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By Mr. MONDALE (for himself,
Mr. Bayr, Mr. CRANSTON, Mr.
HumpHREY, Mr. KENNEDY, Mr.
Muskie, Mr. NeisonN, Mr.
ABOUREZK, Mr. Bmen, Mr.
CLARK, Mr. METZENBAUM, MTr.
Tunxsey, and Mr. ' STEVENSON) @
5. 4187. A bill to amend the Internal
Revenue Code of 1954 to provide tax
relief to low and middle income taxpay-
ers, to increase revenues from other fax
sources, and to provide increased incen-
tives for expanded investment. Referred
to the Committee on Finance.
TAX REFORM AND RELIEF ACT OF 1974

Mr. MONDALE. Mr. President, I am
today introducing, on behalf of muyself
and Senators BAvH, CRANSTON, HUM-
PHREY, KENNEDY, Muskie, and NELSON,
together with Senators ABOUREZK, BIDEN,
CLARK, METZENBAUM, TUNNEY, and STE-
vENson, S. 4187, the Tax Reform and
Rellef Act of 1974.

We intend to offer this legislation as
an amendment to an appropriate bill
before the end of the session.

The November election was a clear
slgn from the American people that they
have had enough of excuses and inaction
on the economy. We must begin to deal
with the simultaneous recession and in-
flation that has gripped our Nation be-
fore this Congress ends. The situation
léas grown too serious to permit further

The $4 billion tax reform and relief
package we propose will enable us to
make a start on the kind of action that
is needed. It contains the following pro-
visions, which are discussed in more de-
tail in the accompanying fact sheets:

The oll and gas tax sections of the bill
approved last week by the House Ways
and Means Committee, including a
phase-out of the oil depletion allowance
by the end of this year, with exceptions
for independents until 1979; a tax on
windfall profits; and increased taxes on
foreign oil operations—$1 billion rev-
enue gain in 1974, $3.3 billion in 1975,
and $2.6 billion in 1976.

Repeal of the Domestic International
Sales Corporation—DISC—system of tax
incentives for exports, effective Janu-
ary 1, 1874—$800 million revenue gain in
1974, $1 billion in 1975.

Btrengthening of the minimum tax by
reducing the current exclusion from $30,-
000 to $10,000, and by eliminating the
current deduction for regular taxes paid,
effective January 1, 1974—$926 million
revenue gain in 1974, reduced by $100-
200 million as depletion is phased out.

An increase in the investment tax
eredit from 7 percent to 10 percent for
new investment above the average of the
3 preceeding years, effective January 1,
1975—$400 million revenue loss.

Tax rellef for low- and middle-income
families through an optional $175 tax
credit that may be taken instead of the
existing $750 personal exemption—g3

billlon revenue loss—and a 10 percent
“work bonus” for low-income workers
with dependent children—$600 million
revenue loss.

The revenue gains from the tax reform
provisions in the package will fully fi-
nance the tax relief for individuals and
the increase in the investment tax credit.
The package will therefore not be infla-

Senate

Since the tax reform provisions will
raise only $2.6 billion in calendar 1974,
tax relief in that year is limited to a
$170 optional tax -credit —$2.5 billion
revenue loss. When the revenue gain from
reform Increases in 1875, the tax credit
will increase to $175, and the work bonus
and the higher investment tax credit will
begin,

Mr. President, the House Ways and
Means Commitiee has
out legislation very similar to that which
we propose, and the full House is ex-
pected to act in the first week in Decem-
ber. That will leave 3 to 4 weeks for the
Benate to act.

The issues in the House bill and in our
own are not so complex and unfamiliar
'shat they cannot be considered in this

The principal tax reform provislons in
our package—phaseout of the oil deple-
tion allowance, repeal of DISC, and a
tighter minimum tax—have been thor-
oughly debated by both Houses of Con-
gress in recent years. The oil and gas tax
provisions in our bill and in the House
bill are the product of more than a year
of House hearings and careful commit-
tee consideration.

The individual tax relief provisions in
our bill—the $175 optional tax credit and
the work bonus—have been extensively
discussed in the Senate. An optional tax
credit was part of the tax reform and
relief package considered in June of this
year as an amendment to the debt cegg
bill, and the work bonus passed the
:E a year ago by an overwhelming mar-

The concept of a higher investment tax
credit for investment in excess of that of
prior years was part of the original Ken-
nedy administration proposal for an in-
vestment tax credit in 1961, and it has
been discussed frequently in Congress
and elsewhere since then.

ECONOMIC CRISIS

Mr. President, we are facing an eco-
nomic crisis as serious as any since the
'1930's.

We are now in the fourth straight
quarter of economic decline,

Inflation continues at its worst rate in
more than a quarter of a century.

Unemployment may be headed toward
its highest level since the depression.

The average worker's real earnings
are lower now than they were in 1965.

Consumer confidence is at its lowest
level since World War II.

The housing and auto industries have
been severely crippled, and the nation-
wide coal strike threatens many others.

The quadrupling of world oil prices
has put an unprecedented strain on the
world economic and monetary systems.

The latest Gallup poll shows that 51
percent of Americans believe we are
lllgg.ged for a depression like that of the

'8.

In the face of this, we simply cannot
continue with business as usual,

The tax reform and relief package we
propose will not by itself turn the econ-
omy around. But it can help ease some of
the most serlous problems.

The $3.6 billion in tax relief for low-
and middle-income workers will com-
pensate in part for the cruel erosion of
their Incomes by inflation and higher
taxes. It can also give a significant boost

to lagging consumer demand, and help
curb rising unemployment.

The higher investment tax credit for
new investment will encourage industry
to expand capital investment, thereby
glving some support to an important
part of the economy, and helping to re-
duce inflationary shortages and bottle-
necks.

This tax relief will be fully financed
by Increased revenues from some long-
overdue tax reforms, so the package will
not add to inflationary pressures,

In addition, the revenue raised from
the reforms we propose is less likely to
depress our already weak economy than
a surtax or other increase in taxes on
moderate income individuals.

The $3 billion raised from repealing
depletion, and the other tax changes
affecting the ofl industry, will come
from profits which are exorbitant by
almost any measuwre, and from an in-
dustry which for years has been taxed
far less than others.

The increase in the minimum tax will
fall overwhelmingly on those making
more than $100,000 a year, 402 of whom
paid no taxes at all for 1872, and many
others of whom paid a lower percentage
in taxes than the average worker,

The $1 billion that would be raised
from repeal of DISC now represents al-
most a pure windfall to the corporations
that receive it.

More than 90 percent of DISC receipts
go to parent corporations whose asset
size places them in the top 1 percent of
U.8. corporations, and they receive DISC
benefits solely by setting up a paper cor-
poration through which their exports
are channeled.

When the DISC provisions were en-
acted in 1971, U.8. exports had been lag-
ging for a number of years because the
U.8. dollar was substantially overvalued,
making our exports too costly to compete
effectively abroad.

Since then, however, two devaluations
and the system of flexible exchange rates
have fundamentally changed the United
States and world trading system, giving
a very substantial stimulus to U.S. ex-
ports and removing even the slender
original rationale for DISC. There is
little evidence that the DISC provisions
themselves have provided any extra
stimulus to exports.

OIL INDUSTRY FROFITE AND TAXES

Mr. President, the oil industry is the
most highly profitable and lightly taxed
industry in America.

Oil industry profits in the first 9
months of this year reached $10.8 billion,
66 percent higher than a year ago. For
U.S. industry as a whole, profits were up
only 21 percent.

Standard of Indiana’s profits in the
first 9 months were up 104 percent,
Texaeo's T0 percent, Sun Oil's 109 per-
cent, Phillips' 140 percent, Continental’s
115 percent, Atlantic Richfield’s 112 per-
cent, and Occidental’s 360 percént.

Oil industry profits for the first 9
months of this year exceeded the com-
bined total of the profits in the auto in-
dustry, the steel industry, banking, drugs,
food, containers, electronics, paper, and
rallroads.

These oil billions have become so stu-
pendous that they are embarrassing to
keep and almost Impossible to spend.



During this past year, for example, Guli
sought to expand the Nation’s energy
resources by purchasing Ringling Broth-
ers' Barnum and Bailey Circus and Mobil
is demonstrating its commitment to
Project Independence by buying up
Montgomery Ward. And just last week,
it was revealed that Standard of Indiana
wants to acquire control of Occidental
Petroleum Co. through an exchange of
more than $1 billion of stock—one of
the largest acquisitions ever attempted.

One reason the profits of these large
multinational oil companies are so for-

midable is that they are only modestly
dented by U.8. income taxes. For more
than half a century, the oil industry has
benefited from tax treatment more
favorable than that accorded to any
other industry.

The oil depletion allowance, the de-
duction for intangible drilling expenses,
and Treasury rulings allowing foreign oil
royalties to be treated as tax credits have
worked together to allow the major mul-
tinational oil companies to operate vir-
tually free from U.S. income taxes.

In 1973, the 19 largest U.S. oil com-
panies paid only 6.5 percent of their total
income in U.S. taxes. That is a smaller
percentage than a worker making $8,000
& year pays.

Many of the largest companies paid
the smallest percentage. Gulf paid 1.1
percent, Mobil 2.2 percent, Texaco 1.6
percent, and Exxon 5.4 percent.

The changes we propose in oil industry
taxation are relatively modest, The de-
pletion allowance would be phased out,
but the deduction for intangibles would
remain, and the changes in forelgn taxa-
tion deal only with the most serlous
abuses.

Mr. President, the oil depletion allow-
ance has for decades been one of the
least defensible provisions in the Inter-
nal Revenue Code.

Its supporters argue that it is abso-
lutely essential as an incentive for oil ex-
ploration and development. Yet in a let-
ter last year to the Senate Interior Com-
mittee, Treasury Secretary William
Simon said that changes in depletion
would have “relatively minor” and
“little” effect on development and ex-
ploration in the short run, and “no ei-
fect” in the long run. In addition, Secre-
tary Simon wrote, depletion costs the
Treasury more in lost revenues than it
saves consumers in lower prices, with the
difference necessarily going to profits,
royalties, and dividends.

This letter was written in March of
1973, before the oil price explosion of this
past year. With that doubling in prices,
whatever slim justification there was for
the depletion allowance has been swept
away.

When oil was selling for $3.50 a barrel
in 1973, depletion was worth about 37
cents a barrel in lower taxes. Now, with
oil selling at $7 and $10 a barrel, the in-
centives from price alone far exceed the
incentives depletion has provided in the
past. In addition, since the tax benefits
from depletion increase with the price,
the industry is now getting a double in-
centive—higher prices and higher deple-
tion allowances.

At some point, we must say that
enough Is enough. That time has now
come.

TAX RELIEF FOR LOW= AND MIDDLE-INCOME

WORKERS

While the oil industry has flourished
during this past year's inflation and re-
cession, most Americans—and especially
those with low- and middle-incomes—
have suffered severe hardship.

The average worker's real earnings—
after inflation and taxes are nearly 5
percent below a year ago.

And a Labor Department survey
earlier this year showed that low- and
middel-income families have been hurt
more by inflation and higher taxes than
those with higher incomes.

Record terest rates and soaring
prices for housing have made it almost
impossibie for the average family to buy
a home. ;

Unemployment, which hits hardest at
the poor and unskilled, has reached 6
percent, and most economists predict 1t
will reach 7 percent er more by the
spring of 1975.

Those fortunate enough to receive pay
increases that merely kept up with in-
flation have seen a larger share of their
income taken away in taxes as they
moved into higher brackets, Not only are
their dollars worth less, but they are
taxed more.

The social security payroll tax—the
most rapidly rising tax of all—has placed
a growing burden on those with low and
middle incomes, while having little im-
pact on the most afiuent.

The tax package we propose would
provide $3.6 billion in tax relief to those
low- and middle-income families who
have suffered the most.

Nearly 95 percent of the $3 billion in
relief provided by the 2175 optional tax
credit would go to families making less
than §15,000, and the $600 million in re-
lief from the work bonus would go en-
tirely to those making less than $5,600.

These are the families that have been
hurt most by inflation and recession, and
they would be helped most by the tax
relief in our bill.

In addition, since these families must
use all or almost all of their income to
meet their everyday needs, this rellef
_will be promptly returned to the economy
in the form of Increased consumer
spending, giving a much-needed boost to
lagging consumer demand.

Mr. President, it will not be easy to
combat effectively the unprecedented
combination of recession and inflation
which now afflicts our Nation. The Amer-
ican people know this, and I am con-
vinced they are prepared to make what-
ever sacrifices are necessary.

But there must be equallty of sacrifice,
and some compassion for those who have
already suffered much. The legislation
we propose seeks to meet those goals.

Those like the oil industry, who have
profited greatly and sacrificed not at all
during this past year, are asked to share
some of their gains with those who have
already borne a heavy burden of sacrifice
and deserve some relief. It Is little enough
to ask in these difficult times.

I ask unanimous consent that a series
of fact sheets deseribing this legislation,
and the text of the legislation, be in-
cluded in the Recorp at this point.

There being no objection, the material
was ordered to be printed in the Recorp,
as follows: ;
S. 4187

Be it enacted by the Senate and House of
Represenialives of the Uniled Stales of
America in Congress assembled.

SHORT TITLE

Bzcrion 1. This Act may be cited as the
“Tax Reform and Rellef Act of 1074."
TITLE T—TAX RELIEF FOR LOW AND
MIDDLE INCOME TAXPAYERS

OPTIONAL CREDIT AGAINST TAX FOR PERSONAL
EXEMPTIONS, TAK CREDIT FOR LOW-INCOME
WORKERS WITH FAMILIES

Sec. 101. (a) Bubpart A of part IV of sub-
chapter A of chapter 1 of the Internal Reve-
nue Code of 1954 (relating to credits against
tax), is amended by renumbering secvion au
a8 section 44 and by inserting after section 41
the following new sections: .

"SEC. 4. PERSONAL EXEMPTIONS,

“{a) (1) GeneraL RuLeE—At the. election
of the taxpayer, for taxable years beginning
after December 31, 1974, there shsll be al-
lowed, as a credit against the tax imposed by
this chapter for the taxable year, an amount
equal to $176 multiplied by the number of
exemptions to which the taxpayer is en-
titled under section 161, Such credlt shall
not exceed the tax imposed by this chapter
for the taxable year.

*(2) SrECIAL RULE For 1974 —At the elec-
tlon of the taxpayer, for taxable years begin-
ning hefore January 1, 1975, as a credit
against the tax imposed by this chapter for
the taxable year, an amount equal to 8170
multiplied by the number of exemptions to
which the taxpayer is entitled under section
151. Such credit shall not exceed the tax im-
posed by this chapter for the taxable year.

“(b) Erecrron.—An election under sub-
section (a) for a taxable year may be made
at any time before the expiration of the
period for flling a claim for a refund or
credit of an overpayment of tax for such
taxable year and shall be made In such form
and manner as the Secretary or his delegate
prescribes by regulations. .

“{c) DEnianL or Depucrtion.—If a taxpayer
elects the credit provided by subsection (a)
for a taxable year, no deduction shall be al-
Iowed under sectlion 151 for any exemption to
which he is entitled under such section.

D

»

“SEC. 43. TAX CREDIT FOR LOW-INCOME WORKER
- WITH FAMILIES %

“{a) In GENERAL—

“(1) ALrLowANCE oF crEDIT,—There shall be
allowed to a taxpayer who is an eligible in-
dividual as a credit against the tax imposed
by this chapter for the taxable year an
amount equal to the applicable percentage
(as determined under paragraph (3)) of the
soclal security taxes Imposed on him and his
employer with respect to wages recelved by
the taxpayer during that year, In the case of
a taxpayer who is married (as determined
under section 143) and who files a jolnt re-
turn of tax with his spouse under section 6013
for the taxable year, the amount of the credit
allowable by this subsection shall be an
amount equal to the applicable perceniage
(as determined under paragraph (2)) of the
social security taxes fmposed on him and his
spouse, and their employers, with respect to
wages recelved by the taxpayer and his spouse
during that year. ‘

“(2) APPLICABLE PERCENTAGE—The pér-
centage under paragraph (1) applicable to
the social securlty taxes is—

“(A) 86 percent for calendar years 1975
through 1977,

“(B) B3 percent for calendar years 1978
through 1080,

“(C) B0 percent for calendar/yeats 1981
through 1986, .

“(D) 78 percent for calendar years 1986
through 2010, and :

*(E) 68 percent for calendar years begin-
ning after December 31, 2010.

“(b) LIMITATIONS.—

*“(1) Maxrsum cREDIT.—The smount of
the credit allowable to a taxpayer (or to s
taxpayer and his spouse in the case of &
joint return of tax under sectlon 6013): for
any taxable year under subsectlon (a) shall
not exceed an amount equal to 10 percent of
so much of the wagos (as defined in section
3121(a)) a8 does not exceed $4,000 received
by that individual (or by that Individual and
his spouse in the case of a joint return of
tax) during thet year with respect to emaploy-
ment (as defined In section 3121(b) withoyut
regard to the exclusion set forth in paregraph
(9) of that seotiom

“(2) REDUCTION POR ADDITIONAL INCOME.—
The amotnt of the credit allowable under
subgection (a) for any taxable year (after
the application of paragraph (1)) ghall P_e
reduced by one-fourth of the amount by
which a taxpayer’'s income, or, if he 15 mar-
rled (as determined under section 143), the
total of his income and his spouse's income,
for the taxable year exceeds $4,000, For
purposes of this paragraph, the term ‘in-
come’ means adjusted gross Income (as de-
fined in section 62 but without regard to
paragraph (3) (relating to long-term capital
gains) ) plus—

*“(A) any amount described in section T1
(b) (relating to payments to support minor
children), T1l(c) (relating to alimony and
separate maintenance payments pakl as a
principal sum pald in installments), or T4(b)
(relating to certain prizes and awards),

“(B) any smount excluded from Income
under section 101 (relating to certain death
benefits), 102 (relating to gifts and inheri-
tances), 103 (relating to interest on certain
governmental obligations), 105(d) (relating
to amounts recelved under wage continua-
tlon accldent and health plana), 107 (relat-
ing to rental value of parsonages), 118 (re-
lating to certaln combat pay of members of
the Armed Forces), 113 (relating to muster-
ing-out payments for members of .the
Armed Forces), 116 (relating to partial ex-
clusjon of dividends received by individuals),
117 (relating to scholarships and fellowship
grants), 110 (relating to meals or lodging
furnished for the convenlence of the em-
ployer), 121 (relating to gain from sale ar
exchange of resldence by individual who has
attained age 65), 911 (relating to earned in-
come from sources without the Unifed
States), or 931 (relating to Income Ifrom
sources within possession of the United
States),

*(C) any amount recelved as a payment
from a public agency based upon need, age,
blindness, or disability, or as a payment from
a public agency for the general support of
the taxpayer and hls famlly (as defermined’
by the Secretary or his deleguta), other than
any payment for the purchase of prosthetic
devices or medical services, and !

“(D) any amount received as an annuity,
penslon, retirement, or disability benefit (in-
cluding veterans' compensation and pen-
slons, workmen's compensation payments,
monthly insurance payments under title IT
of the Seocial Security Act, rallroad retire-
ment annuities and peénsions, and benefits
under any Federal or State unemployment
compensation law).

“(3) APPLICATION WITH SECTION 64280.—The
amount allowable to & taxpayer, or to a tax-
payer and his spouss, as a credit under sub-

section (a) for any taxable year (after the
application of paragraphs (1) and (2)) shall
be reduced by the sum of any amounts Te-
celved under section 6428 during that year.
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“(c) DerFmrTiONs. —For purposes of this
section—-
ﬁf 1) EuteIBLE INDIVIDUAL.—The term ‘eli-
gible individual’ means an individual who
maintains a household (within the meaning
of sectlon 214(b) (3)) in the United States
which is the principal place of abode of the
individual and a child of that {ndividual with
respect to whom he is entitied to a deduction
under section 161(e) (1) (B) (relating to ad-
ditional exemption for dependents),

"(2) SociaL BECURITY TAXES.—The term ‘so-
clal security taxes’ means the aggregate
amount of taxes imposed by sections 3101
(relating to rate of tax on employees under
the Federal Insurance Contributions Act)
and 3111 (relating to rate of tax on employ-
ers under such Act) with respect to the wages
(as defined in section 3121(a)) received by
an indlvidual and his spouse with to
employment (as defined in sectlon 3121(b)),
or which would be imposed with respect to
such wages by such sections if the definitlon
of the term ‘employment’ (as defined in sec-
tion 3121(b)) did not contain the exclusion
set forth in paragraph (9) of such section.”

{b) The table of sectlons for such subhpart
is amended by striking out the last item and
Inserting in lleu thereof the following:

"Sec. 42. Personal exemptions,

“Sec. 43, Tax credit for low-income work-
ers with familles,

"Sec. 44. Overpayments of tax.”.

(c) Section 41(b)(2) of such Code (relat-
ing to contributions to candidates for pub-
lic office) is amended by striking out “and"
before “section 38' and by Inserting before
the perlod at the end thereof “, and sectlon
42 (relating to personal exemptions)™.

(d) Bection 48(a) (3) of such Code (relat-
ing to the Investment credit) is amended—

(1) by striking out “and"” at the end of
subparagraph (B),

(2) by striking out the period at the end
of subparagraph (C) and inserting in leu
thereof “, and"”, and

(3) by Inserting after subparagraph (C)
the following new subparagraph:

(D) section 42 (relating to personal ex-
emptions)."”

{e) Sectlon 50A(a)(3) of such Code (re-
lating to credit for expenses of work incei-
tive programs) iz amended—

(1) by striking out "and" at the end of
subparagraph (D),

(2) by striking out the perlod at the end
of subparagraph (E) and Inserting in lleu
thereof “, and”, and

(3) by Inserting after subparagraph (E)
the following new subparagraph:

“(F) section 42 (relating to personal ex-
emptions).”.

(f) Section 6401(b) of such Code (relating
to excessive credits) is amended by—

(1) Inserting after “lubricating oil)" the
following: *, 43 (relating to tax credit for
low-income workers with families),”; and

(2) striking out “sections 31 and 39" and
inserting in lleu thereof “sections 81, 39,
and 43",

(g) Sectlon 6201(a)(4) of such Code (re-
'Lst.ing to assessment authority) is amended

y_

(1) inserting “or 43" after “secrioN 38"
in the caption of such section; and

(2) striking out “oll)," and inserting in
Heu thereof “oil) or section 43 (relating to
:‘al.x ?red!t for low-Income workers with fam-

es),"”.

(h) (1) Subchapter B of chapter 65 of
such Code (relating to rules of speclal ap-
plication) is amended by adding at the end
thereof the following new section:

“BEC 6428. ADVANCE REFUND OF SECTION 43

CREDIT

“(a) IN GENERAL—A taxpayer may recelve
an advance refund of the credit allowable
to him under sectlon 43 (relating to tax
credit for low-income workers with families)
not more frequently than quarterly by filing
an election for such refund with the Serre-
tary or his delegate al such time and in such
form as the Secretary or his delegate may
prescribe. If the taxpayer elects to base his
claim for refund on soclal security taxes
imposed on him, his spouse, and thelr em-
ployers, the election shall be a joint election
signed by the taxpayer and his spouse. An
election may not be made under this subsec-
tion with respect to the last quarter of the
calendar year, and any other election shall
specify the quarter or quarters to which it
relates and shall be made not later than the
fitfteenth day of the eleventh month of the
taxable year to which it relates. The Secre-
tary or his delegate shall pay any advance
refund for which a proper election is made
without regard to any llabllity, or potential
Hability, for tax under chapter 1 which has
accrued, or may be expected to accrue, to
the taxpaver for the taxable year to which
the election relates.

“(b) LIMITATIONS.—

“(1) AMOUNT oF REFUND.—The amount of
any refund for which a taxpayer files an
election under subsection (a) shall be an
amount equal to the amount of the credit
allowable under section 43 with respect to
social security taxes payable with respect
to that taxpayer (or, In the case of & Joint

election, social security taxes payable with
respect to that taxpayer and his spouse) for
the guarter or quarters to which the election
relates.

*“{2) InELIGIBLE FOR CREDIT—No advance
refund may be made under this section for
any quarter to & taxpayer who, on the basis
of the income the taxpayer and his spouse
reasonably may expect to receive during the
taxable year, will not be entitled to claim
any amount as a credit under section 43 for
that year,

“(3) Mmimum PAYMENT.—No payment
may be made under this section In an amount
less than $30.

*(c) COLLECTION OF EXCESS PAYMENTS.—
In addition to any other method of collection
available to him, if the Secretary or his
delegate determines that any part of any
amount pald to a taxpayer for any quarter
under this section was In excess of the
amount to which that taxpayer was entitled
for that quarter, the Secretary or his delegate
shall notify that taxpayer of the excess pay-
ment and may withhold from any amounts
which that taxpayer elects to receive under
this sectlon in any subsequent quarter,
amounts totaling not more than the amount
of that excess.".

{2)- The table of sections for such sub-
chapter Is amended by adding at the end
thereof the following new item:

“Sec. 6428. Advance refund of sectlon 43
credit.”,

(1) Section 6011(d) of such Code (relating
to interest equallzation returns, etc.) Is
amended by adding at the end thereof the
following new paragraph:

*{4) RETURNS OF TAXPAYERS RECEIVING AD-
VANCE .REFUND OF SECTION 43 CREDIT.—Every
taxpayer who elects to receive an advance
refund of the credit allowed by section 43
{relating to tax eredit for low-income workers
with families) during the taxable year shall
file & return for that year, together with such
additional information as the Becretary or
his delegate may require.”.

(1) (1) The Secretary of the Treasury shall
develop simple and expedient application
forms and procedures for use by taxpayers
who wish to recelve an advance refund under
section 6428 of the Internal Revenue Code
of 1954 (relating to advance refund of sec-
tion 43 credit), arrange for distributing such
forms and making them easily available to
taxpayers, and prescribe such regulations as
may be necessary to carry out the provislons
of sectlons 43 and 6428 of such Code. Each
such application form shall contain a warn-
ing that the making of a false or fraudulent
statement thereon is a Federal crime.

(2) The Secretary of the Treasury is au-
thorized to obtain from any agency or de-
partment of the United States Government
or of any State or political subdivision
thereof such information with respect to
any taxpayer applying for or receiving bene-
fits under section 6428 of the Internal Reve-
nue Code of 1054 (relating to advance re-
fund of sectlon 43 credit), or his spouse, as
may be necessary for the proper administra-
tion of section 43 of the Internal Revenue
Code of 1854 (relating to tax credit for low-
income workers with families) and of sec-
tlon 6428 of such Code (relating to advance
refund of section 43 credit)., Notwithstand-
ing any other provision of law, each agency
and departmment of the Unlted States Gov-
ernment 1s authorized and directed to fur-
nish to the Secretary such information upon
request.

(k) Bectlon 402(a)(7) of the Soclal Se-
curity Act is amended by inserting after
“other Income™ the following: *(lncluding
any amounts derived from application of the
tax credit established by sectlon 43 of the
Internal Revenue Code of 1054)",

(1) The amendments made by this section
(other than the amendments made under
subsection (a) with respect to mew section
43 (relating to personal exemptions) and
under subsection (f)) shall apply to taxable
years beginning after December 31, 1074, The
amendments made under subsection (a) with
respect to new section 42 shall apply with
respect to taxable years beginning after De-
cember 31, 1873, The amendment made under
subsection (f) shall apply with respect to
wages pald after the thirtieth day after the
date of enactment of this Act. No advance
refund payment under section 6428 of the
Internal Revenue Code of 1954 shall be made
before April 1, 1875.

TITLE II—AMENDMENTS TO INCREASE
REVENUES
CHAPTER 1—MiNTMUM Tax anNp DoMEesTIC
INTERNATIONAL SALES CORPORATIONS
SBSTRENGTHENING THE MINIMUM TAX

Sec. 201. (a) Section 56 of the Internal
Revenue Code of 19564 (relating to imposi-
tion of minimum tax for tax preferences) is
amended:

(1) by striking out subsection (a) and
inserting in lleu thereof the following:

“(a) In General.—In addition to the other
taxes imposed by this chapter, there is here-
by imposed for each taxable year, with re-
gpect to the Income of every person, a tax
equal to 10 percent of the amount (if any)
by which the sum of the ltems of tax pref-
erence exceeds $10,000.”;

{2) by striking out “$30,000" In subsection
(p)(1)(B) and inserting in lleu thereot
“$10,000"; and

(3) by striking out subsection (c).

(b) The amendments made by this sec-
tion apply to taxable years beginning after
December 81, 1973.

TERMINATION OF SPECIAL TAX TREATMENT FOR
DOMESTIC INTERNATIONAL BALES CORPORATIONS

Bec, 202. (a) TERMINATION OF EXEMPTION
PROVISIONS —Section 991 of the Internal Rev-
enue Code of 1954 (relating to tax exemp-
tion of a DISC) 1s amended by adding at the
end thereof the following: "This section
shall not apply to any taxable year beginning
after December 31, 1873.".

(b) TErRMINATION OF DISCS's—8Section
992(n) of the Internal Revenue Code of 1954
(relating to definition of a DISC) s amend-
ed by adding at the end thereof the following
new paragraph:

“(4) TErRMmaATION —Notwithstanding any
other provision of this part, no corporation
ghall be treated as a DISC or former DISC
for any taxable year beginning after De-
cember 81, 1873.".

(¢) DistrInUTIONS 8Y DISCS TERMINATED —
BSection B85(b) of the Internal Revenue Code
of 1054 (relating to deemed distributions of
DISC income) is amended by adding at the
end thereof the following new paragraph:

“{3) DISTRIBUTIONS UPON TERMINATION .—

“(A) In the case of a corporation which
was & DISC, or former DISC, for a taxable
year ending after December 81, 1872, and
before January 1, 1974, and to which the
provisions of paragraph (2) do not apply
for the succeeding taxable year, a share-
holder of the corporation shall be deemed
to have received (at the time specified in
subparagraph (B)) a distribution taxable
as & dividend equal to his pro rate share of
the DISC income of such corporation ac-
cumulated during the immediately preced-
ing consecutive taxable years for which the
corporation was a DISC.

“(B) Distributions described in subpara-
graph (A) shall be deemed to be recelved
in equal installments on the last day of
each of the 10 taxable years of the corpora-
tion following the taxable year ending before
January 1, 1974.".

CHAPTER 2—TAX TEEATMENT OF DOMESTIC OIL
AND GAS PRODUCTION AMENDMENT OF 1054
CODE
Sec. 301. Except s otherwise expressly

provided, whenever In this chapter an

amendment or repeal 18 expressed in terms
of an amendment to, or repeal of, a séection
or other provision, the reference shall be
considered to be made to a sectlon or other
provision of the Internal Revenue Code of
1954,

WINDFALL PROFITS TAX; PLOWBACK CREDIT

Bec, 302. (a) In General —

(1) Amendment of subtitle D.—Subtitle D
(relating to miscellaneous excise taxes) 18
amended by adding at the end thereof the
following new chapter:

“CHAPTER 44— WINDFALL PROFITS TAX ON

DOMESTIC CRUDE OIL

“Sec, 4081. Imposition of tax.

"“Sec. 4882, Amount of tax.

“Sec. 4083. Plowback credit against tax.

“Sec. 4084. Definitions and special rules.

"'Sec. 4985. Records and information; reg-
ulations.

“Sec. 4981, TMPOSITION OF TAX.

“(r) ImposITION OF TAX.—There Is hereby
imposed on the windfall profits from do-
mestic crude oil removed from the premises
during each taxable period an exclse tax as
provided in this chapter.

“(b) By WHoM Pam.—The tax imposed by
this section shall be patd by the person
entitled to the deduction under section 611
for depletion with respect to the crude cll,
“BSec. 4082. AMOUNT OF Tax.

“{a) In GeNeraL—The amount of the tax
imposed by section 4081 shall be determined
by applying the following table separately to
each barrel of crude ofl removed from the
premises:

“if the windfall profit is:
But not

Over over The tax is:
sg.ts sgizz‘s 5953'37&'“ lus 20 percent of excess
0,60 1.20 95 cents plus 30 percent of excess
1.20 2,00 ﬂ?gegeﬁs lus 50 percent of excess
Over 2.00 6?,05"::;“;' lus 85 pereent of excess
over t&&l.

“(b) FRACTIONAL PART oF Bamrer—In the
case of a fraction of a barrel, the tax imposed
by section 4981 shall be the like fraction of
the amount of such tax imposed on a whole
barrel.

“SEC, 4983, PLOWBACK CREDIT AGAINST
TAX,

“(a) GeNEraL Rure—There shall be al-
lowed to each n liable for the tax im-
posed by section 4981 for any taxable period,



#s 0 credit against such tax, an amount equal
to such person's plowback Investment for
such taxable perlod,

“(b) LIMITATION —

“(1) TaxaBLE PERIOD 1873 —For the taxable
period which is the calendar year 1875, the
amount allowed as a credit under subsection
(a) shall not exceed the sum of—

“{A) 50 percent of the tax Imposed by sec-
tion 4981, plus

“(B) the same proportion (not greater
than 1) of 60 percent of the tax imposed
by section 4881 as 3,000 barrels bears to the
taxpayer's average daily production of do=
mestic crude oll.

*(3) Adjustment of 3,000 figure in certain
cases —For purposes of paargraph (1), Hf—

“(A) the taxable pertod constituted a tax-
able year,

“(B) the taxpayer had made the election
pr(:lvlded in section 613A(b) for such perlod,
an

*{C) the application of section 613A(h)
(4) would result in a lower figure for the
taxpayer than 8,000 barrels, i
then such lower figure shall be substituted
for '3,000".

*“(8) AVERAGE DAILY PRODUCTION.—For pur-
poses of this subsectlon, the taxpayer's av-
erage dally production of domestic crude ofl

shall be determined by dividing his aggregate
production (in barrels) of domestic mdg oll
during the taxable perlod by the number of
days in such taxable pericd.

"(c) PLowBACK INVESTMENT —FoOr purposes
of this chapter, & person’s plowback invest-
m?nt for any taxable perlod 1s the excess of —

‘(1) his qualified Investment for such tax-
able period, over

“(2) his plowback threshold for such tax-
able period.

“(d) RECOMPUTATION OF TaAX AND CREDIT
ON CUMULATIVE BaAsis. —

"(1) IN cENERAL—In the case of each tax-
able perlod (hereinafter in thls subsection
referred to as ‘current period’) ending after
December 31, 1974, the taxpayer's liability for
the tax imposed by section 4981 and his credit
under this section shall be recomputed by
treating the current period and all prior tax-
able periods as one taxable period (herein-
after in this subsection referred to as ‘re-
computation period’).

“(2) EFFECT OF RECOMPUTATION —If the
sum of the taxpayer's net tax lability for
the current period and for each prior taxable
period exceeds his net tax liabllity for the
recomputation period—

“(A) s portion of such excess (not greater
than the amount by which the tax imposed
by section 4981 for the current period Is
greater than the credit allowable by this sec-
tlon for the current period) shall be applied
to, and shall reduce, the amount of the tax
imposed by section 4881 for the current pe-
riod, and

"(B) the remainder of such excess shall be
treated as an overpayment of the tax im-
posed by section 4981 for the current period.

“(3) NET TAX LIABILITY DEFINED.—For pur-
poses of this subsection, the term ‘net tax
liability’ means, with respect to any taxable
period, the excess (if any) of the amount of
the tax Imposed by section 4881 for such pe-
riod (or, in the case of the recomputation
period, would be imposed for sych period)
over the credit allowable by thif section for
such period.

“(4) AMOUNT OF CREDIT DEEMED ALLOWABLE
FOR RECOMPUTATION PERIOD.—FoOr purposes of
gl;mmsgmcthn.fth%h credit deem?i allowable

section for the utation period
shall not exceed the mmual w_pa

“(A) the amount of the tax which would
be Imposed by section 4981 for the recompu-
tation period, reduced by

“(B) the excess of the amount of tax im-

posed by section 4981 for the taxable year
ending December 31, 1975, over the maximum
credit against such tax allowable under sub-
section (b)(2).
In determining the plowback threshold for
purposes of the recomputation period, the
amount referred to in subparagraph (A) of
the preceding sentence shall be treated as
the amount of the llability for tax under
section 4981; and the plowback threshold so
determined shall be increased by an amount
equal to the amount which was not allowable
as a credit for the taxable perlod ending
December 31, 1876, solely by reasons of sub-
section (b).

*({6) ADJUSTMENT OF NET TAX LIABILITY FOR
PRIOR ADJUSTMENTS UNDER THIS SUPSECTION —
For purposes of this subsectlon, if for any
taxable period before the current period the
application of this subsection resulted In a
reduction in tax llabllity or an overpayment
of tax (or both) under paragraph (2), the
excess referred to In paragraph (2) for the
current perlod shall be reduced by an amount
equal to the sum of all such reductions and
overpayments,

“SEC. 4084. DEFINITIONS AND BPECIAL
RULES.

“(a) WinprALL ProrrT.—For purposes of
this chapter, the term ‘windfall profit' means
the excess of the removal price over the ad-
justed base price,

"(b) ReMOVAL PrICE—For purposes of this
chapter—

“(1) In GENERAL—Except as otherwise pro-
vided in this chapier, the term ‘removal
price’ means the amount for which the bar-
rel of oll 1s sold.

“(2) BALES BETWEEN RELATED PERSONS.—In
the case of a sale between related persons
(within the meaning of section 103(c) (6)
(C)), the removal price shall be not less
than the constructive sales price for purposes
of determining gross income from the prop-
erty under sectlon 613. ;

“(3) OIL REMOVED FROM PREMISES BEFORE
sALE—If crude oll is removed from the prem-
1ses before it is sold, the removal price shall
be the constructive sales price for purposes
of determining gross income from the prop-
erty under section 613.

“(4) REFINING BEGUN ON PREMISES —If the
manufacture or conversion of crude oil Into
refined products begins before such oll is re-
moved from the premises—

“(A) such oll shall be treated as removed
on the day such manufacturs or conversion
begins, and

“(B) the removal price shall be the con-
structive sales price for purposes of deter-
mining gross income from the property under
sectlon 613.

“(B) MEANING OF TERMS.—AS used in this
subsection, the terms ‘premises’ and ‘refined
product’ have the same meaning as when
used for purposes of determining gross in-
come from the property under section 613.

*(c) Base Price—For purposes of this
chapter, the term ‘base price' means the cell-
ing price determined in the manner provided
in regulations section 160.353 prescribed by
the Coet of Living Council, as such regula-
tlons were in effect on December 1, 1873, for
domestic crude ofl of the same grade and
location.

“(d) ApJusTEp BasE Prick—For purposes
of this chapter, the term ‘adjusted base price’
means the base price plus the monthly base
price adjustment for the calendar month in
which the crude oil is removed (or deemed
removed) from the premises, determined in
sccordance with the following table:

“If the month of appli- The monthly base
cation of the taz im- price  adjust-

posed Dy  section ment 1s:
4981 152
1 = . 500
9 . 526
3 .562
L = .:81
& .610
8 . 641
7 .674
B.. . 708
P . 146
10, - .783
11 .
1% e . 864
13 . 609
; 7 R . 956
16 1,004
b [, TR 1. 055
(I 1.109
18 1.165
19, 1.2256
20 1.287
21 1.353
22 1.422
23 = 1.4085
24 1.5671
25. 1,651
6. 1. 735
1,824
28...- 1.911
20 2.016
30 2.1117
31 2.226
32 2.339
2. 458
2. 584
35 2.716
sﬂ ’-_85‘
Ly SRR e L A = AL ~ $3.000
88 .. = 3. 153
e R e SR 3.314
40 . —m=- 3.483
41 o 3.661
2. .o 3. 848
- R S 3.931
N A e D 4.015
45 b i 1} 4.008
. T 4, 141
47. - = 4. 265
B e e o 4 348
T 4,431
4,515
4,598
4. 681
4.765
4 B48
4 931
5.015
5.008
5.181
5.265
- TR S S S LTI —-w. 'D.948

“(e) QUALIFIED INVESTMENT.—For purposes
of this chapter, any person's gqualified in-
vestment for sny taxable perlod is the
amount paid or incurred by such person dur-
ing such taxable period (with respect to areas
within the United States or a possession of
the United States) for—

“(1) Intangible drilling and development
costs, or geologlcal and geophyslcal costs,
described in section 263(c),

“(2) the construction, reconstruction,
erection, or acquisition of the following
ftems but only if the original use of such
{tems begins with such person:

“(A) depreciable assets used for—

“(1) the exploration for or the develop-
ment or production of oil or gas (including
development or production from oil shale),

“(11)converting ofl shale, coal, or lguid
hydrocarbons into oll or gas, or 4

“(i11) refining ofl or gas (but not beyond
the primary product stage), f

“(B) pipelines for gathering or transmit-
ting oil or gas, and facilities (such as pump-
ing statlons) directly related to the use of
such pipelines,

“(3) secondary or tertlary recovery of oll
or gas, or

“(4) the acquisition of ofl and gas leases

(other than offshore oil and gas leases).
The aggregate amount which may be taken
into account by any person under paragraph
(4) of the preceding sentence for any tax-
able period shall not exceed ons-third of the
aggregate amount which may be taken into
account by such person under paragraphs
(1), (2), end (3) of the preceding sentence
for such perlod,

“(f) Prowsacx TaRESHOLR.—FOr purposes
of this chapter, any person's plowback
threshold for any taxable period is the ag-
gregate of the removal prices of barrels re-
moved from the premises durlng the taxable
perlod for which he is lable for tax under
section 4081, minus the sum of —

“(1) the aggregate of the base prices for
all such barrels, and

*(2) the amount of such person’s Hability
for tax under section 4081,

“(g) OraER DEFINTTIONS.—For purposes of
this chapter—

“(1) Cmupe om.—The term ‘crude oil' in-
cludes s natural gas liquid recovered from
A gas well in lease separators or fleld
facilities.

“(2) DomrsTic CRUDE om.—The term ‘do-
mestic crude oll’ means crude oll produced
from an oll or gas well located in the United
States or in a possession of the United States,

“(3) BarmerL—The term ‘barrel’ means 43
United States gallons.

“(4) UwmrTen statEs~—~The term ‘United
States’ has the meaning given to such term
by paragraph (1) of section 638 (relating to
Continental Shelf areas).

“(5) PoSSESSION OF THE UNITED STATES—
The term ‘possession of the United States
has the meaning given to such term by
paragraph (2) of section 638.

“(6) OrFsHORE—The term ‘offshore’ means
the area of the United States, or a possession
of the United States, which extends seaward
(or into the Gulf of Mexico) from—

“{A) the line of ordinary low water along
that portion of the coast which is in direct
contact with the open sea (or the Culf of
Mezxlco) or,

“(B) the line marking the seaward limit

of inland waters (or such waters' boundary
with the Gulf of Mexico).
For purposes of the preceding sentence, the
lne of ordinary low water shall be such line
a8 heretofore or hereafter modified by accre-
tlon, erosion, or reliction,

“(7) TaAxasLE PERYOD.—The term ‘taxable
period’ means—

*(A) the calendar years 1875, 1978, 1977,
and 1978, and q

“{B) the period beginning on January 1,
1979, and ending at the close of the 60th
calendar month beginning after the date of
the enactment of this chapter.

“(h) MEMBERS OF AFFILIATED GROUP TREATED
A8 OnNE PErsoN.—If 2 or more corporations
are members of an afiillated group making
a consolidated return with respect to the
tax imposed by chapter 1 for a tazable year
or years which (nclude any entire taxable
period, such corporations shall be treated as
one person for purposes of the tax imposed
by section 4981 for such taxable period and
for purposes of the credit against such tax
allowable under section 4983 for such perfod.

“(t) Exemprion From Tax Waere Tax-
BExzmpr ORGANIZATION Is ProHIBITED FROM
PrLowinc Back.—The tax imposed by section
4981 shall not apply to any organization
described In section 501(c) (3) which is ex-
empt from tax under subtitle A, to any po-
litical subdivision of a State, or to any
agengy or instrumentallty of a State or polit-
ical subdlvision thereof, If under the appli-
cable State or local law such organization,
subdivision, agency, or lnstrumentality is
not permitted (and was not od April 1, 1974
permitted) to pay or incur amounts for any
of the purposes specified in subsection (e).
“Sec. 4985: RECORDS AND INFORMATION, REG-

ULATIONS

*“(a) REcoEDS AND INFORMATION —Each
person liable for tax under section 4981,
each partnership, trust, or estate producing
domestic crude oll, each purchaser of do-
mestic crude oll, and each operator of a
well from which domestlc crude was pro-
duced, shall keep such records, make such
returns, and furnish such information with
respect to such oll as the Secretary or his
delegate may by regulations prescribe,

“(b) RecurATIONS—The Secretary or his
delegate shall prescribe such regulations as
may be necessary to carry out the purposes
of this chapter.” .

(2) CuErican AMENDMENT.—The table of
chapters for subtitle D is amended by adding
at the end thereof the following new item:

"Craarrer 44. Windfall profits tax on do-
mestlic crude ofl.”

(b) TECHNLCAL AMENDMENTS.—

(1) The first sentence of sectlon 164(a)
(relating to deductlon for taxes) is amended
by inserting after paragraph (5) the follow-
ing new paragraph:



“(6) The net windfall profits tax Imposed
br.section 4981."

(2) The first sentence of section 813(a)
(relating to percentage depletion) is
amended by striking out the period at the
end thereof and inserting in lieu thereof
the following: “, and (in the case of oll and
gas wells) reducing such gross income by
the amount of the tax Imposed by section
4981 (relating to windfall profits tax).”

(3) (A) Part II of subchapter B of chapter
1 (relating to Items specifically included in
gross income) is amended by adding at the
end thereof the following new section:

“Sec. 84. OVERPAYMENTS oF WINDFALL PRoF-
s Taxes

“Grogs Income includes any amount
treated as an overpayment of tax under sec-
tion 4983(d)(2) (B) (relatlng to recomputa-
tion of windfall profits tax and credit on
cumulative basls).”

(B) The table of sections for such part IT
is amended by adding at the end thereof the
following new item:

“Sec.B4. Overpayment of windfail profits
taxes."

(c) TimMe ForR FILING RETURN OoF WINDFALL
Prorirs Tax.—

(1) Part V of subchapter A of chapter 61
(relating to time for filing returns and other
documents) is amended by adding at the
end thereof the following new section:

"“8ec. 8077. TiMme rFor Frne RETURN OF
WiINDFALL PROFITS TaAX

“Each return of the tax imposed by sec-
tion 4881 (relating to windfall profits tax)
for any taxable period (within the meaning
of section 4684 (g) (7)) shall be filed not later
than the 16th day of the thizd month (15th
day of the fourth month in the case of an
individual) following the close of the taxable
perlod.”

(2) The table of sections for such part V is
amended by adding at the end thereof the
following new item:

“Sec. 6077. Time for filing return of wind-
fall profits tax."

(4) CERTAIN INFORMATION REQUIRED TO BE
PURNISHED —

(1) Gexneran rurLe—Subpart B of part III of
subchapter A of chapter 61 (relating to in-
formation concerning transactions with other
persons) is amended by adding at the end
thereof the following new section:

“853, 36050A., INFORMATION FUURNISHED BY
PURCHASER AND OPERATOR
REGARDING WINDFALL PROF-
1rs TAX oN DOMESTIC CRUDE

Om
“(a) CeERTAIN INFORMATION FURNISHED BY
~—Under regulations prescribed by
the Secretary or his delegate, the purchaser
of domestic crude oil (as defined In section
4684(g) (2) ) shall furnish to the person lia-
ble for tax under section 4881 with respect
to such oil a monthly statement showing

the following:

“(1) the amount of domestic crude oil pur-
chased from such person during such month,

"(2) the removal price of such oil,

“(3) the base price and the adjusted base
price with respect to such ofl,

“(4) the amount of such person’s liability
for tax under section 4981 with respect to
guch oll, and

*(56) such other information as may be re-
quired by regulations prescribed by the Secre-~
tary or his delegate.

*(b) INFORMATION FURNISHED BY OPERA-
Tor~—Under regulations prescribed by the
Secretary or his delegate, if the purchaser of
domestic crude oll and the operator of the
well from which such crude ofl was pro-
duced make a joint election under this sub-
section, the monthly statement required to
be furnished by the purchaser under subsec-
tion (a) shall be furnished by such operator,

“(e¢) Tmae ror Frunc MONTHLY BSTATE-
MENT.~—Each monthly statement required to
be furnished under subsection (a) or (b) for
any month shall be furnished before the
first day of the second month which begins
after the close of such month.

“{d) CemTiFicaTioN FURNISHED BY OPER-
AToR —Under regulations prescribed by the
Secretary or his delegate, the operator of the
well from which crude ofl subject to the
tax imposed under section 4981 was produced
shall certify (at such time and in such man-
ner as the Secretary or his delegate shall by
regulations prescribe) to the purchaser the
base price (within the ing of t1
4084(c)) with respect to such crude oll, For
purposes of section 6652(bh) (relating to addi-
tlons to tax for fallure to file other returns)
such certification shall be treated as a state-
ment of a payment to another person.

“(e) Cross REFERENCES —

“{1) For additions to tax for fallure-to
furnish information required under this sec-
tlon, see sectlon 6652(h).

“(2) For penalty for wiliful failure to
supply Information required under this sec-
tlon, see section 7242."

(2) TECHNICAL AND CONFORMING AMEND-
MENTS —

(A) Bection 6652(b) is amended by strik-
ing out “or section 6051(d)" and inserting
in lieu thereof the following: “section G050A
(relating to Information regarding windfall
gon;?:; ’t.t.m on domestic crude oil), or section

(B) The table of sectlons for subpart B of
part III of subchapter A of chapter 61 is
amended by adding at the end thereof the
following new item: P

“Sec. 6050A. Information furnished by pur-
chaser and operator regarding windfall profits
tax on domestic crude oll."”

(e) CrrimivaL PeNALTY For Fannvme To

OERTAIN INFORMATION.—

(1) INn oEnEmaL-—Part II of subchapter A
of chapter 76 of subtitie F (relating to pen-
alties applicable to certaln taxes) is amended
by adding at the end thereof the following
new section:

“Sgc. 7242, Wiirvrn FanLuvre To FURNISH
CERTAIN INFORMATION Re-
GARDING WINDFALL PROFITS ON
DomesTtic CRUDE O1L.

“Any person who is required under section
B060A (or regulations thereunder) to furnish
any statement, information, or certification
to any other person and who willfully falls
to furnish such statement, information, or
certification at the time or times required by
law or regulations, shall, in addition to other
penalties provided by law, be -gullty of a
misdemeanor and upon conviction thereof,
shall be fined not more than $10,000, or im-
prisoned not more than 1 year, or both, to-
gether with the costs of prosecution.”

(2) CLERICAL AMENDMENT.—The table of
sections for such part II is amended by add-
ing at the end thereof the following new
item:

“Sec. 7242. Willful fallure to furnish cer-
tain information regarding windfall profits
tax on domestic crude oil."

(f) InvormaTION FURNISHED BY PARTNER-
sH1rS, TRUSTS, AND ESTATES. —

(1) INFORMATION TO BE FURNISHED TO PART-
NERS AND TO BENEFICIARIES OF ESTATES AND
TRUSTS.—Subpart B of part III of subchapter
A of chapter 61 Is amended by adding at
the end thereof the following new section:

"Sec. 6050B. INFORMATION TO BE FURNISHED
TO PARTNERS AND TO BENE-
FICIARIES OF ESTATES AND
TruUSTS

“(a) ReEQUmREMENT.—Under regulations
precribed by the Secretary or his delegate,
each partnership, estate, and trust required
to file a return pursuant to section 4985 for
any taxable period shall furnish to each part-
ner or beneficlary, as the case may be, a writ-
ten statement showing the following:

(1) the name of such partner or bene-
ficlary,

“{2) information received by the partner-
ship, trust, or estate pursuant to section
60504,

“{3) the total amount of qualified invest-
ment made by such partnership, trust, or
estate during such taxable period,

‘“{4) such pariner’s or beneficiary's distrib-
utive share of the items referred to In
paragraphs (2) and (8), and

*{5) such other information as may be re-
quired by regulations prescribed by the Sec-
retary or his delegate.

“(b) TiMe ForR PURNISHING WRITTEN STATE-
MENT.—Each written statement required to
be furnished under this section with respect
to any taxable period shall be furnished be-
fore the first day of the third month follow-
ing the close of such perlod.”

(2) CLERICAL AMENDMENT.—The table of
sections for such subpart A 1s amended by
rdding at the end thereof the followlng new
tem:

“Sec. B050B. Information to be furnished
to partners and to beneficlaries of estates and
trusts,”

(g) Effective Date.—The amendments made
by this section apply to taxable years be-
glnning after Decemnber 31, 1876.

PHASEOUT OF PERCENTAGE DEPLETION FOR DO-
MESTIC OIL AND GAS PRODUCTION

Sec. 303. (&) ADJUSTMENT OF RATES.—

(1) AMENDMENT OF SUBCHAPTER @I.—Part I
of subchapter I of chapter 1 (relating to nat-
ural resources) is amended by inserting after
section 613 the following new sectlon:

“Sec. 613A. PHASEOUT OF PERCENTAGE DEPLE-

TION FoR DomesTic O1L aAND Gas Proouc-

TION.

“(a) REDUCTION IN 22 PERCENT RATE.=—
Except as otherwise provided In this section,
in the case of domestic oll and gas wells the
percentage referred to In section 613(a) shall
be (in lieu of the 22 percent specified In
section 613(b) (1)) the percentage deter-
ml.:;ed in accordance with the following
table:

“In the case of gross Income The

from the property for the percentage
following calendar years: shall be:
1 v S -~ 1B
18756 and thereafter-.. . oeccececoan 0

“{b) 8,000 BARREL-A-DAY EXEMPTION.—

“({1) In Gewnerar.—If the taxpayer elects
the application of tHis subsectlon for the
taxable year, then with respect to so much
of his average daily production of domestie
crude ofl as does not exceed 8,000 barrels, the
percentage referred to in section 613(a) shall
be 16 percent in the case of gross income
from the property before January 1, 1879,

“(2) AVERAGE DALY PRODUCTION.—FOr pur=
poses of paragraph (1), the taxpayer's aver-
age dally production of domestic crude ofl
shall be determined by dividing his aggre-
gate production of domestiec crude oll dur-

ing the taxable year by the number of days
in such taxable year.

“(3) BARRELS WITHIN EXEMPTION TO BE DE-
TERMINED ON A PROPORTIONATE BAsIs.—If the
taxpayer's average daily production of do-
mestic crude oll exceeds 3,000 barrels, the
barrels to which paragraph {1) applies shall
be determined by taking from the produc-
tlon of each prgperty a number of barrels
which bears the same proportion to the total
production of the taxpayer for such year
from such property as 3,000 barrels bears to
the aggregate number of barrels represent-
ing the average dally produetion of domestic
crude ofl of the taxpayer for such year.

‘*(4) BuseNmssys UNDER COMMON CONTROL;
MEMBERS OF THE SAME FAMILY . —

“{A) COMPONENT MEMBFERS OF CONTROLLED
GROUP TREATED AS ONE TAXPAYER —For pur-
poses of this subsection, persons who are
members of the same controlled group of cor-
porations shall be treated as one taxpayer.

“(B) AGGREGATION. OF BUSINESS ENTITIES
UNDER OCOMMON CONTROL—If GO percent or
more of the beneficial interest in two or
more corporatiens, nartnerships, trusts, es-
tates, or other entitles is owned by the same
or related persons (taking inte aceount only
persons who own at least & percent of such
beneficial interest), the 8,000 barrel per day
exemption previded by this subsection shall
be allocated ameng all such entities in pro-
portion to the respective production of do-
mestic ernde ofl during the perlod in gues-
tion by such entities. .

“{C) ALLOCATION AMONG MEMBERS OF THE
SAME FAMILY—In the case of individuals
who are members of the same family, thé
3,000 barrel per day exemption provided by
this subsection shall be allocated among
such Individuals in proportion to the re-
spective production of domestic crude oll
during the period !n question by such indi-
viduals,

(D) DEFINITION AND SPECIAL RULES.—For
purposes of this paragraph—

“{1) the term ‘controlled group of corpora-
tions’ has the meaning given to such term by
section 1563(a), except that section 1563 (b)
(2) shall not apply and except that ‘more
than 50 percent' shall be substituted for
‘at least 80 percent' each place It appears In
section 1663(a),

“(li) a person is a related person to an-
other person if such persons are members of
the same controlled group of corporations
or if the relationship between such persons
would result in a disallowance of losses un-
der section 267 or T07(b), except that for
this purpose the family of an individual in-
cluddes only his spouse and minor children,
an

“(111) the famlily of an Individual includes
only his spouse and minor children,

“(c) STRIPPER WELL ExempTioN.—In the
case of any well located in the United States
or In a possesgion of the United States which
is a stripper well (as defined in subsection
(h) (4) ) for any calendar month ending be-
fore January 1, 1879, If the taxpaper electe
the application of this subsection for the tax-
able year, then with respect to the gross in-
come for such month from crude oll pro-
duced from such well the «percentage re-
ferred to In section 613(a) shall be 15
percent.

“(d) Amcrtic Cmcre ExXEmMPTION.—In the
case of any well located north of the Arctic
Circle, If the taxpayer elects the application
of this subsection for the taxable year, then
with respect to gross income from crude oil
from such well before January 1, 1979, the
percentage referred to in section 613(a) shall
be 15 percent.

“(e) ErrcTron.—The taxpaper may elect
for any taxable year to have subsection (b),
subsection (c), or subsection (d) (but not
more than one such subsection) apply. Any
such election may be made on the tazpayer's
return for the taxable year. Any such elec-~
tion may be made or changed at any time
thereafter before the expiration of the time
for filing a clalm for credit or refund of an
overpayment of the tax imposed by this
chapter for such taxable year.

*(f) EXEMPTION ¥OR REGULATED NATURAL
Gas AND NaTURAL Gas SoLo Unper Fixen Con-
TRACT.—

“(1) IN CGENERAL.—

“(A) REGULATED NATURAL OAS—Except as
provided in paragraph (2), in the case of reg-
ulated natural gas, the percentage referred
to In section 613(a) shall be 22 percent
and the provisions of this section (other than
this subsection) shall not apply.

“(B) NATURAL GAS SOLD UNDER FIXED CON-
TRACT.—In the case of natural gas sold under
a fixed contract, the percentage referred to
in section 613(a) shall be 22 percent and
the provisions of this section (other than
this subsection) shall not apply.

“(2) TERMINATION OF REGULATED NATURAL
GAS EXEMPTION —In the case of regulated
natural gas, If the summary of prices pub-
lished pursuant to paragraph (3) for any
calendar year shows—

“(A) an average price per 1,000 cublc feet
of regulated natural gas which equals or
exf?;‘i}g -sixth of th

one-six o e average price
barrel of domestic crude oil ;‘:Ft sﬁbjectpg
Federal price control,
then the allowance for depletion shall be
computed for all perlods after December 51
of such calendar year without reference to
paragraph (1) (A).

“(3) COMPILATION OF DATA WITH RESPECT
TO PRICES OF RFGULATED NATURAL /'~ AND DO-



MESTIC CRUDE oIL—For each calendar year
beginning after December 31, 1974, the Sec-
retary or his delegate shall compile data es-
tablishing—

“(A) the average sales price per 1,000 cubic
feet of regulated natural gas sold during
such year, and

“(B) the average sales price per barrel of
domestic crude oll mot subject to Federal
price control which s sold during such year.
Within 90 days after the close of any such
calendar year, the Secretary or his delegate
shall publish a summary of such data in the
Federal Register. Any such summary so pub-
lished shall be final and conclusive.

“(4) AUTHORIZATION TO COMPILE DATA—

“(A) DATA FROM EXECUTIVE AGENCIES —In
complling the data required under para-
graph (3), the Secretary or his delegate ls
authorized to receive directly from any other
executive department or agency of the
United States informatlion and statistics
necessary for the compilation of such data.
Such other executive department or agency
shall furnish any such requested informa-
tion and statistics directly to the Secretary
or his delegate.

“(B) PURCHASERS AND SELLERS TO FURNISH
INFORMATION —If no other executive depart-
ment or agency of the United States is able
to furnish the Secretary or his delegate the
information and statistles from which the
data required under paragraph (3) can be
complled, the Secretary or his delegate may
by regulation require purchasers and sellers
of domestic crude oil and regulated natural
gas to make such reports of sales, volumes,
prices, and related information as may be
necessary to compile the data required un-
der paragraph (3).

“(g) GeoTHERMAL ENERGY—In the case of
any geothermal deposit which 1s determined
to be referred to in section 613(b) (1) (A),
the percentage referred to in section 613(a)
shall be 22 percent and the provisions of this
section (other than this.subsection) shall
not apply.

“(h) DerFmviTroNs.—For purposes of this
section— 5

(1) CrubDE ormL.—The term ‘crude oll’ in-
cludes a natural gas liquid recovered from a
gas well In lease separators or field facilities.

“(2) NaTumaL cas—The term ‘natural gas'
means any product (other than crude oil)
of an oll or gas well if a deduction for de-
pletion is allowable under section 611 with
respect to such product.

*(3) DomesTtic—The term ‘domestic’ refers
to production from an oil or gas well located
in the United States or In a possession of the
United States,

“(4) StrRIPPER WELL.—A well shall be
treated as a stripper well for any calendar
month for which its production of crude oil
averaged 10 barrels or less per day.

*“(5) BarreL—The term ‘barrel’ means 42
United States gallons.

“(6) REGULATED NATURAL GAS.—The term
‘regulated natural gas' means natural gas
subject to the jurisdiction of the Federal
Power Commission with respect to the sale or
transportation of which an order or certifi-
cate of the Federal Power Commission is in
effect (or a proceeding for the lssuance of
such an order or certificate has been Insti-
tuted), if price is taken into account directly
or indirectly in the lssuance of such order
or certificate.

(7) NATORAL GAS SOLD UNDER A FIXED CON-
TRACT —The term ‘natural gas sold under a
fixed contract’ means domestlc natural gas
sold by the producer under a contract, In ef-
fect on April 10, 1974, and all times thereafter
before such sale, under which the price for
such gas cannot be adjusted to reflect to
any extent the increase in liability of the
seller for tax under this chapter by reason of
the phaseout of percentage depletion under
this section.”

(2) The table of sectlons for Part I of
subchapter 1 of chapter 1 is amended by

inserting after the Item relating to section
613 the following new item:

“Sec.613A. Phaseout of percentage deple-
tion for domestic oll and gas
production.”

(b) REMOVAL oF 50 PERCENT LIMITATION IN
CoMPUTING TAXABLE INcOME From OIL AND
Gas WeLL.—The second sentence of section
613(a) (relating to percentage depletion) s
amended by strlking out “50 percent" and
Inserting In lleu thereof “50 percent (100
percent in the case of ofl and gas wells) ",

(c) OprioN ToO EXPENSE (GEOLOGICAL AND
GEOPHYSICAL EXPENDITURES IN CASE oF OIL
AND Gas Werr—Section 283(c) (relating to
intangible drilling and development costs in
the case of oll and gas wells) is amended to
read as follows:

“(c) INTANGIBLE DRILLING AND DEVELOP=
MENT COSTs, AND GEOLOGICAL AND GEOPHYSI-
CAL COSTS, IN CASE OF OIL AND GAs WELLS,__

“(1) INTANGIBLE DRILLING AND DEVELOPMENT
costs.—Notwithstanding subsection (a), reg-
ulations shall be prescribed by the Secretary
or his delegate under this subtitle cor-
responding to the regulations which granted
the option to deduct as expenses Intangible
drilling and development costs in the case
of oll and gas wells and which were recog-
nized and approved by the Congress in H.
Con, Res. 50, Seventy-ninth Congress.

*{2) GEOLOGICAL AND GEOPHYSICAL COSTS.—

“(A) I~y cENERAL—IN the case of oll and
gas wells, the tax treatment which applles
to the taxpayer's intangible drilling and de-
velopment costs shall also apply to his do-
mestic geological and geophysical costs.

“(B) GEOLOGICAL AND GEOPHYSICAL COSTS
pEFINED.—For purposes of this paragraph, the
term ‘domestic geological and geophysical
costs’ means any expenditure for—

(1) aerial photography,

“(11) geological mapping,

“(1ii) airborne magnetometer surveys,

" (iv) gravity meter surveys,

“(v) selsmiograph surveys, or

“(vi) simllar geological and geophysical
methods,
for the purpose of ascertaining the existence,
location, extent, or quality of any deposit of
oil or gas within the United States or a pos-
session of the United States.”

(d) ErFecTIVE DATES.—

{1) The amendments made by subsection
(a) and (b) apply to taxable years begin-
ning after December 31, 1973. .

(2) (A) The amendment made by subsec-
tion (¢) shall apply to any taxable year be-
ginning after December 31, 1976, for which
an election under subsection (b), (¢),or (d)
of gection B813A of the Internal Revenue Code
of 1954 is not in effect.

(B) The taxpayer may elect to capltalize
or to deduct all costs to which 263(c) of the
Internal Revenue Code of 1854 (as amended
by subsection (c) of this section) applies.
Any such election shall be made before the
expiration of the time for fillng clalm for
credit or refund of any overpayment of tax
imposed by chapter 1 of the Internal Revenue
Code of 1054 with respect to the taxpayer's
first taxable year beginning after December
31, 1876, to which the amendment made by
subsection (¢) applies and for which he pays
or incurs costs referred to In such section
263(c). Any election made under this sub-
paragraph may be changed or revoked at any
time befora the expiration of the time re-
ferred to In the preceding sentence, but after
the expiration of such time may not be
changed or revoked.

TREATMENT FOR PURPOSES OF THE INVESTMENT

CREDIT OF CERTAIN PROPERTY USED IN INTER-

NATIONAL OR TERRITORIAL WATERS

Sec. 304. (a) Amendment to 1954 Code.—
(1) IN GENERAL—Clause (x) of section
48(a) (2) (B) (relating to property used out-
side the United States) is amended by strik-
ing out “territorial waters” and inserting in
lieu thereof “territorial waters within the

northern portion of the Western Heml-

sphere."

(2) DeFNImION —Subparagraph (B) of
section 48(a)(2) is amended by adding at
the end thereof the following new sentence:

“For purposes of clause (x), the term
“northern portion of the Western Hemi-
sphere' means the area lying west of the 30th
meridian west of Greenwlich, east of the in-
ternational dateline, and north of the Equa-
tor, but not including any foreign country
which s a country of South America.”

(b) EFFECTIVE DATE.—

(1) In gEneraL—The amendments made
by subsection (a) shall apply to property, the
construction, reconstruction, or erection of
which was completed after March 31, 1974, or
the acquisition of which by the taxpayer oc-
curred after such date.

(2) BINDING CONTRACT—The amendments
made by subsection (a) shall not apply to
property constructed, reconstructed, erected,
or acquired pursuant to a contract which
was, on April 1, 1974, and at all times there-
after, binding on the taxpayer.

(3) CEBRTAIN LEASE-BACK TRANSACTIONS,
ETC.—Where a person who is a party to a
binding contract described in paragraph (2)
transfers rights in such contract (or in the
property to which such contract relates) to
another person but a party to such contract
retains a right to use the property under a
lease with such other person, then to the ex-
tent of the transferred rights such other per-
son, then to the extent of the transferred
rights such other person shall, for purposes
of paragraph (2), succeed to the position of
the transferor with respect to such binding
contract and such property. The preceding
sentence shall apply, in any case in which
the lessor does not make an election under
section 48(d) of the Internal Revenue Code
of 1954, only If a party to such contract re-
tains a right to use the property under &
long-term lease,

CHAPTER 3—TAX TREATMENT OF FOREIGN OIL
AND GAS PRODUCTION AMENDMENT OF 1854
CODE
Sec. 401. Except as otherwise expressly pro-

videdl, whenever in this chapter an amend-

ment or repeal 1s expressed In terms of an
amendment to, or repeal of, a sectlon or
other provision, the reference shall be con-
sidered to be made to a section or other pro-
vision of the Internal Revenue Code of 1954.
REPEAL OF PERCENTAGE DEPLETION IN CASE OF
FOREIGN OIL AND GAS WELLS

Sec. 402. () AMENDMENT TO BECTION 613.—
Section 613(d) (relating to percentage de-
pletion) is amended to read as follows:

“{d) DENIAL oF PERCENTAGE DEPLETION IN
Case oF FOREIGN OIL oR Gas WeLL.—

“(1) IN cENERAL.—In the case of &ny for-
elgn oil or gas well, the allowance.for de-
pletion under section 811 shall be computad
without reference to this section. -

“(2) FOREIGN OIL OR GAS WELL—For pur-
poses of this subsection, the term ‘forelgn
ofl or gas well'’ means any oll or gas well
which 1s not located In the United States or
in a possession of the United States.”

(b) TREATMENT OF INTANGIBLE DRILLING
AND DEVELOPMENT EXPENSES IN THE CASE OF
TForEIGN OIL AND Gas WeLLs —Section 263(c)
(relating to intangible drilling and develop-
ment costs in the case of oll and gas wells),
as amended by section 102(c) of this Act,
s further amended by adding at the end
thereof the following new paragraph:

“(3) FOREIGN OIL AND GAS WELLS.—

“(A) IN GENERAL—The regulations pre-
seribed under this subsection shall be ap-
plied separately—

“(1) with respect to domestic oll and gas
wells, and

“{{1) with respect to forelgn oll and gas
wells.

“{B) REVOCATION, WITH RESPECT TO FOR-
BIGN OIL AND GAS WELLS, OF ELECTION TO EX=-
PERSE—In the case of any taxpayer with
respect to whom there is Ih effect for his last
taxable year ending before January 1, 1974,
an option to deduct as expenses intangible
drilling and development costs in the case of
oil and gas wells—

“(1) such option shall continue to apply
to domestic oil and gas wells, but

*“{1i) the taxpayer may revoke such option
with respect to foreign oll and gas wells, ef-
fective for his first or second taxable year
ending after December 31, 1973, and for all
taxable years thereafter.

Any revocation referred to in clause (i) of
the preceding sentence shall be made before
the expiration of the time for filing ciaim for
credit or refund of any overpayment of tax
imposed by this chapter with respect to such
first taxable year or such second taxable
year, as the case may be. Any such revoca-
tion may be revoked at any tlme before the
expiration of the time referred to in the
preceding sentence, but after the expiration
of such time may not be revoked.

“(C) DerFinrrioNs—For purposes of this
paragraph—

“(1) The term ‘domestic oll and gas wells’
means oll and gas wells located in the United
States or a possession of the United States.

“(i1) The term ‘forelgn oil and gas wells’
means oll and gas wells other than domestic
oil and gas wells.”

(c) ErrFpcTIVE DaTE~—The amendments
made by this section shall apply to taxable
years ending after December 81, 1973.
LIMITATION ON FOREIGN TAXES ATTRIBUTABER

TO POREIGN OIL AND GAS EXTRACTION INCOME;

SEPARATE COMPUTATION OF TFOREIGN TAX

CREDIT FOR OIL AND GAS RELATED DNCOME

Src. 403. (a) In General—Subpart A of
part IIT of subchapter N of chapter 1 (relat-
ing to forelgn tax credit) i1s amended by
adding at the end thereof the following new
section: ]

Sec. 907. SPECIAL RULES IN CASE oF FOREIGN
O1L AND GaAS INCOME

“(a) REDUCTION IN AMOUNT ALLOWED AS
ForercN Tax UNper SecTioN 901.—In applying
section 901, the amount of any income, war
profits, and excess profits taxes paid or ac-
crued (or deemed to have been pald) during
the taxable year with respect to foreign oil
and gas extraction income which would (but
for this subsection) be taken Into account
for purposes of section 901 shall be reduced
by the amount (if any) by which the amount
of such taxes exceeds the product of—

(1) the amount of the foreign oll and
gas extraction income for the taxable year,
multiplied by

“(2) the percentage which Is 110 percent
of the sum of the normal tax rate and the
surtax rate for the taxable year specified in
section 11.

“(b) AppLICATION OF SECcTION 904 LImrTa-
TIoN.—The provisions of section 904 shall be
applied separately with respect to—

“(1) forelgn oil related Income, and

*(2) other taxable Income.

With respect to forelgn ofl related income,
the overall limitation provided by section
904(a) (2) shall apply and the per-country
limitation provided by section 804(s) (1)
shall not apply.

*(c) ForEIGN INCOME DEFINITIONS AND SPE-
ciaL RuLes—For purposes of this section—

(1) FOREIGN OIL AND GAS EXTRACTION IN=-
couE.—The term ‘foreign oll and gas extrac-
tion Income’ means the taxable income de-
rived from sources without the United Statea
and its possessions from—

“(A) the extraction (by the taxpayer or

‘any other person) of minerals from ofl or

gas wells, or

*“(B) the sale or exchange of assets used
in the trade or business described In sub-
paragraph (A).



“(2) FOREIGN OIL RELATED INCOME.—The
term ‘forelgn oll related Income' means the
tuXkable income derlved from sources outside
the United States and Its possesslons from—

“{A) the extraction (by the tazpayer or
any other person) of minerals from oil or
gas wells,

*“(B) the processing of such minerals into

their primary products,

“(C) the transportation of such minerals
or primary products,

(D) the distribution or sale of such min-
erals or primary products, or

"(E) the sale or exchange of assets used
in the trade or business described in sub-
paragraph (A), (B), (C),or (D).

“(3) DIVIDENDS, PARTNERSHIP DISTRIRUTIONS,
Erc.—The term ‘foreign oll and gas extraction
income' and the term ‘foreign oll related
income’ Include—

“(A) dividends from a foreign corporation
in respect of which taxes are deemed pald by
the taxpayer under section 502,

*{B) amounts with respect to which taxes
are deemed pald under section 960(a), and

“(C) the taxpayer's distributive share of
the income of partnerships,
to the extent such dividends, amounts, or
distributivé share is attributable to forelgn
oll and gas extraction income, or to foreign
oil related Income, as the case may be.

“{4) CeEmTAIN LOSSES —II for any forelgn
country for any taxable year the taxpayer
would have a net operating loss If only items
from sources within such country (Including
deductions properly apportioned or allocated
thereto) which relate to the extraction of
minerals from oil or gas wells were taken
into account, such Items—

“{A) shall not be taken into account in
computing foreign oil and gas extraction in-
come for such year, but

“{B) shall be taken into account In com=-
puting foreign oil related Income for such

ar.
ye“m Disnecarp oF CERTAIN PoSTED PRICES,
Erc.—For purposes of this chapter, in deter-
mining the amount of taxable income in the
case of foreign ofl and gas extraction income,
if the oil or gas 1s disposed of, or 1s acquired
other than from the government of a foreign
country, at a posted price (or other prlcing
arrangement) which differs from the falr
market value for such oll or gas, such falr
market value shall be used in lleu of such
posted price (or other pricing arrangement),

“{e) TransITIONAL RULES.—

(1) TAXABLE YEARS ENDING AFTER DECEMBEER
81, 1973.—In applying subsections (d) and
(e) of section 904 for purposes of determin-
ing the amount which may be carried over
from a taxable year ending before January
1, 1974, to any taxable year ending after
December 31, 1973—

*“{A) subsection (a) of this section shall be
deemed to have been in effect for such prior
taxable year and for all taxable years there-
after, and

“(B) the carryover from such prior year
shall be divided (effective as of the first day
of the first taxable year ending after Decems=
ber 31, 1873) Into—

*(1) a foreign oil related carryover, and

“(1i) an other carryover,
on the basis of the proportionate share of the
forelgn oll related lncome, or the other tax-
able Income, as the case may be, of the total
taxable Income taken Into account in com-
puting the amount of such carryover.

“(2) TAXABLE YEARS ENDING AFTER DECEM-
Ber 31, 1974 —In applyving subsections (d)
and (e) of sectlon 904 for purposes of de=~
termining the amount which may be carried
over from a taxable year ending before Janu-
ary 1, 1975, to any taxable year ending after
December 31, 1974, If the per-country limita-
tion provided by section 904(a) (1) applied
to such prior taxable year and to the tax-
payer's last taxable year ending before Janu-
ary 1, 1975, then in the case of any forelgn
ofl related carryover—

“(A) the first sentence of section 904(e)
(2) shall not apply, but

“(B) such amount may not exceed the
amount which could have been used in such
succeeding taxable year if the per-country
limitation continued to apply.

“(f) RecapTURE OF FOREIGN OIL RELATED
Loss.—

‘(1) GenErAL RULE~For purposes of this
subpart, in the case of any taxpayer who
sustains a foreign oil related loss for any tax-
able year—

“{A) that portion of the forelgn oil re-
lated income for each succeeding taxable year
which is equal to the lesser of—

(i) the amount of such loss (to the ex-
tent not used under this paragraph in prior
years), or

(1) 50 percent of the foreign oil related
Income for such succeeding taxable year,
shall be treated as Income from sources with-
in the Unlited States (and not as income from
sources without the Unlted States), and

“(B) the amount of the Income, Wwar
profits, and excess profits pald or accrued
{or deemed to have been paid) to a forelgn
country for such su taxable year
with pespect to foreign oll related Income
shall be reduced by an amount which bears
the same proportion to the total amount of
such foreign taxes as the amount treated as
income from sources within the United
BStates under subparagraph (A) bears to the
total forelgn oll related Income for such suc-
ceeding taxable year.

For purposes of this chapter, the amount
of any foreign taxes for which credit i1s de-
nled under subparagraph (B) of the pre-
ceding sentence shall not be allowed as a
deductlon for any taxable year. For p

of this subsection, foreign oll related income
shall be determined without regard to this
subsection.

*(2) FOREIGN OIL RELATED LOSS DEFINED.-—
For purposes of this subsection, the term
‘forelgn ofl related loss' means the amount
by which the gross income for the taxable
year from sources without the United States
and its possessions (whether or not the tax-
payer chooses the benefits of this subpart for
such taxable year) taken into account in de-
termining the foreign ofl related Income for
such year is exceeded by the sum of the de-
ductions properly apportioned or allocated
thereto, except that there shall not be taken
into account—

“(A) any net operating loss deduction al-
lowable .for such year under section 172(a)
or any capital loss carrybacks and carryovers
to such year under section 1212, and

“(B) any—

*“(1) foreign expropriation loss for such
year, as defined in sectlon 172(k) (1), or

“{11) loss for such year which arises from
fire, storm, shipwreck, or other casualty, or
from theft,
to the extent such loss Is not compensated
for by insurance or otherwise,

“(3) DISPOSITIONS.—

“(A) IN cENERAL—TFor purposes of this
chapter, If property used in a trade or busi-
ness described in subparagraph (A), (B),
(C), or (D) of sudsection (c)(2) is dis-
posed of during any taxable year—

“(1) the taxpayer notwithstanding any
other provision of this chapter (other than
paragraph (1)) shall be deemed to have re-
celved and recognized forelgn oll related in-
come in the taxable year of the disposition,
by reason of such disposition, in an amount
equal to the lesser of the excess of the fair
market value of such property over the tax-
payer's adjusted basls in such property or
the remaining amount of the foreign oll re-
lated losses which were not used under para-
graph (1) for such taxable year or any prior
taxable year, and

“(i1) paragraph (1) shall be applied with
respect to such Income by substituting ‘100
percent’ for ‘60 percent’,

*(B) DisposITION DEFINED—For purposes
of this subsection, the term ‘disposition’ in-
cludes a sale, exchange, distribution, or gift
of property, whether or not gain or loss s
recognized on the transfer.

*(C) Exceprions—Notwithstanding sub-
paragraph (B), the term ‘dispositlon’ does
not include—

“(1) a disposition of property which is not
a material factor in the realization of income
by the taxpayer, or

*(ii) a disposition of property to a domes-
tic corporation in a distribution or transfer
described in section 381 (a).

“{g) WEeEsTERN HEMISPHERE TRADE CORPORA-
TioNs WHICH ARE MEMBERS OF AN AFFILIATED
Grour.—If & Western Hemisphere trade cor-
poration is a member of an afiliated group
for the taxable year, then in applying section
901, the amount of any income, war profits,
and excess profits taxes pald or accrued (or
deemed to have been pald) during the tax-
able year with respect to foreign oll and gas
extraction income which would (but for this
section and section 1503(b)) be faken Into
account for purposes of section 901 shall be
reduced by the greater of—

(1) the reduction with respect to such
taxes provided by subsection (a) of this sec-
tion, or

“{2) the reduction determined under sec-
tlon 1503(b) by applying section 1503(b)
separately with respect to such taxes,
but not by both such reductions."

(b) Carrysacks Fronm 1977, 1878, or 1079
OF FOREIGN TAXES ATTRIBUTABLE TO FOREIGN
O1L RELATED IncoME.—If the taxpayer has a
carryback of forelgn taxes attributable to
foreign oll related income (within the mean-
ing of section 907(c) (2) of the Internal Rev-
enue Code of 1954) paid or accrued for a tax-
able year ending in 19877, 1978, or 1978, then
in applying section 904(d) of the Internal
Revenue Code of 1854 such carryback (in lieu
of being a 2-year carryback) shall be—

(1) if the carryback arises In a taxable
year ending in 1977, a 8-year carryback, or

(2) U the carryback arises in a taxable
year ending in 1978 or 1879, a 4-year carry-
back.

(¢) TECHNICAL AMENDMENTS.—

(1) Sectlodn 901(e) (2) (relating to foreign
taxes on mineral Income) is amended by
striking out “extractlon of minerals” and in-
serting in lleu thereof “extraction of min-
erals (other than minerals extracted from
oll or gas wells) ",

(2) Section 883(d) (relating to effective

forelgn tax rate for purposes of subpart F)
is amended by adding at the end thereof the
following new sentence:
“For purposes of this subsection, the In-
come, War profits, or excess profits taxes pald
or accrued to any forelgn country by any
controlled foreign corporation or corpora-
tions shall be reduced as provided in subsec-
tions (a) and (f) of section 907.”

(3) The table of sections for subpart A of
part III of subchapter N of chapter 1. 1s
amended by adding at the end thereof the
following new item:

“Sec. 007. Specinl rules ino case of forelgn
oll and gas Income, "

(d) FErrrcTive DATE—The amendments
made by this section shall apply to taxable
mndmg after Dacember 81, 1973; except

(1) the second sentence of section 807(b)
shall apply to taxable years ending after
December 31, 1074, and

(2) the provisions of section 907(f) shall
apply to losses sustalned In taxable years
ending after December 31, 1974,

TITLE III—INCREASE INCENTIVE FOR
EXPANDED INVESTMENT
INCREASED INVESTMENT CREDIT FOR EXPANDED
INVESTMENT
Sec. 501, (a) Sectlon 46 of the Internal
Revenue Code of 1954 (relating to amount of

investment credit) is amended—

(1) by striking out subsection (a) (1) and
inserting In Heu thereof the following:

“(1) General rule—The amount of the
credit allowed by section 38 for the taxable
year shall be equal to—

*“(A) 7 percent of the qualified Investment
(as defined in subsection (o)}, plus

“(B) 10 percent of the expanded invest-
ment (as defined in subsection (f)).",

(2) by inserting immediately after “gquall-
fled investment” in subsection (a) (4) the
following: “or expanded Investment’,

(8) by adding at the end thereof the fol-
lowing new subsection:

“(f) EXPANDED INVESTMENT —-

(1) IN GENERaL—For purposes of this
section, the term ‘expanded Iinvestment'
means, with respeci to any taxable year, the
amount by which the qualified Investment
of the taxpayer for such year exceeds the
average amount of qualified investment of
the taxpayer per taxable year, as determined
on the basis of the 3 most recent previous
taxable years, determined without regard to
investment credit carryovers and carrybacks.
. “(2) PuBLic UTILITY PROPERTY —In the
case of section 38 property which is publie
utiiity property, ad defined In subsection
(c) (3), the amount of expanded investment
shall be 7/10 of the amount determined
under paragraph (1).".

(b) The amendments made by this section
apply with respect to section 38 property
which is constructed, reconstructed, erected,
or purchased after December 31, 1874, ¥
Fact BHEET ON PROPOSED OIL AND Gas Tax

Provisions
PURPOSE

The tax provisions in this bill with respect
to oll and gas are those contalned In the
House Ways and Means Committee bill or-
dered reported on November 21, 1974. The
House Ways and Means Committee made A
careful investigation of these mattars, held
extensive hearings, and developed a balanced
package of tax reform and Incentive meas-
ures. The purpose of the Ways and Means
Bill, and our bil, is to—

Tax windfall profits on ofl production
beginning in 1975,

Encourage development of additional
domestic sources of oll by allowing the *plow-
back” into oil and gas investments of most
tax Hability under the windfall profits tax,

Phase-out both forelgn and domestic per-
centage depletion for oli generally by.1975,
and completely by 1979, on the ground that
recent price increases eliminate the need for
this tax incentive, and

Further encourage the domestic production
of oll and gas relatively by reducing the tax
advantages of overseas development.

CURRENT TAX LAW

The oil and gas industry presently benefits
from numerous tax preferences. The percent-
age depletion option now permits 22 percent
of the gross revenues from oil and gas extrac-
tion to go entirely free of Federal incomo
taxes, up to half of the producer before-tax
profits. For a successful well, percentage de-
pletion can provide a total tax deduction
much larger than the alternative of depre-
ciating the investment In the oll, as would be
done by investors in other businesses. There
are also tax preferences that encourage U.S,
petroleum firms to operate a , including
converting royalty payments Into taxes
crediteble against U.S. taxes, and the off-
setting of losses but not profits abroad
against US. domestic Income abroad {per
country limit rule).

As a result of these and other tax prefer-
ences, major oil companies paid only about
G percent of thelr income in U.S. Income taxes
In 1973: Gulf patd 1.1 pereent; Mobll, 2.2
percent; Texaco, 1.6 percent: Stnd. of Cal,,
4.1 percent, Arco, 8.1 percent; Exxon, 5.4 per-
~ent; and Standard of Indiana, 21.8 percent,

PROPOSED TAX MEASURE

The specifics of the provistons In our bill
are as follows:

L 2
tax—ranging percent—is imposed
on all crude oll selling at more than 50 cents
nhove the December 1, 1073 price (averaging
8% per barrel) established by the Cost of
Living Councll, effective 1 January, 1975. The
iax is gradually phased-out over 5 years with

ETOSs revenue gains of £5.0 billion 1
and 86.5 billion in 1078, bl

El;nback QE‘.:“!E A tax eredit for certain
t Ol oll and gas production Investment

is provided, with the credit pald for through



reduction of the windfall profits tax other-
wise payable. In 1876 the credit may not ex-
ceed 60 percent of the tax plus the propor-
tlon of the remalning 60 percent represented
by the production of 3,000 barrels a day or
less, with & 100 percent offset possible in
subsequent years, The net revenue gain of
the windfall profits tax after plowback is
#1.1 billton In 1975 and &.1 billlon in 1078.

Phase-out of Domestic Pemengﬁ Degls-
flon, The curren percent de ] -
Ance for most domestic oll and gas produc-
tion is reduced to 15 percent In 1974, and
eliminated in 1975. The depletion rate 1s
frozen at 15 percent from 1975 to 1979 for
production up to 3,000 barrels s day, “strip-
per” wells, and Alaska north slope oll. The
estimated revenue galn from the phase-out
of percentage depletion on domestic oil and
gas production is approximately #0600 mil-
lion in 1074, $1.7 billlon in 1875, and $2.0 bil-
ilon in 1976.

Forel Oll and Gas Producti The bill
BV PrOTTSToTS 6 Femove Shtclal ben-
efita to U8, firmns producing oil abroad. Per-
centage depletion on income frem ofl and
gas production is repealed for 1974 and sub-
sequent years, the foreign tax credit is lim-
ited to 10 percent above the U.8. tax rate,
and the taking of forelgn losses agalnst do-
mestic income is disallowed. These and other
reforms, gain revenue of $340 millon In 1974
and £460 million in 1975.

REASONS FOR REFORMS

The ol and gas provisions of this bill will
serve to prevent producers of oil and gas
from reaping excessive proflts because of
ineffectlve and expensive tax preferences,
and distortion of ofl prices caused by the
international oil cartel.

The tax provisions this bill would re-
form have in the past been defended primar-
{ly as incentives for encouraging oll and gas
exploration and development. The available
evidence Indlcates they have In fact been
ineffective and costly, as well as having the
perverse effect of encouraging production
abroad. The high prices of ofl today render
these tax subsidies even more expensive
and, at the same time, remove any justifica-
tion for them becsuse today's oil prices pro-
vide ample incentlve for oil development
without subsidies.

The high profits that major oil companies
have earned because of the overgenerous tax
benefits has been reinforced by the tripling
of international crude oll profits since the
fall of 1973. Crude oll from new domestic
wells which could profitably be extracted at
¢3.60/bbl In 1873 can now be sold for
£11.00/bbl because foreign producers sare
colusively regulating output and price.
There is no economic ratlonale for permitting
domestic oll and gas companies to reap wind-
fall profits due to the uncompetitive pricing
practices of foreign producers.

The net effect of overgenerous tax sub-
sidies and the International oll cartel has
been ballooning profits for U.8. oll firms.
For all U.8. companles, oll profits are up
64 percent in the first nine months of 1874,
to a total of $10.8 billion. After thelr ac-
counts had done everything to minimize
below-the-line profits, Business Week re-
ported that: Exxon had after tax profits up
38 percent, Mobll up 58 percent, ‘Texaco up
70 percent, Shell oil up 83 percent, Standard
of Indiana up 104 percent, Atlantic Rich-
field up 112 percent, and Phillips Petroleum
up 140 percent.

TOTAL REVENUE EFFECTS

The total revenue effects will be $1.0
billlon in 1974, $3.3 billlon for 1975, $2.6
billion a year for 1878 through 1978, and
#3.7 billion In 1879, for a cumulative revenue
increase of $16 billion over € years.

Fact SHEFT ON REPEAL oF DISC

The DISC provisions of the Tax Code aliow
specially organized export corporations to
defer indefinitely the tax on one-half of
their income, The DISC provislons were en-
acted in 1971 in order to stimulate exports.
Since then, howewer, two devaluations and
the system of flexible exchange rates have
fundamentally changed the U.S. and world
trading system, gilving a very substantial
stimulus to U.S. exports. There i8 no evl-
dence that the DISC provisions themselves
have provided any extra stimulus to ex-
ports, Yet DISC will cost the Treasury 8740
million in lost revenue in 1974, primarily In
the form of subsidies to large, highly profit-
able corporations. Prellminary reports in-
dicate that DISC is costing the Treasury
#1.46 in lost revenue for each $1.00 worth of
DISC exports,

DI nder existing
law, a corporation may elect to be a DISC
(a Domestic International Sales Corpora=-
tion) 1f at least 957 of its gross recelpts,
and at least 057% of its assets, are export-
related. DISC's are completely free from nor-
mal income taxes, Shareholders, however, are
taxable on one-half of the DISC's Income
each year, or the amount distributed as
dividends, whichever |Is greater, Thus,
DIBC’s In effect allow Indefinite tax deferral
on one-half of export Income.

In practice, DISCa are most often paper
established by other large cor-

porations merely for the purpose of recelv-
ing tax benefits for exports. A DISC need not
satisfy normal requirementa of corporate
capitalization, but need have only $2500 In

assets. In 1972, 22% of the income recelvea
by all DISOs was earned by ¢lght DISCs with
receipts over $100 miilion, and over 80%

of the 2,248 DISCs were owned by corpora-
tions with asseta over $100 milon. These
large corporations can channel their exports,
on either a sale or commission basis, through
DISCs they have created, and thus receive
substantial tax benefits.

Revenue Galn From Termination of DISC
5 & B EHLINA venue 1os8 ITroi
)0 was $250 million {n 1672, 8500 million in
1973, and will reach 8740 million in 1974 and
$920 milllon in 1975. The revenue loss has
been much higher than Congress expected
when it enacted DISC in 1971—at that time,
DISC was predicted to cost only $100 mfilllon
in 1972 and £170 milllon in 1973.

Terminating DISC bendflts under our
aemendment would gain an estimated #8815
mililon In 1974—8740 from revemue which
would otherwise be lost in 1972, and 875 mil-
lion from the estimated tax revenue which
would be payable in 1974 on DISC income
deferred in prior years.

8C Provisions Have Had
Rble B

No Demon-

L 184 S. 3 ¥

lion trade surplus, with an unprecedented
#70 billlon in exports. If the impact of quad-
rupled ofl prices 15 excluded, the trade sur-
plus has continued to grow in 1974. But
when the DISC provislons were originally
enacted in 1971, the natlon was facing a
serlous balance of payments deficit, includ-
ing for the first time in recent years a deficlt
in trade of goods and services. According to
the International Economic Report of the
President, the turn-around in the US. trade
balance was caused ¥ by increased
world-wide demand for our agricultural and
manufactured exports, and the 159 devalua-
tlon of the dollar since 1071.

During 1871 and the first half of 1972 our
demand for forelgn products was strong, and
economle slowdowns abroad reduced demand
for our exports, produclng a negative trade
balance. Since then, however, export demand
has Increased, the prices of our exports have
become more competitive, and higher rela-
tive prices abroad have reduced our demand
for tmports,

There 18 no evidence that any part of this
trade turn-around is due to the tax benefits
provided under DISC. In fact, the GAO has
reported that DISC *is not considered to
have had much Influence toward increasing
U.8. exports to date. Nelther has it resulted
in exporters lowering their prices to meet
competition.” And a recent Treasury Depart-
ment report gives no solld evidence that the
tax subsidy under DISC is having an effect
on our exports or balance of trade. Although
the Treasury analysis, which covers data from
1972, shows that selected firms utilizing
DISCs increased thelr exports 14.1%, slightly
more than the total U.S: export growth by
124% In that year, the Treasury makes no
cleim that these figures are statistically
slgnificant and admits that their conclusion
is “highly tentative.” The Treasury Report
did show, however, that exporters using
DISCs have about twice the normal Industry
profit rate: 15% compared with the normal
8% rate of return for those industries in
which DISCs predominate.

Effective Da Our amendment would
make eneflts unavallable for any tax-
ahle year beginning after December 31, 19873.
Since DISCs are largely an accounting de-
vice, utilized by corporations at the end of
their taxable years when export recelpts,
assets and income are accounted for, termi-
nating the DISC provisions as of this tax
year would work no unfairness. Taxes on in-
come previously deferred would be payable
in equal assessments over ten years.

FACT SHEET ON
STRENGTHENED
MINIMUM TAX

FURPOSE ]

I. Repeal the step In the calculation of
the minimum tax which currently allows
@ deduction for other taxes paid.

2. Reduce the current $30,000 excluslon
from the minimum tax to $10,000.

The proposed amendment makes no
change in the list of tax preferences sub-
Ject to the minimum tax, and no change
in the current 10% rate of the minimum
tax. It affects only the deduction for taxes
pald and the $30,000 exclusion, the most
obvious loopholes In the current minimum
tax. The combined revenue gain from both
changes would be $926 million. '

CURRENT LAW

“The minimum tax was enacted by Con-
gress as part of the Tax Reform Act of 1969,
in an effort to insure that persons with
substantial amounts of wuntaxed income
would pay at least a modest tax on such
income. Under the present minimum tax,
& person is taxed at the flat rate of 107
on the sum of his Income from certain tax
preferences, which inelude most, but not
all, of the major preferences in the tex
code: accelerated depreciation on real prop-
erty, accelerated depreclation on personal
property subject to a net lease, amortiza-
tion of certifted pollution control facilities,
amortization of rallroad rolling stock, stock

optlons, reserves for losses on bad debts of
financial institutions, depletion, eapital
gains, and amortization of en-the-job traine
ing and child care facilitlies, -

Before the minimum tax is applied, how=
ever, a taxpaver gets two Important deduo-
tions from hls prefersnce income: Firat, an
automatic #30,000 exclusion; Second, a de-
duction for the regular income tax paid.
Thess two deductions ars largely responsi«
ble for the fallure of the minimum tax to
fulfill its promise. .

DEDUCTION FOR TAXES PAID

This deduction, originally proposed as &
floor amendment in 1068 by Senator Miller
of Iowa, allows substantial numbers of tax-
payers to avold the minimum tax complete-
ly, even though they have large amounts of
income from tax preferences. In 1870, as s
separate floor amendment by Senator Miller,
the deduction was broadened to allow a 7-
year oarry-forward of the deduction., In
practice, the deduction Is an “Executive
Suite” loophole, since one of ita principal
effects 1s to allow highly paild executives to
use the large amount of regular taxes they
pay on their salaries as an offset against in-
come they receive from tax preferences. The
following example iliustrates the point:

A B
Preference income. _-.cooot .. |
Regular tax on salary__. 51%% i wlg
Base for minimum tax._ —
Minimem tax..o. . oo 3 '?3;&

Individual A, who has $100,000 in income
from tax preferences but pays $100,000 in
regular taxes on his salary, owes no minimum
tax. Individual B, who has $100,000 in in-
come from the same tax preferences, but
who pays no regular taxes, owes a minimum
tax of $10,000. The minimum tax should op=
erate equally on individuals A and B, yat
the deduction for taxes pald lets A escape
the mintmum tax altogether,

Contrary to arguments often ralsed against
repeal of the deductlon for taxes paid, this
reform would have only a marginal impact
on capital gains. For individuals, the effect
of the change would be to Increase the effec-
tive tax rate on capital galns in the highest
bracket from its present level of 36.56% to
40%. But the top 40% rate would apply only
to that portion of capital gains over $460,000.
Even at that level, it is still a bargain, com-
pared to the top 70% tax rate on ordinary
income. In the Tax Reform Act of 1969, the
maximum effective tax rate on capital gains
was Increased from 25% to 86.6%, with no
measurable effect on the investment com-
munity or the fiow of capital to business, For
corporations, the change would increase the

effective tax rate on capital gains from
30.76% to 33.76%, The Tax Reform Act of
1969 Increased the rate from 35% to 30%.
For all but the smallest corporations, the
tax rate on ordinary income is 487%.
THE $30,000 EXCLUSION

The second part of the amendment would
reduce the existing $30,000 exclusion to $10,
000. The present level was set too high by the
1960 Act. It enables wealthy taxpayers to en-
Joy thelr first $30.000 in tax loophole income,
completely free of the minimum tax. This
was the provision used by President Nixon to
reduce his minimum tax to zero in 1871 and
1872, and to near-zero in 1970,

By reducing the exemption to $10,000, sub-
stantial amounts of preference Income that
are currently fax-free will become subject to
the minimum tax. At the same time, the
$10,000 level will be high enough to prevent
any deleterious impact on low and middle-
income taxpayers with modest tax preference
income such as a capital gain on the sale of
& home. In addition, the $10,000 level will
avoid any inconvenience in the
administration of the minimum tax, since it
will not require the forms to be filed or the
tax to be paid on modest amounts of tax
preference income, .

EFFECT OF CURRENT LOOPHOLES

Individuals—In 1971, 100,000 individuals
Wwith tax preferences totaling $6.3 billion paid
$160 million I mmimum tax, for an effec-
tive tax rate of only 2.7%, compared to the
statutory rate of 10%. Of this group, 75,000
individuals reporting preference income of
$2.3 buuog paild no minimum tax at all.

Corporations.—In 1870, 81,000 corporations
paid $280 million in minimum tax on loop-
ho:: oi?om“s% o& wti.:b billion, for an eflective
ra - group, 76,000 corpora-
tions, reporting preference Income of $1.8
billion, paid no minimum tax at all.
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REVENUE GAIN FROM PROPOSED AMENDMENT (1974 INCOME
LEVELS)

Individuals: $526,000,000; corporations: $400,000,000; total:
£976,000,000]

ANALYSIS OF REVENUE GAIN FROM INDIVIDUALS

Increase in tax liabllity

Number of —

Adjusted gross income returns mou
c!a.isl']s Lﬁnu’éand:}m (thousands)  (millions)
Oto s10
Pt H (O]
$to 1
$ to 2 2
10 28 5
$15 26 8
20 88 75
$90 55 85
3100 43 338
265 626

¥ Less than 500 returns or $500,000.
Note: Details do not add to totals because of rounding.

FACT SHEET ON
INDIVIDUAL TAX RELIEF
AND INCREASED
INVESTMENT TAX CREDIT

§175 0#011&1 Tax Credit. The provision
woul uce s On erage famlly by
about $100 a year by allowing taxpayers to
take a $175 credit for themselves and each
of their dependents instead of the existing
£750 exemption.

The new $175 credit would be optional.
Anyone who wished to continue using the
$750 exemption could do so. However, be-
cause the #1756 credit would be subtracted
directly from the final tax due—rather than
from the income on which the tax is calcu-
lated—I1t would be worth more In tax savings
than the 750 exemption to most familles
earning $16,000 or less,

The existing $750 personal exemption pro-
vides much larger tax savings to the very
wealthy than it does to the average Amerl-
can. For those in the highest 70 percent tax
bracket—making $200,000 a year and more—
each $750 exemption is worth $525. But for
someone in the lowest 14 percent bracket
making around $5,000 a year, each $750 ex-
emption is worth only $106 in reduced taxes.
It provides the most help to those who need
1t 1east, and the least help t6 those who need
it most.

The new $176 optional credit would assure
that each exemption 1s worth at least 8176
in reduced taxes to everyone who uses it.

The tax savings for families of different
slzes are set out in the sitached tables.

Over 76 percent of the $3.0 billion in tax
relief from the $175 optional tax credlt would
go to those making between §5,000 and §15,-
000 a year, The distribution table on the
back gives more details on this,

Work Bonus. This provision wou.ld ex-
tend rel ose with incomes so low
they pay no income taxes, but who nonethe-
less pay substantial Social Security taxes. It
would give low income workers with depen-
dent children a refundable tax credit equal
to 10 percent of thelr income up to $4,000,
and a gradually smaller percentage of their
income up to $5,600. Those whose Income
tax lability is less than their Work Bonus
would receive a direct payment from the
Treasury for the difference.

The following table shows the size of the
Work Bonus at different income levels:
Annual income of husband and wife subject

to social security tares
Work bonus
$200
300
______________ - 400

The Work Bonus was first proposed by
Senator Russell Long, and It passed the
Senate in November of 1973 by a vote of
57-21.

or 'I' percent or the met. of. qnn:lnymg property
(generally, tangible personal property used
in a trade or business). In effect, 7 percent of
the cost of each year's Investment in equip-
ment may be subtracted from that year's
Federal income tax bill. For utilities, the in-
vestment tax credit is 4 percent.

‘The proposal would allow an investment
tax credit of 10 percent (7 percent for util-
Itles) for “expanded Investment.” This is de-
fined as investment which exceeds the
average of qualifying investment in the
three preceding years.

Busliness capital investment and produe-
tivity are beginning to lag, and some addi-
tional tax stimulus for investment could
have a favorable economic impact. At the
same time, the continuing pressures of in-
flation indicate that Federal revenue losses
from additional tax incentives should be
kept to & minimum. The new 10 percent in-
vestment credit is therefore limited to in-
vestment in excess of the average of prior
years. Investment that does not exceed that
everage will continue to recelve a 7 per-

cent Investment tax credlit. The stimulative
effect of the new 10 percent investment tax
credit will therefore not be dissipated on
investment which would have taken place in
any event, but rather will be concentrated
on new Investment which probably would
not otherwise have been made,

This concept of a higher investment credit
for Investment In excess of that of prior
years was part of the original Kennedy Ad-
ministration proposal for an investment tax
credit in 1961,

DISTRIBUTION OF TOTAL TAX RELIEF FROM $175

OPTIONAL CREDIT
Number
of returns
with tax
decrease  Amount
Adjusted gross Parcent (in of tax

income class of taxable thou- relief (in Percent of
(in thousands) returns  sands) millions) total relief

01053 53 4057  $I76 58
o 1227 75718 a1y 137
$io 143 8273 548 18,1
$7to 2001 8,950 834 276
510 to 25.6 12,638 805 299
Sisto 124 3351 135 45
% o &7 162 ; o2
$100 2 i2 (0] 8) 0
Total. ... 100.0 45,072 3,022 100.0

1 Less than 500 returns or $500,000.
“Breakeven'' points (income levels at which tax savings from
mq;t $750 exemption begin to exceed savings from §175

5, 686. 27
I 'llfrlﬁa de| d b..................:: 16,078, 44
h‘ﬁm s ”. o iy Ig:lm 59

$175 OPTIONAL w: CREDIT—TAX SAVINGS
[Assumes personal deductions of 15 percent of income)

. Present _ Tax with Tax
Adjusted gross income tax  §175 credit sBving

mnhd cuuple wilh
ndents

ag 0 48
245 53 192
569 433 136
905 790 115
1,309 1,258 51
1, 765 1,748 17
2,233 2,233 0
2,760 2,760 0
208 4 164
362 228 134
706 608 98
1,048 965 &
1,463 1,433 30
1,930 1,923 7
2 4ls 2,416 0
2,948 7,943 0
| Sy 28
322 219 103
184 03 8l
848 78 65
,190 1,140 50
, 628 1, 608 20
! 035 2,095 0
) 604 2,604 8
, 135 3,135 0
138 84 54
491 458 33
681 662 13
,100 1,100 0
530 1,530 0
1059 2,059 0
2, 2,630 0
3,289 3,249 0
3,915 3,915 0
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UNITED STATES-SOVIET
STRATEGIC TALKS

Mr. NELSON. Mr. President, as Sena-
tors know, the senior Senator from Min-
nesota (Mr. MonpALE) recently returned
from a very fruitful work-visit in the
Soviet Union, There he exchanged views
with some of Russia's most important
decision-makers.

Upon his return, he delivered a very
important speech on the subject of
United States-Soviet strategic talks as
part of the prestigious Kennedy Lecture-
ship series at Johns Hopkins University
in Baltimore.

This speech should be carefully ex-
amined by all those concerned about the
developing nature of the strategic arms
limitation talks, the most recent of which
occurred at the summit at Viadivostok, It
demonstrates great insight and depth of
analysis: a profound sensitivity to the
constraints threatening efforts to fash-
jon a détente policy; and a forceful,
straightforward, and fearless willingness
to explore the rather discouraging rami-
fications of the recent Vladivostok agree-
ment. Indeed, Senator MONDALE tTOn-
cludes that:

The two sides seem to have taken their
strategic weapons programs, stapled them
together, and called that a BALT break-
through.

Clearly this speech, which I esk unan-
imous consent to have printed in the
Recorp at this time, demonstrates the
fine mind and honest expression which
we have all come to associate with our
colleague from Minnesota.

There being no objection, the speech
was ordered to be printed in the REcORrD,
as follows:

SprEcH BY BENATOR WALTER F. MONDALE

It is an honor and a privilege to be here
this evening to speak to you about the ques-
tion of our relations with the Soviet Union.

I have just returned from a visit to the
Soviet Union. I spent a week there, where
at the request of the farmers of Minnesota,
1 took a great deal of time making an inven-
tory of our wheat crop. More seriocusly, 1
spoke to Premler Eosygin for three and one-
half hours, to Forelgn Minister Gromyko for
a couple of hours and to various other Soviet
officials,

Since my visii, we have had the Summit
meeting at Vladivostok between General Sec-
retary Brezhnev and President Ford. T be-
lieve that meeting, what it produced, and
what it falled to produce, demonstrates both
the difficulties and the dangers inherent In
this process that has been called detente.

According to the White House, the main
accomplishment of the Viadivostok Summit
was the agreement to limit Strategic Arms.
This agreement was presented to the press
88 & breakthrough, as & major achievement
in the effort to galn control over strategic
arms race.

I belleve this claim will not stand up to
analysis. The Viadivostok agreement will do
little to alleviate the arms race and, in fact,
there 18 a grave danger that the agreement
may stimulate it. 4

President Ford has sald the agreement will
put & cap on the arms race. From his descrip-
tion last night, it sounds more like a huge
tent that the President intends to fill up
with new weapons.

When I first read of the agreement, 1 ex-
pressed concern that it not be a cosmetic
deal, one that simply put a good face on the
arms race. On close inspection, I am afraid
that my concern was Justified,

Let's take a careful look at what the agree-
ment involves:

- Senate

First, the agreement places an overal
numerical llmit on straiegle delivery ays-
tems, that 18 strategic missiles and bombers
The overall level s 2,400, our level today Is
around 2,250 and the Russian level ls 2,600

Second, there 18 a sublimit on the num-
ber of strategic missilea that can carry
MIRVs-—the multiple independently targeted
warheads that enable each missile to drop
weapons on several different targets Each
slde will get 1,300 MIRV missiles. Bear In
mind that todsy, the United States has de-
ployed about 750 MIRVed mlssiles and the
Russians have deployed none. It may not
surprise anyone to know the Pentagon hes
planned to deploy 1300 MIRV missiles all
along.

Thﬂl'% may be other limitations involved
n the final agreement, But, at this stage, it
appears that within the overall limit of
2 400 missiles and bombers, both sldes can
change from missiles to bombers or, substi-
tue submarine missiles for land-based mis-
siles, as much as they wish.

And within the so-called MIRV limit, any
number of MIRVs of any slze may be de-
ployed. Whole new geuneratlons of MIRV
missiles may be deployed on ench side. Ma-
neuvering warheads, those that can home In
on their targets, are not precluded. And, of
course, we shall have to deploy addltional
MIRV missiles in order to fill our quoia
under the 1,800 MIRV missile sublimlt,

In sum, the two sides seem to have taken
their strateglc weapons programs, stapled
them together, and call that a SALT break-
through.

Nonetheless, there are some advantages to
this agreement.

The agreement demonstrates that quite
apart from the substantive issues, both sides
want to achleve further agreements and pur-
sue a policy of detente,

Second, it ends uncertainty about the dur-
ability of the 1072 SALT agreement. This
agreement, when final, will replace the in-
terim SALT Agreement on offensive missiles
which runs out in 1977. There has been in-
creasing concern that it would be more and
more dificult as we approached the 1076
election to renew the interlm sgreement or
replace it. If it had explred, there was a risk
that the ABM Treaty might also collapse—
sending us into an arms race on defensive as
well as offensive weapons.

Finally, it places at least some theoretical
boundries around the strategic arms com-
petition but how effective these will be is
questionable.

In fact, the major disadvantages to this
agreement all center on the fact that the
Agreement will have little or no real impact
on the strateglc arms race.

First of all, the Viadivostok agreement
doesn't deal with the real strategic prob-
lems we face. The main strategic problem
today 15 that Soviet MIRV deployments will
make our fixed land-based ICBM force ex-
tremely vulnerable to a first strike, this un-
dermining strategic stabllity.

Up to now, what security and sanity there
is in the fleld of strategic arms was due to
the fact that the major components of our
deterrent, the ICBMs, the submarine-
launched missiles, etc. were invulnerable,
and that a potential attacker would suffer
an overwhelming retaliatory blow In response
to a firat strike. Since the time of Robert
McNamara, we have had a strategy of rid-
ing-out an attack and then retallating.

Under the new SALT Agreement, this
strategy will no longer be possible in the
future, at least so far as our ICBMs are
concerned. The Minuteman ICBM force of
the United States is golng to grow increas-
ingly vulnerable to a surprise first strike as
the new Soviet MIRV missiles become widely
deployed.

It would be an exaggeration to say that
this growing vulnerability of our ICBMs will
lead to & nuclear war. We will still have a
large bomber force and enormous submarine
missile force. The risks run by any aggressor

in thinking he could attack our ICBMs with
Impunity, would be incalculable.

But the risks to us will inore too, and
the strategic balance will be less atable. For
example, the limited option strategy of this
administration will become a recipe for dis-
aater. Premler Kosygin made this point to
me very olearly. Ho sald that if one side
starts shooting nuclear weapons In the
limited manner proposed bv Becretary
Schlesinger, then the other plde would have
no choice but to attack the nuclear forces
of the other side. Right now 1t would make
no sense to attack our ICBMs for they are es-
sentially invulnerable. But once the Soviet
Union carries out the MIRV program per-
mitted under this agreement, our Minute-
man ICBMs will be sitting ducks,

1In addition to increased risks and tenslons,
the growing vulnerabllity of our ICBMs will
also provide further justification for a wide
variety of new strategic programs as com-
pensation. Alr-launched ICBMs, land-moblle
ICEMs, more Tridents—the costs could well
run into the tens-of-billions. This burden
will go on top of an economy already strained
to the breaking point by inflation and reces-
sion.

In sddition to not dealing with the prob-
lem of strategic stability, the strateglc arms
agreement announced at Viadivostok also
falls to curb the competition in strategic
programs. The currently planned programs
on both sides will not be affected. The B-1
will continue. The Trident submarine will
continue. Last summer, it was rellably re-
ported that the Soviet Union wanted & limit
of 1,000 MIRVed missiles. Now, thanks to
the Vladivostok breakthrough, they will get
1,300,

The qualitative arms race is where the
action is today, more capable systems are
replacing oider ones on both sides.

No real limits on this process are lmposec
by the Viadivostok Agreement. The only
limit on the qualitative race will be man'
ingenuity.

But the agreement Is not merely inade-
guate, it actually licenses an arms bufld up.
Last night the President sald we have an
obligation to step up to the levels of the
agreement. That means we must incresse by
about 200 delivery vehicles and about 500
MIRV missiles. The minimum price for this
agreement then will be about 40 billion dol-
lars in new weapons,

But in addition, the Presldent sald that if
we want to be truly equal in every respect
we could replace Minuteman with a new
larger ICBM to matech the Soviet's big
1CBMs. According fto the Pentagon, this
could cost another 30 billlon dollars. So the
total price tag for this agreement could well
run more than 70 billion dollars—not includ-
ing operating costs. No wonder the President
does not expect this breakihrough to have
any effect on reducing the strateglc arms
budget.

On the Soviet side, the President claims
that there will be reductions, But at the
most, the Boviets will reduce their number
of active missile sllos by less than a hun-
dred, while they are likely to increase the
number,of missile warheads by several thou-
sand. And, as General Secretary Brezhnev
once pointed out to us, no one was ever
killed by a missile stlo.

This agreement is already under attack
in the Congress. One of the main critcisms
is that the agreement isn't really equal—
that the Soviet Union will be glven an enor-
mous advantage in both the number and
power of MIRVs they can deploy.

This 15 a fair criticlsm, but it misses the
point. In fact, I belleve that those who have
been pressing equality as the primary yard-
stick for success in SALT are reaping the
bitter benefits of that approach. This agree-

ment shows that equality alone means little
if the forces of the two sides are going to
grow increasingly vulnerable and the stra-
tegic balance Increasingly unstable. Equality
is & charade if the arms race, in fact, con-
tinues.




And this, precisely, is the problem: the
Viadivostok agreement does nothing to really
constrain the ongoing strateglc arms pro-
grams of the two sides nor limit the enor-
mous turnover {n the inventory of ever more
modern, ever more dangerous weaponry, Un-
less it 1s slgnificantly strengthened, 1 belteve

that a conerele necord based on the Vindivo-
stock agrecment may well not recelve the
necessary two-thirds support of the Senste.

How can this agreement be strengthened?
First of all, I would suggest that within the
numerical levels established by the agree-
ment, the strategic programs of the two sides
should be stretched-out and delayed as much
as possible, I would like to see controls where-
by only ten of the enormous Soviet S5-18
1CBM would be deployed each year for the
next ten years: and only 50 of the other new
Soviet missiles are deployed each year. In re-
sponse, we could hold down the rate of de-
ployment of our Trident and hold construc-
tion of the B-1 bomber to an appropriately
restrained pace.

Second, in pddition to controls on the pace
of deployment, I would urge controls on the
pace of testing of new and the ever more
exotic systems. There should be an annual
quota on the flight testing of new nuclear
deilvery systems. Together, controls on de-
ployment and controls on testing would put
real teeth into the limitation of strategic
arms within the overall numbers agreement
reached in Viadivostok.

Third, we must continue negotiating. This
agreement is only a start not an end point.
We can't just knock off work until 1880 as
was suggested in Viadivostok. With all that
will be permitted under even an improved
version of this agresment there will be plenty
to negotiate about.

What conclusions can we draw from this
experlence about the conduct of U.5.-Soviet
relations? I think the lessons are as follows.

Despite its serious shortcomings and draw-
backs, I think it can be said that this SALT
agreement does constitute a modest begin-
ning. If it had been presented as such, T
belleve that it would have been accepted by
the American people as a step forward.

But unfortunately, it was not presented in
that fashlon. The public relations men wlio
still surround the White House could not re-
strain themselves from overselling the agree-
ment. And so the product is more disiliusion,
more suspicion and more concern that de-
tente is rhetoric and not reality. The real
damage in this agreement is that it further
undermines the faith of the American people
in the process of trylng to control strategic
arms and trying to improve relations with
the Soviet Union.

How often have we seen American Presi-
dents In political trouble at home trying to
divert attention by meeting with the General
Secretary of the Soviet Unlon, And in those
circumstances, how often have we seen the
pressure to “bring home the bacon' result
in empty agreements.

The Test Ban Agreement reached earlier
this year between Mr. Nixon and Mr. Brezh-
nev i{s another example. It doesn’t even go
into effect for two years and then places a
limit higher than we want to test anyway.
However, in case elther side has miscal-
culated, it leaves a loophole so that both sides
can test whatever they like as long as It is
called a peaceful nuclear explosion.

These kinds of empty agreements are the
result of American Presidents trying to take
action abroad to shore up their domestic po-
gitlon at home, I can think of no more
healthy development in our foreign rela-
tlons than to see an American Presldent go
to the Sovlet Union, meet with the General
Secretary, speak frankly about our needs and
concerns and, if there isn't any real agree-
ment, come home empty handed for a
change,

I have long been known as one who favors
Improved relations with the Soviet Unlon, I
belleve, as Senator Mike Mansfleld has said,
“that in the nuclear age there is no alter-
native to detente.” But detente must be a
practical detente. It cannot be a rhetorlcal
detente, It must come to grips with the
critical issues; it must really control strate-
gle arms; it must deal effectively with the
crisis in the Middle East; and, it must pre-

clude efforts by the Soviet Unlon to take ad-
vantage of the economic and polltical dis-
array In the West,

As I left the Soviet Unlon, I could not help
but think that the most Ilmportant in-
gredient in a viable relationship with the
Soviet Union is our own strength, our own
sgnse Of purpose. Weapons are Important,
but even more crucial is the strength of our
economy, the strength of our relatlonships
with our allles, the strength of the Interna-
tional economy, the strength of our political
Institutions, the strength of our society.

Hugh Sidey, the Washington correspond-
ent for TIME magazine, has urged the Presi-
dent to “give the big planes a rest. T believe
that is sound advice. He should stay home,
concentrate on our own internal problems
and on the common economic security prob-
lems of the Industrialized nations of the
West,

I belleve that if the President wants 1o ad-
vance the cause of peace, if he wishes to
once agaln establish the United States as a
strong negotiating partner, he can do this
best by remalning at home and tackling our
mounting economic problems, Only effective
lendership at home can restore to thia na-
tion the asense of contidence, the spirit of
suerifice, and the willligness Lo lend that has
charnoterlzad the American poople and has
ensured vorld pence for more than n
generntion

e ————
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Mr. NELSON. Mr. President, as Sena-
tors know, the senior Senator from Min-
nesota (Mr. MoxpaLE) recently returned
from a very fruitful work-visit in the
Soviet Union. There he exchanged views
with some of Russia's most important
decision-makers.

Upon his return, he delivered a very
important speech on the subject of
United States-Soviet strategic talks as
part of the prestigious Eennedy Lecture-
ship series at Johns Hopkins University
in Baltimore.

This speech should be carefully ex-
amined by all those concerned about the
developing nature of the strategic arms
limitation talks, the most recent of which
oceurred at the summit at Viadivostok. It
demonstrates great insight and depth of
analysis; a profound sensitivity to the
constraints threatening efforts to fash-
jon a détente policy; and a forceful,
straightforward, and fearless willingness
to explore the rather discouraging rami-
fications of the recent Viadivostok agree-
ment. Indeed, Senator MONDALE toOn-
cludes that:

The two sides seem to have taken their
strategic weapons p ams, stapled them
together, and called that a SALT break-
through.

Clearly this speech, which I esk unan-
imous consent to have printed in the
REecorp at this time, demonstrates the
fine mind and honest expression which
we have all come to associate with our
colleague from Minnesota.

There being no objection, the speech
was ordered to be printed in the RECORD,
as follows:

SpEEcH BY SENATOR WaALTER F. MONDALE

1t is an houor and a privilege to be here
this evening to speak to you about the gques-
tion of our relations with the Soviet Union.

I have just returned from a visit to the
Soviet Union. I spent a week there, where
at the request of the farmers of Minnesota,
1 took a great deal of time making an inven-
tory of our wheat crop. More seriously, 1
spoke to Premler Kosygin for three and one-
half hours, to Foreign Minister Gromyko for
a couple of hours and to varlous other Soviet
officlals,

Since my visit, we have had the Summit
meeting at Viadivostok between General Sec-
retary Brezhnev and President Ford. 1 be-
lieve that meeting, what it produced, and
what it failed to produce, demonstrates both
the difficulties and the dangers inherent in
this process that has been called detente.

According to the White House, the main
accomplishment of the Viadivostok Summit
was the agreement to limit Strategic Arms.
This agreement was presented to the press
as & breakthrough, as a major achlevement
in the effort to gain control over strategic
arms race,

I believe this claim will not stand up to
analysis. The Viadivostok agreement will do
little to alleviate the arms race and, in fact.
there is a grave danger that the agreerent
may stimulate it.

President Ford has said the agreement wl[’ll

put & cap on the arms race. From his descrip-
tion last night, it sounds more like & huge
tent that the President intends to fill up
with new weapous. -

When I first read of the agreement, I ex-
pressed concern that 1t not be a cosmetic
deal, one that simply put a good face on the
arms race. On close inspection, I am afrald
that my concern was justified,

Let's take a careful look at what the agree-
ment involves:

- Senate

First, the agreement places an overall
numerical limit on strategic dellvery sys-
tems, that is strategic missilee and bombers.
The overall level 1s 2,400, our lavel today Is
around 2,250 and the Russlan level is 2,600

Second, there is & sublimit on the num-
ber of strategic misslles that can carry
MIRVs—the multiple Independently targeted
warlieads that enable each missile to drop
weapons on several different targets. Each
side will get 1,300 MIRV missiles. Bear In
mind that today, the United States has de-
ployed about 750 MIRVed missiles and the
Russians have deployed none. It may not
surprise anyone to know the Pentagon has
planned to deploy 1,300 MIRV missiles &il
along. .

There may be other limitations involved
in the final agreement. But, at this stage, 1t
appears that within the overall limit of
2400 misslles and bombers, both sides can
change from missiles to bombers or, substi-
tue submarine missiles for land-based mis-
siles, as much as they wish.

And within the so-called MIRV limit, any
number of MIRVs of any slze may be de-
ployed. Whole new generations of MIRV
missiles may be deployed on each side. Ma-
neuvering warheads, those that can home in
on their targets, are not precluded. And, of
course, we shall have to deploy additional
MIRV missiles in order to flll our quota
under the 1,300 MIRV missile sublimit,

In sum, the two sides seem to have taken
their strategic weapons programs, stapled
them together, and call that a SALT break-
through. ’

Nonetheless, there are some advantages to
this agreement.

The agreement demonstrates that quite
apart from the substantive lssues, both sides
want to achleve further agreements and pur-
sue a policy of detente,

Second, it ends uncertainty about the dur-
ability of the 1972 SALT sagreement. This
pgreement, when final, will replace the in-
terim SALT Agreement on offensive missiles
which runs out in 1977. There has been In-
creasing concern that it would be more and
more difficult as we approached the 1876
election to renew the interlm agreement or
replace it. I it had expired, there was a risk
that the ABM Treaty might also collapse—
sending us into an arms race on defensive as
well as offensive weapons.

Finally, it places at least some theoretical
boundries around the strategic arms com-
petition but how effective these will be is
questionable.

In fact, the major disadvantages to thils
agreement all center on the fact that the
Agreement will have little or no real impact
on the strategic arms race.

First of all, the Viadivostok agreement
doesn't deal with the real strateglc prob-
lems we face. The main strategic problem
today 15 that Soviet MIRV deployments will
make our fixed land-based ICBM force ex-
tremely vulnerable to a first strike, this un-
dermining strategic stability.

Up to now, what security and sanity there
{s in the fleld of strategic arms was due to
the fact that the major components of our
deterrent, the ICBMs, the submarine-
launched missiles, etc. were invulnerable,
and that a potential attacker would suffer
an overwhelming retaliatory blow in response
to a first strike. Since the time of Robert
McNamara, we have had a strategy of rid-
ing-out an attack and then retallating.

Under the new SALT Agreement, this
strategy will no longer be possible in the
future, at least so far as our ICBMs are
concerned. The Minuteman ICBM force of
the United States 1s going to grow increas-
ingly vulnerable to a surprise first strike as
the new Sovlet MIRV missiles become widely
deployed.

It would be an exaggeration to say that
this growing vulnerability of our ICBMs will
lead to a nuclear war. We will still have a
large bomber force and enormous submarine
missile force. The risks run by any aggressor

in thinking he could attack our ICBMs with
fmpunity, would be incalculabie,

But the risks to us will incregse too, and
the strateglc balance will be leas stable. For
example, the limited option strategy of this
administration will bocome a reoipe for dis-
ester, Premier Kosygin made this point to
me very olearly. He sald that if one side
starts shooting nuclear weapons in the
limited menner proposed by Becretary
Schlesinger, then the other side would have
no cholce but to attack the nuclear forces
of the other side. Right now it would make
no sense to attack our ICBMs for they are es-
sentlally invulnerable. But once the Soviet
Union carrles out the MIRV program per-
mitted under this agreement, our Minute-
man ICBMs will be sitting ducks.

1n addition to increased risks and tenslons,
the growing vulnerability of our ICBMs will
also provide further justification for a wlde
variety of new strateglc programs as com-
pensation. Alr-launched ICBMs, land-mobile
1CBMs, more Tridents—the costs could well
run Into the tens-of-biilions. This burden
will go on top of an econaomy already strained
tn the breaking polnt by inflation and reces-

sion.

In addition to not dealing with the prob-
lem of strategic stabllity, the strategic arms
agreement announced at Viadivostok also
falls to curb the competition in strategic
programs. The currently planned programs
on both sides will not be affected. The B-1
will continue, The Trident submarine will
continue. Last summer, it was rellably re-
ported that the Soviet Union wanted & limlit
of 1,000 MIRVed missiles. Now, thanks to
the Vladivostok breakthrough, they will get
1,800.

The gualitative arms race is where the
action Is today, more capable systems are
replacing older ones on both sides.

No real limits on this process are Imposec
by the Vladivostok Agreement. The only
limit on the gualitative race will be man's
ingenuity.

But the agreement is not merely inade-
quate, 1t actually licenses an arms build up.
Last night the President sald we have an
obligation to step up to the levels of the
asgreement. That means we must increase by
about 200 delivery vehicles and about 500
MIRV missiles. The minimum price for this

nt then will be about 40 billion dol-
lars in new weapons.

But in addition, the President sald that If
we want to be truly equal in every respect
we could replace Minuteman with a new
larger ICBM to match the Soviet's big
ICBMs. According to the Pentagon, this
could cost another 30 billion dollars. So the
total price tag for this agreement could well
run more than 70 billlon dollars—not Includ-
ing operating costs. No wonder the President
does not expect this breakthrough to have
any effect on reducing the strateglc arms
budget.

On the Soviet side, the President claims
that thers will be reductions. But at the
most, the SBoviets will reduce thelr number
of active missile sllos by less than a hun-
dred, while they are likely to increase the
number,of missile warheads by several thou-
sand. And, as General Secretary Brezhnev
once pointed out to us, no one was ever
killed by a misslle silo.

This agreement is already under attack
i the Congress. One of the main critcisms
{s that the agreement isn't really equal—
that the Soviet Union will be given an enor-
mous advantage in both the number and
power of MIRVs they can deploy.

This is a falr criticism, but it misses the
point. In fact, I belleve that those who have
been pressing equality as the primary yard-
stick for success in SALT are reaping the
bitter benefits of that approach, This agree-
ment shows that equality alone means little
if the forces of the two sides are going to
grow increasingly vulnerable and the stra-
tegle balance increasingly unstable, Equality
is a charade If the arms race, in fact, con-
tinues.




And this, precisely, is the problem: the
Vladivostok agreement does nothing to really
constrain the ongoing strateglc arms pro-
grams of the two sides nor limit the enor-
mous turnover In the Inventory of ever more
modern, ever more dangerous weaponry. Un-
Jess it 1s stgnificantly strengthened, 1 bolleve

that & concrete accord based on the Viadivo-
stock agreement may well not recelve Lhe
necessary two-thirds support of the Senate.

How can this agreement be strengthened?
First of all, I would suggest that within the
numerical levels established by the agree-
ment, the strateglc programs of the two sides
should be stretched-out and delayed as much
as possible. I would like to see controls where-
by only ten of the enormous Soviet S5-18
1ICBM would be deployed each year for the
next ten years; and only 50 of the other new
Soviet missiles are deployed each year, In re-
sponse, we could hold down the rate of de-
ployment of our Trident and hold construc-
tion of the B-1 bomber to an appropriately
restrained pace.

Becond, in addition to controls on the pace
of deployment, I would urge controls on the
pace of testing of mew and the ever more
exotic systems. There should be an annual
quotsa on the flight testing of new nuclear
dellvery systems, Together, controls on de-
ployment and controls on testing would put
real teeth Into the limitation of stralegic
arms within the overall numbers agreement
reached in Viadivostok.

Third, we must continue negotiating. This
agreement is only a start not an end point.
We can't just knock off work until 1980 as
was suggested in Viadivostol. With all that
will be permitted under even an improved
version of this agreement there will be plenty
to negotiate about.

What conclusions can we draw from this
experience about the conduct of US.-Soviet
relations? I think the lessons are as follows.

Despite its serious shortcomings and draw-
backs, I think It can be said that this SALT
agreement does constitiite a modest begin-
ning. If 1t had been presented as such, I
believe that it would have been accepted by
the American people as a step forward.

But unfortunately, it was not presented In
that fashlon. The public relations men who
still surround the White House could not re-
strain themselves from overselling the agree-
ment. And so the product is more disillusion,
more suspicion and more concern that de-
tente iIs rhetoric and not reality. The real
damage in this agreement is that it further
undermines the faith of the American people
in the process of trying to control strategic
arms and trying to improve relations with
the Soviet Union.

How often have we seen American Presi-
dents in political trouble at home trying to
divert attention by meeting with the General
Secretary of the Sovlet Unlon. And In those
circumstances, how often have we seen the
pressure to “bring home the bacon™ result
in empty agreements.

The Test Ban Agreement reached earlier
this year between Mr. Nixen and Mr. Brezh-
nev is another exampie, It doesn't even go
into effect for two years and then places a
limit higher than we want to test anyway.
However, in case either side has miscal-
culated, it leaves a loophole so that both sides
can test whatever they like as long as it is
called a peaceful nuclear explosion.

These kinds of empty agreements are the
result of American Presidents trying to take
action abroad to shore up their domestic po-
sition &t home. I can think of no more
healthy development in our foreign rela-
tions than to see an American Presldent go
to the Soviet Union, meet with the General
Becretary, speak frankly about our needs and
concerns and, if there isn't any real agree-
ment, come home empty handed for a
change,

I have long been known as one who favors
improved relations with the Soviet Union, I
belleve, as Senator Mike Mansfield has sald,
“that in the nuclear age there is no alter-
native to detente.” But detente must be a
practical detente. It cannot be a rhetorical
detente, It must come to grips with the
critical Issues; it must really control strate-
gle arms; it must deal effectively with the
crisis in the Middle East; and, it must pre-

clude efforts by the Soviet Union to take ad-
vantage of the economic and political dis-
array In the West.

As I left the Soviet Unlon, I could not help
but think that the most Important in-
gredient in a viable relationship with the
sSoviet Unlon 1s our own strength, our own
sense of purpose. Weapons are Important,
but even more crucial is the strength of our
economy, the strength of our relationships
with our allles, the strength of the Interna-
tional economy, the strength of our political
institutions, the strength of our society.

Hugh Sidey, the Washington correspond-
ent for TIME magazine, has urged the Presi-
dent to “give the blg planes a rest. I believe
that is spund advice. He should stay home,
concentrate on our own internal problems
and on the common economic security prob-
:rms of the industrialized natlons of the

est.

I believe that If the President wants 1o ad-
vance the cause of peace, if he wishes to
once agaln establish the United States as a
strong negotiating partner, he can do this
best by remaining at home and tackling our
mounting economle problems. Only eftective
leadership at home can restore to thla na-
tion the sense of eomtidence, the spirit of
swerifice, and the willingness Lo lend that has
charncterized the Amerlean people and hnt
ensured vorld peace for more than n
generntion

e —
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Mr. MONDALE. Mr. President, the
consideration of the nomination of Nel-
son: Rockefeller to be Vice President of
the United States by the‘Senate Com-
mittee on Rules Administration prob-
ably represents the most careful and in-
depth confirmation inquiry ever con-
ducted by & Senate committee. This par-
ticular confirmation inquiry was enor-
mously difficult in view of the nominee’s
enormous wealth, complicated financial
holdl.nss, and Jlong record of public

Yet for the second time in less than 1
year, the Rules Commitiee has per-
formed its important responsibilities in
the context of a Vice Presidential nomi-
nation with dedication, seriousness, per-
ceptiveness, and d.tspa.tch. I wish to com-
pliment the distinguished chairman (Mr.
Cannvon) and the members of the com-
mittee for a job well done and thank
therh for providing all of the Members of
the Benaie with the material necessary
to the exercise of our important respon-
sibility under the 25th amendment.

We in Congress are given a most sol-
emn responsibility under the 25th
amendment. For the people, we must ex-
amine and approve a Vice President—
and potential President—of the United
States, We are charged with substituting
our judgment for the judgment of 88

our responsihﬂitr would be awesome
any circumstances. But, in the af-
terma.th of Watergate—just as the people
are scru potential officeholders
extra-carefully—so too we must be espe-
cially careful as we approve a new Vice
President.
' The public is tired of secrecy and ma~
on. The public is fed up. with
abuse of officlal power, The public will
not tolerate confiict of interest. The pub-
lic wants no more of “dirty tricks” or
scandals. The American people want
leaders who are open, honest, compas«
slonate, and dedicated to working toward
solutions for the problems facing this
Nation.,

In light of the context in which we
consider the nomination of Nelson Rock-
efeller and the importance of our respon-
sibility, I have carefully followed the
work of the Rules Committee, have com-
municated with the nominee himself, and
have studied all available materials with
utmost care.

I have concluded, Mr. President, that
I will vote for the confirmation of Nelson
Rockefeller. Mr. Rockefeller's service to
local government, to the State of New
York, and to the Nation extends over
nearly four decades. He has made impor-
tant contributions in the field of foreign
relatitons—particularly inter-American
relations; has worked in the executive
branch of the National Government; has
served as Governor of New York for 16
years; has served in public office at the
local and county government level—has
been & member of dozens of public and
private task forces, commissions, and
advisory bodies; and has worked on be-
half of many charitable and humani-
tarian causes.
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This country urgently needs a Vice
President, President Ford has nominated
Nelson Rockefeller and has indicated his
belief that he will be able to work well
with his nominee. Nelson Rockefeller has
the abjlity to serve in that high office
and has told of his desire to work with
the President for the public good.

I must add, however, that I have res-
ervations about this nominee and that
certain guestions concern me. As we all
know, Nelson Rockefeller is an enor-
mously wealthy man. His assets and
those of his immediate family total ap-
proximately a quarter of & million dol-
lars. The assets of the entire Roekefeller
family exceed $1 billion.

The Rockefeller investments, more-
over, are concentrated in industries and
companies whose profits often turn on
governmental decisions, One need only
look at the list of Rockefeller holdings—
Continental Oil Co., Exxon Corp., Mara-
thon Oil Co., Mobil Oil Corp., Standard
0il, Dow Chemical, General Electric,
IBM Corp., and Gulf Oil,

The Rockefeller wealth and the loca~-
tion of that wealth raise a significant
conflict of interest question. Can the
nominee—as Vice President or Presi-
dent—make decisions free of personal,
economic gonsiderations? I believe the
dlsungtmhe Rules Committee chair-
man (Mr. CainoN) expressed my con-
cern well when, during the hearings, he
stated:

(T') he economic power which you and your
family exert directly and indirectly upon the
domestic and international economy in oil,
real estate, banks, Insurance, and many other
endeavors, glv&s rise to a questton which
must be paramount in the minds of many
citizens. That question is: How can you con=
duct yourself in office in a manner that
would avold even the appearance of confiict
of interest when declsions you will be called
upon to make cannot help but influence the
profita and losses of one or more of your
holdings?

In addition, I am most concerned that
this vast economic power, when com-
bined with the political power of a Vice
President or President, may create grave
potential for abuse. The distinguished
Senntor from West Virginia (Mr. ROBERT
C. Byrp) put this question well during
the hearings when he asked:

Would the combination of these two—
great economic wealth plus great “political
power—in your judgment clothe the office
of the Vioe Presidency or the Presldency with
an inordinate great power, certainly a far
greater power than either of those offices
would ordinarily clothe the average occupant
whose financial means is much less than
yours?

These general concerns trouble me
greatly. I trust and believe that public
awareness, public disclosure, Mr. Rocke-
feller's sensitivity to the potentials in-

herent in his wealth, and steps which he
might take in light of this awareness can
remove any problems which might exist.

There are two more particular matters
which concern me also, Mr, President,
and about which I would like to comment
briefly. First, the Rules Committee has
spent a great deal of time inquiring into

Mr. Rockefeller’s role in the financing of
a book about Mr. Justice Arthur Gold-
berg, who was Mr. Rockefeller's opponent
in the election for Governor of New York
in 1970. Even assuming Mr. Rockefeller
did no more than become aware of the
book and aid in securing financing for
it, I fully agree with the Rules Commit-
tee when it concludes that—

Nelson Rockefeller exercised poor judg-
ment when he was Informed Initially about
the book and by hils action gave tacit agree-
ment to its publication.

At the worst, this incident represents
conduct reminiscent of the Nixon era
dirty tricks. The manner in which the
truth about the incident was revealed
raises grave doubts in my mind. I can-
not excuse this matter; I cannot con-
done it.

In addition, Mr. Rockefeller has made
several million dollars in gifts and/or
loans over a period of 20 years to New
York State public officials and others,
including friends, aides, and political
associates. The circumstances surround-
ing some of these gifts and/or loans
raise serious questions of judgment and
propriety. Aside from gquestions of their
legality, I cannot ignore the questions
of judgment and propriety.

I sincerely hope that Mr, Rockefeller
has learned from these incidents. I sin-
cerely hope that he will not engage in
similar conduct in the future. The coun-
try cannot stand the consequences, and
the American public will not stand for it,

If the work of the Senate Rules Com-
mittee and the other aspects of the con-
firmation process can serve as a learning
experience for Mr. Rockefeller, we will
all be the beneficiaries. Hopefully, he
has seen the questionable nature of cer-
tain past conduct, and will act—or re-
frain from acting—accordingly, Hope-
fully, he is now aware of the questions
which the existence of his enormous
wealth raise and the potentials for abuse
that go along with that weaslth. He can
act to remove those questions and mini-
mize that potential. I hope that he will.
Although I would favor divestiture, I
understand Mr. Rockefeller will act to
place his assets in & blind trust. Let us
all hope that he will insure that the
trust is truly blind and that even the
appearance of impropriety will be re-
moved.

Mr, President, I would like to close
with one final point. During his confir-
mation hearings, Mr, Rockefeller uttered
a very telling statement to the effect
that a very large amount of money is to
him as a small amount of money is to
another. I sincerely hope that the former
can truly appreciate the needs, hopes,
problems, and concerns of the latter.

Dealing with the pressing domestic
needs of our people at this time in his-
tory requires, in my opinion, a true sen-
sitivity to those needs. Mr. Rockefeller
lives in a word different from the world
of the average American. Above all #se,
that he realives this. I hope that

Vice President of the United

With this hope, I vote to confirm the
nomination of Nelson Rockefeller.



United State
of America

Vol. 120

WASHINGTON, FRIDAY, DECEMBER 13, 1974

Congressional Record

PROCEEDINGS AND DEBATES OF THE 93d CONGRESS, SECOND SESSION

No. 174

Mr. MONDALE. Mr. PTesmaent, e
Committee on Finance, under the able
leadership of the distinguished Senator
from Louisiana has labored for several
months on the development of the trade
bill which is now pending. Many of us
participated day after day for hours.
secking to respond fto the lecitimate
needs aud concerns of Amerieans from
all walks of life. We drew heavily on
the work of the House of Representa-
tives, which had earlier passed this

There shduld be no lengthy debate on
the Trade Reform Act. The principal is-
sue before the Senate is too clearly
drawn. It is drawn not along narrow
partisan lines, nor along the lines that
divide one interest group from another.
For the overriding questlon we must
decide is whether the United States will
continue to exercise the leadership re-
guired of a great nation as we enter the
final quarter of this century.

America has played a unique role in
world affairs during the postwar era.
We have exercised our substantial in-
fluence not simply to gain short-term
advantage, but rather to enhance the
long-range prosperity of our country and
that of our allies abroad. We have not
been blind to our own interests. But we
have recognized that our own economic
seeurity depends upon an open, healthy,
and stable world economy. It is this un-
derstanding that prompted U.8. initia-
tive to build more effective international
economic institutions in the GATT and
the International Monetary Fund.

Since 1970 our economy and those of
our partners in the world trading svs-
tem have entered a period of turbulence
unknown since the 1930's, Unprecedented
rates of inflation, mounting worldwide
unemployment, and the massive pay-
ments deficits afiicting oil consuming
countries have placed enormous strains
on the GATT member nations.

In the face of this deepening turmoil,
there is & growing temptation for na-
tions to furn inward, to seek solutions to
problems of inflation. unemployment,
and payments deficits by ereeting new
barriers to trade. This tendency is per-
haps best reflected in the problems with
our trade relations with Canada. Re-
eent actions. by both the Canadian and
U.8. Governments, concerning imports
of beef and exports of petroleum, raise
the possibility of a serious trade war.

Protectionism is no solution to the
economic problems we face. A highly in-
dustrialized country like the United
States would suffer greafly if the doors
to international commerce were closed.
Export markets provide ijobs for more
than 3 million people and over 7.7 per-
cent of the U.B., workforce engaged in
manufacturing, We are dependent upon
imports for many raw materials, like
manganese, tin, zine, tungsten, alumi-
num, nickel, and chromium, that are
eritical to the production of steel and
other industrial products required by
our domestic economy.

Policies predicated upon a beggar thy
neighbor attitude also inevitably lead
to political confrontations-that might
irreparably damage the possibilify for
cooperation on the critical issue of oil.

Our ahility to bring pressure upon the
oil eartel to modify policies that are not
just painful, but ruinous to the world
economic system, depends directly upon
our ability to enlist the cooperation of
other oil consuming countries.

And it is clear that we will never con-
vince our allies f our own coinmitment
to cooperation unless we take the first
step of passing a trade bill.

At this eritical moment, all eyes are on
the United States. Our rejection of en-
ubling legislation to permit collective
trade talks would inevitably be inter-
preted as a signal that we have forsaken
the path of international cooperation.
Such action would give ammunition to
those in other countries who advocate
economic nationalism, and it would
surely give hope to OPEC that years may
elapse before the United States and Eu-
rope will ‘be able to formulate a common
response to the most difficult of all trade
problems—the oil crisis.

In the face of the overwhelming neces-
sity for world economic cooperation, only
the most compelling arguments ought to
detain the Senate from the task of pass-
ing the trade bill.

At one point the issue of emigration
from the Soviet Union and other Com-
munist countries raised just such an
argument. However, as a result of the
agreement reached in Washington last
October, the need for passage of the trade
bill with the Jackson amendment and
waiver becomes even more critical.

In a recent visit to the Soviet Union,
I discussed this issue extensively with the
Soviet leaders and with the Soviet Jews
who have been hoping to emigrate, many
of them for many years. It was abun-
dantly clear, particularly from the stand-
point of the Jewish leaders, that passage
of this trade bill is regarded with hope
as a means, to Help realize their hopes
of emigration.

When the Jackson amendment is
raised, I should like to discuss at greater
length the details of the agreement in
relation to specific cases of individuals
who are hoping to emigrate. At this time
I should like to add only that 1 was quite
pleased and satisfied by the breakthrough
on this important issue of human
rights; and I think we must now assure
that the agreement is implemented by
passing the trade bill,

Various individuals have suggested that
for domestic economic reasons the trade
bill should not be approved by the
Congress.

Let us look at the impact of the trade
bill on our domestic economy. Many
serious questions have been raised about
the impact of expanded trade on work-
ing men and women. In its consideration
of the Trade Reform Act, the Finance
Committee carefully weighed the impact
of this legislation on jobs, particularly
in the manufacturing sector of our econ-
omy. The committee was especially con-
cerned about the declining share of our
workforce engaged in manufacturing.

Nonetheless, despite increased imports
since 1960, employment in manufactur-
ing has increased on an absolute basis
from 16.8 million jobs to roughly 20 mil-
lion jobs through the first half of 1973.
Statistics suggest that to a large extent

increased productivity among produc-
tion workers compared with service-
oriented employment, rather than im-
ports, have been responsible for the
changing composition of our workforce.

Although fears have been voiced that
the Trade Reform Act might pose a
threat to jobs, the evidence shows that
the opposite is true—that increased trade
will result in more jobs and better and
more highly paid jobs. Liberalization of
trade barriers could permit us to take
advantage of the competitive advantage
which we enjoy in telecommunications,
computer technology, aeronautics, petro-
chemicals, and similar industries which
are both labor intensive and highly
skilled.

In 1974 alone, rising U.S. trade sur-
pluses in products such as nonelectrical
machinery, aircraft, computers and basic
chemicals have contributed more than
$16 billion to our balance of trade ac-
count—=$5 billlon more than in 1973—
creating jobs for American workers and
helping to strengthen the value of the
dollar. Even in many areas where the
United States has suffered from declining
trade balances in recent years, includ-
ing textiles, clothing, footwear, consum-
er electronics, and steel products, per-
formance in 1974 improved over that of
1973.

Unfortunately, at the time that the
Trade Reform Act was first proposed, the
United States was experiencing disas-
trous trade deficits as a result of over-
valuation of the dollar in relation to
foreign currencies. Thus, from an aver-
age rate of growth in imports of 7.3 per-
cent in 1960-65, the United Stales ab-
sorbed a 13.3-percent increase in imports
between 1965 and 1970. By 1972, im-
ports had- soared to an incredible 21.4-
percent rate of growth.

Two devaluations of the dollar have
helped to alleviate this problem. Our
trade balance has improved significantly
despite a disastrous $18 billion increase
in the cost of imported oil. In fact, on a
CIF basis, in 1974 the United States is
now running a $3.4 billion surplus in
trade in manufactured products. We are
running an $11.5 billion surplus in agri-
cultural products.

To be certain there are many serious
trade problems that must be corrected
if the United States is to enjoy the full
benefits of a more open trading system.,
Other countries have used a variety of
devices including variable levies, export
subsidies, import equalization fees, bor-
der taxes, cartels, discriminatory gov-
ernment procurement practices, import
quotas, and other methods to shelter
their own economies while seeking
greater access to U.S. markets. These
practices have in many cases sharply
limited the competitive opportunities of
U.8. business abroad. But our failure to
pass trade legislation would not elimi-
nate discriminatory treatment of U.S.
goods in overseas markets. On the con-
trary it would in all probability lead to
greater inequities as other nations fol-
low our example by turning inward.

No major sector of our economy—cer-
tainly not workers—would benefit by
Senate action to close off the avenue of
negotiation for settlement of our trade
difficulties.



What of consumers? In a December 8
editorial, the Washington Post properly
noted that the Trade Reform Act is the
most important consumer bill of the
year, To the consumer trade otfers a
means to increase the variety and to
lower the cost of items he buys. Increased
competition can stimulate domestic In-
dustries to lower selling prices or to ad-
just output to meet changing consumer
needs and preferences.

American businesses benefit from
liberalized irade by gaining greater ac-
cess to overseas markets and to supplies
of raw materials and semimanufactures
required for domestic production proc-
esses. In 1974 exports added $96 billion
to our gross national product, up from
$38 billion just 5 years ago. In the State
of Minnesota alone, more than 800 com-
panies are actively engaged in interna-
tional trade, adding $1 billion to the
State's income from manufacturing anc
creating 12,000 jobs that are totally de-
pendent upon exports.

Finally, trade is essential to the liveli-
hood of the American farmer. According
to the Bureau of Labor Statistics, trade
accounted for 12.6 percent of total pri-
vate employment in agriculture in 1972,
U.S. exports of agricultural products
this year are running at an annual
rate of $21.9 billion, compared with
$17.7 billlon in 1973 and $9.4 billion in
1972. The State of Minnesota, which
is one of the lending agricultural ex-
porters in the United States, earned $§1.2
billion as a result of agricultural export
sales in fiscal 1974,

Turning to provisions of the bill itself

the pending measure—like its counter-
part in the House—provides the author-
ity for the U.8. negotiators to seck agree-
ments which would lower tariff and non-
tariff barriers to trade. But as a result of
several amendments which I offered in
the Finance Committee, the Senate bill
would go beyond the House version to
address the critical issue of assuring not
simply access to markets, but also access
to supplies of raw materials required by
the United States.
_ Over the past 2 years we have seen
an alarming trend toward the formation
‘and use of producer cartels to artificially
inerease the price of raw materials. The
dangers in this movement are readily
seent in the economic chaos generated
by OPEC. Last December I warned that
the example set by the Arab States could
easily be followed by monopoly producers
of other vital raw materials. Since then,
we have seen disturbing evidence of this
prediction’s coming true.

Bauxite producers have combined to
create the International Bauxite Associa-
tion, setting the stage for Jamaica to
press for a 600-percent increase in its
earnings.

Through the International Council of
Copper Exporting Countries, copper ex-
porters are now pressing for greater con-
trol of the market.

Phosphate producers have achieved a
threefold increase in prices, and members
of the International Tin Agreement are
seeking a 50-percent increase in the floor
price for tin.

Coffee producers are starting to dom-
Inate markets, and other commodity
producers may soon join the stampede
toward cartelization.

In an era marked by spreading short-
ages of food and raw materials, there is
@ high likelihood for success of efforts to
drive prices higher by limiting production
of critical commodities.

And as Ambassador Eberle told the
Joint Economic Committee the other day,
the existing GATT articles are “virtually

worthless” in attempting to deal with’

collusion among raw materials suppliers.

Although the GATT articles contain
provisions relating to the use of export
embargoes, these provisions are riddled
with loopholes and have not been en-
forced. In fact, the major thrust of the
GATT has been toward import restrie-
tions; and until now little attention has
been paid to the critical issue of supply
access.

My amendments, which are incorpo-
rated in titles I and III of the Trade
Reform Act, are designed to make access
to supplies & negotiating objective of
equal importance to access to markets.

This goal is articulated in chapter I of
the bill under General Negotiating Au-
thority and also in chapter IT, Reform of
the GATT, Under the latter section, the
President would be directed Lo seek to
strengthien the GATT articles to include
rules and precedures governing the im-
position of export controls, the denial of
falr and equitable eccess to supplivs, and
effective consultation procedures. In
addition, the President would be directed
to seek the adoption of multilateral pro-
cedures and sanctions with respect to
countries that deny equitable access to
supplies of raw materials, food, and
manufactured products.

To increase the President's leverage
in bargaining with countries that deny
supplies to the United States, he would
be given explicit authority under title
III to retallate against offending na-
tions. This authority could be used uni-
laterally until such time as multilateral
mechanisms to respond to unreasonable
export embhargoes are adopted by the
GATT. But the ability of the United
States or any other GATT member na-
tion to bring pressure upon commodity
cartels would obviously depend upon our
abllity to act in concert with our trad-
ing partners under mutually agreed upon
rules and procedures.

In & paper 2ntitled “Comnfetlns the
GATT,” released severnl weeks ago by
the National Planning Assoclation, C.
Fred Bergsten, of the Brookings Institu-
tion, proposed & number of specific ob-
jectives that might be Incorporated in
the U.S. negotiating position. T would
hope that our negotiators would draw
upon these recommendations and others
that have been offered to make the most
effective possible use of the authorities
granted under the supply access amend-
ments.

In two other respects I belleve the
Senate bill offers 8 significant improve-
ment over that adopted by the House of
Representatives, The first such area is
the question of addressing dislocations
which occur as industries adjust to in-
creased competition. Although the TRA
places emphasis on avoiding market dis-
ruption and providing sufficient time for
U.8. industries to adjust to competition,
same temporary dislocation is inevitable.
To deal with these problems, the Finance
Comunittee adopted amendments, offered
by Benator NeLsown, to the adjustment
assistance title of the act. Under these
amendments, which I was privileged to
cosponsor, the benefit levels for workers
were liberalized to provide a maximum
of 70 percent of & worker's average week-
ly wage up to 100 percent of the average
weekly wage in manufacturing for a full
52 weeks. Workers over age 60 or those
enrolled in approved training programs
could recelve benefits for an additiona®
26 weeks. In addition, the bill estab-
lishes for the first time a program of
adjustment assistance for communities,
including ald in the creation of Trade
Impacted Area Councils, technical as-
sistance under the Public Works and
Economic Development Act, and a spe-
cial program of loan guarantees to stim-
ulate new investment in trade impacted
communities.

Second, I should like to call attention
to a special problem in agriculture. The
United States has for many years main-
tained a system of import quotas on agri-
cultural products which are covered by
domestic price support systems. These
quotas are not simply a trade matter,
but also an integral part of domestic
price suppert and food policies.

Over the past 2 years administration
recommendations and actions have sug-
gested the possibility of a trade off be-
tween U.S. concessions on dairy imports
in exchange for European concessions on
other agricultural products. Despite re-
peated denials, Executive actions in
maintaining price supports at or even
below the minimum level required by
law, in invoking emergency authority to
expand dairy imports above established
quota levels, and in refusing until forced
by threat of a court order to counter-
vall against heavily subsidized dairy im-
ports suggested that key elements of the
proposed policy might already be gain-

ing adoption.

As a result of these actions, the U.S.
dalry industry is facing disastrous losses.
As many as 5.000 dairy farmers in Min-
nesota have been foreed oul of business
gince the beginning of this year. Ashie
from the ruinous Impact of adminlstra-
tion policies upon the dalry favmer, such
polictes could lend to severe shortages
and sharply higher prices for consimers
in the months nhead.

To guard agninst snch a possibility,
Senntor Nersox and I sought in com-
mittee and were given assurances that
any change in the current program of
quotas under section 22 pursuant to a
trade agreement—whether such a
change could be implemented adminis-
tratively or required an amendment to
current law—wotld be brought back to
the Congress for affirmative approval
under the procedures set forth in section
102 of the met. Furthermore, Senator
Nerson and I were assured in a letter
from Ambassador Harald B. Malmgren,
dated October 2, 1574, that—

The Special Trade Representative's Office
would not recommend any changes in quotas
in connection with trade poliey without prior
consultation with you and with representa-
tives of the dairy industry, whatever the
elements of such a settlement !nsofar &as
they affect dalry farmers.

A parallel concern of dairy fariners
and many other U.B. industries is Lhe
problem of export subsidles. IT subsldized
imports of articles covered by domestic
price support programs are permibivd Lo
enter the United States, even when tru-
ditional quotas are strictly enforeed, but
especially when quotas are expanded
under emergency proclamation author-
ity. not only is the American farmer sub-
lect to unfair competition, but the U.S.
Government is also placed in the posi-
tion of being forced to buy domestic prod-
ucts that are displaced by Imports in
order to maintain price support levels.

The dairy industry offers a case in
point. Durlng the first quarter of 1974,
the United States imported 29 million
pounds of cheese from the Common Mar-
ket. Most of this cheese carried a subsidy
approaching 32 cents per pound. As a re-
sult of unfair competition, U.S. cheese
producers lost their traditional markets,
the domestic price of cheese fell below
support levels, and the U.S. Government
was forced to buy cheese to maintain the
support level.

The present law on countervailing du-
tles is clear and mandatory. Nevertheless,
because there is no effective time limit
for investigations, it has only rarely been
enforced. The House bill sought to cor-
rect this problem by directing that inves-
tigations be completed within 1 vear
from the date that the guestion is pre-
sented to the Secretary. Nonetheless, a
loophole still remained since years of de-
lay could take place before the question
officially reached the Secretary. In addi-
tion, the House bill opened up twp new
loopholes by giving the administration
virtually unlimited discretion over
whether to countervail against products
covered by quotas and over whether to
countervall against any products dur-
ing the 4 years of the negotiations.

To meet these objections, the Finance
Committee, therefore, adopted several
amendments, which Senator Nerson and
I proposed, to strike the permanent dis-
cretion over whether to countervail when
gquantitative restrictions are in effect, to
tighten the time perlod for investiga-
tions, and to strictly llmit administration
discretion during the negotiations. These
amendments would require that the Sec-
retary countervail unless two conditions
are met: First, that adequate stens have
been taken to reduce substantially or
eliminate the adverse effect of the sub-
sldy, and second, that there is a reason-
able prospect that successful trade agree-
ments will be reached to reduce and elim-
inate barriers to trade and to countervail
would seriously jeapordize the satisfac-
tory completion of the negotia’ »ns. Any
decision not to countervail wou'd be sub-
Ject to veto by either House of Congress,
resulting in the mandatory imposition of
countervailing duties. £

At the request of Senator Nersow and
me, the Department of the Treasury pro-
vided an explanation of how these



amendments would be applied in the case
of the dairy industry. We were informed
that Treasury would proceed immedi-
ately under the countervailing duty law
should the EC reinstate export payments
on dairy products and that any attempt
to avoid or delay the imposition of coun-
tervailing duties by the mere subterfuge
of substituting one incentive program for
another would be treated as though these
payments had been resumed. In this
event a final determination on the pnhy-
ment of subsidies could be mac: within
14 days.

While thece and other amendments
have greatly strengthened the trade bill,
there are however several weaknesses in
the Senate version w I hope can be
corrected in conferencé with the House.

I am concerned, for example, that the
Senate bill requires that the President
provide import relief in the form of
higher tariffs, quotas or orderly market-
ing agreements when there is a finding of
injury to U.8. firms whether or oot the
overall national interest of our country
would be jeopardized by such action. I
would hope that some discretion might
be provided by the conferees.

Second, the Senate committee adepted
an amendment to the countervailing
duty section of the act, which would pre-
clude any discretion whatsoever after
the first 2 years of the negotiations. I
would hope that this limited discretion
would be extended to 4 years, provided all
other major aspects of the Senate bill
coneerning countervalling duties and sec-
tlon 22 import quotas are retained in
conference.

Third, I am most concerned about an
amendment that was included in title
IV of the trade bill concerning most
favored national status for Czechos-
lovakia. This provision would seek to
force Czechoslovakia to pay all property
claims resulting from postwar nationali-
zation of property at an unprecedented
rate of 100 cents on the dollar before the
CSSR would be eligible for most-favored-
nation status or for the return of Czech
gold confiscated by the Nazi regime dur-
ing World War II. The United States has
not demanded 100 percent restitution
from any other Communist government;
we have, In fact, signed similar claims
settlements with Poland at 39 cents on
the dellar and with Romania for 37 cents
on the dollar. Nor have Britain or France
demanded 100 percent payment from
Czechoslovekia. The Czech Government
has negotiated an agreement with the
Department of State which would pro-
vide for a payment level of 41 percent,
which compares favorably with other
agreements we have negotiated and is
more favorable than those signed by our
allies. Advocates of the amendment have
argued that 1t will force the Prague Gov-
ernment to negotiate a better agreement.
Nevertheless, unless the amendment is
dropped or greatly modified in conference
a more likely result would be the loss of
trade opportunities totaling from $300
million to $1.5 billion in the next few
years,

Finally, the Finance Committee
adopted several, in my opinion, regreta-
ble amendments to title V of the Trade
Reform Act. Title V establishes a gen-
eralized system of preferences for devel-
oping countries. While the amount of
trade expected to take place under titie
V is terribly modest, this program is
symbolic of U.S. willingness to assist in
promoting economic development and
diversification in developing nations. Un-
fortunately, the committee decided to
attach amendments which would deny
preferences to many countries in Latin
America and Africa. g

These amendments would also pre-
clude any Communist country from re-
ceiving preferences. This trade bill marks
a step forward in our relations with the
nonmarket economies. But it has the un-
fortunate aspect of denying generalized
system of preferences for Romania and
Yugoslavia, along with other Communist
countries. At one point in the history of
this bill, there was an exception for Ro-
mania and Yugoslavia recognizing their
more independent foreign policy and, in
the case of Yugoslavia, the more humane
domestic structure as well. That excep-
tion is now missing from this hill.

I regard this as a serious error on our
part, The Soviet Union has, for more
than a generation, been seeking to en-
force discipline and control over these
two countries along with the rest of East-
ern Europe. And we are only playing into
their hands by forcing them all into the
same category. I have, therefore, pre-
pared an amendment to provide that Ro-
mania and Yugoslavia be exempted from
the prohibition on GSP, which I hope to
raise later on during the debaie on the
bill. I do not intend to take much of the
Senate’s time on this amendment.

The Senate trade bill is not a perfect
bill. In a number of areas in addition to
those I have mentioned, I believe that
this measure could be improved. Never-
theless, I recognize the greater urgency
of getting this measure through the Sen-
ate and into conference before the clock
runs out, With only a few days remaining
there is no time for delay.

The cloture motion would preclude
lengthy debate on a number of amend-
ments which have been offered relating to
deregulation of natural gas and the taxa-
tion of foreign earnings of U.8. corpora-
tions. The proposal for natural gas de-
regulation is, in my opinion, a disastrous
amendment that could take $10 billlon a
vear from the pockets of consumers to
line the pockets of the big oll companies.
On the other hand, I have a great deal
of sympathy with the intent of amend-
ments to close tax loopholes that enable
U.8. businesses to escape without paying
their fair share of taxes and In some
cases may encourage U.S. industries to
relocate overseas. However, I do have
serious questions about whether the
amendments are technically sound and
adequate to achieve the purposes for
which they were introduced. And beyond
these doubts, I recognize, as sponsors of
the natural gas amendment must recog-
nize, that the amendments will never
survive the determined opposition they
will meet in the waning days of the 93d
Congress. They will only succeed in kill-
ing the trade bill.

I, for one, believe that we cannot afford
to let the trade bill die. The international
economic outlook is simply too grave and
the need for reform of our trading sys-
tem too urgent to allow shortsighted
arguments or narrow self-interest to kill
this essential legislation. The decision we
make on the trade bill is more than a
domestic economic decision although it
is clear that our economy would benefit
from its passage. It may prove to be the
most important foreign policy decision
of the 93d Congress.

Cordell Hull, the father of our trade
agreements program, once warned:

If goods cannot cross borders, armies will,

While this propheey may sound alarm-
ist, in my judgment there can be no doubt
that the political consequences of allow-
ing our trading system to deteriorate
would be harmful in the extreme to our
hopes for renewed cooperation with
Europe, with Japan, and with the de-
veloping world. And unquestionably, the
failure to strengthen our trade relation-
ship with the Soviet Union and other
Communist countries, as envisioned in
the Trade Reform Act, would both un-
dermine progress In détente to date and
threaten the prospects for the future.

Negotiation offers no instant answers
to the ofl erisls and to the problems of
inflation and unemployment. But nego-
tiation does offer the hope that through
slow and painstaking effort, detached
from the political arena, our country
and other trading nations can achieve
mutually acceptable solutions to the rel-
atively minor economic problems that
divide us and can build the basis for
cooperation to resolve the bigger issues
upon which our common fate devends._
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Mr., MONDALE. Mr. President, I
should like to ask the floor manager sev-
eral questions relating to the counter-
vailing duty section of the bill, and to
any agreements which might be entered
into regarding import quotas under sec-
tion 22 of the Agricultural Adjustment
Act.

The committee report states:

The Committee also understands that ex-
isting administrative authority will not be
used to implement any agreement resulting
from trade negotiations entered into under
this Act which affects the application of
Sectlon 22 of the Agricultural Act of 1933, as
amended. It is further understood.that any
trade agreement which would alter or amend
section 22 of the Agricultural Adjustment
Act, or affect the application thereof, would
have to be submitted to the Congress as
would any other agreement under Section
102, and be approved by both Houses of Con-
gress under the positive approval procedure
before it could become effective as U.S. law
or administrative practice,

I would just like to be absolutely clear
on this point: that under the provisions
of section 102 as adopted by the Finance
Committee and defined by both the
committee and the administration, any
agreement which would affect agricul-
tural import quotas would have to be
submitted to the Congress for affirma-
tive approval, whether or not the admin-
jstration already has the authority to al-
ter such quotas.

Mr. LONG. The Senator from Minne-
sota is correct on this point. The admin-
istration provided assurances to the
committee that under section 102 any
agreement affecting section 22 import
quotas would be submitted to the Con-
gress for affirmative approval. Further-
more, any agreement affecting any non-
tariff barriers negotiated under section
102 must be submitted to the Congress
for approval by both Houses.

Mr. MONDALE. On another point, the
Senator from Louisiana is familiar with
the provisions of section 331 of the bill
dealing with countervailing duties. In its
consideration of this section the Finance
Committee attempted to carefully cir-
cumscribe the very broad grant of dis-
cretion contained in the bill approved
by the House of Representatives. The
Senate did, however, approve a strictly
limited form of discretion to be exer-
cised during the first 2 years of the
negotiation. The committee set torith two
conditions which must be met—first, that
adequate steps had been taken to reduce
substantially or eliminate the adverse
effect of the bounty or grant; and sec-
ond, that there was a reasonable prospect
that successful trade agreements would
be entered into, under section 102, pro-
viding for the reduction or elimination
of subsidies and other distortions of in-
ternational trade, and that the imposi-
tion of duties would be likely to seriously
jeopardize the satisfactory completion
of the negotiations.

I believe that the cammittee intends
that these provisions be interpreted lit-
erally, and that & minor reduction in the
subsidies paid by an offending country
would not meet the requirements of the

Senate

act. Furthermore, even if the subsidy had
been largely but not totally eliminatec,
the Finance Committee would have an
opportunily to receive the arguments of
the affected U.S. industry, and if that
industry could present evidence to show
that it was still being injured, could rec-
ommend that the Senate by majority
vote force the imposition of countervail-
ing duties. Am I correct in this under-
standing.

Mr. LONG. The Senator from Min-
nesota is absolutely correct in his inter-
pretation. Either the Senate or the House
of Representatives could overrule by a
simple majority a decision by the Secre-
tary of the Treasury not to countervail.
It was not the committee's intention to
hand the Secretary of the Treasury a
blank check to countervail or not at will,

Now, there are several amendments
pending which would further amend this
section. I may want to vote for them. But
I want to listen to the arguments on both
sides. Maybe they have some merit.

Mr. MONDALE. I thank the Senator
from Louisiana.




1

MINNESOTA HISTORICAL SOCIETY

Copyright in the Walter F. Mondale Papers belongs to the
Minnesota Historical Society and its content may not be
copied without the copyright holder’s express written
permission. Users may print, download, link to, or email
content, however, for individual use.

To request permission for commercial or educational use,
please contact the Minnesota Historical Society.

14 www.mnhs.org



	00697-00242-8.pdf
	Copyright01.pdf



