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[Report No. 710]

IN THE SENATE OF THE UNITED STATES

FesruUaRrY 8,1965

Mr. Savronstart introduced the following bill; which was read twice and
referred to the Committee on Finance

Seprenmber 14 (legislative day, SepreMBER 13), 1965
Reported by Mr. Byrp of Virginia, with amendments

[Omit the part struck through and insert the part printed in italic]

A BILL

To clarify the components of, and to assist in the management

of, the national debt and the tax structure.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That the Seccretary of the Treasury shall, on or before
March 31 of each year (beginning with 1966) , submit to the

Senate and the House of Representatives a report setting

S S Y CURE R

forth, as of the close of December 31 of the preceding year,

2]

the aggregate and individual amounts of the contingent liabili-

ties and the unfunded liabilities of the Government, and of

Ne e |

each department, agency, and instrumentality thereof, in-
10 cluding, without limitation, trust fund liabilities, Govern-

11 ment-sponsored corporations’ liabilities, indirect liahilites not
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included as a part of the public debt, and liabilities of insur-
ance and annuity programs, including their actuarial status
on hoth a balance sheet and projected source and application
of funds basis. The report shall also set forth the collateral
pledged, or the assets available (or to be realized), as secu-
rity for such liabilities (Government securities to be separately
noted) , and an analysis of their significance in terms of past
experience and probable sisk risk, and shall also set forth all
other assets available to liquidate liabilities of the G'overnment.
The report shall set forth the required data in a concise
form, with such explanatory material as the Secretary may
determine to be necessary or desirable, and shall include
total amounts of each category according to the department,

agency, or instrumentality involved.
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Calendar No. 695

89re CONGRESS SENATE . Reporr
1st Session 7 No. 710

- COMPONENTS OF THE NATIONAL DEBT

- SEPTEMBER 14 (legislative day, SEpTEMBER 13), 1965.—Ordered to be printed

Mr. Byrp of Virginia, from the Committee on Finance, submitted
o the following

REPORT

[To accompany S. 1013]

The Committee on Finance, to which was referred the bill (S. 1013)
to clarify the components of, and to assist in the management of, the
national debt and the tax structure, having considered the same,
reports favorably thereon with amendments and recommends that the
bill as amended do pass.

SUMMARY OF BILL

~This bill would require the Secretary of the Treasury to submit
annually to the Congress a brief report setting forth the amounts of
the contingent and unfunded liabilities of the Federal Government,
‘including those of agencies and instrumentalities of the Government.

GENERAL STATEMENT

In the past, it has been the practice of the Federal Government to
determine its financial requirements on an annual basis. This bill
soes not depart from this practice. However, an annual system of
budgeting does not present a complete picture of the financial con-

_dition of the United States because it fails to depict numerous cate-
gories of Federal obligations and commitments which are subject to
contingencies. Similarly, it fails to reveal fully those situations
where Congress has enacted spending authorizations, but has not
specifically appropriated the moneys needed to fulfill the statutory

commitment. ’

Moreover, by present methods, U.S. liability under many of its
insurance and guarantee programs is difficult to measure and analyze.
This is because sufficient information regarding these programs either
is not available at all, or if it is available, it is inadequately presented.
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2 COMPONENTS OF THE . NATIONAL DEBT

In many cases information with respect to contingent liabilities of
specific governmental programs now is available only in reports of
specific agencies or corporations. However, these data. frequently
lose much of their usefulness beceuse they are not combined with simi-
lar data with respect to other programs. Thus, although part of this
informeation may now bé available it is'not published in one place or
on a uniform basis, and does not facilitate understanding of the cur-
rent financial condition of the United States.
 “Your committee believes that it is desirable to make available in a
single. concisg reportg pertinent-information with respect to the cur-
rent status of the contingentliabilities of the Federal Government, in-
cluding its long-range obligations and commitments. Indeed, the
committee recognizes a responsibility to make available in such a
report—as clear and complete as possible—the overall financial con-
dition of our Government. Such a report, consolidating information
now available only in part in many diverse reports with information
which is not now available at all, will enable the Congress to have a
better understanding of the current fiscal needs of the Federal Govern-
ment. Co

p this reason, the committee has approved, and recommends
euaitment of a bill requiring the Secietary of the Treasury to submit
to the Congress, by March 31 of each year, a report showingthe
amount (both on an aggregate and on an individual basis) of the
contingent liabilities and. the unfunded liabilities of the Federal
Government, determined as of December 31 of each year, commencing
with 1966. ) :

The contingent liabilities referred to by the bill include (1) liability
of the Government under its various trust funds, such as the old age
and survivors insurance trust fund and the highway trust fund; (2)
liabilities of Government-sponsored corporations (for example, the
Commodity Credit Corporation); (3) indirect liabilities of the Federal
Government not included as part of the.public debt, such as Federal
Housing Administration debentures; and (4) liabilities of Federal in-
surance and annuity programs. o .

Under the bill, data with respect to these insurance and annuity pro-
grams (which include the civil service retirement system, veterans’
. pension, and war risk insurance programs) is to include information
regarding their actuarial status on both a balance-sheet basis and a
projected source-and-application-of-funds basis. ,
Where appropriate, the .reportis_also_to indicate the collateral
pledged, or tgé"assets available, as security for the specified-liabilities,
and an analysis of their significance in terms of past experience and
Eroba,ble risks. Thus, for example, in the case of federally insured

ome mortgages the assets available on foreclosure may, in favorable
circumstances, offset the potential Federal liability. But the re-

orting of assets is not to stop with a recording of assets related to the
]gabilities. Under a committee amendment the Secretary of the
Treasury is to set forth all other assets which would be available to
liquidate liabilities of the Federal Government.

_In order to provide flexibility and to present data included in the
report from being misconstrued or misleading, the bill provides: that
the Secretary of the Treasury may set forth such explanatory material
as he determines to be necessary or desirable. Under this provision,
if he believes particular data are likely to lead to improper conclusions,
he may qualify that data sufficiently to negate such conclusions.
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Although the Bureau of the Budget does not favor the bill, in its
report to the committee on a virtually identical bill in the 88th
Congress (dated December 12, 1963), it indicated its agreement with
the objectives of the bill as follows:

We agree with the objective of S. 2281 that the Congress
- and its committees should have available whatever informa-
tion they need with respect to the financial status of the
Government. In accordance with this objective, the Treas-
ury Department has been preparing, semiannually, for a
number of years, a statement on-long-range commitments
and contingencies of the U.S.. Government.! The Bureau
of the Budget has on occasion worked informally with Treas-
ury staff on this matter, and consideration has been given
to possible extensions and refinements of the data. I
believe that more can be done in this respect and, together
with the Treasury Department, we shall work with the
responsible Government agencies to. this end.

If, in addition, your committee or any.other committee of
the Congress would like to have particular tabulations, such
as those described in S. 2281, we believe it would be appro-
priate to ask the Treasury Department to supply them
when needed. However, we believe the nature of such
tabulations should be left flexible, to be determined from
time to time, rather than being fixed in a statute.

It is the opinion of the Committee on Finance, as already indicated,
that the bill, as reported, preserves the flexibility of tabulations urged
in the departmental report. e

Moreover, the committee fully recognizes the desirability of refining
data now being compiled in order to make it more meaningful and
useful, and the bill as reported permits this. By drawing together
tabulations regarding contingent liabilities of various departments,
agencies, and Government-sponsored corporations, no doubt the
Treasury Department will find new ways by which statistical refine-

‘ments can be made, and tabulating methods improved. This can

only serve to increase the quality of the report required by the bill.
The report will fill a need which has been felt by the Congress for
many years. ' .
, ~ APPENDIX

- The following data prepared by the Treasury Department indicates
for the itéms included therein the type-of information which would be
presented on-a Government-wide basis in the reports called for by the
bill.  “This data was compiled as of December 31, 1962, and is the last

uch report the Treasury has issued except in response to a special
request made at the June 23, 1964, hearing before the Committee -on
Finance on H.R. 11375, relating to a temporary increase in the public
debt. The preliminary information submitted by the Treasury
Départment in response-to: this-special request (which appears on
pp- 44—46 of the printed hearings) employs statistical and tabulation
methods different from those previously used by the Treasury Depart-
ment and these new methods may replace the earlier procedures.

1 For statement prepared as of Dec. 31, 1962, see append.i:x to this report. -
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4 COMPONENTS OF THE NATIONAL DEBT

LONG-RANGE COMMITMENTS AND CONTINGENCIES OF THE U.S.
GOVERNMENT, AS OF DECEMBER 31, 1962

The attached statement covers the major financial commitments
of the U.S. Government, except the public debt outstanding and
those involving recurring costs for which funds are regularly appropri-
ated by the Congress and are riot yet obligated, such as aid to States
for welfare programs and participation in employee retirement
systems. The statement is segregated into four categories, namely
(a) loans guaranteed and insured, etc., by Government agencies;
(b) insurance in force; (¢) obligations issued on credit of the United
States; and (d) undisbursed commitments, etc.

The items appearing in this statement are quite different from the
direct debt of the United States. They are programs of a long-range
nature that may or may not commit the Government to expend
funds at a future time. The extent to which the Government may be
called upon to meet these commitments varies widely. The liability
of the Government and the ultimate disbursements to be made are of
a contingent nature and are dependent upon a variety of factors,
including the nature of and value of the assets held as a reserve
‘against the commitments, the trend of prices and employment, and
other economic factors.

Caution should be exercised in any attempt to combine the amounts
in the statement with the public debt outstanding for that would
involve not only duplication but would be combining things which are
quite dissimilar. As indicated by the enclosed statement, there are
$118.1 billion of public debt securities held by Government and other
agencies as part of the assets that would be available to meet future
losses. The following examples illustrate the need for extreme
caution in using data on the contingencies and other commitments of
the U.S. Government.

1. The Federal Deposit Insurance Corporation had insurance
outstanding as of December 28, 1962, estimated to be $179.1 billion.
The experience of the Federal Deposit Insurance Corporation has
been most favorable. During the period this Corporation has been
in existence, premiums and other income have substantially exceeded
losses which has permitted the retirement of Treasury and Federal
Reserve capital amounting to $289.3 million (all repaid to Treasury),
and the accumulation of $2.5 billion reserve as of December 31, 1962.
The Corporation’s holdings of public debt securities as of that date
amounted to $2.6 billion which already appears in the public ‘debt
total. Out of $335.9 billion of assets in insured banks as of December
28, 1962, $70.6 billion are in publie debt securities (also reflected in the
puplic debt). The assets, both of insured banks and the Federal
Deposit Insurance Corporation,.as well as the continued income of the
Corporation from assessments and other sources, stand between in-
sured deposits and the Government’s obligation to redeem them. -~

2. The face value of life insurance policies issued to veterans and
in force as of December 31, 1962, amounted to $39.8 billion. This
does not represent the Government’s potential liabilities under these
{)rograms since some of these.policies will probably be .permitted.to
apse and future premiums, interest, and the invested reserves amount-
ing to $6.9 billion of public debt securities should cover the normal
mortality risk. '
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3. Under the Federal Reserve Act of 1913, as amended, Federal
Reserve notes are obligations of the United States which, as of De-
cember 31, 1962, amounted to $29.4 billion. The full faith and
credit of the United States is behind the Federal Reserve currency.
These notes are a first lien against the $53.9 billion of assets of the
issuing Federal Reserve banks which includes $30.8 billion of Govern-

ment securities already included in the public debt.

These notes

are specifically secured by collateral deposited with the Federal
Reserve agents which, as of December 31, 1962, amounted to $25.2
billion in Government securities and $7.6 billion in gold certificates.

Long-range commitments and contingencies of the U.8. Government, as of

Dec. 31, 1962

[In millions of dollars]
Gross Public debt
amount of | securities
Commitment or contigency and agency commitment held by
] or con- Government
’ tingency and other
agencies
Loans guaranteed, insured, etc., by Government agencies:
Agriculture Department: - . .
Commodity Credit Corporation (O N IS ——
Farmers Home Administration: Agricultural credit insurance fund__. 895 e eeeeea
Commerce Department: .
Office of the Secretary: Aircraft loan guarantees._ .. . ..oo—.____.] b2 N P
Maritime Administration: Federal ship mortgage insurance revolv-
ing fund ' : : - 2435 9
Export-Import Bank of Washington_. 8652 |acmmmmmmememee

Housing and Home Finance Agency:
Federal Housing Administration:
Property improvement loans. .
Mortgage 10aNS _ . _ oo
Office of the Administrator: Urban renewal fund

Public Housing Administration: 3 .
Local ho g authority bonds and notes (commitments covered
* by annual contributions).

Local housing authority temporary notes

Interior Department: Bureau of Commercial Fisheries: Federal ship

mortgage insurance fund, fishing vessels_

Interstate Commerce Commission P }
Small Business Administration: Revolving fund.__...... e
Treasury Department: )

Reconstruction Finance Corporation liquidation fund._______.._____

Veterans’ Administration

Defense Production Act of 1950, as amended

Total loans };uaranteed, insured, etc., by Government agencies__.__...

Insurance and guarantees in force: -

~*“Agency for International Development: Industrial guarantees..._.__.__

Agriculture Department: Federal Crop Insurance Corporation....___.__
Commerce Department: Maritime A'cgninistration: War risk insurance
----- re¥olving fund :

Export-lll_llls%qrt Bank of Washington:" ~
B War risk 'and expropriation JRSurance. ... c...iiiiiodo ot
Insurance qn exports issued-through Foreign -Credit In

<o cosociation: oo ool
..-- Federal Deposit Insurance Corporation. ...

L.
10 179, 088

’ Held by-qisiired ¢ommercial and mutual savings banks v
- Federal Home Loan Bank Bo Federal St )

2o Held by insured institutions

=~ 7.8, Information Agency: Informational media guar:
Veterans' Administration:
National service life insurance
U.S. Government life insurance. .

Total insurance and guarantees in force.

See footnotes at end of table, p. 7.
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6 COMPONENTS OF THE NATIONAL DEBT

Long-range commitments and contingencies of the U.S. Government, as of

- Dec. 81, 1962—Continued

{In millions of dollars]

Gross Public debt
amount of securities
Commitment or contigency and agency commitment held by
. or con- Government
tingeney and other
agencies
Loans guaranteed, insured:
Obligations issued on the faith of the United States:
Postal savings certificates:
U.S. Postal Savings System.__ 11 531 556
Canal Zone Postal Savings System____________.________ 14 4
Total postal savings certificates._._- 535 560
Other obligations: Federal Reserve notes (face amount). . ______._________ 29,378 12 30, 820

° Undisbursed commitments, etec.:
To make future loans:
Agency for International Development:
Development loans z
Alliance for Progress, development loans. . __
Development loan fund liquidation account._..___
Loans to U.S. firms and domestic or foreign countri
Other U.S. dollar and foreign currency loans.............
Agriculture Department:
Commodity Credit Corporation
Farmers Home Admjinistration:
Agricultural credit insurance fund
Direct loan account._ . ...
Emergency credit revolving fund
) Rural housing and other loans.__.___________________________
Rural Electrification Administration.__ . -
Export-Import Bank of Washington: Regular lehding activities. . ..
Housing and Home Finance Agency:
Office of the Administrator:
College housing loans.
Public facility loans_.___ .
Urban renewal fund ____________ . ____ .
Housing for the elderly_.....
" Public Housing Administration. . ... ...
Interior Department:
Bureau of Commercial Fisheries: Fisheries loan fund..____.__.._
Defense Minerals Exploration Administration: Defense Produc-
tion Act of 1950, as amended -
Small Business Administration (revolving fund)......_......_
Veterans’ Administration (veterans’ direct loan program)..._.._....

Total undisbursed commitments to make future loans_. . _._.._____

To purchase mortgages:
Housing and Home Finance Agency:
Federal National Mortgage Association:
Secondary market operations
. Special assistance functions.......

Total commitments to purchase mortgages_ ... ........_

To guarantee and insure loans; - .
©777 " TAgriculture Department: Farmers Home . Administration: Agri-
cultural credit insurance fund S

Commerce Department: Maritime Administration: Federal. ship |- -~ - --

mortgage insurance revolving fund .. ... . ... ... ._,..

on ., _
" Defense Production Act of 1950, as amended..._..._._. S

Total commitments to gusrantee and insurance loans_....____.___ L

To purchase investment company debentures: Small Business Adminis-
tration (revolving fund)_.____.__......_ e

See footnotes at end of table, p. 7.
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COMPONENTS OF THE NATIONAL DEBT ) 7

Long-range commitments and contingencies of the U.S. Government, as of
Dec. 31, 1962—Continued

) {In millions of dollars]
Gross Public debt
amount of securities
Commitment or contigency and agency commitment held by
or con- Government
tingency and other
. agencies
Loans guaranteed, insured—Continued
Unpaid subscriptions, etc.:
International Bank for Reconstruction and Development. ... ... 5,716
Inter-American Development Bank. . 200
International Development Association. - 123
Total unpaid subscriptions, etc. - 6, 038

1 Guaranteed loans and certificates of interest, amounting to $1,113,000,000 as of Dec. 31, 1962, are included
in the Corporation’s balance sheet with the direct loans.

2 Includes accrued interest.

3 Includes political risk export guarantees amounting to $333,000,000.

4 Represents Administration’s 15)01‘1;&)1:: of insurance liability. Estimated amount of insurance in force
and lggtl\ reports in process as of Dec. 31, 1962, is $1,592,000,000. Loan insurance shall not exceed 10 percent
of such loans. :

s The full faith and credit of the United States is pledged to the payment of all amounts agreed to be paid
as per sec. 302 of Public Law 87-70 approved June 30, 1961.

¢ Represents deferred participations.

7 Less than $500,000. :

8 Represents the Veterans’ Administration portion of insurance liability. The total amount of loans in
the hands of private lenders is estimated at $29,754,000,000.

9 Represents estimated insurance coverage for the 1962 crop year.

10 Estimated insurance liability.

1 Excludes accrued interest.

12 Fncludes public debt securities amounting to $25,179,000,000 that have been deposited by the Federal
Reserve bank system with the Federal Reserve agents as specific collateral.

NotE.—The above figures are subject to the limitations and ﬁrecautionary remarks, as explained in the
foreword to this statement.
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[ September 17, 19661
[P. 23320}

THE MANAGEMENT OF THE NA-
TIONAL DEBT AND TAX STRUCTURE

The Senate proceeded to consider the
bill (S. 1013) to clarify the components
of and to assist in the management of
the national debt and the tax structure
which had been reported from the Com-
mittee on Finance with amendments on
page 1, line 8, after the word “}iabilities,”
to insert “and the unfunded ’.abilities”;
and, on page 2, line 8, after the word
“probable”, to strike out “risk” and in-
sert “risk, and shall also set forth all
other assets available to liquidate lia-
bilities of the Government”; so as to
make the bill read:

Be it enacted by the Senate and House
of Representatives of the United States of
America in Congress assembled, That the
Secretary of the Treasury shall, on or before
March 31 of each year (beginning with 1966),
submit to the Senate and the House of Rep-
resentatives a report setting forth, as of the
close of December 31 of the preceding year,
the aggregate and individual amounts of the
contingent liabilities and the unfunded 1li-
abilities of the Governrment, and of each de-
partment, agency, and instrumentality there-
of, including, without limitation, trust fund
liabilities, Government-sponsored corpora-
tions’ liabilities, indirect liabilities not in-
cluded as a part of the public debt, and l-
abilities of insurance and annuity programs,
including their actuariali status on both a
balance sheet and projected source and appli-
cation of funds basis. The report shall also
set forth the collateral pledged, or the assets
available (or to be realized), as sccurity for
such liabilities (Government securities to he
separately noted), and an analysis of their
significance in terms of past experience and
probable risk, and shall also set forth all other
assets available to liquidate liabilities of .the
Government. The report shall set forth the
rcquired data-in a concise form, with such
explanatory material as the Secretary may de-
termine to be necessary or desirable, and
shall include total amounts of each category
according to the department, agency, or in-
strumentality involved.

Mr. DIRKSEN. In the absence of the
Senator from Massachusetts [Mr. Sar-
TonNsTALL], I think I should say, with
respect to this bill, that what he pro-
poses is to set up a complete balance
sheet for every activity of government.
That has never been done before, and I
think it will prove to be one of the most
useful documents that the Senate will
ever have authorized. I may wish to
amplify my remarks on it at some later
time.

Mr. SALTONSTALL subsequently said:
Mr. President, while I was absent for a
few minutes when Senator DirKSEN spoke
on this bill I would like to speak briefly
on the need for better reporting of the
Federal debt. Iam very pleased that the
Senate today passed my bill, S. 1013.

‘We now have a statutory national debt
of $318 billion, and also acknowledge in
addition contingent debt and Federal

guarantees of about $400 billion. Actual
payments under guarantees will, of
course, be much smaller than that, and
many of the accounts are covered by ade-
quate reserves. But, this bill is con-
cerned with a growing area of Federal
debt which is reported sporadically or
not at all. The amount here may ap-
proach a trillion dollars. At present we
do not know.

In 1957, I introduced legislation to re-
quire the regular reduction of the statu-
tory Federal debt in years when no na-
tional emergency existed. Friends have
pointed out to me that we have been in
a state of continual national emergency
and, furthermore, while our statutory
debt has been increasing, our unreported
Federal liabilities have been increasing
even faster and are not even fully known.
Realizing the importance of this area, in
the next Congress, I included in my debt
reduction bill, a requirement for reports
on this unreported debt. In the 87th
Congress, when the international situ-
ation continued to be difficult, I decided
taat it would be best to concentrate on
the better reporting of the Federal debt,
for all our debt has had to increase regu-
larly in order to meet the growing liabili-
ties of the ¥ederal Government.

‘We have many kinds of Federal ob-
ligations—salaries, real estate leases——
at my suggestion a full report on these
and real estate owned is now made each
year to the Senate Appropriations Com-
mittee, copies are available to those
people interested—procurement of goods
and services, and others including some
of our international obligations. Re-
ports are made on many of these items,
while others are less well recognized.

A very important area, however,
which, as I say, is reported sporadically
or not at all, is that of future payments
for past services rendered, such as re-
tirement funds, social security funds,
and other types of payments with insur-
ance characteristics. Both on an an-
nual operating basis, and on a capital
or balance-sheet basis, the total amount
of these Federal Government liabilities
is very large.

Some of these obligations are carried
under separate trust funds, such as social
security or civil service retirement.
Others are provided for under annual
appropriations. But, in all cases, the
payee looks to the Federal Treasury for
his security, and this we must guarantee.

I believe strongly that under these
circumstances we should know the size
of these obligations and, more impor-
tant, the public is entitled to know what
the status of these funds is. If a special
fund is assigned to make the payment,
will the money be in the fund? If the
money is to be appropriated on an an-,
nual basis, what will be the effect on'
the Federal budget? These are two
vital questions which many household-
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Mr. SALTONSTALL. You will note
that the actuarial evaluations in cases
such as social security and civil service
have not been figured for a number of
years, and in other cases less important
have not been figured at all. The fact
that we have had several increases in
retirement benefits since those evalua-
tions were made only increases the prob-
lem.

Besides those mentioned in the above
table, there are a number of other insur-
ance-type programs such as FHA pro-
grams, Ship mortgage programs and
PDIC. Payment forecasts for these are
much more difficult than for the pension,
for the actuarial calculations have more
guesswork in them. But, better reports
to the best of the Federal Government’s
ability, should also be made on. these.
Category totals are now listed under the
contingency statement, but not the pre-
dicted payments.

I am awfully pleased that the Finance
Committee has seen fit to report my bill
favorably and the Senate, has passed it
unanimcusly. Last year following Sen-
ate passage, the House was unable to take
it up in the Ways and Means Committee
due to the long hours spent on the tax
cut. I hope that this year they wiil have
an opportunity to act on it, and to send
it to the Presicent during this Congress.
There is a need for better management
of our budget in this area, and it is my
hope that this bill will confribute to im-

roved responsibility in our Federal Gov-
ernime...'s affairs.

The ACTING PRESIDENT pro tem-
pore. The question is on agreeing to
the committee amendment.

The amendments were agreed to.

The bill was ordered to be engrossed
for a third reading, was read the third
time, and passed.

EXCERPT FROM THE REPORT
SUMMARY OF THE BILL

This bill would require the Secretary of
the Treasury to submit annually to the Con-
gress a brief report setting forth the
amounts of the contingent and unfunded
liabilities of the Federal Government, in-
cluding those of agencies and instrumentali-
ties of the Government.

GENERAL STATEMENT

In.the past it has been the practice of the
Federal Government to determine its finan-
cial requirements on an annual basis. This
bill does not depart from this practice. How-
ever, an annual system of budgeting does not
present a complete picture of the financial
condition of the United States because it
fails to depict numerous categories of Fed-
eral obligations and commitments which are
subject to contingencies. Similarly, it fails
to reveal fully those situations where Con-
gress has enacted spending authorizations,
but has not specifically appropriated the
moneys needed to fulfill the statutory com-
mitment. -

Moreover, by present methods, U.S. lia-
bility under many of its insurance and guar-
antee programs is difficult to measure and
analyze. This is because sufficient informa-
tion regarding these programs eithe} is not

available at all, or if it is available, it is
inadequately preseated.

In many cases information with respect
to contingent liabilities of specific govern-
mental programs now is available only -in
reports of specific agencies or corporations.
However, these data frequently lose much of
their usefulness because they are not com-
bined with similar data with respect to other
programs. Thus, although part of this ine
formation may now be available it is not
published in one place or on a uniform
basis, and does not facilitate understanding
of the current financial condition of the
United States.

Your committee believes that it is desir~
able to make available in a single, concise
report, pertinent information with respect
to the clurent status of the contingent lia-
bilitles of the Federal Government, including
its long-range obligations and commitments.
Indeed, the committee recognizes a responsi-
bility to make availagle in such a report—as
clear and complete as possible—the overall
financial condition of our Government.
Such a report, consolidating information
now available only in part in many diverse
reports with information which is not now
available ‘at all, will enable the Congress to
have a better understanding of the current
fiscal needs of the Federal Government.

For this reason, the committee has ap-
proved, and recoinmends enactment of a
bill requiring the Secretary of the Treasury
to submit to the Congress, by March 31 of
each year, a report showing the amount (both
on an aggregate and on an individual basis)
of the contingent liabilities and the un-
funded liabilities of the Federal Government
determined as of December 31 of each year,
commencing with 1966.

The contingent liabilities referred to by
the bill include (1) Uability of the Govern-
ment under its various trust funds, such as
the old age and survivors insurance trust
fund and the highway trust fund; (2) liabili-
ties of Government-sponscred corporations
(for example, the Commodity. Credit Corpor-
ation); (8) indirect liabilities of the Federal
Government not included as part of the pub-
lic debt, such as Federal Housing Adminis-
tration debentures; and (4) Iliabilities of
Federal insurance and annuity programs.

Under the bill, data with respect to these
insurance and annuity programs (which in-
clude the civil service retirement system, vet-
erans’ pension, and war risk insurance pro-
grams) is to include information regarding
their actuarial status on both a balance-
sheet basis and a projected source-and-ap-
plication-of-funds basis.

Where appropriate, the report is also to
Indicate the collateral pledged, or the assets
avallable, as security for the specified la-
bilities, and an analysis of their significance
in terms of past experience and probable
risks. Thus, for example, in the case of
federally insured home mortgages the assets
available on foreclosure may, in favorable
circumstances, offset the potential Federal
lability.” But the reporting of assets is not

[P. 23322}

to stop with a recording of assets related to
the liabilities. Under a committee amend-
ment the Secretary of the Treasury is to set
forth all other assets which would be avail-
able to liquidate liabilities of the Ifederal
Government.

In order to provide flexibility and to pre-
sent data included in the report from being
misconstrued or misleading, the bill pro-
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vides that the Secretary of the Treasury may
set forth such explanatory material as he
determines o be necessary or desirable. Un-
der this provision, if he believes particular
data are likely to lead to improper conclu-
sions, he may qualify that data sufiiciently to
negate such conclusions,

Although the Bureau of the Budget does
not favor the bill, in its report to the com-
mittee on a virtually identical bill in the
88tn Congress (dated Dec. 12, 19623), it in-
dicated its agreement with the objectives of
the bill as follows:

“We agree with the objectives of S. 2281
that the Congress and its committees should
have available whatever information they
need with respect to the .financial status
of the Government. In accordance with this
objective, the Treasury Department has been
preparing, semiannually, for a number of
years, a staltement on long-range commit-
ments and contingencies of the U.S. Gov-
ernment. The Bureau of the Budget has on
occasion worked informally with Treasury
stafl on this matter, and consideration has
been given to possible extensions and re-
finements of the data. I believe that more
can be done in this respect and, together
with the Treasury Department, we shall work
with the responsible Government agencies to
tnis end.

“If, in addition, your committee or any
other committee of the Congress would like
to have particular tabulations, such as those
described in S. 2281, we believe it would be
appropriate to ask the Treasury Depart-
ment to supply them when needed. How-
ever, we believe the nature of such tabula-
tions should be left flexible, to be determined
from time to time, rather than being fixed
in a statute.”

It is the opinion of the Committee on
Finance, as already indicated, that the bill,
as reported, preserves the flexibility of tabu-
lations urged in the departmental report.

Moreover, the committee fully recognizes
the desirability of refining data now being
compiled in order to make it more mean-
ingful and useful, and the bill as reported
permits this. By drawing together tabula-
tions regarding contingent liabilities of vari-
ous departments, agencies, and Government-
sponsored corporations, no doubt the Treas-
ury Department will find new ways by which
statistical refinements can be made, and
tabulating methods improved. This can only
serve to 'increase the quality of the report
required by the bill.

The report will fill a need which has been
felt by the Congress for many years.
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IN THE HOUSE OF REPRESENTATIVES

SepTEMBER 20, 1965
Referred to the Committee on Ways and Means

AN ACT

To clarify the components of, and to assist in the management
of, the national debt and the tax structure.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,

That the Secretary of the Treasury shall, on or before

1
2
3
4 March 31 of each year (beginning with 1966) , submit to ’the
5 Senate and the House of Representatives a report setting
6 forth, as of the close of December 31 of the preceding year,
7 the aggregate and individual amounts of the contingent liabili-
8 ties and the unfunded liabilities of the Government, and of
9 each department, agency, and instrumentality thereof, in-

10 cluding, without limitation, trust fund liabilities, Govern-

11 ment-sponsored corporations’ liabilities, indirect liabilities not
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10

11
12

13
14

2

included as a part of the public debt, and liabilities of insur-
ance and annuity programs, including their actuaﬁal status
on both a balance sheet and projected source and application
of funds basis. The report shall also set forth the collateral
pledged, or the assets available (or to be realized), as secu-
rity for such liabilities (Government securities to be sepa-
rately noted) , and an analysis of their significance in terms
of past experience and probable risk, and shall also set forth
all other assets available to liquidate liabilities of the Govern-
ment. The report shall set forth the required data in a
concise form, with such explanatory material as the Secre-
tary may determine to be necessary or desirable, and shall
include total amounts of each category according to the de-
partment, agency, or instrumentality involved.

Passed the Senate September 17, 1965.

Attest: FELTON M. JOHNSTON,

Secretary.
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Union Calendar No. 1026
Sy CORGRESS S 1013
[ ]

[Report No. 2280]

IN THE HOUSE OF REPRESENTATIVES
SerreMBer 20, 1965
Referred to the Committee on Ways and Means

Ocroner 14, 1966

Reported with an amendment, committed to the Committee of the Whole House
on the State of the Union, and ordered to he printed

[Strike out all after the enacting clanse and insert the part printed in italic]

AN ACT

To clarify the components of, and to assist in the management

of, the national debt and the tax structure.

1 Be it enacted by the Senate and House of Representa-
9 tives of the [Tnited States of America in Congress assembled,
3 That the Seeretary of the Treaswry shall; on eor before

4 Muzeh 34 of eneh year {hesinning with 1966); sabmit to the

6 forth; as of the elose of Peeenther 51 of the preceding year;
T the ngeregate and individual arnounts of the contingent Linbili-
S ties and the wnfanded linbilities of the Geovermment; and of

9 each departinent; aceney; and insternentality thereof; -

10 eluding; swithout lmitation; trast fund liabilities; Govern-

11 thent-spomsored eorporations Habilities; indivect Hahilities not
1
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included as n part of the publie debt; and habilities of inswr-
anee and amnby programy; eluding their actuarial statas
ont both & balance sheet and projected sonree and application
of funds basi:  The report shall adso set forth the colluteral
pledeed; or the assets available {or to be realized)s as seen-
ity for sueh Habilities {Government scenrities to be sepa-
rately noted); and an anadysis of their signifieance in terms
of past experience and prohable rivky and shall also set forth
all other assets avatlnble to lquidute linbilittes of the Govern-
ment:  The report shall set forth the required dadn i a
coneive formy with sieh explanatory materinl as the Seere-
tary may determine to be necessary or desirable; and shall
inelude total amounts of each eategory aecording to the de-
partinent; ageneys oF wstranrentality mvelved:

That the Secretary of the Treaswry shall, on the first day
of each regular session of the Congress, submil {o the Senate
and the House of Representatives a report seiting forth, as
of the close of the preceding June 30 (beginning with the re-
port as of June 30, 1967), the aggregate and individual
amounts of the contingent liabilities and the unfunded Labili-
ties of the Glovernment, and of each department, agency, and
instrumentality thereof, including, so far as practicable, trust
fund lLabilities, Government corporations’ liabilities, indirect
liabilities not included as a part of the public debt, and liabili-
lies of tnsurance and annwily programs, including thetr ac-
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tuarial status. The report shall also set forth the collateral
pledged, or the assets available (or to be realized), as security
for such liabilities (G overnment securities to be separately
noted), and shall also set forth all other assets specifically
available to liquidate such liabilities of the Government. The
report shall set forth the vequired data in a concise [orm,
with such explanatory material (including such analysis of
the significance of the liabilities in terms of past experience
and probable risk) as the Secretary may determine to be nec-
essary or desirable, and: shall include total amounts of each
category according to the department, agency, or. instrumen-
tality involved.

Passed the Senate September 17, 1965.

Attest: FELTON M. JOHNSTON,

Secretary.
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89t Congress | HOUSE OF REPRESENTATIVES RerporT
2d Session No. 2280

CONTINGENT LIABILITIES OF THE GOVERNMENT

OcToBER 14, 1966.—Committed to the Committee of the Whole House on the
: State of the Union and ordered to be printed

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

REPORT

[To accompany S. 1013]

The Committee on Ways and Means, to whom was referred the bill
(S. 1013) to clarify the components of, and to assist in the management
of, the national debt and the tax structure, having considered the same,
report favorably thereon with an amendment and recommend that the
biﬁ as amended do pass.

The amendment is as follows:

Strike out all after the enacting clause and insert:

That the Secretary of the Treasury shall, on the first day of each regular session
of the Congress, submit to the Senate and the House of Representatives a report
setting forth, as of the close of the preceding June 30 (beginning with the report
as of June 30, 1967), the aggregate and individual amounts of the contingent lia-
bilities and the unfunded liabilities of the Government, and of each department,
agency, and instrumentality thereof, including, so far as practicable, trust fund
liabilities, Government corporations’ liabilities, indirect liabilities not included as
a part of the public debt, and liabilities of insurance and annuity programs, in-
cluding their actuarial status. The report shall also set forth the collateral
pledged, or the assets available (or to be realized), as security for such liabilities
(Government securities to be separately noted), and shall also set forth all other
assets specifically available to liquidate such liabilities of. the Government. The
report shall set forth the required data in a concise form, with such explanatory
material (including such analysis of the significance of the liabilities in terms of
past experience and probable risk) as the Secretary may determine to be necessary
or desirable, and shall include total amounts of each category according to the
department, agency, or instrumentality involved.

PURPOSE
The purpose of S. 1013, as reported by your committee, is to re-

quire the Secretary of the Treasury to submit annually to. the Congress
a brief report setting forth the amounts of the contingent and un-
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2 CONTINGENT LIABILITIES OF THE GOVERNMENT

funded liabilities of the Federal Government, mcludmg those of
agencnes and instrumentalities of the Government. .

GENERAL STATEMENT

There are numerous categories of Federal financial commitments
which are subject to contingencies. The moneys needed to meet such
contingencies have not, in many cases, been specifically appropri-
ated. Moreover, by present methods, the potential U.S. liability
under many of its msurance and guarantee programs is difficult to
measure and analyze. Sufficient information regarding these financial
commitments either is not available at all; or if it is available, it is
madequately presented.

“In many cases information with respect to financial contingencies
of specific governmental programs now is available only in reports of
specific agencies. However, these data frequently lose much of their
usefulness because they are not combined with similar data with re-
spect, to -other programs. Thus, although part: of this information
xﬁnay niow be available it is not publlshed in one place or on a uniform

asls.

Your committee believes that it is desirable to make available in
a single, concise report, pertinent information with respect to the
current status of the contingent and unfunded liabilities of the Federal
Government. Such a report; consolidating information now available
only in part in many diverse reports with information which is not
now generally available, will enable the Congress to have a better
understanding of the current fiscal needs of the Federal Government.

“For this reason, your committee has approved, and recommends
enactment of this legislation, as amended, to require the Secretary of
the Treasury to submit to the Congress, on the first day of each regular
session, 8 report showing the amounts of the contingent liabilities and
the unfunded liabilities of the Federal Government, determined as of
June 30 of each year, commencing with a report as of June 30, 1967.

The report would include insofar as practicable (1) liabilities of the
Government for its various trust funds; (2) liabilities of Government
corporations; (3) indirect liabilities of the Federal Government not
included as part of the public debt; and (4) hablhtles of Federal insur-
ance and annuity programs.

Under the bill, data with respect to insurance and annuity pro--
grams (which include for example the civil service and military retire-
ment systems, and veterans’ programs) are to include information
regarding their actuarial status.

Where appropriate, the report is also to indicate the collateral-
pledged, or the assets available, as security for the specified liabilities.
Thus, for example, in the case of federally insured home mortgages,
the assets available on foreclosure may, in favorable circumstances,
offset the potential Federal Lability.

In order to provide flexibility and to prevent data included in the
report from being misconstrued or misleading, the bill provides that
the Secretary of the Treasury may set forth such explanatory mate-
rial as he determines to be necessary or desirable. Under this provi-
sion, if he believes particular data are likely to lead to improper con-
clusmns he may qualify that data sufficiently to negate such con-
clusions. Where possible, it is intended that the Secretary shall
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CONTINGENT LIABILITIES OF THE GOVERNMENT 3

include in the explanatory material an analysis of the significance of
liabilities in terms of past experience and probable risk. _

Although the Bureau of the Budget and the Treasury Department
were opposed to the provisions of S. 1013, as passed by the Senate,
they have subsequently advised your committee that they would
interpose no objection to the bill’s enactment provided certain tech-
nical amendments were adopted to remove some of the operational
difficulties which they felt would have been imposed under the Senate
version of the measure. ' :

Your committee has incorporated in the bill, as reported, modifica-
tions which it believes will reduce the cost of compiling the financial
information required without impairing the usefulness of the report.

Your committee is unanimous_in recommending enactment of this
legislation. : :
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APPENDIX

- The following data prepared by the Treasury Department indicates
for the items included therein the type of information which would be
presented on a governmentwide basis in the reports called for by S.
1013, as reported by your committee. This data was compiled as of
June 30, 1965.

FinaNcIAL CONTINGENCIES oF THE U.S. GOVERNMENT AS OF JUNE
30, 1965

This statement deals with financial contingencies which are not
recognized as legal obligations in terms of real liabilities on the central
books of the Treasury or real liabilities and undelivered orders and
contracts on the books of operating agencies. The statement is
designed to supplement the Government’s regular financial reports
(e.g., the combined statement of receipts, expenditures, and balances
of the U.S. Government) in order to disclose potential claims which
are not otherwise reported in a single compilation. Readers are
cautioned, however, against misuse of the data since contingencies
differ sharply from legal obligations.

Legal obligations fall into two categories: (1) “Liabilities,” and (2)
“undelivered orders.” Liabilities are amounts owed, representing such
things as borrowings, uninvested trust fund balances, and accounts
payable for goods and services received. Undelivered orders, which
include unfilled contracts, are commitments which will mature into
liabilities as orders are filled by delivery of goods and services or per-
formance is otherwise rendered under contracts. Contingencies, on
the other hand, represent such things as loan guarantees and credit
insurance which involve a risk of incurring liabilities, and a concomi-
tant risk of loss, with a high degree of uncertainty as to time or amount.
Whereas figures on liabilities and undelivered orders generally repre-
sent valuations of firm commitments against Government funds,
accurate within a narrow range of variation, figures on contingencies
represent merely the upper limit of a wide range of possible future
Liabilities.

The element of uncertainty is the primary basis for differentiating
contingencies from legal obligations. In the case of legal obligations,
ultimate payment by the Government is virtually certain or is
contingent upon conditions which are likely to occur in the normal
course of events. In the case of contingencies, the extent of ultimate

ayments, if any, and more importantly, the extent of ultimate
osses, is contingent upon highly uncertain events such as widespread
bank failures, defaults of borrowers, accelerated death rates, or war.
Potential losses are further dependent upon the value of assets
presently held as reserves against the contingency, the value of con-
tingent assets which might be acquired, and future revenues generated
by the existence of the contingency. Substantial losses can be pred-
icated only on the basis of an abnormal course of events.

4
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This statement is divided into three sections: “A. Loans guaranteed
and insured”’; “B. Other insurance and guarantees in force’’; and “C.
Other financial contingencies.” The columns are arranged to show the
monetary limit of the contingency or potential contingency and the
amounts of public debt and U.S. agency securities held in connection
with the programs giving rise to the contingencies. Certain insurance
and guarantee items which are recognized as legal cbligations in other
reports, and therefore are not classifiable as ¢ontingencies, have been
omitted from the body of this statement, but are disclosed in accom-
panying notes in order to have complete coverage of these programs.

he different sections of this statement, and within the sections the
different columns, represent essentially different things; consequently
the section totals cannot be added together, nor can line items be
added across, to arrive at valid and meaningful totals.. Likewise, any
attempt to add data on contingencies to figures on liabilities and un-
delivered orders to arrive at a figure purporting to represent the
Government’s debt would be completely unwarranted. Not only
would such a computation involve addition of unlike items; it would
involve double counting through adding public debt liabilities to con-
tingencies against which these same public debt items are held as
reserves available to cover losses. ‘ :

CONTINGENT LIABILITIES OF THE GOVERNMENT

A. Contingencies for loans guaranteed and insured

|In millions of dollars]
Amount of | Possible future | Memorandum:
contingency |contingency for| Public debt
Agency and program for guarantees | commitments and agency
. or insurance |to guarantee or securities
in force insure loans held
Agency for International Development: Foreign in-
vestment guarantee fund 136 |-
Agriculture Department: Farmers’ Home Adminis- ) i
tration: Agricultural credit insurancs fund.........._. : 727 b U2 (R
Commerce Department: R : :
Office of the Secretary: Aircraft loan guarantees..... 8
Maritime Administration: Federal ship mortgage .
insurance fund.... - - 415 7 1
Export-Import Bank of Washington_ ... [OR -
Housing and Home Finance Agency: .
Federal Housing Administration:
Property improvement loans.......co...._____ 2413 |- 34
Mortgage loaus._ _ 47,685 7,474 553
Office of the Administrator: Urban renewal fund.... 1,382 . .
, Public Housing Administration: -Local housing
t authority bonds and mnotes (commitments cov-
B ered by 1 contributions) : 14,182 8
Interior Department: Bureau of Commercial Fisheries:
- Federal ship mortgage insurance fund, fishing vessels._| - 2 | eeee
Interstate Commerce Commission..._.__. e e 199, --
Small Business Administration: Revolving fund__..._.. 1367 |.
Veterans’ Administration: Loan guarantee revolving
fund . 416,594
Defense Production Act of 1950, as amended__._..._.... 29 ST AR,
Total loans guaranteed or insured 71,839 7,507 - 596
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6 CONTINGENT . LIABILITIES - OF - THE: GOVERNMENT

..., B. Contingencies for other insurance and guarantees in force .
[In millions of dollars] :

- Memoran-
T o . dum: Public
1+ Agency and program . : Amount of debt and

L . . . contingency agency
: securities
.. held

Agency for International Development: Foreign investment guarantee fund. .
Agriculture Department: Federal Crop Insurance Corporation. ..........._.
Commmerce Department: . . -
© Maritime Administration: War risk insurance revolving fund........._.
Export-Import Bank of Washington: o
Medium term guarantees and insuranee_ .- cmomom oo
Consignment and  Foreign' Credit Insurance Association short-term'in-
SUTANCE. - - - o oo cemean
Federal Deposit Insurance Corporation
Held by insured commercial and mutual savings bank:
Federal Home Loan Bank Board: .
* Federal Savings and Loan Insurance Corporation___

Held by insured institutions_.._____.__. e mmmmmmm . 6,940
Ferdel;?l ‘National Mortgage Association: Government mortgage liquidation 5
un : R, . [ R L S 300 2
U.S. Information Agency: Informational media guarantees. ... -...-....._. [ J P,
Veterans’ Administration: )
National service life insurance. ... . - 38,009 66, 060
U.8. Government life insurance. . .. - -- 1,105 958
Total other insurance or guarantees in force. - .- -cmmmomceemeeomemn 341,004 78,887
C. Other financial commilments
[In millions of dollars]
Memoran-
: dum: Public
Agency and program Amount of debt and
contingeney agency
securities
© held
Unpaid subscriptions, ete.:
International Bank for Reconstruction and Development. 5,715
Inter-American Development Bank. . 1,112
International Development A iation 312
Total unpaid subscriptions. ... U S S 7,139 | ... eeimma—

1 Excludes insurance and guarantees in force which are reported as legal obligations under sec. 1311 of the

Supplemental Appropriations Act of 1955, as follows: X
X Export-Import Bank of Washington: X In millions
Loans sold with recourse...
Medium term guarantees and insurance. - -2
Consignment and Foreign Credit Insurance Association short-term insurance.--

Housing and Home Finance Agency: Public Housing Administration

Small Business Administration_ ... ...~
U.S. Information Agency: Informational media guar: - -

2 Represents the estimated insurance coverage on loans aggregating $1,358,000,000. :

3 This amount, plus the related amount shown in footnote 1 represents the guaranteed portion of loans
aggregating $102,000,000. R . : : -

¢ Consists of mortgage loans amounting to $690,000,000 sold under a repurchase guaranty provision and
$15,904,000,000 representing the guaranteed portion of loans aggregating $30,361,000,000. . :

s Represents estimated insurance coverage for the 1965 crop year.

¢ Includes holdings of veterans’special term and veterans’ reopened insurance funds.

 NorE.—Certificates of interest sold by Commodity Credit Corporation and participation certificates sold
by the Export-Import Bank of Washington with outstanding amounts on June 30, 1965, of $419,000,000 and
$1,022,000,000, respectively, are reported by the corporations in the category of legal obligations and there-
fore are not shown in this report of contingencies. . .
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APPENDIX IV
H.R. 18230

TO AMEND THE INTERNAL REVENUE CODE OF 1954
TO PROVIDE THAT THE TERM “PURCHASE” FOR
PURPOSES OF SECTION 334(b)(2) IS TO INCLUDE
CERTAIN INDIRECT PURCHASES OF STOCK THROUGH
THE PURCHASE OF THE STOCK OF ANOTHER
CORPORATION
(Sec. 202 of Public Law 89-809)
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Union Calendar No.1023
=22 H, R, 18230

[Report No. 2273}

IN THE HHOUSE OF REPRESENTATIVES
OcronEr 6, 1966
Mr. Warrs introduced the following bill: which was referved to the Com-
mittee on Ways and Means
Ocroper 13, 1966

Reported with amendments, committed to the Committee of the Whole House
on the State of the Union, and ordered to be printed

[Insert the part printed in italic]

A BILL

To amend the Internal Revenue Code of 1954 to provide that
the term “purchase” for purposes of section 334 (b) (2) is
to inelude certain indireet purchases of stock through the

purchase of the stock of another corporation.

1 Be it enacted by the Senate and House of Representa-

184

tives of the United States of dmerica in Congress assembled,

3 That (a) section 334 (b) (3) of the Tuternal Revenue Code
4 of 1954 (relating to definition of purchase) is amended by
5 adding at the end thereof the following new sentence:

6 “Notwithstanding subparagraph (') of this paragraph,
7 for purposes of paragraph (2) (B), the term ‘purchase’
8 also weans an acquisition of stock from a corporation the
9 ownership of stock by which would, under section 318
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(a), be attributed to the person acquiring such stock, if

the stock of such 'coi'pora‘tion by reason of which such

ownership would be attributed was acquired by purchase

(within the meaning of the preceding sentence).”

(b) Scction 334 (b) (2) (B) of such Code (relating
to excepﬁon) is amended by striking out “during a period of
not more than 12 thllthS,” and inserting in lieu thereof
“during a 12-month period beginning with the earlier of—

“(i) the date of the first acquisition by
purchase of such stock, or

“(ii) if any of such stock was acquired in
an acquisition which is a purchase within the
meaning of the second sentence of paragraph
(3), the date on which the distributee is first
considered under section 318 (a) as owning
stock owned by the corporation from which such
acquisition was made,”.

(¢) Section 453 (d) (4) (A) of such Code (relating
to distribution of installment obligations in certain liquida-
tions) is amended to read as follows:

“(A) LIQUIDATIONS TO WHICIH SECTION 332
APPLIES.—If—
“(i) an installment obligation is distributed

in a liquidation to which section 332 (relating
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3
to complete liquidations of subsidiaries) applies,
and
“(i1) the basis of such obligation in the

hands of the distributee is determined under

section 334 (b) (1),
then no gain or loss with respect to the distribution
of such obligation shall be recognized by the dis-
tributing corporation.”

(d) Errecrivie Dares.—The amendment made by sub-
section (a) shall apply only with respect to acquisition of
stock after December 31, 1965. The amendments made by
subsections (b) and (c) shall apply only with respect to dis-

tributions made after the date of the enactment of this Act.
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891 CONGRESS HOUSE OF REPRESENTATIVES { RrpPoRrT
2d Session No. 2273

TAX TREATMENT OF CERTAIN INDIRECT PURCHASES
‘ OF STOCK ‘

OcToBER 13, 1966.—Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

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

REPORT

[To accompany H.R. 18230]

The Committee on Ways and Means, to whom was referred the
bill (H.R. 18230) to amend the Internal Revenue Code of 1954 to
provide that the term ‘‘purchase’” for purposes of section 334(b)(2)
is to include certain indirect purchases of stock through the purchase
of the stock of another corporation, having considered the same,
report favorably thereon with amendments and recommend that the
biﬁ as amended do pass.

The amendments are as follows:

Page 1, line 3, after “334(b)(3)”, insert “‘of the Internal Revenue
Code of 1954”. J

Page 2, line 5, after ““334(b) (2) (B)”, insert ‘“‘of such Code”.

Page 2,line 18, after “453(d) (4) (A)”, insert “of such Code”.

I. SUMMARY

This bill provides that in determining the basis of property received
in the liquidation of a subsidiary corporation, stock purchased by a
corporation from a subsidiary is to be treated as purchased (irrespec-
tive of the attribution rules under sec. 318); if the stock was in fact
gurchased. The bill also eliminates an existing tax -avoidance possi-

ility by providing that installment notes are, under certain circum-
stances, to be treated as “disposed of’”’ for purposes of section 453(d)
(the installment sale provision).

This bill is reported unanimously by your committee and the
Treasury Department has indicated that 1t has no objection to its
enactment. .
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2 TAX TREATMENT OF INDIRECT PURCHASES OF STOCK
II. GENERAL STATEMENT

- () Purchase of stock.—Under present law if one corporation pur-
chases 80 percent or more of the stock of another within a 12-month
period and then causes the corporation acquired to be liquidated
within 2 years of the last purchase, the basis of the assets it receives
is the amount it paid for the stock. However, in order to prevent
manipulation, stock purchased from a person related tothe buyer by the
attribution rules (under sec. 318) is not treated as stock “purchased.”

Cases have been called to your committee’s attention where it is
necessary to acquire control of one corporation in order to obtain an
80 percent or greater stock interest in another corporation. For
example, assume that one corporation desires to purchase the stock of
a second corporation and does in fact purchase 45 percent of its stock
directly. ngever, 40 percent of the stock of the second corporation
is owned by a third corporation, and the third corporation does not
wish to sell the stock of the second corporation. In order to acquire
the stock of the second corporation, therefore, the first corporation
purchases over 50 percent of the third corporation’s stock and then
causes this corporation to sell to it the 40 percent of the stock of second
corporation owned by the third. However, since at the time of the
sale, the first corporation owns more than 50 percent of the stock of
the third corporation, the two corporations are classified as related
under the attribution rules (sec. 318). Accordingly, under present
law, the first corporation is not treated as-the purchaser of more than
80 percent of the stock of the second although it acquired directly
or indirectly all of this stock for cash within a 12-month period.

- This bill eliminates the problem described above by amending
present law so that it. provides that stock purchased from ‘a subsidiary
1s to be treated as purchased, if a controlling interest in a subsidiary
was purchased within a 12-month period. The bill also provides
that the 12-month period within which the desired stock must be
acquired begins with the date of the first direct acquisition by purchase
of such stock, or the date on which 50 percent of the stock of the cor-
poration holding such stock was acquired, whichever is earlier. The
new definition of “purchase” applies with respect to acquisitions of
stock after December 31, 1965. The provision for measuring the
time period of stock acquisition applies with respect to distributions
made after the date of enactment of the bill.

(b) Installment mnotes.—When one corporation buys more than
80 percent of the stock of another within 12 months and causes the
corporation acquired to be liquidated within 2 vears of the last
acquisition of stock, the basis of ‘the assets acquired is the smount
paid for the stock (properly allocated). In such a case, generally
‘no gain is recognized to the distributing corporation (unless it is a
corporation which elected 341(f) treatment to avoid danger of being
treated as a collapsible corporation, or unless the sections dealing
with the recapture of depreciation apply). '

If the property received on a liquidation of the type described
above (to which sec. 334(b)(2) applies) consists of installment notes,
then the gain which would normally be taxed on the sale or collection
of such notes may, in whole or in part, permanently escape income
taxation. This would result if the basis of such notes were raised
to the amount paid for them by the acquiring corporation even though
0o gain were recognized to the distributing corporation. '
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This bill eliminates the tax avoidance possibility under present law
by providing that installment notes transferred in a liquidation of the
type described above are to be treated as ‘‘disposed of”” for purposes of
the installment sale provision (sec. 453(d)). Accordingly, gain is to be
recognized to the distributing corporation, in the same manner as if it
had sold the notes. ,

This provision is effective with respect to distributions made after
the date of enactment. :

III. CHANGES IN EXISTING LAW MADE BY THE BILL: AS
' ' . REPORTED '

In compliance with clause 3 of rule XIIT of the Rules of the House
of Representatives, changes in existing law made by the bill, as
reported, are shown as follows (existing %aw proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing law
in which no change is proposed is shown in roman):

SECTIONS 334 AND 453 OF THE INTERNAL REVENUE CODE

OF 1954
SEC 334. BASIS OF PROPERTY RECEIVED IN LIQUIDATIONS.
* - * * Cox * * %

(b) LiQUIDATION OF SUBSIDIARY.—

’ (1) In cExErRAL.—If property is received by a corporation in a
distribution in complete liquidation of another corporation (with-
in the meaning of section 332(b)), then, except as provided in
paragraph (2), the basis of the property in the hands of the dis-

_tributee shall be the same as it would be in the hands of the
transferor. If property is received by a corporation in a transfer
to which section 332(c) applies, and if paragraph (2) of this sub-
section does not apply, then the basis of the property in the hands
of the transferee shall be the same as it WO\Sd be in the hands of
the transferor. _ ' A

. (2) Exceprion.—If property is received by a corporation in a
distribution in complete liquidation of another corporation
(within the meaning of section 332(b)), and if—
(A) the distribution is pursuant to a plan of liquidation
adopted—
(i) on or after June 22, 1954, and ‘
(ii) not more than 2 years after the date of the trans-
action described in subparagraph (B) (or, in the case of
a series of transactions, the date of the last such trans-
action); and
(B) stock of the distributing corporation possessing at
least 80 percent of the total combined voting power of all
classes of stock entitled to vote, and at least 80 percent of
the total number of shares of all other classes of stock
(except nonvoting stock which is limited and preferred as to
dividends), was acquired by the distributee by purchase (as
defined in paragra;?h (3)) [during a period of not more than
12 months,] during a 12-month period beginming with the
earlier of—
(2) the date of the first acquisition by purchase of such
stock, or
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(#3) if any of such stock was acquired in an acquisition
which s a purchase within the meaning of the second
sentence of paragraph (3), the date on which the distributee
s first considered under section 318(a) as owning stock
ouned by the corporation from which such acquisition

: was made,

then the basis of the property in the hands of the distributee shall
be the adjusted basis of the stock with respect to which the
distribution was made. For purposes of the preceding sentence,
under regulations prescribed by the Secretary or his delegate,
proger adjustment in the adjusted basis of any stock shall be
made for any distribution made to the distributee with respect to
such stock before the adoption of the plan of liquidation, for
any money received, for any liabilities assumed or subject to
which the property was received, and for other items.

(3) PurcHASE DEFINED.—For purposes of paragraph (2)(B),
the term “purchase’” means any acquisition of stock, but only if—

(A) the basis of the stock in the hands of the distributee
is not determined (i) in whole or in part by reference to the
adjusted basis of such stock in the hands of the person from
whom acquired, or (ii) under section 1014(a) (relating to
property acquired from a decedent),

(B) the stock is not acquired in an exchange to which
section 351 applies, and :

(C) the stock is not acquired from a person the ownership
of whose stock would, under section 318(a), be attributed to
the person acquiring such stock. '

Notwithstanding subparagraph (C) of this paragraph, for purposes
of paragraph (2)(B), the term ‘“‘purchase’’ also means an acquisition
of stock from a corporation the ownership of stock by which would,
under section 318 (a), be attributed to the person acquiring such
stock, if the stock of such corporation by reason of which such owner-
ship would be attributed was acquired by purchase (within the mean-
ing of the preceding sentence).

(4) DisTRIBUTEE DEFINED.—For purposes of this subsection,
the term ‘“distributee’’ means only the corporation which meets
the 80 percent stock ownership requirements specified in sec-
tion 332(b).

* * V¥ * * B 3 *

SEC. 453. INSTALLMENT METHOD.
* . * * * * * *

- (d) Gain or Loss oN DisposiTioN oF INSTALLMENT OBLIGATIONS. —
(1) GenerAL RULE.—If an installment obligation is satisfied
at other than its face value or distributed, transmitted, sold, or
otherwise disposed of, gain or loss shall result to the extent of the
difference between the basis of the obligation and—
(A) the amount realized, in the case of satisfaction at other
than face value or a sale or exchange, or
(B) the fair market value of the obligation at the time of
distribution, transmission, or disposition, in the case of the
distribution, transmission, or disposition otherwise than by
sale or exchange.
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Any gain or loss so resulting shall be considered as resulting from
the sale or exchange of the property in respect of which the install-
ment obligation was received.

(2) Basis or oBLigaTION.—The basis of an installment obliga-
tion shall be the excess of the face value of the obligation over an
amount equal to the income which would be returnable were the
obligation satisfied in full.

(3) SPECIAL RULE FOR TRANSMISSION AT pEATH.—Except as
provided in section 691 (relating to recipients of income in respect
of decedents), this subsection shall not apply to the transmis-
sion of installment obligations at death. :

(4) EFFECT OF DISTRIBUTION IN CERTAIN LIQUIDATIONS.—

[(A) LIQUIDATIONS TO WHICH SECTION 332 APPLIES.—If—
L) an installment obligation is distributed by one
corporation to another corporation in the course of a
liquidation, and ‘
[(ii) under section 332 (relating to complete liqui-
- dations of subsidiaries) no gain or loss with respect to
the receipt of such obligation is recognized in the case
of the recipient corporation,
then no gain or loss with respect to the distribution of such
obligation shall be recognized in the case of the distributing
corporation. If the basis of the property of the liquidatin
corporation in the hands of the distributee is determineg
under section 334(b)(2) then the preceding sentence shall not
apply to the extent that under garagraph (1) gain to the
distributing corporation would be considered as gain to
which section 341 (f) or section 617(d)(1), 1245(a), or 1250(a)
applies.] ,
(A) L1QUuIpATIONS TO WHICH SECTION 332 APPLIES.—If—
(%) an installment obligation is distributed in a z%nda-
tion to which section 332 (relating to complete liquidations
of subsidiaries) applies, and
(i) the basis of such obligation in the hands of the

| distributee is determined under section 384(b)(1),

" then no gain or loss with respect to the distribution of such
obligation shall be recognized by the distributing corporation.

(ﬁ) 1.IQUIDATIONS TO WHICH SECTION 337 APPLIES.—If—

() an installment obh'%lation is distributed by a corpo-
ration in the course of a liquidation, and
(ii) under section 337 (relating to gain or loss on
sales or exchanges in connection with certain liquida-
tions) no gain or loss would have been recognized to the
corporation if the corporation had sold or exchanged
such installment obligation on the day of such
distribution,
then no gain or loss shall be recognized to such corporation
by reason of such distribution. The preceding sentence
shall not apply to the extent that under paragraph (1) gain
to the distributing corporation would be considered as gain
to which section 341(f) or section 617(d)(1), 1245(a), or
1250(a) applies. ‘

* * * . * *
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