prior occupational exposure, to secure medical 
care. 

It has been demonstrated that use of address data provided 
by IRS is the least expensive and least time consuming means 
for locating a given individual. It costs NIOSH less than 
fifty cents to locate a given study member using IRS data. 
Without the benefit of the taxpayer address information 
provided by IRS, we have found the cost to locate study 
members to be approximately $20 per person. The typical 
size of a study population averages around 2000 workers~ 

Subsection (m) of new section 6103 would authorize the 
Secretary of the Treasury to disclose the mailing address 
of a taxpayer to officers and employees of an agency for their 
use in attempting to collect or compromise a claim against 
the taxpayer under section 3 of the Federal Claims Collection 
Act. This amendment would raise two problems for the Office 
of Education (OE) in its efforts to collect on defaulted loans 
under the Guaranteed Student Loan program. First, since the 
Higher Education Act of 1965 contains specific authority for 
the Commissioner of Education to compromise and collect 
defaulted loans under that program, OE does not proceed in 
the collection of defaulted loans in accordance with the Federal 
Claims Collection Act. We therefore may no longer be able 
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to obtain address information under this provision. Second, 
even if this provision can be interpreted to enable OE to 
obtain such information for the purpose of tracing defaulted 
loans, we could not share the information with lenders and 
State and nonprofit private loan insurance agencies (whose 
loans we reinsure) as a form of pre-claim assistance. Of 
course, under the amendment those agencies would also be 
unable to obtain the information directly from the Treasury 
Department. The result will likely be to increase the 
difficulty lenders and State agencies encounter in locating 
def'aul ters, with a corresponding increase in the number of 
claims filed under both the guarantee and reinsurance programs. 

Section 1207(e) 

Section 1207(e) of the enrolled bill would exclude from 
social security coverage as "employment" any services performed 
by an individual on a boat used in fishing if: (1) under 
an arrangement with the boat owner or operator, the individual 
received part of the catch or the proceeds from the sale 
of the catch from that boat (or from a group of boats engaged 
in the same operation) as his sole remuneration for those 
services, and (2) the operating crew of the boat or of each 
boat in the group of boats engaged in the same operation 
was normally made up of fewer than 10 individuals. The 
remuneration of such an individual would be treated as self
employment income. 

We oppose enactment of this provision because it would create 
confusion and uncertainty concerning the status of fishermen 
under the social security law. For example, a worker could 
perform identical services for two different boat owners 
and could be considered as self-employed with respect to one 
if the boat had a crew of fewer than 10 individuals and as the 
employee of the other if the boat had a crew of 10 or more. 
Further, covering employees as self-employed would be 
disadvantageous to the employees involved because they would 
have to pay contributions higher (now about 41 percent) 
than those paid by others covered under social security 
as employees and because some employees could lose social 
security protection if they were covered as self-employed 
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because their earnings would generally not be covered unless 
they had annual net earnings from self-employment of at least 
$400. Also, less money would be paid into the social security 
trust funds because the self-employment contribution rate is 
substantially less than the combined employer-employee 
contribution rate. 



ASSISTAf'!T ATTORNEY GENERAL 

LEGISLATIVE AFFAIRS ltpartmrnt nf llustitt 
lllasqiugtnu. £1.Ql. 20530 

September 27, 1976 

Honorable James T. Lynn 
Director, Office of Management 

and Budget 
Washington, D.C. 20503 

Dear Mr. Lynn: 

In compliance with your request, I have examined 
a facsimile of the enrolled bill, H.R. 10612, "To Reform 
the Tax Laws of the United States." 

As you know, because of time consideration, 
this Department has already expressed its views on this 
bill in conjunction with those of the Treasury Department. 
We submitted written comments expressing our serious 
concern as to Sections 1202 and 1205 through and in 
connection with the Treasury Department. Copies of those 
comments are attached for your information. For an 
extensive exposition of problems we foresee as to Section 
1205, see 122 Cong. Rec. s. 12270-72 (daily ed. 7/22/76). 

In spite of these problems, the Department of 
Justice defers to the Department of the Treasury concern
ing whether this bill should receive Executive approval. 

il
i cerely, 

· _ I _ _ II I~ . (,u;_2<u. o. .,_~ c..u..t~Jl..,J(t/U..; ...... __ 

Michael M. Uhlmann 
Assistant Attorney General 



In Section 1202, the bill imposes stringent ·restrictions 

on the availability of tax information to the Department of 

Justice. Tax return information is vital for law enforcement 

needs since it provides both essential investigative leads 

and concrete evidence of crime. The lack of this information 

will seriously impede the unraveling of white-collar,official 

corruption, and organized crime cases and will increase the 

difficulty of bringing narcotics traffickers to justice. 

The requirements for an application to the court, inspection 

by the court, and excision of those parts which do not meet 

the criteria for disclosure would also substantially add to 

the burdens of the federal judiciary. 

While I am reluctant to sign a bill which includes such 

provisions, I have been assured by the Treasury and Justice 

Departments that responsible members of both Houses of 

Congress have expressed concern regarding its law enforce

ment provisions. I have asked members of the Administration 

to work with the Congress in an effort to find prompt 

legislative solutions. 



There are two provisions in this bill which~give me 

grave concern because of their adverse effect on law enforce

ment and tax administration. The first of these is Section 

1205 dealing with administrative summonses. This provision 

grants a taxpayer standing in court to block the efforts of 

the Government to obtain the records of third parties even 

though the taxpayer has no legally protectable interest in 

those records. The Supreme Court has warned that to permit 

this procedure would stultify investigations by the Internal 

Revenue Service. The most harmful effect is that the Govern

ment will be severely hampered in its efforts to conduct 

income tax investigations of organized crime and white-collar 

crime since third-party records would be available only 

after extended litigation--much of which may not be con

cluded until the statute of limitations has barred prose

cution of the crime being investigated. 



DEPARTMENT OF STATE 

Washington, D.C. 20520 

September 29, 1976 

Dear Mr. Lynn: 

This letter is in response to Mr. Frey's 
communication requesting the views of the 
Department of State on an enrolled bill, H.R. 
10612, to reform the tax laws of the United States. 

The Department has a direct interest in several 
provisions in the bill, including Section 602 -
Deductionsfor Attending Foreign Conventions, 
Title X - Changes in the Treatment of Foreign 
Income, Title XI - Amendment Affecting DISC, and 
Title XVIII - International Trade Agreements. 
We do not object to most aspects of these provisions 
and defer to the views of other agencies on them. 
There are two sections of the bill on which we 
shall comment specifically, however: Title X, 
Part VI - Denial of Certain Benefits for Cooperation 
with or Participation in International Boycotts and 
in Connection with the Payment of Certain Bribes, 
and Title XVIII on International Trade Agreements. 

The Department does not support the anti
boycott provisions of the bill (Sections 1061-1064). 
We strongly oppose the boycott of countries friendly 
to the u.s. and fully support the measures taken 
by the Administration to prohibit boycott related 
acts of religious or ethnic discrimination by U.S. 
firms and to discourage u.s. firms from participating 
in the boycott of Israel. We believe, however, that 
the effect of the anti-boycott provisions in this 
bill will not be to lessen the impact of the boycott, 
but may even stiffen and strengthen the enforcement 
of it by the Arab governments. 

In terms of foreign policy interests, it is 
essential to our role in promoting a negotiated 

Honorable James T. Lynn, 
Director, 

Office of Management and Budget, 
Washington, D.C. 
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settlement of the Arab-Israel dispute that we 
maintain relationships of cooperation and confidence 
with all parties to the conflict. The anti-boycott 
provisions in the tax bill could prove harmful to 
our important political and economic interests in 
the Middle East without bringing any diminution of 
the boycott. Realistically, progress toward a 
settlement, which is o~r paramount interest in the 
area, offers the best means of achieving an end to 
the boycott problem and solutions to the many other 

· issues involved in this troublesome and tragic conflict. 

While not recommending that the President dis
approve the bill on these grounds, we recommend that 
when the President signs it he make a strong statement 
expressing his reservations concerning the anti-boycott 
provisions. Alternatively, the White House could issue 
a press release to this effect at the time of signa
ture. The Department has submitted to the National 
Security Council its suggestions regarding language 
for such a statement or press release. 

The Department is concerned about Section 1801 
(b) of the bill which deals with voting procedures 
in the International Trade Commission. Under exist
ing law, if the ITC does not have a majority in favor 
of a particular remedy in escape clause or market 
disruption cases, the President can proclaim his 
own remedy without establishing .the basis for a 
Congressional override. Section 1801 (b) would 
empower the Congress to override Presidential decisions 
in escape clause and market disruption cases in which 
only half of the members of the ITC voting agree on 
a remedy. Under Section 1801 (b), if the ITC were 
divided 3-3 on remedy, the Congress by concurrent 
resolution could require the President to effect 
the remedy recommended by either group. 

This provision is another attempt by Congress 
to empower itself with authority to disapprove of 
Presidential actions by concurrent resolution. 
The President has already stated publicly the view 
that such provisions are "violative of fundamental 
constitutional precepts and thus without effect," 
and the Department of Justice is pressing a court 
case challenging the constitutionality of such provisions. 
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Despite our reservations about the anti
boycott and ITC provisions, the Department of 
State does not recommend disapproval of H.R. 
10612 by the President. 

Sincerely, 

~ 
/-._/?· 

Ke pton B. Jen · s 
Acting Assista Secretary 
for Congressional Relations 



THE GENERAL COUNSEL OF HOUSING AND URBAN DEVELOPMENT 

WASHINGTON, D. C. 20410 

September 17, 1976 

Mr. James M. Frey 
Assistant Director for 

Legislative Reference 
Office of Management and Budget 
Washington, D. c. 20503 

Attention: Ms. Ramsey 

Dear Mr. Frey: 

Subject: H.R. 10612, 94th Congress, Enrolled Enactment 

This is in response to your request for our views on the 
enrolled enactmen't of H.R. 10612, the Tax Reform Act of 1976. 

The bill makes many changes in the Federal tax laws. With 
respect to the overall policy of the bill, as well as most of 
the individual provisions, we would defer to the Department of 
the Treasury. 

Our principal interest is in those prov~s~ons of the bill 
which would affect housing in general, and low and moderate 
income housing in particular. In general, it appears that 
these provisions are relatively more limited than might have 
been anticipated, considering the history of the bill and its 
treatment of other subjects. For example, the bill does not 
apply to real estate the limitation of deductions to "at risk" 
investment that was included in the Senate bill and retained 
in the final measure as a curb on most "tax shelters". It 
does include a provision requiring that construction period 
interest and taxes be amortized, instead of being deducted 
as a current expense, which could have an effect in reducing 
incentives for investment in housing. However, this amend
ment would not apply to low and moderate income housing before 
the end of 1982, and it would not apply to other residential 
projects before the end of 1978. Further, even after the 
construction interest and taxes provision becomes effective, 
it would be phased in through a gradual lengthening of the 
required amortization period so that its full impact would 
not be felt until 1984, or in the case of lower income housing, 
1988. . 
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Another prov~s~on of the bill would apply to most residential 
housing projects the stricter "recapture" rules governing 
excess depreciation that now apply to commercial real estate. 
However, in line with one of the alternative approaches 
suggested by this Department, low and moderate income projects 
would apparently receive the benefit of the more liberal rule 
currently applicable to nonsubsidized residential projects 
so that there would be no recapture in the case of projects 
held for at least 16-2/3ds years. 

Still another significant provision of the bill would extend 
section 167(k) of the Code which permits rapid amortization 
of expenditures incurred to rehabilitate housing for low 
income families and would increase the per unit limit on the 
amount of such expenditures. As modified, section 167(k) 
would apply to rehabilitation expenditures incurred pursuant 
to binding contracts entered into before January 1, 1978. We 
consider extension of section 167(k) as necessary and desirable 
from the standpoint of housing and neighborhood conservation 
objectives. 

In our view, the major provisions described above, along with 
other relevant features of H.R. 10612, represent a reasonable 
effort to balance tax reform and revenue objectives against 
housing needs. Although we believe that the delays allowed 
by some of the effective date provisions may prove too short 
so that questions of further extensions will have to be con
fronted before there has been sufficient opportunity for 
consideration of impact or alternatives, we regard the bill 
as an acceptable interim measure from the standpoint of this 
Department and would have no objection to its approval by 
the President. 

s~~?IO!V [t!t;t R. {f{~tt 
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-~- THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D.C. 20590 

. 
' 

Honorable Ja.mes L. Lynn 
Director, Office of Management 

and Budget 
Washington, D. C. 20503 

Dea.r Mr. Lynn: 

This is in response to your request for the Department of 
Transportation's views on an enrolled bill, H. R. 10612, "to reform 
the tax laws of the United States. 11 As requested we shall only refer 
to those provisions which directly affect the transportation industry. 

Section 170l(a) of the Act would change the present tax treatment of 
certain railroad ties. It provides that expenditures for acquiring and 
installing non-wooden replacement ties shall be chargeable to the 
capital account to the extent the expenditure exceeds the value of wood 
replacement ties. The remainder of the cost could therefore be expensed. 
The Treasury has estimated this change will reduce tax receipts by 
$5 million annually. 

Under present law, when concrete ties are used to replace wooden ties 
the entire cost of the concrete ties is required to be capitalized while 
the historic cost of the wooden ties is expensed. In contrast the 
replacement of railroad rail with a better grade of rail is considered 
a "betterment'' and the railroad is permitted to expense the present 
replacement cost of the replaced rail and is required to capitalize only 
the additional cost of the higher grade of rail, 

Thus, this amendment would allow the railroads to treat ties and rails 
in the same manner for tax purposes and we do not have any objection 
to this amendment. 

The bill would increase substantially the value of investment tax credits 
both for the railroad and airline industries. At present investment tax 
credits may be in general utilized only against 50 percent of a taxpayer's 
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tax liability and unused credits expire at the end of a seven-year 
carryover period. Section 170l(b) and Section 1703 provide the 
railroads and the airlines a temporary increase in the present 
limitation on the amount of investment tax credit which may be used 
in the current year and allow the railroads and airlines to apply 
investment tax credits against 100 percent of their tax liability in 
1977 and 1978. This percentage would then decline by 10 percent 
each year until the limitation is returned to 50 percent. We do not 
object to Sections 170l(b) and 1703. 

Section 1702 would allow the railroads to amortize their pre-1969 
tunnel borings. These are now treated as capital expenses that 
cannot be depreciated. Prior -1969 borings can now be depreciated. 
We do not have any objection to this amendment. 

Section 802 of the bill also affects the use of investment tax credits. 
While this section applies to all industries, it has particular importance 
to the airline industry and to the large amount of credits generated 
and unused in recent years. At present a taxpayer must first apply 
the current tax credits against the current tax liability, and only after 
using all the current tax credits can he apply past tax credits. 

Section 802 would reverse this order, and allow a company to apply 
unused credits from the earliest prior year first. Only after such 
unused credits had been applied would the taxpayer have to use tax 
credits from the current year. This amendment would have the 
effect of extending the life of many tax credits. This amendment 
would be of particular benefit to the airline industry where it is 
estimated that about $600 million in unused tax credits have been 
carried over through this year. Since Section 802 deals with all 
industries and not just transportation, we would defer to the Department 
of the Treasury regarding this amendment. 

We also note that Section 806 would extend the number of years that 
tax losses may be carried forward for an additional two years. For 
most industries, tax losses may be carried forward for five years, 
and this provision would lengthen the period to seven years. 
Regulated transportation carriers, however, are currently allowed 
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to use their loss carryovers for seven years and this provision would 
extend that period to nine years. We believe that it is highly unwise 
to treat the regulated and unregulated industries in a different way 
for tax purposes. This amendment would perpetuate that different 
treatment, but since Section 806 applies to all industries, we would 
defer to the Department of the Treasury. 

We do not have any objection to the President 1 s signing this bill. 

Sincerely, ~" 

/ .•.•• J.tl1 i' \ 

r; .lj I . L--: I ;;.JIY' V' ---i-~··· \ ,<./"". . '-! , ; . ,. . I'. I 

, William T. Coleman, l Jr. 



THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

September 24, 1976 

Dear Mr. Frey: 

This is in response to your request for 
our views on H. R. 10612, "To reform the tax 
laws of the United States." The Council of 
Economic Advisers has no objections to the 
President signing this bill. 

Mr. James Frey 
Assistant Director 

for Legislative Reference 
Office of Management and Budget 
Washington, D. C. 20503 

Gree~ 



Federal Home Loan Bank Board 

Mr. James M. Frey 
Assistant Director for 

Legislative Reference 

September 27, 1976 

Office of Management and Budget 
Washington, D. C. 20503 

Dear Mr. Frey: 

320 First Street, N.W. 

Washington, D.C. 20552 

Federal Home loan Bank System 

Federal Home loan Mortgage Corporation 

Federal Savings and loan Insurance Corporation 

This is in response to your Enrolled Bill Request 
dated September 23, 1976, concerning H .R. 10612, the "Tax 
Reform Act of 1976". 

The Federal Home Loan Bank Board is responsible for 
the regulation and supervision of the nation's approximately 
4,200 Federally insured savings and loan associations, the 
largest single source of residential mortgage credit in the 
United States. The operations of these associations, and 
the availability of such mortgage credit, may be substantially 
impacted not only by changes in the taxation of savings and 
loan associations themselves, but, indirectly, by changes 
in the Federal income tax law relating to real estate tax 
shelters as well. 

H.R. 10612 contains numerous amendments to the Internal 
Revenue Code of 1954 { "IRC") which would alter the favorable 
tax treatment currently afforded taxpayers who invest in 
real estate, both residential and commercial. These amend
ments are the product of three years of intensive study, 
debate and compromise by various Congressional committees 
and, when fully effective, may increase the tax liability of 
and lessen the incentive for private investment in real 
estate. While these provisions of the Tax Reform Act of 
1976 may indirectly affect the savings and loan industry, 
the Board would, in view of the magnitude of the changes 
in H .R. 10612 and the limited time and opportunity for 
analysis, defer comment to others more directly affected 
by the changes. 
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We note, however, that section 301 of H.R. 10612 would 
amend section 56 of the IRC (relating to the minimum tax for 
tax preferences) to increase, when effective, the Federal 
income tax liability on savings and loan associations. 
At present, section 56 imposes a 10 percent tax upon the 
sum of a taxpayer's minimum tax preference items, reduced 
by a $30,000 exemption and the taxpayer's regular Federal 
income taxes. Savings and loan associations are currently 
subject to the minimum tax provisions (in addition to 
ordinary corporate income taxes) because of their ability 
to qeduct, under section 593 of the IRC, a reasonable addi
tion to a reserve for bad debts which exceeds the amount 
that would have been allowable had the institution main-
tained its bad debt reserve on the basis of actual experience. 
Section 57(a)(7) of the IRC defines this section 593 reasonable 
addition to a reserve for bad debts as a tax preference item. 

Section 301 of H.R. 10612 would amend section 56 to, 
inter alia, raise the minimum tax rate from 10 to 15 percent 
and permit the taxpayer to deduct either $10,000 in preference 
income or one-half of current regular income taxes paid, 
whichever is greater (vice $30,000 plus regular income taxes 
paid). Our analysis of earlier similar versions of section 
301 considered by the Congress indicated that this amendment 
would, based upon a number of preliminary assumptions and 
data, increase the Federal income tax liability of savings 
and loan associations. 

The Board considers the increase in tax liability for 
savings and loan associations proposed by section 301 unwise 
at this point for a number of reasons. First, it is clear 
from the legislative history that Congress provided the special 
tax treatment under section 593 as an incentive for thrift 
institutions to maintain a high percentage of assets in resi
dential mortgage loans. Section 301, which in effect increases 
the penalty for electing to use the optional section 593 
bad debt provisions, lessens the attractiveness of the tax 
benefits obtainable under section 593 and thereby reduces the 
incentive for savings and loan associations to invest in 
residential mortgage loans. 

Second, an increase in tax liability for savings and 
loan associations may be particularly harmful at this time 
when many institutions are undergoing rapid savings growth 
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and experiencing severely reduced earnings. Federal insurance 
reserve ("FIR") and net worth requirements for institutions 
insured by the Federal Savings and Loan Insurance Corporation 
are prescribed by statute under the National Housing Act. As a 
savings and loan association grows rapidly, its FIR and net 
worth requirements increase correspondingly. A decrease in 
after-tax income, and hence in retained earnings, makes it 
difficult for a savings and loan association to accumulate 
sufficient net worth to sustain growth, remain in compliance 
with regulatory and statutory guidelines, and consequently 
to provide adequate funds for housing. The increase in 
the effective tax rate has the consequence of penalizing 
the more aggressive, expanding savings and loan associations. 

Third, the Board would point out that an increase in tax 
liability of savings and loan associations would reduce after
tax income, and, consequently have a tendency to increase rates 
on home mortgage loans. This result would be contrary to the 
policy of Congress in making, at low cost, residential credit 
available to the public. 

Finally, the Board notes that the issue of taxation of 
savings and loan associations has been considered by the 94th 
Congress in the context of an overall restructuring of the 
nation's financial institutions. Because taxation of financial 
institutions is such an integral part of reform of such 
institutions, 1/ the Board would urge that changes in the tax 
liability of financial institutions be given special con
sideration apart from the general question of corporate income 
taxes. Section 30l(g)(4) recognizes this necessity for special 
treatment of financial institutions by delaying the effective 
date of section 301 to taxable years beginning after December 
31, 1977, with respect to financial institutions to which 
section 585 or 593 apply (i.e., commercial banks and savings 
and loan associations, respectively). 

1/ See section 701 of the Senate-passed Financial Insti
tutions Act of 1975 (S. 1267), which would, in general, phase 
out the tax treatment offered to savings and loan associations 
vis-a-vis commercial banks under section 593 and substitute in 
lieu thereof a generalized credit for interest received by 
all taxpayers on residential mortgage loans. 
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The Board would prefer to have the application of 
the prov1s1ons of section 301 be delayed until the expiration 
of the 95th Congress (December 31, 1978) to provide more time 
for consideration of financial, reform. However, we could 
not recommend against the signing of this major legislation 
because of such a minor issue, and the Board defers judgment 
on the overall desirability of the legislation to more affected 
parties. 

Sincerely, 

~J.lt~-
Daniel J. Goldberg~--~ 
Acting General Counsel 



U.S. GOVERNMENT 

SMALL BUSINESS ADMINISTRATION 
WASHJNGTON, D.C. 20416 

OFFICE OF THE ADMINISTRATOR 

SEP 2 9 1976 

Mr. James M. Frey 
Assistant Director for 
Legislative Reference 

Office of Management and Budget 
Washington, D.C. 20503 

Dear Mr. Frey: 

This is in response to your request for the views of the 
Small Business Administration regarding H.R. 10612, an 
Enrolled Bill "To reform the tax laws of the United 
States." 

The Small Business Administration does not object to 
Presidential approval of the "Tax Reform Act of 1976." 

On balance, SBA believes this legislation would provide 
significant tax relief for small businesses and their 
owners. In particular, the estate tax relief it would 
provide small businessmen is long overdue and certainly 
merits universal support. 

Thank you for the opportunity to comment on this 
Enrolled Bill. 

Sincerely, 
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Tax Bill Signing Statement 

-~ 
Todalr. have sig~ed into law the Tax Reform Act of 1976. 

This action reflects my judgment that, on · balance, the benefi-

cial effects of the -good provisions in this massive piece of 

legislation s _ubstantially outweigh · the detrimental effects of 

the provisions which I find objectionable. 

the 

the 

I am pleased that in this bill the Congress nas .ra~ 
minimum tax and has tak~aningful action to elim~nate 

use of so-called tax shelters by individuals with high 

incomes. These actions are consistent with my past proposals 

and firm support of strong measures designed to close these 

loop~oles. In · doing so, we are moving toward a tax system under 

which each taxpayer bears his or her fair share of the overall 

tax burden. 

I am also gratified that the Congress has adop~ed the 

progrruu of estate tax relief which ! .proposed at the beginning 

of this year. · The Act essentially includes my p~als t~ 

increase the basic~ tax exemption from $60,000 to the 

equivalent of $175,090, to liberalize~marital .deduction 
.. for the . tra..Tlsfer of .property bet\·T~e2~;~~ouse~, an:d to . pr~vide 
special relief to ti1e owners of f~ ·farms and _busin~sses so 

that their heirs are not forced to liquidate these enterprises 

in order to pay estate taxes. The estate tax provisions have 

both simplified and made much more equ~~able our system of 
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estate taxation. 

Despite · the contribution many provisi~:ms of this tax'":bill 

make 
. .. . the bill 

to 1mprov1ng our tax system, ~A fa1ls to include several 

important and necessary changes in our tax structure. We must 

continue to reform our tax system in three important ways. 

First, the best kind of tax reform is tax reduction. · 

Americans ·currently pay excessive ~axes, parti~u)trly midd~e 

and low income Americans. This Act does temp~y continue 

the tax reductions .. enacted last year, but it fails to include 

my proposals for permanent deepened tax cuts. In particular, 

I am disappointed that the Congress did not reduce individual 

income ~axes by the additional $10 billion I recommended. If 

Congress had adopted this measure together wi:th an ·equal reduc

tion in federal spending, the American people, ·rather than the 

JJJ} ~ Co~gress, cou~_d decide _ how that ext~a $10 ba.c should be 

~\}~ spent. Accord~ngly, I will again urge Congress next year to 

~Y~ further reduce the tax burden .on .Americans by in~r,~sing perman-

~- ently the personal income tax exemption from $7~$1,000. 

Second, incr:ased investment thro~gh appropriate tax 

incentives is absolutely essential it w~ are to succeed in 
I ~ - . 
~ . 

creating productive jobs for our grm:l7ing labor force. Such 

tax incentives can help focus investment in those areas where 

new jobs are needed most. I will again propose that Congress 
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grant special tax ~ts in the form .of accele.t:a.t.ed dep:Cecia-

tion for new plants and equipment in areas o~ ~ unemploy

ment. I will also strongly recommend enac~ of several 

other tax measures to aid ital for.mati~luding: reduc

ax rate fro~ 48 to 46 percent; enact-ing the maximum 

ing a broadened stocR ownership plan to increase the participa

tion of low and middle income Americans in the ownership of 

our free enterprise _system; and adop~i~g~the propos~~Ijmad~ 

over a year ago to integrate the cor~te and per~ income 

taxes thereby eliminating the present burden of double taxation 

of d~vidends which presently inhibits savings and investment and 

places our nation at a disadvantage in competing for ·world mar-

kets with other industrialized countries. 

~hird, we must move toward a simplified and more equitable 

tax code. Last Jru~uary, I requested the Secretary of the Trea-

sury to study the potential for restructuring and simplifying 

the present tax cod;. The Treasury study is well under·.:W?t-Y. 

It involves an exa3ination of our present tax code aimed at 

cient. 

ject in 

it more s;~ore fair, and more economically effi

The ~u=v is scheduled to report to me on the pro

Dec~er. I will carefully,;;evi~w this ~tudy as an 

important part of my Administration's effort to make our tax 

system fair and equitable for all Americans. 




