to the Commission, unless it orders a
hearing on the matter.
For the Commission
delegated authority) .
Orvar L. DuBo1s,
Secretary.

[FR. Doc. 68-4457; Filed, Apr. 15, 1968;
8:46am.]

(pursuant to

ROVER SHOE CO.

Order Suspending Trading
Aprir 10, 1968.

It appearing to the Securities and Ex~
change Commission that the summary
suspension of trading in the common
stock of Rover Shoe Co., Bushnell, Fla.,
and stock purchase warrants of Rover
Shoe Co., being traded otherwise than
on a national securities exchange is re-
quired in the public interest and for the
protection of investors:

It is ordered, Pursuant to section
15(¢) (5) of the Securities Exchange Act
of 1934, that trading in such securities
otherwise than on & national securities
exchange be summarily suspended, this
order to be effective for the period
April 11, 1968 through April 20, 1968, both
dates inclusive.

By the Commission.

[sEaL] OrvaL L. DuBois,
Secretary.

[FR. Doc, 68-4458; Filed, Apr. 15, 1968;
8:46 am.]

SMALL BUSINESS
ADMINISTRATION

[Declaration of Disaster Loan Area 658]
INDIANA
Declaration of Disaster Loan Area

Whereas, it has been reported that
during the month of April 1968, because
of the effects of certain disasters, dam-
age resulted to business property located
in the city of Richmond, Ind.;

Whereas, the Small Business Admin-
Istration has investigated and received
other reports of investigations of condi-
tions in the area affected;

Whereas, after reading and evaluating
reports of such conditions, I find that the
conditions in such area constitute a ca-
tastrophe within the purview of the
Small Business Act, as amended.

Now, therefore, as Administrator of the
Small Business Administration, I hereby
determine that:

1. Applications for disaster loans under
the provisions of section 7(b) (1) of the
Small Business Act, as amended, may be
received and considered by the office be-
low indicated from persons or firms
Whose property, situated in the afore-
said city, suffered damage or destruction
resulting from explosion and resulting
fire oceurring on April 5, 1968.

NOTICES

OFrICE
Small Business Administration Reglonal Of-

fice,

86 South Pennsylvania Street,

Indianapolis, Ind. 46204,

2. Applications for disaster loans will
be subject to present disaster procedures,
as revised on March 19, 1968, It is in-
tended that the current program dollar
and upgrading limitations be strictly ad-
hered to, as should the insurable damage
provision as related to businesses. Appli-
cants’' own resources and availability of
private credit shall also be utilized as
required by revised procedures.

3. Applications for disaster loans under
the authority of this Declaration will not
be accepted subsequent to October 31,
1968.

Dated: April 9, 1968.

RoserT C. MoorT,
Administrator.

[F.R. Doc. 68-4459; Filed, Apr. 15, 1968;
8:46 am.]

KENTUCKY
Declaration of Disaster Loan Area

‘Whereas, it has been reported that dur-
ing the month of April 1968, because of
the effects of certain disasters, damage
resulted to residences and business
property located in Logan County, in
the State of Kentucky;

Whereas, the Small Business Admin-
istration has investigated and received
other reports of investigations of condi-
tions in the area affected;

Whereas, after reading and evaluating
reports of such conditions, I find that
the conditions in such area constitute a
catastrophe within the purview of the
Small Business Act, as amended.

Now, therefore, as Administrator of
the Small Business Administration, I
hereby determine that:

1. Applications for disaster loans under
the provisions of section 7(b) (1) of the
Small Business Act, as amended, may be
received and considered by the offices
below indicated from persons or firms
whose property, situated in the aforesaid
county, and areas adjacent thereto, suf-
fered damage or destruction resulting
from floods occurring on April 4, 1968.

OFFICE
Small Business Administration Regional Of-
fice, Fourth and Broadway, Louisyille, Ky,

40202,

2. A temporary office will be established
at Russellville, Ky., address to be an-
nounced locally.

3. Applicationg for disaster loans under
the authority of this Declaration will not
be accepted subsequent to October 31,
1968.

Dated: April 8, 1968.

RoserT C. Moor,
Administrator.

[FR. Doc. 68-4460; Filed, Apr. 15, 1968;
8:47 am.]
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[Declaration of Disaster Loan Area 657]
TENNESSEE
Declaration of Disaster Loan Area

Whereas, it has been reported that
during the month of April 1968, because
of the effects of certain disasters, damage
resulted to residences and business prop-
erty located in Houston County, in the
State of Tennessee;

Whereas, the Small Business Adminis-
tration has investigated and received
other reports of investigations of condi-
tions in the area affected;

Whereas, after reading and evaluating
reports of such conditions, I find that
the conditions in such area constitute
a catastrophe within the purview of the
Small Business Act, as amended.

Now, therefore, as Administrator of
the Small Business Administration, I
hereby determine that:

1. Applications for disaster loans under
the provisions of section 7(b) (1) of the
Small Business Act, as amended, may be
received and considered by the office be-
low indicated from persons or firms
whose property, situated in the aforesaid
county, and areas adjacent thereto, suf-
fered damage or destruction resulting
from floods occurring on April 4, 1968.

OFFICE
Small Business Administration Regional
Office, 500 Union Street, Nashville, Tenn,
87219.

2. Applications for disaster loans under
the authority of this Declaration will not
bgsaaccepted subsequent to October 31,
1968.

Dated: April 8, 1968.
RoserT C. MooT,
Administrator.

[FR. Doc. 68-4461; Filed, Apr. 15, 1968;
8:47 am.]

INTERSTATE COMMERGE
COMMISSION

[Notice 585]

MOTOR CARRIER TEMPORARY
AUTHORITY APPLICATIONS

ArriL 10, 1968.

The following are notices of filing of
applications for temporary authority
under section 210a(a) of the Interstate
Commerce Act provided for under the
new rules of Ex Parte No. MC 67 (49
CFR 340), published in the FEDERAL
REGISTER, issue of April 27, 1965, effective
July 1, 1965. These rules provide that
protests to the granting of an application
must be filed with the field official named
in the FeperaL REcisTER publication,
within 15 calendar days after the date
of notice of the filing of the application
is publishd in the Feperar REGISTER. One
copy of such protest must be served on
the applicant, or its authorized repre-
sentative, if any, and the protests must
certify that such service has been made.
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The protests must be specific as to the
service which such protestant can and
will offer, and must consist of a signed
original and six copies.

A copy of the application is on file,
and can be examined at the Office of the
Secretary, Interstate Commerce Com-
mission, Washington, D.C., and also in
the field office to which protests are to be
transmitted.

MOTOR CARRIERS OF PROPERTY

No. MC 4405 (Sub-No. 495 TA), filed
March 29, 1968. Applicant: DEALERS
TRANSIT, INC., 7701 South Lawndale
Avenue, Chicago, Ill, 60652. Applicant’'s
representative: R. O. Homberger (same
address as above). Authority sought to
operate as a common carrier, by motor
vehicle, over irregular routes, transport-
ing: Trailers, other than those designed
to be drawn by passenger automobiles,
in initial truckaway service, from Lub-
bock, Tex., to points in the United States
(except those in Alaska and Hawaii), for
150 days. Supporting shipper: Prior
Products, Inc., Post Office Box 1026,
Lubbock, Tex. 79408, Send protests to:
Roger L. Buchlnan, District Supervisor,
Interstate Commerce Commission, Bu-
reau of Operations, U.S. Courthouse and
Federal Office Building, Room 1086, 219

South Dearborn Street, Chicago, Il
60604.
No. 30887 (Sub-No. 155 TA), filed

March 29, 1968. Applicant: SHIPLEY
TRANSFER, INC., 49 Main Street, Reis-
terstown, Md. 21136. Applicant’s repre-
sentative: W. Wilson Corroum (same ad-
dress as above). Authority sought to
operate as a common carrier, by motor
vehicle, over irregular routes, transport-
ing: Petroleum products (except petro
acids and chemicals, and asphalt and as-
phalt products), in bulk, from Manassas,
Va., to points in Maryland and the Dis-
trict of Columbia, for 180 days. Support-
ing shippers: Horace W. Shoemaker,
Manager, Tank Truck Traffic Mobil Oil
Corp., 150 East 42d Street, New York,
N.Y. 10017. Send protests to: William L.
Hughes, District Supervisor, Interstate
Commerce Commission, 1125 Federal
Building, Baltimore, Md. 21201.

No. MC 47142 (Sub-No. 95 TA) (Cor-
rection), filed March 21, 1968, published
FepERAL REGISTER, issue of April 2, 1968,
and republished as corrected this issue.
Applicant: C. I. WHITTEN TRANSFER
COMPANY, 200 19th Street, Post Office
Box 1833, Huntington, W. Va. 25719. Au-
thority sought to operate as a common
carrier, by motor vehicle, over irregu-
lar routes, transporting: Classes 4, B,
and C explosives, as defined by the Com-
mission, and blasting supplies, between
Joliet, Ill.,, and points within 15 miles
thereof, restricted to interchange with
connecting carriers and with authority to
tack with presently held authority at
Joliet, Ill. NoTe: The purpose of this re-
publication is to correctly set forth the
restriction above. Supporting shipper:
None. Send protests to: District Super-
visor, H. R. White, Interstate Commerce
Commission, Bureau of Operations, 500
Qx;arrier Street, Charleston, W. Va.
256301.

No. MC 82841 (Sub-No. 45 TA), filed
March 29, 1968. Applicant: R. D. TRANS-
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FER, INC. 801 Livestock Exchange
Building, Omaha, Nebr. 68107. Appli-
cant’s representative: Don Stern, 630
City National Bank Building, Omaba,
Nebr. 68102, Authority sought to operate
as a common carrier, by motor vehicle,
over irregular routes, transporting: (1)
Iron and steel articles, and (2) pipe coat-
ing material when moving with ship-
ments of pipe, from Omaha, Nebr. and
Council Bluffs and Sioux City, Iowa, to
Norfolk, Valley, and Columbus, Nebr.,
restricted (1) to traffic having an im-
mediately prior movement by water; and
(2) to traffic destined to the named
destination points, for 180 days. Sup-
porting shippers: Vuleraft Division, Nu-
clear Corp. of America, Richard Bisping,
Norfolk, Nebr.; Behlen Manufacturing
Co., G. E. Behlen, Columbus, Nebr., Val-
mont Industries, Inc., Dale Roberts,
Valley, Nebr. Send protests to: K. P.
Kohrs, District Supervisor, Interstate
Commerce Commission, 705 Federal
Office Building, Omaha, Nebr. 68102.

No. MC 106603 (Sub-No. 102 TA) (Cor-
rection), filed March 21, 1968, published
FEDERAL REGISTER, issue of April 2, 1968,
and republished as corrected this issue.
Applicant: DIRECT TRANSIT LINES,
INC., 200 Colrain Street SW., Grand
Rapids, Mich. 49508. Applicant’s repre-
sentative: Ronald J. Mastej, 1800 Buhl
Building, Detroit, Mich. 48226. Authority
sought to operate as a common carrier,
by motor vehicle, over irregular routes,
transporting: Glazed, structural, ma-
sonry products, on flat bed trailers
equipped with self-unloading devices, (1)
from Lansing, Mich., to Pittsburgh,
Johnstown, Uniontown, Washington, and
Lock Haven, Pa., and from (2) Lansing,
Mich., to Wheeling, Morgantown, Hun-
tington, and points in Brooke County, W.
Va., for 180 days. Supporting shipper:
United Glazed Products (Michigan),
Inc., 4500 Aurelius Road, Lansing, Mich.
48910. Note: The purpose of this repub-
lication is to include destination points
inadvertently omitted from (2) above in
previous publication. Send protests to:
C. R. Flemming, District Supervisor,
Bureau of Operations, Interstate Com-
merce Commission, 221 Federal Building,
Lansing, Mich, 48933.

No. MC 110252 (Sub-No. 59TA), filed
March 29, 1968. Applicant: JAMES J.
WILLIAMS, INC., East 5711 3d Avenue,
Post Office Box 2825 Terminal Annex,
Spokane, Wash. 99220. Applicant’s rep-
resentative: Willlam B. Adams, Pacific
Building, Portland, Oreg. 97204. Authority
sought to operate as a common carrier,
by motor vehicle, over irregular routes,
transporting: Fertilizers, from points in
Eastern Washington on and east of U.S.
Highway 97 and points in Idaho on and
north of the southern boundary of Idaho
County, Idaho, to points in Montana,
east of U.S. Highway 91, for 180 days.
Supporting shippers: Cominco American
Inc., West 818 Riverside Avenue, Spo-
kane, Wash. 99201; The Bunker Hill Co.,
Box 29, Kellogg, Idaho 83837. Send pro-
tests to: L. C. Taylor, District Supervisor,
Bureau of Operations, Interstate Com-
merce Commission, 401 U.S. Post Office,
Spokane, Wash. 99201.

No. MC 113325 (Sub-No. 123 TA), filed
April 1, 1968. Applicant: SLAY TRANS-

PORTATION CO., INC., 2001 South 7th
Street, St. Louis, Mo. 63104. Authority
sought to operate as a common carrier,
by motor vehicle, over irregular routes,

rting: Chemicals, in bulk, from
the plantsite of Monsanto Co., El Dora-
do, Ark., to points in North Carolina,
South Carolina, Georgia, Florida, Ala-
bama, Mississippl, Tennessee, Louisiana,
Texas, Oklahoma, and Missouri, for 150
days. Supporting shipper: Monsanto Co,,
800 North Lindbergh Boulevard, St.
Louis, Mo. 63166, Wallace R. Reed. Send
protests to: J. P. Werthmann, District
Supervisor, Bureau of Operations, Inter-
state Commerce Commission, Room
3248-B, 1520 Market Streef, St. Louis,
Mo. 63103.

No. MC 114789 (Sub-No. 19 TA), filed
March 29, 1968. Applicant: NATION-
WIDE CARRIERS, INC., Post Office Box
104, Maple Plain, Minn. 55359. Appli-
cant’s representative: Marshall Becker,
630 City National Bank Building, Omaha,
Nebr. 68102. Authority sought to operate
as a contract carrier, by motor vehicle,
over irregular routes, transporting: (1)
(a) advertising and display signs, and
(b) toys and games, from Bloomington
and Minneapolis, Minn., to points in the
United States including the District of
Columbia, and excluding Minnesota,
Alaska, and Hawali, (2) foys, games and
parts, from Los Angeles and San Fran-
cisco, Calif., to points in Arizona, Colo-
rado, Idaho, Iowa, Kansas, Minnesota,
Missouri, Nebraska, North Dakota, Okla-
homa, South Dakota, Texas, Utah, and
Wyoming, and (3) Plastic, plastic parts,
and plastic granules, from Port Newark,
N.J., Port Arthur, Tex., McKeesport and
Pittsburgh, Pa. Milwaukee, Phillips,
Sparta, and La Crosse, Wis., Cleveland,
Ohio, and points in Illinois and Indiana,
to Bloomington, Minn.; for 180 days.
Supporting shipper: Lakeside Industries,
Inc., Bloomington, Minn, Send protests
to: A. N. Spath, District Supervisor,
Interstate Commerce Commission, Bu-
reau of Operations, 448 Federal Building
and U.S. Courthouse, 110 South Fourth
Street, Minneapolis, Minn. 55401.

No. MC 114848 (Sub-No. 39 TA), filed
April 1, 1968, Applicant: WHARTON
TRANSPORT CORP., 1498 Channel Ave-
nue, Memphis, Tenn. 381086, also Post Of-
fice Box 13068, Riverside Station. Appli-
cant’s representative: John LeMay (same
address as above), Authority sought to
operate as a common carrier, by motor
vehicle, over irregular routes, transport-
ing: Chemicals, in bulk, from El Dorado,
Ark., to points in Alabama, Florida,
Georgia, Louisiana, Mississippi, Missouri,
North Carolina, Oklahoma, South Caro-
lina, Tennessee, and Texas, for 180 days.
Supporting shipper: Monsanto Co., 800
North Lindbergh Boulevard, St. Lous
Mo. 63166, Wallace R. Reed. Send pro-
tests to: W. W. Garland, District Super-
visor, Interstate Commerce Commission,
Bureau of Operations, 390 Federal Build-
ing, 167 North Main Street, Memphis,
Tenn. 38103.

No. MC 115716 (Sub-No. 13 TA), filed
March 29, 1968. Applicant: DENVER-
LIMON-BURLINGTON TRANSFER
COMPANY, 3650 Chestnut Place, Denver,
Colo. 80216. Applicant’s representative:
Hubert L. Passmore (same address 85
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above). Authority sought to operate as
a common carrier, by motor vehicle, over
regular routes, transporting: Classes A
and B explosives, (1) from Denver, Colo.,
to Burlington and Limon, Colo.; Good-

land and Colby, Kans., over U.S. High-
way 40 and U.S. Highway 24, and Inter-
state Highway 70, and (2) from Colby
and Goodland, Kans., to Burlington,
Limon, Colorado Springs, and Denver,
Colo., over U.S. Highway 24, U.S. High-
way 40 and Interstate Highway 170, for
180 days. NoTe: Carrier intends to tack
with its existing authority. Supporting
shippers: Hotel and Motel West, Burling-
ton, Colo. 80807; Buckley Powder Co.,
4701 Jackson Street, Denver, Colo. 80216;
McClure Plumbing-Heating, 1107 Main,
Goodland, Kans. 67735; Hopper Hard-
ware, Inc., 395 North Franklin, Colby,
Kans. 67701; Tamco Farm and Home
Supplies, 417 14th Street, Burlington,
Colo. 80807; town of Burlington, Burling-
ton, Colo. 80807. Send protests to: Dis-
trict Supervisor, H. C. Ruoff, Interstate
Commerce Commission, 2022 Federal
Building, Denver, Colo. 80202.

No. MC 116544 (Sub-No. 89 TA), filed
April 1, 1968. Applicant: WILSON
BROTHERS TRUCK LINE, INC. 700
East Fairview Avenue, Carthage, Mo.
64836. Applicant’s representative: Harry
Ross, 848 Warner Building, Washington,
D.C. 20004, Authority sought to operate
as a common carrier, by motor vehicle,
over irregular routes, transporting:
Candy and confectionery products, from
the plantsite and storage facilities of
Reed Candy Co., at or near Campbells-
ville, Ky., to points in Florida, Georgia,
South Carolina, North Carolina, Ten-
nessee, Alabama, Mississippi, Louisiana,
Texas, Missouri, Illinois, Minnesota,
Indiana Ohio, Michigan, and Pennsyl-
vania, for 180 days. Supported by: Reed
Candy Co., 200 East 42d Street, New
York, N.¥Y. 10017. Send protests to: H. J.
Simmons, District Supervisor, Interstate
Commerce Commission, Bureau of Op-
erations, 1100 Federal Office Building,
911 Walnut Street, Kansas City, Mo.
64106.

No. MC 123502 (Sub-No. 24 TA), filed
March 29, 1968, Applicant: FREE STATE
TRUCK SERVICE, INC., 10 Vernon Ave-
nue, Glen Burnie, Md. 21061, Applicant’s
representative: Willlam C. Nolte (same
address as above). Authority sought to
operate as a common carrier, by motor
vehicle, over irregular routes, transport-
ing: Steel scrap, in bulk, in dump
vehicles, from Elizabeth, N.J., to Balti-
more, Md., for 150 days. Supporting
shipper: The Glidden Co., 3901 Hawkins
Point, Baltimore, Md. 21228 Send pro-
tests to: William L. Hughes, District
Supervisor, Interstate Commerce Com-
mission, 1125 Federal Building. Balti-
more, Md. 21201,

No. MC 123778 (Sub-No, 12 TA), filed
March 29, 1968. Applicant: JOSEPH
BAIO, doing business as UNITED
NEWSPAPER DELIVERY SERVICE, 75
Cutters Lane, Woodbridge, N.J. 07095.
Applicant’s representative' Morton E.
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Kiel, 140 Cedar Street, New York, N.¥.
10006. Authority sought to operate as a
contract carrier, by motor vehicle, over
frregular routes, transporting: Maga-
zines, from Glenn Dale, Md., to Allen-
town, Bethlehem, Chester, Easton, East
Stroudsburg, Gettysburg, Hazelton, Lan-
caster, Lebanon, Norristown, Pittston,
Pottstown, Pittsville, Reading, Shen-
andoah, Wilkes-Barre, Williamsport,
and York, Pa., for 180 days. Supporting
shipper: Newsweek, Inc., 350 Dennison
Avenue, Dayton, Ohio 45401, Mr. William
Martin, Traffic Director. Send protests
to: District Supervisor, Robert S. H.
Vance, Bureau of Operations, Interstate
Commerce Commission, 970 Broad
Street, Room 902, Newark, N.J. 07102.

No. MC 124078 (Sub-No. 322 TA), filed
April 1, 1968, Applicant: SCHWERMAN
TRUCKING CO., 611 South 28th Street,
Milwaukee, Wis. 53215. Applicant’s rep-
resentative: Richard H. Prevette (same
address as above). Authority sought to
operate as a common carrier, by motor
vehicle, over irregular routes, transport-
ing: Urea and dry fertilizer, from Spen-
cerville, Ohio, to points in Indiana, for
150 days. Supporting shipper: Olin
Mathieson Chemical Corp., Post Office
Box 991, Little Rock, Ark., D, E. Taylor.
Send protests to: District Supervisor,
Lyle D. Helfer, Interstate Commerce
Commission, Bureau of Operations, 135
West Wells Street, Room 807, Milwau-
kee, Wis. 53203.

No. MC 124679 (Sub-No. 13 TA), filed
April 1, 1968. Applicant: C. R. ENG-
LAND & SONS, INC., 228 West Fifth
South Street, Sait Lake City, Utah 84101.
Applicant’s representative: Deniel B.
Johnson, Perpetual Building, Washing-
ton, D.C. 20004. Authority sought to op-
erate as a common carrier, by motor
vehicle, over irregular routes, transport-
ing: (1) Bakery goods, from San
Leandro, Calif., to Beaverton, Oreg.,
Boise, Idaho, and Salt Lake City, Utah,
in temperature-controlled vehicles. (2)
Frozen foods, canned soups, canned la-
sagne, in sauce, canned spaghetti, in
sauce, canned beef ravioli, in sauce, or
brine, canned chicken ravioli, in sauce
or brine, canned wmeatless ravioli, in
sauce or brine, canned cheese ravioli, in
sauce or brine, chili beans, in sauce, in
temperature-controlled vehicles, from
South San Francisco, Calif., to points in
Washington and Oregon, for 180 days.
Supporting shippers: George’s Delicious
Foods, Ine., Post Office Box 2076, San
Leandro, Calif., and Lucca Packing Co.
of California, Inc.,, 360 Harbor Way,
South San Francisco, Calif. Send pro-
tests to: John T. Vaughan, District
Supervisor, Bureau of Operations,
Interstate Commerce Commission, 6201
Federal Building, Salt Lake City, Utah
84111,

No. MC 124796 (Sub-No. 36 TA), filed
April 1, 1968. Applicant: CONTINENT
CONTRACT CARRIER CORP., 7236 East
Slauson Avenue, Los Angeles, Calit. Ap-
plicant’s representative: J. Max Harding,
Box 2028, Lincoln, Nebr. 68508. Authority
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sought to operate as a contract carrier,
by motor vehicle, over irregular routes,
transporting: Auto parts and accessories,
automotive jacks and cranes (not self-
propelled), hand, eleciric and pneumatic
tools, advertising materials premiums,
racks, display cases, and signs, between
Memphis, Tenn., Racine, Wis., Jackson,
Mich.,, Batavia, Ill., Aberdeen, Holly
Springs, and Prairie Junction, Miss,
Mason City and Lake Mills, Jowa, and
Harrisonburg, Va., and from Memphis,
Tenn., to points in Arizona, California,
Oregon, Washington, Idaho, Montana,
Utah, Nevada, New Mexico, Colorado,
Texas, Alabama, Florida, and Georgia,
Restricted to traflic originating or termi-
nating at the plantsites, warehouses or
distribution facilities of Walker Manu-
facturing Co., for 180 days. Supporting
shipper: Walker Manufacturing Co.,
1201 Michigan Boulevard, Racine, Wis.
53402. Send protests to: John E. Nance,
District Supervisor, Interstate Commerce
Commission, Bureau of Operations, 7708
Federal Building, 300 North Los Angeles
Street, Los Angeles, Calif. 90012,

No. MC 124796 (Sub-No. 37 TA), filed
April 1, 1968. Applicant: CONTINENTAL
CONTRACT CARRIER CORP. 7236
East Slauson Avenue, Los Angeles, Calif.
90222. Applicant’s representative: J. Max
Harding, Box 2028, Lincoln, Nebr. 68508,
Authority sought to operate as a contract
carrier by motor vehicle, over irregular
routes, transporting: (1) Janitorial sup-
plies, sweetening compounds, and drugs,
from Chicago and Carpentersville, Ill.,
to points in Arizona, California, Idaho,
Nevada, New Mexico, Oregon, Utah, and
‘Washington. (2) Buffing, polishing,
cleaning, scouring and washing com-
pounds,; solvents,; sponges; starch, and
advertising materials moving with these
commodities, from Los Angeles, Calif.,
to Denver, Colo., Kansas City, Mo.,
Chicago and Carpentersville, Ill. All
restricted against the transportation of
any commodities in bulk, for 180 days.
Supporting shipper: Alberto-Culver Co.,
2525 Armitage Avenue, Melrose Park, Ill.
60160. Send protests to: John E. Nance,
District Supervisor, Interstate Com-
merce Commission, Bureau of Opera-
tions, 7708 Federal Building, 300 North
Los Angeles Street, Los Angeles, Calif.
90012,

No. MC 129301 (Sub-No. 1 TA), filed
March 28, 1968. Applicant: CAL CART-
AGE, INC., 1104 Mount Ephraim Avenue,
Camden, N.J. 08103. Applicant’s repre-
sentative: V. Baker Smith, 123 South
Broad Street, Philadelphia, Pa. 19109.
Authority sought to operate as a contract
carrier, by motor vehicle, over irregular
routes, transporting: (1) Detergents,
cleaning compounds, and toilet articles,
except in bulk, and (2) containers and
raw materials used in the manufacture
of detergents, cleaning compounds, and
toilet articles, except in bulk, from New
Castle, Del., Baltimore, Md., Painesville,
Ohio, Manchester, N.H., Lowell, Mass.,
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and Solvay, N.Y., for 180 days, under con-
tract with the following supporting ship-
per: Curley Co., Inc,, Jefferson and Mas-
ter Streets, Camden, N.J. 08104. Send
protests to: Raymond T. Jones, District
Supervisor, Interstate Commerce Com=-
mission, 410 Post Office Building, 402
East State Street, Trenton, N.J. 08608.

By the Commission.

[seAL] H. NEIL GARSON,
Secretary.
[F.R. Doc. 68-4474; Filed, Apr. 15, 1968;

8:47 am.]

DEPARTMENT OF HEALTH, EDU-
CATION, AND WELFARE

Office of the Secretary
SOCIAL SECURITY ADMINISTRATION

Statement of Organization, Functions,
and Delegations of Authority

Part 8 (Social Security Administra-
tion) of the Statement of Organization,
Functions, and Delegations of Authority
of the Department of Health, Education,
and Welfare (32 F.R. 10458 et seq.,
July 15, 1967), is hereby revised to read
as follows:

8-A. Mission. The Social Security
Administration administers the Federal
retirement, survivors, disability, and
health insurance for the aged programs
and the Federal Credit Union Act. It is
responsible for studying the problems of
poverty, insecurity, and the health care
needs of the aged and the contributions
that can be made to their solution by
social insurance and related programs,
and for making recommendations as to
the most effective methods of improving
social and economic security through
social insurance.

8-B. Organization and functions. The
Social Security Administration is under
the supervision and direction of the
Commissioner of Social Security, and is
composed of the following organizational
components:

Office of the Commissioner (OC),
Gives overall executive leadership to the
‘administration of the Federal retire-
ment, survivors, disability, and health
insurance for the aged programs, and
the Federal Credit Union Act. Establishes
objectives within the broad and general
statutory requirements, and provides
program and policy formulation and
guidance.

Office of the Assistant Commissioner,
Field, OC. Provides day-to-day guidance
to the Regional Assistant Commis-
sioners; interprets policies and objec-
tives; identifies major program and
administrative problems affecting the
field and takes, initiates, or recommends
action on them. Assures for the Com-
missioner that interregional and intra-
regional problems arising in the field
are given prompt attention. Assesses,
through day-to-day contacts with the
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Reglonal Assistant Commissioners, the
effectiveness and adequacy of social
security program administration in the
field and the responsiveness of the field
organization to the public and to the
policies, directives, and values of the
Commissioner; keeps the Commissioner
fully informed on these matters. Carries
out for the Commissioner personal and
confidential assignments relating to any
aspect of program administration.

Office of the Regional Assistant Com-
missioner, OC. Serves as the personal
representative of the Commissioner in
the Social Security region and is account-
able to the Commissioner, Field. Provides
broad general leadership and direction
to the bureaus’ regional representatives.
Assures timely and integrated implemen-
tation of SSA policies to achieve program
objectives, evaluates program accom-
plishments, identifies significant problem
areas, and initiates or recommends cor-
rective measures. Represents SSA in
dealings with the DHEW Regional
Directors, and with officials of public
and private organizations.

Office of the Actuary. Conducts and di-
rects the actuarial program of SSA.
Performs actuarial and demographic re-
search into social insurance and related
programs, and makes actuarial appraisals
of existing and proposed programs.
Studies, for both the immediate and dis-
tant future, problems of financing pro-
gram costs, estimating future workloads,
and evaluating operations of the four
Trust Funds. Develops and analyzes
actuarial data for benefit estimates and
valuations. Provides technical and con-
sultative services to Congressional com-
mittees, Congressmen, public K advisory
committees, and other Federal agencies.
Testifies concerning actuarial estimates
before Congressional committees consid-
ering legislative changes in the Social
Security programs. Performs actuarial
valuation work for the Retired Service-
man’s Family Protection Plan.

Office of Administration (OA). Plans
and directs the management program of
SSA. Provides overall administrative
leadership for the Commissioner in co-
ordinating program  administration
throughout SSA, and in planning, direct-
ing, and controlling management pro-
grams, policies, and activities. Adminis-
ters SSA-wide programs in the areas of:
Personnel and employee development;
administrative appraisal and planning;
budget and financial management; plan-
ning, analysis, and coordination of all
SSA systems; professional operations
research; overall operating facilities, in-
cluding procurement and supply; em-
ployee communications; audits and
investigations; and employee health
services, Represents SSA on matters of
overall program administration and
management with DHEW, other Federal
agencies, and non-Federal organizations,

Employee Management Relations and
Equal Employment Opportunity Staff,
OA. Assists the Deputy Assistant Com=-
missioner (Employee Relations) in di-
recting and coordinating SSA-wide pro-
grams of employee-management cooper-

ation (EMC) and equal employment
opportunity (EEO) as provided for under
Executive Orders 10988 and 1124,
respectively. Develops and coordinates
policy for, and appraises the effectiveness
of SSA's EMC and EEO programs.
Reviews the employment posture of
health insurance intermediaries under
contract with SSA for compliance with
the requirements of Executive Order
11246. Conducts liaison with DHEW and
other agencies on matters concerning
EMC, EEO, and civil rights. Represents
SSA in contacts with public and private
organizations interested in EMC and
EEO.

Management Coordination and Special
Projects Staff, OA. Serves as the personal
staff to the Assistant Commissioner for
Administration, performing for him a
broad spectrum of personally assizned
tasks in projects, negotiations, and work
areas in which the Assistant Commis-
sioner has a special interest or concern.
Aids the Assistant Commissioner in co-
ordinating and integrating the many-
faceted and interrelated activities of the
Office of Administration. Steps in and
guides for the Assistant Commissioner
important projects and assignments by
providing advice, assistance, problem
identification, and recommendations for
problem resolution. Conduets or directs
projects of major SSA-wide importance
and significance on assignment by the
Assistant Commissioner.

Division of Administrative Appraisal
and Planning, OA. Directs the ap-
praisal of total SSA administration and
the planning for efficient SSA organiza-
tion and operations. Develops major op-
erating and administrative goals and
measures of effectiveness for program
administration. Identifies current and
emerging problems and recommends
remedial actions. Continually appraises
organizational effectiveness. Develops
consistent and progressive administra-
tive policies and philosophy. Conducts,
coordinates, and integrates long-range
operational, organizational, and admin-
istrative planning and provides leader-
ship in administrative planning for
pending legislation. ,

Division of Audits and Investigations,
OA. Directs the internal audits and
investigations programs of SSA. Con-
ducts comprehensive audits in head-
quarters and, in collaboration with
DHEW or independently, condugts field
audits. Appraises existing practices for
compliance with law, regulations, poli-
cies, and procedures. Analyzes DHEW
and GAO audit reports, prepares SSA
responses, and oversees implementation
of necessary consequent actions. Repre-
sents SSA in dealings with DHEW Audit
Agency and GAO site audit teams. Re-
ports to the Commissioner on internal
audit and investigative findings, and
recommends corrective action. Investi-
gates alleged program and criminal vio-
lations, employee misconduct, and other
irregularities. Develops policies and pro-
cedures for, and provides technical as-
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sistance on SSA internal audit and in-
vestigative activities.

Division of Training and Career De-
velopment, OA. Directs the employee
development program of SSA. Develops
employee development objectives, poli-
cies, standards, and procedures. Devel-
ops an integrated SSA-wide plan to meet
employee development needs. Conducts
training programs SSA-wide, and over-
sees, coordinates, and appraises em-
ployee development activities of the SSA
components. Negotiates for use of out-
side facilities and specialists in meeting
training needs. Administers a service
program for the identification, evalua-
tion, and development of improved
training methods, aids, and techniques.
Directs and coordinates the SSA Center
for Continuing Education. Administers
the SSA Career and Educational Guid-
ance Program.

Division of Financial Management,
0A. Directs the financial management
program of SSA. Develops financial
manzgement objectives, policies, stand-
ards, and procedures. Plans, prepares,
justifies, and executes the SSA budget.
Prepares and justifies budget estimates
to finance program and other legislative
changes. Conducts continuing evalua-
tion of expenditures of funds and takes
actions to improve fiscal effectiveness.
Maintains administrative accounts, and
certain trust fund expenditure and re-
ceipt accounts. Audits and certifies
vouchers for administrative expenses,
and prepares basic and required finan-
cial reports. Conducts continuing evalu-
ation of financial systems, implements
improvements, and insures that financial
systems are integrated within SSA and
with DHEW. Provides financial advice
on program matters and initiates cost
studies.

.Dim'sion. of Operating Facilities, OA.
Directs the management support pro-
gram of SSA. Develops management sup-
port objectives, policies, standards, and
brocedures, Directs SSA activities in the
areas of: Buildings construction and
leasing, space utilization, forms and rec-
ords management, printing and graphics,
real and personal property, procurement,
supply and mail systems, and civil de-
fense. Provides SSA liaison with the Gen-
eral Services Administration on matters
related to the maintenance and servicing
of headquarters facilities. Manages the
SSA Library and related services. Pro-
vides a variety of headquarters services
such as: centralized secretarial services,
centralized dictation facilities, parking,
and transportation.

Division of Personnel, OA. Directs the
bersonnel management program of SSA.
Develops personnel management objec-
tives, policies, standards and procedures.
Conducts and coordinates position classi-
fication, recruitment, placement, and
employee relations programs. Partici-
pates in administration of programs
for employee-management cooperation,
equal employment opportunity, and em-
Ployee communications. Evaluates per-
sonnel administration in SSA and
fecommends or takes action to improve
deficiencies. Assists SSA components,
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field installations, and SSA component
personnel offices in their personnel op-
erations. Provides personnel operations
services for headquarters offices.

Division of Systems Coordination and
Planning, OA. Provides SSA-wide leader-
ship and direction for systems planning,
encompassing both EDP and non-EDP,
and operational and management sys-
tems. Develops, maintains, and improves
the total data processing system for SSA.
Establishes systems policies and stand-
ards, and plans overall specifications for
SSA systems. Reviews and evaluates pro-
posed systems and equipment changes
for conformance with longer range SSA
systems planning goals and to assure in-
tegration of SSA systems.

Employee Health Service, OA, Directs
the employee preventive health program
of SSA. Promotes health, efficiency, and
productive longevity of employees. Treats
directly all types of medical emergencies
in work situations, and arranges avail-
ability of other Government and private
services. Assists employees in the de-
tection of health problems through the
administration of mass screening pro-
grams and offering of individual services.
Conducts physical examination pro-
grams. Provides referrals to appropriate
private and community resources. Es-
tablishes and enforces standards of
health and comfort through a broad en-
vironmental health program. Directs an
SSA-wide safety program, and conducts
a continuing health education program.

SSA Employee Communications Staff,
OA. Directs the management-employee
communications program of SSA. Pub-
lishes a variety of informational ma-
terials, including a monthly employee
magazine, a semimonthly management
newsletter, and a weekly central office
bulletin. Prepares and edits administra-
tive reports and presentations. Provides
assistance to and appraises manage-
ment-employee communications activi-
ties in the field. Identifies weaknesses
in management-employee communica-
tions and recommends improvements.
Provides advice and consultation on
management communications with em-
ployees.

SSA Operations Research Staff, OA.
Provides operations research capability
for application to and solution of SSA
management and operational problems.
Applies operations research techniques
to the analysis of individual problems.
Utilizes mathematical analysis, statisti-
cal techniques, model-building, and
cost/benefit analysis for the purpose of
analyzing problem areas and providing
clear, definitive alternative courses of
action to facilitate management deci-
sions. Provides staff support in the areas
of systems planning, and management
and operations analysis, and participates
in the development and improvement of
programs designed to optimize the opera-
tion of the entire system.

Office of Information (OI). Plans and
directs a nationwide public information
program to assure public undertanding
of rights and responsibilities under the
Social Security program. Develops guide~
lines, techniques, and key materials ap-
plicable to all information media. En-
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gages in cooperative public information
activities with both public and private
organizations. Conducts surveys and
studies to identify problems of publie
understanding of Social Security, and to
determine the effectiveness of informa-
tional activities. Provides advisory and
technical services to the Commissioner,
SSA Bureaus and Offices, and the Office
of the Secretary on public information
and public relations aspects of SSA pro-
grams. Directs SSA’s public inquiry and
correspondence activities, and prepares
replies to much of SSA’s high priority
correspondence,

Divsion of Operations, OI. Develops
and evaluates nationwide objectives,
themes, and action messages. Conducts
surveys and studies of levels of public
understanding. Issues instructions and
guidelines on public information mate-
rials, activities, and techniques. Origi~
nates contacts and/or responds to out-
side requests resulting in comprehensive
programs to reach the public through
national groups and organizations. Con-
ducts a program of community relations
in Baltimore. Provides tour and recep-
tionist services for the Social Security
Building. Conducts the SSA Speakers’
Service, Operates a Washington inquiries
program serving Congressional offices,
Departmental and other Governmental
offices, and the public.

Division of Production, OI. Plans and
produces materials for use by all major
media (publications, magazines, radio,
television, motion pictures, direct mail,
exhibits, posters, and speeches) . Develops
and implements policy on the nature,
style, content, and use of informational
materials. Directs production of mate-
rials by contractors. Provides technical
assistance to SSA components in the
preparation and production of issuances
having public information aspects; clears
such materials for conformance to policy,
editorial and aesthetic suitability of
presentation, and public relations and
understanding. Prepares speech mate-
rials and background information for
use by SSA, Department, and other Fed-
eral officials.

Division of Public Inquiries, OI. Estab~
lishes, promulgates, and assesses SSA
policy governing public and Congres-
sional correspondence. Conducts studies
and surveys to detect and evaluate SSA
procedures and practices which may
create misunderstanding, adverse public
reaction, or otfher public relations
problems. Recommends corrective action
as necessary. Provides advice and assist-
ance to SSA officials and liaison with the
Department on public correspondence
matters. Conduects a program fo improve
correspondence with the public. Re-
ceives, analyzes, and controls high
priority written and telephone inquiries.
Replies to many of these inquiries, and
reviews all written replies to such in-
quiries prepared elsewhere in SSA.

Office of Program FEvaluation and
Planning (OPEP) . Directs the legislative
planning and analysis program of SSA.
Evaluates the effectiveness of the Social
Security program in providing security
through retirement, survivors, disability, .
and health insurance. Develops and
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Interprets program philosophy and ob-
jectives. Develops and evaluates recom-
mendations concerning legislative pro-
posals for changes in the Social Security
program. Analyzes and makes recom-
mendations on related income main-
tenance and health insurance proposals,
particularly those which may involve
coordination with the Social Security
program, and on other methods of pro-
viding economic security through social
insurance. Provides tfechnical and ad-
visory services to officials within the
Executive Branch, Congressional com-
mittees and individual Congressmen, and
private organizations interested in Social
Security legislation.

Division of Coverage and Disability
Benefits, OPEP. Develops and evaluates
legislative proposals for extending social
security protection to groups not yet
covered. Evaluates proposals for program
changes in the light of their effect on
special coverage groups. Studies and
makes recommendations on measures
concerning the provision of income
maintenance for the disabled and their
dependents through the social security
system. Recommends methods for co-
ordinating the protection afforded under
social security with that afforded under
other public retirement or disability
programs.

Division of Health Insurance, OPEP,
Evaluates the health insurance program
in terms of its effectiveness in providing
adequate health insurance protection for
the aged. Develops and analyzes legis-
lative proposals designed to improve the
protection provided and to change the
health insurance provisions in other re-
spects. Evaluates the need for health
insurance on the part of social security
beneficiaries under 65, and develops al-
ternative courses of action for meeting
these needs through legislation. Makes
recommendations on methods and
sources of financing the health insurance
program. Recommends methods for co-
ordinating the health insurance protec-
tion afforded under social security with
that afforded under other public retire-
ment programs.

Division of Retirement and Survivors
Benefits, OPEP. Develops and elucidates
overall program principles and philos-
ophy. Evaluates and prepares proposals

for social security program legislative -

changes in the area of retirement and
survivors benefits, and also in those as-
pects of the program that are not pri-
marily concerned with coverage, disabil-
ity, or health insurance. Analyzes and
makes recommendations on related in-
come maintenance proposals. Conducts
studies to aid in defining and resolving
various program issues such as the level
of soclal security benefils, the range of
dependents who should. receive benefits,
and the establishment of priority among
dependents.

Office of Research and Statistics
(ORS). Conducts and directs the broad
research and statistical programs of SSA.
Conducts research relating to retirement
age, methods of flnancing, redistribu-
tional effects of social security, and ade-
quacy of cash and health benefits. Studies
and makes recommendations concerning
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problems of poverty, insecurity, and
health costs, and the contributions that
social insurance and related programs
can make foward their solution. Conducts
national surveys of the aged, the disabled,
and families with children. Providescon-
tinuing evaluation of national policies
and procedures for effectiveness in meet-
ing program goals. Publishes statistical
data and research findings. Represents
SSA on matters of research and statistics
with DHEW, other agencies, univer-
sities, research centers, and international
organizations.

Evaluation and Measurement System
Staff, ORS. Plans, directs, and coordi-
nates the development and operation of
a system of continuous statistical evalua-
tions and measurement of basic claims
and related policies and procedures.

International Staff, ORS. Develops, co-
ordinates, and implements programs
designed to assemble and analyze infor-
mation about social security programs of
all countries. Conducts comparative eco-
nomic studies of selected aspects of
foreign programs. Coordinates relation-
ships between SSA and international so-
cial security organizations, interchang-
ing information on program matters.
Provides technical guidance and partici-
pates in the development and implemen-
tation of U.S. international policy in the
social insurance field. Directs social se-
curity study and training programs for

forelgn nationals. Advises ATID and other’

agencies and governments on training
resources in the United States, and as-
sists in training for technical assistance.
Coordinates SSA activities concerned
with the reception and orientation of
foreign visitors.

Publications Staff, ORS. Plans, stimu-
Iates, and guides an overall research and
statistics publications program. Plans,
edits, and publishes the Social Security
Bulletin, Annual Statistical Supplement,
the Research Report series, and other
reports. Provides professional-level writ-
ing and editing services to assist in
preparing research and statistical docu-
ments for publication.

Research Grants Staff, ORS. Develops,
coordinates, and implements SSA activi-
ties in the cooperative research grants
program. Stimulates interest in the pro-
gram and identifies new or existing areas
of knowledge or problems which may be
usefully studied under the program. Pro-
vides guidance to research applicants.
Reviews applications and preliminary
proposals for grant research. Reports
progress and findings of SSA-related
projects.

Division of Disability Studies, ORS.
Plans and directs a continuing national
economic and social survey program to
collect data on and to study the disabled
population. Plans and directs studies of
significant program issues requiring re-
search into such areas as: The adequacy
of protection available to disabled work-
ers and their dependents; the causes and
effects of disability; the proportion of al-
lowances and disallowances in the dis-
ability insurance program; trends in and
effects of the rehabilitation of disabled
beneficiaries; problems of representative
payment to both institutionalized and

noninstitutionalized beneficiaries; anq
comparative studies of beneficiaries with
and without representative payees,

Studies, ORS. Plans and directs long-
range program-oriented research, proj-
ecting and interpreting changing demo-
graphic, economic, and social trends as
they relate to the broad field of economic
security and to overall economic and
social policy. Studies. such major areas
as: Social security finanecing; economic
impacts of social security; income main-
tenance alternatives; effects of social se-
curity on lifetime income redistribution:
alternative measures of income ade-
quacy; the relationship of social security
to other public and to private income
maintenance programs; and the develop-
ment and publication of aggregative
measures such as the social welfare ex-
penditures series, economic projections,
and labor market studies,

Division of Health Insurance Siudies,
ORS. Develops and directs the sta-
tistical system for the health insurance
program. Conducts special studies and
analyses of the operation of the program,
including utilization of services and
trends in costs. Directs and conducts re-
search on the impact of the program on:
Public and private health insurance pro-
grams, financial situations of hospitals,
and tofal medical expenditures and costs.
Conducts studies of unmet needs and re-
lated questions. Coordinates SSA re-
search programs in the area with related
studies conducted or supported by other
agencies, including the Public Health
Service and the Social and Rehabilitation
Service.

Division of OASDI Statistics, ORS.
Plans and directs the development and
maintenance of a broad statistical pro-
gram concerning basic retirement, sur-
vivors, and disability insurance program
statistics. Provides statistical services
throughout SSA, and technical consulta-
tion to users of SSA statistics both within
and outside the agency.

Division of Retirement and Survivors
Studies, ORS. Plans and directs a con-
tinuing national economic and social sur-
vey program to collect data on and to
study the aged population and survivors
of deceased workers. Conducts cross-
section surveys of the aged, new retirees,
young survivors, and related family
groups. Plans and directs studies of sig-
nificant program issues requiring re-
search into such areas as: Retirement
patterns; problems of “early” retire-
ment: the needs of widows without
children before they become eligible for
retirement benefits; the treatment of
women under social security; the rela-
tion of benefit levels to standards of ade-
quacy; effects of the retirement test; and
the situation of individuals receiving
minimum benefits.

Bureau of Data Processing and Ac-
counts (BDPA). Provides direction for
the nationwide operations of a cen-
tralized EDP and telecommunications
facility for SSA, including systems
analysis, programming, computer opera-
tions, and data transmission. Establishes
and maintains the basic records support-
ing Social Security programs, including
records and accounts for determining en-
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tittement to and computation of retire-
ment, survivors, and disability insurance
penefits, and for determining entitlement
to and utilization of health insurance
penefits. Develops earnings reporting
standards and procedures for employers
and the self-employed. Investigates and
resolves reporting and earnings record
discrepancies. Furnishes necessary data
to the Department of the Treasury for
proper crediting of FICA contributions to
the Trust Funds, Directs and operates a
large scale system for compiling compre-
hensive statistical data for program and
management studies. Participates in leg-
islative planning.

Division of Accounts and Adjustments,
BDPA. 1dentifies and reinstates earnings
items, health insurance inquiries, doctor
bills, and hospital notices reported in-
correctly or incompletely as to name or
account number. Processes notices re-
ceived from the Internal Revenue Service
correcting reported earnings, periods, or
account numbers. Processes evidence
postings based on district office investi~
gations. Adjusts accounts when account
holders’ identities have been confused.
Maintains registers of accounts estab-
lished, health insurance records, files of
suspense and reinstated items, employer
wage reports, self-employed income re-
ports, and detailed earnings listings.
Answers and/or initiates correspondence
relating to earnings and health insurance
records.

Division of Certification, BDPA.
Analyzes, determines, and certifies to dis-
trict offices and payment centers all data
concerning earnings, primary insurance
amounts, and insured status for ad-
udicating all original claims and recom-
putations. Resolves discrepancies be-
tween SSA records and individuals’ state-
ments of earnings and employment. Re-
views district office determinations or
makes determinations based on evidence
submitted by district offices as to whether
alleged employment is employment as
defined by the Social Security Act.
_Division of Management Coordina-
tion, BDPA. Analyzes, appraises, and co-
ordinates the Bureau’s management
activities, Administers management pro-
grams in the areas of fiscal management,
medical group premium collections, clerk
time and production controls, organiza-
tion planning, procurement, training and
staff development, work planning and
reporting, personnel management, incen-
live awards, records management, and
related management funetions. Provides
study programs and informational serv-
ices to visitors. Surveys Bureau opera-
tions, procedures, and management. Pro-
vides a continuing program of cor-
Tespondence review, Provides mail and
messenger, electrical and mechanical
fquipment maintenance, special equip-
ment fabrication, and various labor
Services for Headquarters. Performs
Special assignments and administrative
duties for the Bureau Director.

Division of Registration, BDPA. Con-
trols printing and distribution of pre-
Numbered account cards. Issues duplicate
account cards and furnishes missing ac-
Count numbers, Maintains files of Bu-
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reau’s correspondence, employee, and

employer applications. Answers corre-

spondence concerning individual and
employer numbers. Initiates BDPA proc-
essing of claims and related actions.
Audits wage and self-employment re-
ports prior to electronic processing. Re~
ceives and medically codes a sampling
of medical bills. Establishes and main-
tains the Bureau's State and local gov-
ernment accounts. Records Minister
Waiver Certificates. Furnishes photo-
graphic services. Provides safe storage of
key duplicate records.

Division of Statistical Services,
BDPA. Provides advisory services to
other SSA components, Government
agencies, and non-Government organi-
zations on availability and adequacy of
Bureau data for projects wherein SSA
records would be used. Develops systems,
plans, procedures and EDP programs for,
and processes a variety of projects cover-
ing data on health insurance, disability,
routine and special management studies,
claims, employer, and employee earnings
or self-employment income including
employee lifetime employment history.
Conducts studies jointly with other com-
ponents on problems of mutual concern.
Provides liaison with other components
regarding requests for statistical data.

Assistant Bureau Director, EDP Oper~-
ations, BDPA. Directs EDP and support
operations necessary to the receipt, audit,
correction, adjustment, and posting of
all earnings reports, and the mainte~
nance of health insurance eligibility and
payment records. Directs the EDP opera-
tions which analyze data and provide:
Informational earnings statements to ac-
count holders; earnings data and compu-
tations for claims processing; data to
payment centers from benefit-in-force
rolls; and data to intermediaries from
health insurance benefit rolls. Directs
operational control of a nationwide EDP
and telecommunications system for SSA.

Division of Central EDP Operations,
BDPA. Converts earnings data from
employer wage reports to magnetic tape,
and performs a series of EDP operations
to update summary records for individ-
ual accounts. Analyzes earnings data by
EDP process, and prepares computations
to derive primary insurance amounts ap-
plicable to the certification of original
claims cases, disability benefit cases, and
recomputations. Identifies and reinstates
earnings items reported incorrectly.
Maintains and updates benefit-in-force
rolls and provides data to payment cen-
ters. Maintains and updates health in-
surance benefit rolls and provides data
to intermediaries. Provides operational
control of the SSA telecommunication
network.

Division of Report Processing, BDPA.
Processes employer wage and self-
employment income reports. Transfers
earnings data from reports to punch
cards. Performs sorting, listing, block-
ing, and auditing operations. Corre-
sponds with the Internal Revenue Serv-
ice and with employers concerning
earnings discrepancies. Performs cleri-
cal operations necessary for the audit
and control of the quarterly updating
of employee accounts and the reinstate-
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ment of rejected items. Audits earnings
data and adjusts discrepancies. Main-
tains eligibility records for the health
insurance programs. Audits and con-
trols the processing of payment records.
Corresponds with health insurance in-
termediaries and providers dealing
directly with SSA.

Assistant Bureau Director, Methods
and EDP Systems, BDPA. Directs the
planning and development, and makes
recommendations concerning the use of
SSA EDP, telecommunications, and
micro-photographic facilities. Directs a
methods and EDP systems program for
the design and implementation of pol-
icies, procedures, methods, and systems
for all the Bureau’s functions as well as
the data processing activities of SSA
components. Participates in continuing
activities designed to keep abreast of
the latest techniques and developments
in the uses of office machines, wire trans-
mission, micro-photographic and EDP
equipment as related to SSA needs.

Division of Accounting EDP Systems,
BDPA. Designs and implements EDP
systems for: Establishing and maintain-
ing employee/employer accounts; proc-
essing improperly reported earnings
items; and establishing and maintain-
ing various management controls. De«
signs health insurance EDP record-
keeping systems for: Establishing and
maintaining beneficiary, provider, and
group premium files; processing queries,
replies, bills, and payment records; and
preparing identification cards, premium
and utilization notices. Provides tech-
nical systems advice and assistance to
SSA components, State, Federal, do-
mestic, and foreign organizations. Eval-
uates latest techniques and acquires
latest equipment pertinent to the Bu-
reau’s mission in data processing.

Division of Claims and State Cover-
age Methods, BDPA. Develops operating
policies, systems, and instructions for:
Claims certification, interbureau and
interagency claims process coordination,
earnings statement issuance, reconcilia-
tion of disagreements to earnings and
health insurance utilization statements,
disclosure of confidential information
from SSA records, and administration of
contractual coverage of State and local
government employees, including the
collection and accounting of all related
payments. Analyzes and advises re-
garding related policy positions, legis-
lative proposals, and program objec-
tives.

Division of EDP Claims Processing,
BDPA. Designs and implements EDP
systems for: The initial establishment
and certification of the master benefici-
ary record, and the preparation and
maintenance of related subsidiary tape
and microfilm files; processing requests
for earnings record information and
claims action; providing various service,
control, and statistic-related operations
for initial claims; furnishing health in-
surance entitlement and billing data for
new claims to appropriate EDP proc-
esses; utilizing the earnings record and
employer address files for reference ca-
pability to service requests for data from
these files; and producing management,
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study, statistical, and control reports as
required from the beneficiary record.

Division of EDP Postentitlement Proc-
essing, BDPA, Designs and implements
EDP systems for: The continuing main-
tenance and adjustment of master bene~
fit records resulting from postentitlement
actions; providing numerous service,
control, and statistic-related operations
to provide statistics, management, or
study data as required; furnishing data
concerning changes in health insurance
enrollment and billing to appropriate
EDP processes; providing a reference
capability to service requests for data
from these files; continuing maintenance
of related beneficiary record files; pro-
viding the capability for supplementary
medical insurance billing, accounting,
control of overpayment recovery, and
similar related processes.

Diviston of Reporting and Accounting
Methods, BDPA. Develops and issues new
or revised operating policies and pro-
cedures for establishing the social secu~
rity records, processing all earnings data
to update these records, and processing
various segments of the health insurance
program. Devises system for furnishing
Trust Fund information to Treasury De-
partment. Analyzes proposed legislation,
policy changes, and demands for statis-
tical data for procedural and operational
implications and for administrative fea-
sibility. Coordinates, the Division’s oper-
ating procedures with other SSA com-
ponents, governmental agencies, and
with the EDP systems divisions to assure
desired Integration of clerical and man-
ual procedures with EDP operations.

Division of Telecommunications Man~
agement, BDPA. Provides management
planning, direction, and appraisal of
record and voice telecommunications
systems to support SSA programs. De-
velops and implements policies and pro-
cedures to assure efficient, economical,
and effective communications services
and facilities. Develops and issues tech-
nical operating manuals, directories, and
training programs. Approves major
changes of SSA telephone plant. Man-
ages and operates central office tele-
phone systems. Maintains technical liai-
son with SSA components, Federal
agencies, private concerns, carriers, and
vendors with regard to policy set by legis~
lation, directives, contracts, and tariffs.

Bureau of Disability Insurance (BDI).
Provides direction and technical guid-
ance for nationwide administration of
the disability insurance program. De-
velops, recommends, and issues substan~
tive policies, procedures, and interpreta-~
tions to provide program direction to
disability insurance administration
throughout SSA and in State agencies.
Develops, in cooperation with SRS, poli-
cies and procedures for administration
of the disability beneficiary rehabilita-
tion program. Negotiates agreements,
advances funds, establishes administra-
tive and fiscal controls, and provides di-
rection for management of State agency
disability operations. Appraises the
quality and effectiveness of disability

insurance administration. Administers
central disability operations including
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review and authorization of disability
claims, certification of benefit payments,
and maintenance of disability benefl-
ciary rolls. Conducts studies and statis~
tical analyses to evaluate the effect of
program policies and operations. Partic~
ipates in legislative planning.

Medical Consultant Staff, BDI. Devel=
ops broad medical concepts and policies
for administration of the disability in-
surance program. Provides consultation
on all medical aspects of disability pro-
gram planning and administration. Di-
rects and/or provides consultation for re~
search studies to develop improved medi-
cal techniques for reevaluating and
measuring disability. Develops and con-
ducts orientation and training pro-
grams for medical personnel in the
Bureau and in State agencies. Develops
medical evaluation and development
policies and guides. Provides medical
consultation and review on cerfain in-
dividual claims determinations. Estab-
lishes and maintains Haison with pro-
fessional medical organizations fo pro-
mote program goals. Represents SSA
and the Bureau with other agencies and
organizations.

Assistant Bureau Director, Disabilily
Policy and Procedures, Division of Dis-
ability Policy and Procedures, BDI.
Promulgates policies and procedures for
proeessing disability claims through all
stages of operations in district offices,
State agencies, and the Bureau of Dis-
ability Insurance. Adapts the Bureau’s
methods of processing disability claims
to SSA operating procedures for claims
authorization and payment. Renders
technical assistance in the preparation
of regulations, rulings, and program
materials. Acts as consultant on dis-
ability pollcy mafters. Provides inter-
program coordination with public and
private organizations concerned with dis-
ability. Participates in legislative
planning.

Assistant Bureauw Director, Field Dis-
ability Operations, Division of Field Dis~-
ability Operations, BDI. Develops and
maintains a continuing program of
surveillance and evaluation of disability
program operations at regional and
State agency levels. Provides guidance
aend assistance to regional offices in
carrying out their responsibilities for
program direction in the field. Develops
and carries out Bureau activities to
stimulate the vocational rehabilitation
of disability applicants and beneficiaries.
Cooperates with the Social and Rehabili-
tation Service in the formulation of
regulations, policies, and procedures for
Trust Fund payment of disability bene-
ficlary rehabilitation services. Develops
and maintains a comprehensive national
system of policies, standards, and pro-
cedures for the administrative and fiscal
management of contracting State
agencies.

Assistant Bureaw Director, Manage-
ment and Appraisal, Division of Manage~
ment and Appraisal, BDI. Directs fiscal,
statistical analysis, management im-
provement, and administrative manage-
ment programs for the Bureau. Directs
a program of tfraining and personnel

management. Formulates Bureau work
plans and work emphases. Surveys and

stages of the dis-
ability claims process, Directs and co-
ordinates a program of studies and sta-
tistical analyses to appraise and improve
administrative policies, procedures, and
operations. Provides a system of statis-
tical data for use within and outside
the Bureau.

Assistant Bureau Director, Operations,
BDI. Administers the review and au-
thorization of disability claims, certifica-
tion of benefits, and maintenance of
the beneficiary rolls. Directs the review
and reconsideration of State agency de-
terminations of disability, and negotiates
any issues arising for the purpose of
evaluating quality, assuring conformity,
and providing guldance. Directs the
claims reconsideration activities of the
Bureau. Directs the analysis of appellate
decisions for administrative implications,
the preparation of SSA positions for dis-
ability determinations in litigation, and
a public inquiries program in the areas
of public and congressional correspond-
ence.

Dipision of Benefit Payments, BDI.
Operates and maintains the Bureau’s
benefit payment system. Adjusts, sus-
pends, and terminates benefits of in-
dividuals and their dependents on the
disability rolls. Prepares benefit pay-
ment data for introduction into the com-
puter system, and maintains accounting
controls, using EDP techniques as well
as manual and other methods. Proe-
esses all actions to maintain beneficiary
payment rolls. Assures by sample audit
that magnetic tape records reflect actual
authorized payment actions. Coordinates
computer operations with the Bureau of
Data Processing and Accounts. Recom-
mends disability policy, procedural, and
legislative changes. Coordinates Division
operations with SSA bureaus, State
agencies, the Treasury Department, and
the General Accounbting Office.

Division of Benefit Services, BDI. Op-
erates and maintains a comprehensive
workflow management system for BDI
Operations. Operates the Bureau's case
confrol and folder location systems and
assures the timely assoclation of claims-
related material. Processes incoming and
outgoing mail, and prepares and releases
award certificates, denial lefters, and
other claims-related notices. Establishes
and maintains the Bureaw's flles of
claims folders. Examines disability cases
to determine whether a review of con-
tinuing entitlement is necessary. Re-
ceives and processes payee accounting
reports. Recommends disability policy,
procedural and legislative changes. Co-
ordinates Division operations with SSA
bureaus, State agencies, and the Post
Office :

Division of Evaluation and Authori-
zation, BDI. Reviews State agency deter-
minations of disability in initial claims
and in cases involving issues of contin-
uing disability. Reviews district office
determinations of nondisability factors
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{for entitlement to primary or auxiliary
disability insurance benefits, and au-
thorizes allowance or disallowance of
disability claims. Negotiates issues aris-
ing in review of State agency determi-
nations. Adjudicates disability cases ex~
cluded from State agency jurisdiction.
Recommends disability policy, proce-~
dural, and legislative program changes.
'Evaluates and reports on quality of State
agency disability determinations, and
provides guidance to assure conformity
in initial determinations., Coordinates
with the Railroad Retirement Board on
disability determinations involving the
social security and railroad retirement
Prograns.

Division of Reconsideration, BDI.
Reviews disability determinations recon-
sidered by State agencies in cases where
claimants disagree with the initial deter-
mination, and approves, revises, or re-
verses State agency deferminations in
accordance with authority granted by
the Act. Negotiates issues arising in re-
view of State agency disability determi-
nations. Reconsiders disability cases ex-
cluded from State agency jurisdiction,
and those cases contested for issues other
than existence and duration of disability.
Recovers or waives amounts incorrectly
paid to beneficiaries. Analyzes decisions
of hearing examiners, Appeals Council,
and the courts for impact upon admin-
istration of the disability program. Eval-
uates claims to recommend Administra-
tion position for disability determina-
tions in litigation.

Office of the Regional Representative,
Disability Insurance, BDI. Provides di-
rection and leadership for the disability
insurance program at the regional level.
Reviews and evaluates State agency ac-
tivities, providing guidance in the sub-
stantive program and administrative
areas. Reviews State agency budgets.
Provides technical direction for disabil-
ity insurance program operations in the
district offices. Coordinates with other
SSA regional representatives or with
DHEW regional officials concerned with
the disability program. Establishes and
maintains relationships with profession-
al organizations. Participates in public
information activities for the disability
program.

Bureau of District Office Operations
(BDOO). Provides direction for the op-
erations of a nationwide network of dis-
trict offices, branch offices, and other fa-
cilities which serve as the interface be-
tween SSA and the public, and which
have responsibility for: Informing the
bublic on the purposes and provisions
of Social Security programs, and their
rights and responsibilities thereunder:
assisting the public in filing claims for
relirement, survivors, disability, and
health insurance benefits; developing
and adjudicating claims; assisting bene-
ficlaries in claiming reimbursement for
medical expenses: conducting earnings
record, coyerage, fraud, and related in-
vestigations; making rehabilitation serv-
lce referrals; issuing Social Security ac-
tount numbers; assisting claimants in

g appeals from SSA determinations
on benefit entitlement or amount; and
Tepresenting SSA with numerous govern-
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mental and private organizations. Par-
ticipates in legislative planning.

Operalions Analysis and Standards
Staff, BDOO. Provides the Director with
a detailed overview of operations. Initi-
ates or, as directed, conducts special
analyses, studies, and investigations.
Develops, in concert with Bureau com-
ponents, criteria for objective measure-
ment of overall Bureau operations.
Designs and directs a Bureau-wide pro-
gram of surveys. Establishes standards
for claims processing time and work
production rates for field facilities.
Receives and evaluates periodic statis-
tical and other management reports,
organizing for the Director a compre-
hensive and coherent picture of opera-
tions.

Assistant Bureaw Director, Field
Operations and Management, Division of
Field Operations and Management,
BDOO. Provides leadership to regional
and district offices throughout the
country to assure effective and econom-
ical fiscal, personnel, and other manage-
ment activities. Develops management
policies and procedures, assists in their
implementation, and appraises their
effectiveness. Contributes to the develop-
ment, appraisal, and modification of
SSA management policies and procedures
from the viewpoint of administrative
feasibility, public reaction, and district
office experience. Represents the Bureau
in coordinating regional and district
office management operations with other
SSA components and with - outside
organizations.

Assistant Bureauw Director, Field
Organization and Methods, Division of
Field Organization and Methods, BDOO.
Directs a broad organization and meth-
ods program affecting the design and
nature of district and branch offices and
resident and contact stations throughout
the country. Conducts long-range studies
leading to Improved organizational
arrangements and a continuing pro-
gram of systems analysis and planning.
Develops criteria and specifications for
the Bureau reports system based on
analysis of the need for operational data
and information. Participates in a con-
tinuing nationwide review of field in-
stallation operations and management
designed to identify problems and con-
tribute to the overall appraisal of SSA
policies and procedures.

Assistant Bureau Director, Operating
Policy and Procedure, Division of Operat-
ing Policy and Procedure, BDOO. Pro-
vides leadership to regional and district
offices to assure effective and economical
implementation of social security pro-
gram provisions. Develops operating
policies and procedures, assists in the
implementation of substantive policies
and procedures, and gives assistance to
regional offices. Contributes to the devel-
opment, appraisal, and modification of
substantive policy and procedure and
legislative program planning from the
viewpoint of administrative feasibility
and public and district office reaction
and experience. Represents the Bureau in
coordinating regional and district office
operations with other SSA and outside
organizations.
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Office of the Regional Representative,
District Office Operations, BDOO. Serves
as focal point of line authority through
which management and operational as-
pects of district office responsibility and
performance are supervised and coor-
dinated. Provides leadership, guidance,
and direction to from 20 to 80 or more
district and branch offices through the
principal line officer, the regional rep-
resentative, and his assistant regional
representatives, each of whom is respon-
sible for supervision of a network of 10
to 13 district offices. Ensures consistency
of operations with regional and central
office policies and procedures.

Bureauw of Federal Credit Unions
(BFCU). Provides direction for nation-
wide administration of the Federal Credit
Union program. Prescribes standards,
procedures, and accounting forms for use
by Federal credit unions; establishes
Federal credit union rules and regula-
tions; issues manuals and instructional
material; and provides advice and tech-
nical assistance fo credit union officials.
Compiles and analyzes financial and sta-
tistical data on Federal credit union
operations; conducts studies of credit
union conditions and frends. Directs a
nationwide field organization engaged in
chartering, examining, and supervising
Federal credit unions. Develops legislative
proposals concerning changes in the
Federal Credit Union program.

Division of Administration, BFCU.
Directs the Bureau’s administrative,
financial, and personnel management
programs, Directs Bureau activities in the
areas of: Budget preparation and con-
trol; fiscal acecounting and auditing for
administrative funds, fees, and accounts
of liquidated Federal credit unions;
records management; property account-
ing; and services for travel, procurement,
time and leave, printing, and supplies.
Administers the personnel program of the
Bureau, including classification, recruit-
ment, placement, appointment, promo-
tion, and employee relations. Coordinates
the Bureau work planning activities.

Division of Examination and Account-
ing, BFCU. Develops the Bureau'’s pro-
gram for the examination of Federal
credit unions, and establishes standards
and procedures for such examinations.
Reviews examination reports and partici-
pates in field examinations to assure
conformity to and appraise the effective-
ness of established policies and pro-
cedures. Analyzes all proposed Bureau
actions on problem cases, suspensions,
and special reserve requirements. Estab-
lishes standards and requirements for
accounting procedures and forms for
Federal credit unions. Coordinates prep-
aration and revision of Examiner's
Guide, Accounting Manual, and Super-
visory Committee Manual.

Division of Organization and Stand-
ards, BFCU. Directs the development of
standards, policies, and procedures for:
Investigating groups applying for char-
ters to establish Federal credit unions;
granting charters; approving bylaws, and
charter and bylaw amendments; han-
dling mergers, conversions from State to
Federal charters and vice versa, and
Hquidations. Reviews and analyzes ap-
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plication for charters and bylaw and
charter revisions, and recommends ap-
proval or disapproval. Reviews proposed
mergers and conversions for conformity
to legal and regulatory requirements.
Gives guidance and service to regional
offices in the above areas of responsi-
bility.

Division of Statistical Research and
Analysis, BFCU. Develops and conducts
programs of research in the field of co-
operative thrift and credit, with special
emphasis on the role of credit unions in
the national financial community. Pre-
pares periodic reports on research activi-
ties for use of the Bureau, credit union
officials, and private groups. Prepares
interpretive articles and memoranda on
credit union operations. Designs, estab-
lishes, and supervises regular data collec-
tion programs involving Federal and
State-chartered credit union operations
in the consumer saving and credit fields,
Analyzes financial, statistical, and other
call reports from Federal credit unions.
Prepares internal management reports.
Compiles regional check list and district
assignment lists.

Office of the Regional Representative,
Federal Credit Unions, BFCU, Directs the
execution of all phases of the Federal
credit union program in the regions. Con-
ducts regional programs for: Recruit-
ment and development of staff; investi-
gation of applications for proposed new
credit unions; examination of the opera-
tions of individual credit unions; com-
prehensive review of examination reports
for conformance with policies and proce-
dures, and for accuracy, completeness,
and effectiveness; control of shortage,
problem, retarded, and liquidation cases;
approval or recommendation as to the
acceptability of nonstandard accounting
systems and forms, and amendments to
charters and bylaws; maintenance of ef-
fective working relationships with State
Credit Union Leagues and State super-
visory agencies,

Bureau of Health Insurance (BHI).
Provides direction and technical guidance
for nationwide administration of the hos-
pital and supplementary medical insur-
ance programs. Develops, recommends,
and issues substantive policies, proce-
dures, and interpretations to provide
program direction to health insurance
administration throught SSA, and in
State agencies and intermediaries. De-
velops and modifies, in cooperation with
other Governmental agencies, conditions
of participation for providers of services.
Develops principles for reimbursing pro-
viders for their costs, and criteria for
determining charges for physicians and
related medical services. Negotiates
agreements and contracts with, and
monitors performance of State agencies
and intermediaries in administering cer-
tain health insurance provisions. Reim-
burses providers that choose to receive
payment directly from SSA. Appraises
the quality and effectiveness of health
insurance administration. Conducts liai-
son with medical and other professional
groups. Participates in legislative plan-
ning,

Office of the Chief Medical Officer,
BHI, Advises the Bureau on professional
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medical aspects of the overall admin-
istration of the Health Insurance for the
Aged program. Maintains liaison with
leadership of professional organizations
representing the medical community in
the United States to promote under-
standing of program objectives and
to improve program cooperation.

Assistant Bureau Director, Intermedi-
ary Operations, Division of Intermediary
Operations, BHI. Establishes qualifica~
tion standards, guidelines, and proce-
dures for the selection of intermediaries.
Negotiates, renegotiates, and recom-
mends termination of contracts with in-
termediaries. Reviews, evaluates, and
approves intermediaries’ operating bud-
gets and requests for advance of funds;
maintains continuing control of amounts
expended; and establishes intermedi-
ary reporting procedures. Reviews and
evaluates the effectiveness of intermedi-
aries’ performance through analysis of
reports, audit reports, and comprehen-
sive surveys. Participates in the develop-
ment of policies and procedures for au-
dits of intermediaries. Serves as the
primary center for intermediary-SSA
communication, Assists intermediaries in
resolving program and operating prob-
lems. Coordinates activities of inter-
mediaries with the Administration.

Assistant Bureauw Director, Manage-
ment, Division of Management, BHI.
Develops, coordinates, and implements
a total management program for the
Bureau. Provides management analysis
services, and plans and operates the
financial management program. Con-
ducts programs for manpower selec-
tion and placement, employee develop-
ment, fair employment, employee-man-
agement relations, position control, and
manpower utilization. Develops and is-
sues internal administrative communi-
cations. Provides project control, prob-
lem area reporting, coordination of Bu-
reau work planning activities, manage-
ment information (including collection
and preparation of operating data), ad-
ministrative services for advisory groups,
and a variety of administrative support
services. Receives, controls, analyzes, and
answers inquiries about the health in-
surance program.

Assistant Bureau Director, Policy and
Standards, Division of Policy and Stand-
ards, BHI. Develops, issues, and appraises
policies concerning: The entitlement of
individuals to and enrollment for health
insurance coverage; coverage of health
services, benefit amounts, coverage pe-
riods, and supplementary medical insur-
ance premiums; and intermediaries’ and
providers’ participation and transfer
agreements. Provides leadership in the
development of health insurance policies
and procedures for: Determinations, re-
considerations, appeals, disclosure of in-
formation, and detection and handling
of fraud. Provides leadership in the de-
velopment of conditions of participation
for providers and independent laborato-
ries. Prepares specifications for regula-
tions. Furnishes technical services in
connection with appeals, and to advisory
groups.

Assistant Bureau Director, State
Operations, Division of State Operations,

BHI. Establishes and maintains relation«
ships with State agencies for certification
of providers and independent labora-
tories. Negotiates agreements with State
agencies, Conducts training sessions with
regional offices, State, and local agencies,
Participates in developing conditions of
participation for providers of services,
and provides instructions and procedures
for certification, recertification, and re-

consideration. Reviews and evaluates

State agency and regional office applica-
tion of conditions of participation.
Directs and evaluates application of the
emergency services provision of the law,
Establishes fiscal policy for State agency
operations, and reviews and approves
State agency operating budgets. Provides
for expenditure reporting. Reviews all
provider certification reconsideration
decisions.

Assistant Bureau Director, Systems,
Division of Systems, BHI. Directs the de-
velopment and issuance of specifications,
procedures, and other instructional
material to implement and maintain
operational systems applicable to: Inter-
mediaries, providers, and other suppliers
of services; the enrollment and eligibility
of beneficiaries, their notification as to
utilization of services, and the collection
of premiums; and methods for direct
reimbursement of providers where ap-
plicable. Assures effective coordination
with all major operational components.
Evaluates the total system in terms of
processing time, accuracy, cost and serv-
ice. Plans, conducts, and evaluates
studies aimed at long-range improve-
ments in systems, methods, and proce=-
dures. Coordinates issuance of all in-
structions to intermediaries and pro-
viders.

Assistant Bureau Director, Reimburse=
ment, Division of Reimbursement, BHI.
Develops, issues, and appraises account-
ing principles, policies, and procedures
for determining reasonable cost of serv-
ices of physicians and others under the
hospital insurance program, and for
establishing reasonable charges for serv-
ices of physicians and others under the
supplementary medical insurance pro-
gram. Establishes and maintains liaison
with key representatives of professional
organizations in the field of provider and
medical insurance reimbursement, Works
with DHEW Audit Agency in developing
audit programs and guides for provider
audits. Provides consultative, claims
authorization, and auditing services for
direct dealing providers. -

Office of the Regional Representative,
Health Insurance, BHI. Represents the
Bureau on a regional level. Coordinates,
reviews, and evaluates provider certill-
cation and recertification activities of
State agencies, and approves provider
agreements. Advises intermediaries on
claims operations. Participates in the
evaluation of intermediary activities.
Coordinates health insurance activities
of intermediaries, State agencies, SSA
components, State welfare agencies, and
other organizations. Negotiates State
“buy-in” agreements. Establishes and
maintains relationships with professional
organizations, and participates in public
information activities for the health in-
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gurance program. Evaluates operations
of the health insurance program in the
region, and participates in policy devel-
opment and administrative planning.

Bureaw of Hearings and Appeals
(BHA). Provides broad direction to the
SSA appeals process., Directs a nation~
wide organization of hearing examiners
engaged in conducting independent, im-
partial hearings and in making decisions
on appealed determinations involving re-
tirement, survivors, disability, or health
insurance. Performs a central review of
appealed hearing examiner decisions and
renders the Secretary’s final decision. De-
velops operating instructions to assist
the hearing examiners and to assure fair
hearings. Conducts liaison with other
components of SSA and the Department,
and with other governmental, profes-
slonal, and private organizations.

Appeals Council, BHA. Reviews hear-
ing examiner decisions on motion of ap-
pellanis or on its own motion. Examines
case records, obtains additional evidence,
hears testimony, and renders a written
decision or order which is the Secretary’s
final decision on cases accepted for re-
view. Recommends whether to request
remand of the Secretary’s final decisions
appealed fo the courts. Obtains addi-
tional evidence and prepares supple-
mental decisions on remanded cases.
Recommends whether an appeal should
be taken to a higher court on court
reversals of Secretary's decisions.

Medical Advisory Staff, BHA. Provides
consultative services to the Appeals
Council and other Bureau components
in the evaluation of disability. Plans and
conducts continuing medieal training of
Bureau staff. Negotiates for the services
of medical specialists to serve as ad-
visors to hearing examiners and regional
hearings representatives. Provides lead-
ership and guidance in stimulating ef-
fective utilization of medical advisors
through a continuing liaison program
with medical advisors, regional hearings
representatives, and hearing examiners.
Participates in the formulation of medi-
cal policies used in the evaluation of
disability. Maintains liaison with medieal
groups to promote program understand-
ing and to keep abreast of disability
evaluation developments.

Division of Administration, BHA. Di-
rects the Bureau’s administrative, finan-
cial, and personnel management pro-
grams. Provides a variety of management
services. Direets Bureau activities in the
areas of: Management studies and
analysis; reports and directives manage-
ment; work planning; work reporting
and measurement; budget development
and execution; fiscal operations; recruit-
ent, appointment, placement, classifi-
cation, position management, employee
develepment, and employee-management
{c:lauons; supply, equipment, and con-
Tact procurement; property and records
Management; central docket and files;
it(’nomlbhic, clerical, transcribing, and
yping serviees; duplicating, mail, and
distribution services to the central office.
Controls priority inquiries and replies,
‘r"dl‘i‘dins’ congressionals, and prepares
eplies.
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Assistant Bureau Director, Field Oper-
ations, Division of Field Operations,
BHA. Administers a nationwide orga-
nization of hearing examiners en-
gaged in conducting impartial and inde-
pendent hearings, and in rendering
decisions on appeals by claimants from
original determinations involving retire-
ment, survivors, disability, or hospital
insurance benefits, as well as appeals
from institutions with respect to their
right to participate in the health insur-
ance program. Provides administrative
direction and substantive guidance to
the field organization, consisting of
regional hearings representatives, hear-
ing examiners, and supporting staffs.
Develops and executes technical orienta-
tion and training for all field personnel.
Issues manuals and other direetives for
field office operations. Conducts field
surveys, research, and analysis of field
hearings activities. Coordinates Bureau
field activities, and eonducts liason with
governmental and private agencies.

Assistant Bureaw Director, Program
Operations, Division of Program Oper-
ations, BHA. Develops, issues, and ap-
praises operating instructions for hear-
ing examiners to provide basic informa-
tion and promote fair hearings. Provides
advice and assistance to the Appeals
Council and other Bureau officials on
complex issues and national policies
concerning the hearings and appeals
process. Provides centralized staff review
of hearing examiner decisions to assist
the Appeals Council in deciding whether
to assume jurisdiction. Analyzes cases
and recommends Appeals Council action
on appealed claims and litigated cases.
Identifies problem areas and makes
recommendations for improving the
hearings and appeals process. Develops
regulations to implement procedural
changes, Participates in development of
rulings and legislative planning.

Office of the Regional Hearings Repre-
sentative, BHA. Represenfs the Bureau
on a regional level. Administers regional
programs for the conduct, by hearing
examiners, of impartial and independent
hearings, and the rendering of decisions
on appeals by claimants contesting de-
terminations as to retirement, survivor,
disability, or hospital insurance benefits;
and institutions contesting determina-
tions as to their status with regard to the
health insurance program. Provides sub-
stantive guidance and administrative
direction to the hearing examiners and
their supporting staffs. Coordinates oper-
ations and administrative activities with
DHEW regional offices, State agencies,
and others. Conduets periodic inspections
of the hearing and appeals offices, which
serve as centers of operations for hearing
examiners.

Bureau of Retirement and Survivors
Insurance (BRSI). Provides direction
and technical guidance for nationwide
administration of the retirement and
survivors insuranee program. Develops,
recommends, and issues substantive poli-
cies, procedures, and interpretations to
provide program direction to retirement
and survivors insurance administra-

tion, and to processes and issues common
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to several Social Security programs.
Issues Social Security Rulings, Regula-
tions, Compilation of Social Security
Laws, and Social Security Handbooks.
Appraises the quality of retirement and
survivors insurance program administra-
tion. Negotiates agreements with States
for coverage of State and local govern-
ment. employees. Directs administration
of six payment centers responsible for
review and authorization ‘of retirement
and survivors claims, health insurance
entitlement, SMI premium collection,
certification of benefit payments, and
maintenance of retirement and survivors
insurance beneficiary rolls. Directs ad-
ministration of Social Security programs
abroad. Participates in legislative plan-
ning.

Assistant Bureau Director, Adminis-
tration, BRSI. Directs the Bureau's man-
agement programs, including: Fisecal
management, organization and staffing
analysis and planning, personnel man-
agement, equal employment opportunity
and union-management relations, paper-
work management, resources and facil-
ities management, and employee develop-
ment. Direets the Bureau’s long range
management planning, including: Eval-
uation of long range systems require-
ments for payment center operations and
management; integration of Bureau
planning with $SA planning; and the
Bureau’s management and operations
analysis activities. Directs the adminis-
tration of program operations in foreign
countries, including the central process-
ing of foreign elaims.

Division of Foreign Claims, BRSI. Ad-
ministers the social security programs in
foreign countries. Develops, adjudicates,
and authorizes claims filed by persons
living in foreign countries, and deter-
mines their continuing eligibility. Estab-
lishes and evaluates foreign claims
program policies, procedures, and opera-~
tions, recommending changes or modifi-
cations. Provides centralized translation
services for SSA. Provides SSA liaison
and coordination with DHEW, the De-
partment of State, other Federal agen-
cies, agencies of foreign governments,
and private organizations.

Assistant Bureaw Director, Appraisal,
BRSI. Directs the development of cri-
teria, techniques, and systems for
appraising the effectiveness of the retire-
ment and survivors insurance program
administration. Directs a continuing
appraisal of the applications of and com-
pliance with retirement and survivors
insurance policies and procedures. Iden-
tifies problem areas and deficiencies in
policies, policy applications, methods, and
procedures. Evaluates the effectiveness of
retirement and survivors insurance work
processes and operations, and the quality
of the claims process.

Division of Adminisirative Review,
BRSI. Conducts a continuing appraisal
of the application of and compliance with
policies and procedures in all phases of
the retirement and survivors insurance
claims process, and the quality of results
achieved. Analyzes data flowing from the
appraisal activities performed in the
BRST Regional Offices. Identifies problem
areas and deficiencies in policies, policy
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application, methods, and procedures,
and recommends corrective action, Pro-
vides advice and assistance to other com-
ponents of the Bureau and SSA concern-
ing the interpretation and application of
appraisal findings and recommendations.

Division of Appraisal Systems, BRSI.
Develops criteria and techniques for ap-
praising the application of and compli-
ance with policies and procedures in all
phases of the retirement and survivors
insurance claims process and the quality
of results achieved. Develops and installs
systems for collecting and recording data
pertinent to appraisal programs, Identi~
fies critical work stations for which
quality and/or processing time data is to
be obtained. Furnishes advisory and con-
sultative services to the Regional Rep-
resentatives, RSI, concerning their ap-
praisal activities, and coordinates ap-
praisal systems development with other
SSA components engaged in related
activities. :

Assistant Bureau Director, Claims
Policy, BRSI. Directs the development,
evaluation, and promulgation of all tech-
nical policies and substantive procedures
of the retirement and survivors insur-
ance program as well as those common
to all social security benefit programs.
Coordinates policies and procedures com-
mon to all social security programs. Di-
rects the development and issuance of
implementing instructions and materials
and technical informational materials.
Directs negotiations for coverage of State
and local government employees.

Division of Benefit Continuity, BRSI.
Establishes and evaluates policies, sub-
stantive instructions, interpretations,
and other material concerning: Retire-
ment provisions applying to eligibility to
receive benefit payments; withholding
of benefits in domestic and certain. for-
eign cases; recovery, adjustment, or
waiver of overpayments; underpay-
ments; confidentiality of information;
selection of, and use of benefits by rep-
resentative payees; problems concerning
benefit checks; fraud or potential fraud
in any aspect of program operations, and
recommendations for prosecution. Par-
ticipates in legislative planning, and in
negotiation and coordination within the
Department, with Federal agencies hav-
ing responsibility for related work areas,
and with other interested private or gov-
ernmental organizations.

Division of Coverage, BRSI. Estab-
lishes and evaluates policies, substantive
instructions, interpretations, and other

-material concerning coverage of employ-

ment. Studies and develops provisions re-
lating to agricultural and domestic labor,
nonprofit organizations, and State and
local government employment; wages
and wage exceptions; self-employment
(including provisions relating to trade or
business, and tax computations); stat-
utes of limitations; and miscellaneous
exceptions. Participates in legislative
planning, and in negotiation and coor-
dination within the Department, with
Federal agencies having responsibilty
for related work areas, and with other
interested private or governmental
organizations.
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Division of Entitlement, BRSI. Estab-
lishes and evaluates policies, substantive
instructions, interpretations, and other
material relating to: Applications for all
types of benefits; insured status; com-
putation and recomputation of benefits;
effect of periods of disability; coordina-
tion and integration of social security
programs with military service and with
railroad retirement; proofs for such
factors of entitlement as age, relation-
ship, and support; and provision for re-
consideration and appeal of determi-
nations.

Participates in legislative planning,
and in negotiation and coordination
within the Department, with Federal
agencies having responsibility for re-
lated work areas, and with other inter-
ested private and governmental organi-
zations.

Division of Technical Services, BRSI.
Coordinates the development, clearance,
and publication of retirement and sur-
vivors insurance program procedures,
substantive instructions, and related ma-
terials. Develops and appraises instruc-
tional media, claims forms, and clear-
ance methods. Plans and coordinates the
issuance of Social Security Rulings. De-
velops, coordinates, and appraises publi-
cation of the Social Security Handbook,
Compilation of the Social Security Laws,
and related issuances. Coordinates the
preparation of SSA Regulations for ap-
proval by the Secretary and for publi-
cation in the FEpERAL REGISTER. Main-
tains files of precedent materials. Par-
ticipates in legislative planning.

Assistant Bureau Director, Liaison,
and Coordination, BRSI. Directs the re-
view and evaluation of payment center
operations and management to identify
current and rapidly emerging problems
requiring quick executive action or
special executive attention. Facilitates
two-way communication between the
Bureau Director and Regional Repre-
sentatives. Coordinates overall Bureau
headquarters-payment center relation-
ships and activities. Performs special as-
signments for the Bureau Director, es-
pecially those of urgent concern or a
highly sensitive nature.

Assistant Bureauw Director, Methods
and Procedures, Division of Methods and
Procedures, BRSI. Directs the evaluation
and establishment of new or revised
operating policies and procedures, and
the review of existing policies and pro-
cedures to improve the execution of the
claims processing, benefit payment, bene-
fit accounting, and supplementary medi-
cal insurance premium collection pro-
grams of the payment centers. Directs
the evaluation of system changes, legis-
lative proposals, and data requests for
their impact on payment center methods
and procedures. Coordinates the Bu-
reau’s operating procedures with other
SSA components and Federal agencies
having responsibility in related work
areas. Coordinates the integration of
internal EDP, clerical, and manual pro-
cedures with SSA-wide EDP operations.

Office of the Regional Representalive,
Retirement, and Survivors Insurance
(Payment Center), BRSI. Reviews and

authorizes or disallows claims for retire-
ment and survivors insurance benefits,
Certifies to the Department of the Treas-
ury the benefit amounts payable. De-
termines when payments should be
terminated, suspended, continued, and
increased or reduced in amount, Recon-
siders determinations on initial claims
and continuing eligibility. Receives, re-
cords and deposits supplementary
medical insurance premiums. Provides
technical direction on the retirement and
survivors insurance program to other
SSA components in the region, and ap-
praises the quality of determinations and
adequacy of retirement and survivors
insurance program policies. Coordinates
activities with the Treasury and Post
Office Departments, Veterans Adminis-
tration, and Railroad Retirement Board,

8-C. Order of succession. During the
absence or disability of the Commissioner
of Social Security, or in the event of a
vacancy in that office, the Deputy Com-
missioner shall act as Commissioner,
During the absence or disability of both
the Commissioner and Deputy Commis-
sioner, an official designated by the
Commissioner shall act as Commissioner,

8-D. Delegations of authority—1. Dele-
gations of authority to the Commissioner
of Social Security. Except as provided in
paragraph 2 of this section and Part 2
and section 8-E of this Statement, the
Commissioner of Social Security shall
exercise:

a. The functions vested in the Secre-
tary under Title II of the Social Security
Act, as amended’ (42 U.S.C, 401-429), ex~
cept that the authority conferred by
subsection 222(d), as amended, shall be
exercised in cooperation with the Social
and Rehabilitation Service as described
in Part 1 of this Statement; under Titles
VII and XI of the Act, as amended (42
U.S.C. 902-907, 1301-1321), except inso-
far as the provisions of such titles per-
tain to the Mission of the Social and
Rehabilitation Service as described in
Part 7 of this Statement; under Title
XVIII of the Act, as amended (42 US.C.
1395-139511), with appropriate advice
from and consultation with the Public
Health Service and Social and Rehabili-
tation Service as described in Part 1 of
this Statement; section 1110 of the Social
Security Act, as amended (42 US.C.
1310), insofar as such section pertains
to the Mission of the Social Security
Administration as described in section
8-A of this Statement; and under sec-
tions 1402(h), 3121 (k) and (1) of the
Internal Revenue Code of 1954, &5
amended (26 U.S.C. 1402(h), 3121 (K
and )).

b. The functions vested in the Secre-
tary relating to the Mission of the Social
Security Administration, as deseribed in
section 8-A of this Statement, under the
Social Security Act which are not con-
tained in the Act but which are contained
in the Acts cited in Exhibit X8-2.

¢. The functions vested in the Secre-
tary by section 5(K) (2) of the Railroad
Retirement Act, as amended (45 USC.
228e), having to do with the determina~
tion and certification for the transfer
of funds between the Federal Old-Age
and Survivors Insurance Trust Fund, the
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Federal Disability Insurance Trust Fund,
the Federal Hospital Insurance Trust
Fund, and the Railroad Retirement
Account.

d. Authority vested in the Secretary
by letter dated September 1, 1960, to the
Secretary of the Treasury from the Di-
rector, Bureau of the Budget, authorizing
the carrying out of programs under sec-
tion 104 (k) of the Agricultural Trade De-
velopment and Assistance Act of 1954, as
amended, insofar as this authority per-
tains to the Mission of the Social Security
Administration as described in section
§-A of this Statement; provided that this
authority shall be exercised in accord-
ance with applicable policies and pro-
cedures established by appropriate au-
thorities to ensure consistency with basic
foreign policy and with related Federal
programs,

e. Authority vested in the Secretary by
section 4 of Public Law 86-610, approved
July 12, 1960 (74 Stat. 364) with respect
to responsibilities relating to the Mission
of the Social Security Administration as
described in section 8-A of this State-
ment; provided that this authority shall
be exercised in accordance with appli-
cable polices and procedures established
by appropriate authorities to ensure con-
sistency with basic foreign policy and
with related Federal programs.

2. Delegations of authority to the
Bureau of Hearings and Appeals. In ac~
cordance with applicable rules and regu-
lations, the Appeals Council, its mem-
bers, and Hearing Examiners in the
Bureau of Hearings and Appeals, shall
exercise all duties, powers, and functions
of the Secretary relating to the holding
of hearings, the administration of oaths
and affirmations, the issuance of sub-
poenas, the examination of witnesses, the
receipt of evidence, the rendition of de-
cisions, and the review of decisions in
connection with administrative appeals:

a. By individuals from determinations
made under Title II of the Social Security
Act, as amended, and affecting their
rights to benefits, lump sum payments,
earnings credited to accounts, and dis-
ability determinations;

b. By individuals from determinations
made under Title XVIII of the Social
Security Act and affecting their rights to,
and amounts of, benefits;

. By institutions or agencies from
determinations described  in section
1869(c) of the Social Security Act; and

d. By independent laboratories from
determinations made pursuant to section
1861(s) of the Social Security Act, as
émended, that they do not meet the
conditions for coverage of their services.

3. Delegations of authority to the
Bureau of Federal Credit Unions. The
Tunctions, powers, . and duties of the
Bureau of Federal Credit Unions under
the Federal Credit Union Act, as
amended (Public Law 86-354; 12 U.S.C.
1751-1772), shall be exercised by the
Director of the Bureau of Federal Credit
U’“OHSI under the general direction and
Supervision of the Commissioner of
Social Security.

FEDERAL

NOTICES

8-E. Reservations of authority. 1. The
Secretary shall serve as a member of the
Board of Trustees of the (1) Federal
Old-Age and Survivors Insurance Trust
Fund, (2) Federal Disability Insurance
Trust Fund, (3) Federal Hospital In-
surance Trust Fund, and (4) Federal
Supplementary Medical Insurance Trust
Fund. During the absence of the Secre-
tary, the Under Secretary or the Assist-
ant Secretary for Legislation shall
serve. During the absence or disability
of the Secretary, the Under Secretary,
and the Assistant Secretary for Legis-
lation, the Commissioner of Social Se-
curity shall represent the Secretary.

2. Authority conferred by sections
218(j), 706, 1813(b) (2), 1839(b) (2), and
1867 of the Social Security Act, as
amended, shall be exercised only by the
Secretary.

3. Authority to terminate agreements
with States entered into pursuant to
section 1864 of the Social Security Act,
as amended, shall be exercised only by
the Secretary.

4. Authority contained in subpara-
graph 8-Dic of this Statement may be
redelegated only to the Deputy Commis-
sioner of Social Security.

5. Authority conferred by section
218(g) (2) of the Social Security Act, as
amended, shall be exercised only by the
Commissioner and Deputy Commissioner
of Social Security. Notwithstanding such
limitation, the Commissioner may re-
delegate the authority to terminate an
agreement with respect to one or more
coverage groups in any case where a
State waives the required notice and
hearing provided in section 218(g) (2) of
the Act, as amended, and consents to
the removal of a group or groups from
the agreement because the group(s) is
dissolved, or is no longer legally able
to function although not legally dis-
solved.

6. Authority conferred by section
218(s) of the Social Security Act, as
amended, shall be exercised only by the
Commissioner of Social Security. Not-
withstanding such limitation, the Com-
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missioner may redelegate the authority
to grant, upon application by a State
and for “good cause” shown, extensions
of the time allowed for filing additional
information or argument in connection
with a request for review filed pursuant
to section 218(s).

7. Authority conferred by section
1866(d) of the Social Security Act, as
amended, to withhold payment for in-
patient hospital services or for post-
hospital extended care services for fail-
ure to make timely utilization reviews,
shall be exercised only by the Com-
missioner and Deputy Commissioner of
Social Security.

8. Authority conferred by sections
1816(b) and 1842(b)(2) of the Social
Security Act, as amended, where the
determination is that an agency, or-
ganization, or carrier will be unable to
carry out the terms of an agreement
(contract), shall be exercised only by
the Commissioner of Social Security.

9. Authority conferred by sections
1816(e) (2) and 1842(b) (4) to terminate
an agreement (contract) with an agency,
organization, or carrier shall be exercised
only by the Commissioner of Social Se-
curity: Provided further, That he shall
exercise such authority only after

a. Such agency, organization, or car-
rier has been given an opportunity to
request (within such time as is provided
for by regulations) the Secretary to re-
view the Commissioner’s conclusions and
findings and, where such request is made.

b. The Secretary has declined to re-
view or has concurred in the Commis-
sioner’s proposal to terminate such agree-
ment (contract).

10. Agreements and modifications of
agreements under section 218, 221(b),
1816(a), 1842(a), 1843(a), 1864(a),
1866(a), or 1874 of the Social Security
Act, as amended, shall be reviewed by
the Office of the General Counsel for
legal form and substance.

8-F. Redelegation of authority. Unless
otherwise stated, authority delegated in
section 8-D of this statement may be
redelegated.

Exnimsmr X8-1

SOCIAL SECURITY

ADMINISTEATION

PERMANENT OFFICES

Type of office Address zp
code
Alabama:
Andalusia._ .. ... Branch Office. .- oo oo ... 408 South Three-Notch St,, Post Office Drawer 36420
; 47.
Anniston_.. ... District Office.. ... 301 East 13th 8t., Post Office Box98... 36201
L R N SR NS 118-18th St. North. 35020
Birmingham.________________ [ £ . 2121 8th Ave. North.. 35203
Hearings and A ppeals - 908 South 20th St 35205
Payment Center_ __. = 3d Ave, and 23d St 35203
Decatur . District Office....... -~ 400 Wells 8t. NE,, Post Office Box 489.. 35601
Dothan. . i [ e g e s Ll A AR 100 West Troy St., Post Office Box2107_ . 36301
Florence. ... i --- 412 South Court St., Post Office Box 776...______ 35030
Gadsden_... do_ --~ 201 College Bt., Post Office Box050... .. " 35902
Huntsville.. -do_ --~ 2318 Whitesburg Dr, S8outh, Post Offico Box1488_ 35807
()3 oL S S W 4 (L S N I T --. 218 St. Francis 5t., Post Office BoxE._ ________ 36601
Hearingsand Appeals. == 118 North-Royul Bex _Joo 3 0l 0 i) 36602
Montgomery District Office. .. -~ 474 Bouth Court 8t., Post Office Box 4010 86104
Opelika..., -.. 415 ¥irst Ave., Post Office Box 2117. . .. 36801
Selma._____ . - 908 Alsbama Ave_ ... . ... . __ 36701
Talladega..._. -- 138 North Court 8t., Post Office Box 266 - 86160
Tusealooss............. District Office....____—________ 615 Queen City Ave. 35401
Alaska:
Anchorage............. Branch Offiea. -« ooooeoeene. . 17 LTS AR Bk IS St 09501
Juneau__: .. .. 2..... District Office_..__ . ._____ 700 West 0th St., Post Office Box 90801
Arizonny 2
PO it s ks e O s S s AT 1300 North Central Ave,, Post Office Box 13118..° 85002
......... 3083 North Central Ave.........________..._._.___ 85012
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NOTICES

sec. 104(f), 70 Stat. 826, sec. 116, 70 Stat.
833, 74 Stat. 994.

(o) Soclal Security Amendments of 1958
(Public Law 85-840), 72 Stat. 1013, seoc.
314(c) (2), 72 Stat. 1037, sec. 316, 72 Stat.
1040, 74 Stat. 935.

(p) Social Security Amendments of 1960
(Public Law 86-778) , 74 Stat. 924, sec, 101(d),
74 SBtat. 927, sec. 102(1) (3) (B), 74 Stat, 934,
sec. 102(h), 74 Stat. 934, sec. 102(1), 74 Stat.
935, sec. 102(k), 74 Stat. 935, sec. 105(b),
74 Stat. 943, sec. 404(a), 74 Stat. 970.

(q) Social Security Amendments of 1965
(Public Law 89-97), 79 Stat. 286, sec. 102(b),
70 Stat. 332, sec. 103(c), 79 Stat. 334, sec.
109(b), 79 Stat. 340, sec. 316(c), 79 Stat, 386,
sec. 319(c), 79 Stat. 391, sec. 331(c), 79 Stat.
402,

(r) Soclal Security Amendments of 1967
(Public Law 90-248), 81 Stat. 821, seC.
124(a), 81 Stat. 845, sec. 142, 81 Stat. 855,
sec. 163, 81 Stat. 872, sec. 170, 81 Stat. 875.

(s) Other Soclal BSecurity Act Amend-
ments, Public Law 85-227 (Aug. 30, 1957),
71 Stat. 512, sec. 2, 71 Stat. 512; Public Law
85-239 (Aug. 80, 1967), 71 Stat. 521, sec. 8,
71 Stat. 522; Public Law 86-284 (Sept. 16,
1959), 73 Stat. 566, see. 3, 73 Stat. 566; Public
Law 87-878 (Oct. 24, 1962), 76 Stat. 1202.

(t) Title 88, United States Code (Public
Law 85-857), 72 Stat. 1105, sec. 422, 72 Stat.
1132, 75 Stat. 566, sec. 3001, 72 Stat. 1225,
sec. 3005, 72 Stat. 1226.

(W) Trading With the Enemy Act of 1917,
40 Stat. 411, sec. 36(a), 60 Stat. 925,

(Sec. 8, Reorganization Plan No, 1 of 1953)
Dated: April 5, 1968.

DonaLp F. SIMPSON,
Assistant Secretary
for Administration.

[FR. Doc. 68-4385; Filed, Apr. 15, 1968;
8:456 am.]
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Title 26—INTERNAL REVENUE

* Chapter I—Internal Revenue Service,

Depariment of the Treasury

SUBCHAPTER A—INCOME TAX
[TD. 6952]

PART 1—INCOME TAX; TAXABLE
YEARS BEGINNING AFTER DECEM-
BER 31, 1953

Allocation of Income and Deductions
Among Taxpayers:

On April 1, 1965, notice of proposed
rule making with respect to amendment
of the Income Tax Regulations (26 CFR
Part 1) under section 482 of the Internal
Revenue Code of 1954 (relating to allo-
cation of income and deductions among
taxpayers) was published in the FEDERAL
REGISTER (30 F.R. 4256). On August 2,
1966, the notice of April 1, 1965, was
withdrawn and a new notice of proposed
rule making with respect to amendment
of the Income Tax Regulations under
section 482 and with respect to amend-
ment of the Income Tax Regulations
under section 861 (relating to the deter-
mination of sources of income) was pub-
lished in the Feperar REGISTER (31 F.R.
10394). After consideration of all such
relevant matter as was presented by in-
terested persons regarding the rules pro-
posed, the amendment under section 482
is hereby adopted to read as set forth
below. Section 1.861-8 continues in effect
under notice of proposed rule making
and will be given further consideration
before final action is taken thereon.

§ 1.482-1 Allocation of income and de-
ductions among taxpayers,

(a) Definitions. When used in this sec-
tion and in § 1.482-2—

- * & * *

(d) Method of allocation. (1) The
method of allocating, apportioning, or
distributing income, deductions, credits,
and allowances to be used by the district
director in any case, including the form
of the adjustments and the character
and source of amounts allocated, shall be
determined with reference to the sub-
stance of the particular transactions or
arrangements which result in the avoid-
ance of taxes or the failure to clearly
reflect income. The appropriate adjust-
ments may take the form of an increase
or decrease in gross income, increase or
decrease in deductions (including depre-
ciation), increase or decrease in basis of
assets (including inventory), or any
other adjustment which may be ap-
propriate under the circumstances. See
§ 1.482-2 for specific rules relating to
methods of allocation in the case of
several types of business transactions.

(2) Whenever the district director
makes adjustments to the income of one
member of a group of controlled tax-
payers (such adjustments being referred
to in this paragraph as “primary” adjust-
ments) he shall also make appropriate
correlative adjustments to the income
of any other member of the group in-
volved in the allocation. The correlative

RULES AND REGULATIONS

adjustment-shall actually be made if the
U.S. income tax liabllity of the other
member would be affected for any pend-
ing taxable year. Thus, if the distriet

director makes an allocation of in-.

come, he shall not only increase the
income of one member of the group,
but shall decerase the income of the
other member if such adjustment
would have an effect on the U.S. income
tax liability of the other member for any
pending taxable year. For the purposes
of this subparagraph, a “pending taxable
year” is any taxable year with respect to
which the U.S. income tax return of the
other member has been filed by the time
the allocation is made, and with respect
to which a credit or refund is not barred
by the operation of any law or rule of
law. If a correlative adjustment is not
actually made because it would have no
effect on the U.S. income tax liability of
the other member involved in the alloca-
tion for any pending taxable year, such
adjustment shall nevertheless be deemed
to have heen made for the purpose of
determining the U.S. income tax liability
of such member for a later taxable year,
or for the purposes of determining the
U.S. income tax liability of any person
for any taxable year. The district director
shall furnish to the taxpayer with respect
to which the primary adjustment is made
a written statement of the amount and
nature of the correlative adjustment
which is deemed to have been made. For
purposes of this subparagraph, a primary
adjustment shall not be considered to
have been made (and therefore a correl-
ative adjustment is not required to be
made) until the first occurring of the
following events with respect to the
primary adjustment:

(i) The date of assessment of the tax
following execution by the taxpayer of a
Form 870 (Waiver of Restrictions on As-
sessment and Collection of Deficiency
in Tax and Acceptance of Overassess-
ment) with respect to such adjustment.

(ii) Acceptance of a Form 870-AD
(Offer of Waiver of Restriction on As-
sessment and Collection of Deficiency in
Tax and Acceptance of Overassessment),

(iii) Payment of the deficiency,

(iy) Stipulation in the Tax Court of
the United States, or

(v) Final determination of tax liabil-
ity by offer-in-compromise, closing
agreement, or court action.

The principles of this subparagraph may
be illustrated by the following examples
in each of which it is assumed that X
and Y are members of the same group of
controlled entities and that they regular-
ly compute their incomes on the basis
of a calendar year:

Ezample (1), Assume that in 1968 the dis-
trict director proposes to adjust X's income
for 1966 to refleet an arm's length rental
charge for Y's use of X's tangible property
in 1966; that X consents to an assessment
reflecting such adjustment by executing a
Waliver, Form 870; and that an assessment of
the tax with respect to such adjustment is
made In 1968. The primary adjustment is
therefore considered to have been made In
1968. Assume further that both X and Y are
United States corporations and that Y had
net operating losses in 1963, 1064, 1065, 1966,

and 1967. Although a correlative adjustment
would not have an effect on Y's U.S. Income
tax llability for any pending taxable year, an
adjustment Increasing Y's net operating loss
for 1966 shall be deemed to have been made
for the purposes of determining ¥'s US. in-
come tax liability for 1968 or a later taxable
year to which the increased operating loss
may be carried. The district director shall
notify X in writing of the amount and nature
of the adjustment which is deemed to have
been made to Y.

Example (2). Assume that X and Y are
United States corporations; that X is in the
business of rendering engineering services;
that in 1968 the district director proposes to
adjust X’s income for 1966 to reflect an arm’s
length fee for the rendition of engineering
services by X in 1966 relating to the construc-
tion of ¥’s factory; that X consents to an
assessment reflecting such adjustment by
executing a Waiver, Form 870; and that an
assessment of the tax with respect to such
adjustment is made in 1968. Assume further
that fees for such services would properly
constitute a capital expenditure by Y, and
that Y does not place the factory in service
until 1969, Although a correlative adjustment
(increase in basis) would not have an effect
on Y's U.B. income tax labllity for a pending
taxable year, an adjustment increasing the
basis of ¥’s assets for 1966 shall be deemed
tc have been made in 1968 for the purpose of
computing allowable depreciation or gain or
loss on disposition for 1869 and any future
taxable year. The district director shall notify
X In writing of the amount and nature of the
adjustment which is deemed to have been
made to Y.

Ezample (3). Assume that X is a US.
taxpayer and Y is a foreign taxpayer not
engaged In a trade or business in the United
States; that in 1968 the district director
proposes to adjust X’s income for 1968 to
reflect an arm’s length interest charge on &
loan made to Y; that X consents to an assess-
ment reflecting such allocation by executing
a Waiver, Form 870; and that an assessment
of the tax with respect to such adjustment
is made in 1968. Although a correlative ad-
justment would not have an effect on Y's
U.S. income tax liability, an adjustment in
¥’s income for 1966 shall be deemed to have
been made In 1968 for the purposes of de-
termining the amount of Y's earnings and
profits for 1966 and subsequent years, and of
any other effect it may have on any person’s
U.S. income tax liability for any taxable year.
The district director shall notify X in writing
of the amount and nature of the allocation
which is deemed to have been made to Y.

(3) In making distributions, appor-
tionments, or allocations between two
members of a group of controlled entities
with respect to particular transactions,
the district director shall consider the
effect upon such members of an arrange-
ment between them for reimbursement
within a reasonable period before Or
after the taxable year if the taxpaver
can establish that such an arrangement
in fact existed during the taxable year
under consideration. The district direc-
tor shall also consider the effect of any
other nonarm’s length transaction be-
tween them in the taxable year which, if
taken into account, would result in a set
off against any allocation which would
otherwise be made, provided the tax-
payer is able to establish with reason-
able specificity that the transaction was
not at arm’s length and the amount of
the appropriate arm’s length charge. For
purposes of the preceding sentence, the
term arm’s length refers to the amounb
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which was charged or would have been
charged in independent transactions
with unrelated parties under the same
or similar circumstances considering all
the relevant facts and without regard to
the rules found in § 1.482-2 by which
certain charges are deemed to be equal
to arm’s length. For example, assume
that one member of a group performs
services which benefit a second member,
which would in itself require an alloca~-
tion to reflect an arm’s length charge
for the performance of such services. As-
sume further that the first member can
establish that during the same taxable
vear the second member engages in other
nonarm’s length transactions which ben-
efit the first member, such as by selling
products to the first member at a dis~
count, or purchasing products from the
first member at a premium, or paying
royalties to the first member in an ex-
cessive amount, In such case, the value
of the benefits received by the first mem-
ber as a result of the other activities will
be set-off against the allocation which
would otherwise be made. If the effect of
the set-off is to change the characteriza-
tion or source of the income or deduc-
tions, or otherwise distort taxable in-
come, in such a manner as to affect the
United States tax liability of any mem-
ber, allocations will be made to reflect
the correct amount of each category of
income or deductions. In order to estab-
lish that a set-off to the adjustments
proposed by the district director is ap-
propriate, the taxpayer must notify the
district director of the basis of any
claimed set-off at any time before the
expiration of the period ending 30 days
after the date of a letter by which the
district director transmits an examina-
tion report notifying the taxpayer of
proposed adjustments or before July 186,
1968, whichever is later. The principles
of this subparagraph may be illustrated
by the following examples, in each of
which it is assumed that P and S are
calendar year corporations and are both
members of the same group of controlled
entities:

Ezample (1). P performs services in 1966
for the benefit of S in connection with S's
manufacture and sale of a product. S does
hot pay P for such seryices in 1966, but in
consideration for such services, agrees in 1966
to pay P a percentage of the amount of sales
OI the product in 1966 through 1970. In 1966
it appeared this agreement would provide
adequate consideration for the services. No
allccation will be made with respect to the
services performed by P.

Ezample (2). P renders services to 8 in
connection with the construction of S's fac-
tory. An arm’s length charge for such sery-
ices, determined under paragraph (b) of
§ 1.482-2, would be $100,000. During the same
taxable year P make available to S a machine
to be used in such construction. P bills S
$125,000 for the services, but does not bill for
the use of the machine. No allocation will be
made with respeet to the excessive charge for
services or the undercharge for the machine
I P can establish that the excessive charge
-’"i!!'\'lccs was equal to an arm’s length charge
for the use of the machine, and If the taxable
income and income tax labilities of P and
§ are not distorted.

Ezample (3). Assume the same facts as in
txample (2), except that, if P had reported
525,000 as rental income and $25,000 less
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service income, it would have been subject
to the tax on personal holding companies, Al-
locations will be made to reflect the correct
amounts of rental income and service income.

(4) If the members of a group of con-
trolled taxpayers engage in transactions
with one another, the district director
may distribute, apportion, or allocate in-
come, deductions, credits, or allowances
to reflect the true taxable income of the
individual members under the standards
set forth in this section and in § 1.482-2
notwithstanding the fact that the ulti-
mate income anticipated from a series of
transactions may not be realized or is
realized during a later period. For ex-
ample, if one member of a controlled
group sells a product at less than an
arm’s length price to a second member
of the group in one taxable year and the
second member resells the product to an
unrelated party in the next taxable year,
the district director may make an ap-
propriate allocation to reflect an arm’s
length price for the sale of the product
in the first taxable year, notwithstand-
ing that the second member of the group
had not realized any gross income from
the resale of the product in the first year.
Similarly, if one member of a group lends
money to a second member of the group
in a taxable year, the district director
may make an appropriate allocation to
reflect an arm’s length charge for in-
terest during such taxable year even if
the second member does not realize in-
come during such year, The provisions
of this subparagraph apply even if the
gross income contemplated from a series
of transactions is never, in fact, realized
by the other members,

(5) Section 482 may, when necessary
to prevent the avoidance of taxes or to
clearly reflect income, be applied in cir-
cumstances described in sections of the
Code (such as section 351) providing for
nonrecognition of gain or less. See, for
example, ‘“National Securities Corpora-
tion v. Commissioner of Internal Reve-
nue”, 127 F. 2d 600 (3d Cir. 1943), cert.
denied 320 U.S. 794 (1943).

(6) If payment or reimbursement for
the sale, exchange, or use of property, the
rendition of services, or the advance of
other consideration among members of
a group of controlled entities was pre-
vented, or would have been prevented, at
the time of the transaction because of
currency or other restrictions imposed
under the laws of any foreign country,
any distributions, apportionments, or al-
locations which may be made under sec-
tion 482 with respect to such transactions
may be treated as deferrable income or
deductions, providing the taxpayer has,
for the year to which the distributions,
apportionments, or allocations relate,
elected to use a method of accounting in

which the reporting of deferrable income
is deferred until the income ceases to be
deferrable income. Under such method
of accounting, referred to in this section
as the deferred income method of ac-
counting, any payments or reimburse-
ments which were prevented or would
have been prevented, and any deductions
attributable directly or indirectly to such
payments or reimbursements, shall be
deferred until they cease to be deferrable
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under such method of accounting. If
such method of accounting has not been
elected with respect to the taxable year
to which the allocations under section
482 relate, the taxpayer may elect such
method with respect to such allocations
(but not with respect to other deferrable
income) at any time before the first oc-
curring of the following events with re-
spect to the allocations:

(i) Execution by the taxpayer of Form
870 (Waiver of Restrictions on Assess-
ment and Collection of Deficiency in Tax
and Acceptance of Overassessment) ;

(ii) Expiration of the period ending
30 days after the date of a letter by which
the district director transmits an exami-
nation report notifying the taxpayer of
proposed adjustments reflecting such al-
locations or before July 16, 1968, which-
ever is later; or

(iii) Execution of a closing agreement
or offer-in-compromise.

The principles of this subparagraph may
be illustrated by the following example
in which it is assumed that X, a domestic
corporation, and Y, a foreign corpora-
tion, are members of the same group of
controlled entities:

Ezample. X, which is in the business of
rendering a certaln type of service to un-
related parties, renders such services for the
benefit of ¥ in 1965. The direct and indirect
costs allocable to such services are $80,000,
and an arm’s length charge for such services
is $100,000. Assume that the district director
proposes to increase X's income by $100,000,
but that the country in which Y is located
would have blocked payment in 1965 for
such services. If, prior to the first occurring
of the events described in subdivisions (1),
(11), or (iii) of this subparagraph, X elects
to use the deferred income method of ac-
counting with respect to such allocation,
the $100,000 allocation and the $60,000 of
costs are deferrable until such amounts cease
to be deferrable under X's method of ac-

counting,

§ 1.482-2 Determination of taxable in-
come in specific situations.

(a) Loans or advances—(1) In gen-
eral. Where one member of a group of
controlled entities makes a loan or ad-
vance directly or indireectly to, or other-
wise becomes a creditor of, another mem-
ber of such group, and charges no in-
terest, or charges interest at a rate which
is not equal to an arm’s length rate as
defined in subparagraph (2) of this para-
graph, the district director may make
appropriate allocations to reflect an arm's
length interest rate for the use of such
loan or advance.

(2) Arm's length interest rate. For the
purposes of this paragraph, the arm's
length interest rate shall be the rate
of interest which was charged, or would
have been charged at the time the in-
debtedness arose, in independent trans-
actions with or between unrelated
parties under similar circumstances. All
relevant factors will be considered, in-
cluding the amount and duration of the
loan, the security inveolved, the credit
standing of the borrower, and the in-
terest rate prevailing at the situs of the
lender or creditor for comparable loans.
If the creditor was not regularly engaged
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in the business of making loans or ad-
vances of the same general type as the
loan or advance in question to unrelated
parties, the arm’s length rate for pur-
poses of this paragraph shall be—

(1) The rate of interest actually
charged if at least 4 but not in excess
of 6 percent per annum simple interest,

(ii) 5 percent per annum simple in-
terest if no interest was charged or if the
rate of interest charged was less than 4,
or in excess of 6 percent per annum
simple interest,

unless the taxpayer establishes a more
appropriate rate under the standards set
forth in the first sentence of this sub-
paragraph. For purposes of the preceding
sentence if the rate actually charged is
greater than 6 percent per annum simple
interest and less than the rate deter-
mined under the standards set forth in
the first sentence of this subparagraph,
or if the rate actually charged is less than
4 percent per annum simple interest and
greater than the rate determined under
the standards set forth in the first sen-
tence of this subparagraph, then the rate
actually charged shall be deemed to be a
more appropriate rate under the stand-
ards set forth in the first sentence of this
subparagraph. Notwithstanding the other
provisions of this subparagraph if the
loan or advance represents the proceeds
of a loan obtained by the lender at the
situs of the borrower the arm’s length
rate shall be equal to the rate actually
paid by the lender increased by an
amount which reflects the costs or deduc-
tions incurred by the lender in borrowing
such amounts and making such loans,
unless the taxpayer establishes a more
appropriate rate under the standards set
forth in the first sentence of this
subparagraph.

(3) Loans or advances to which sub-
paragraph (1) applies. Subparagraph
(1) of this paragraph applies to all forms
of bona fide indebtedness and includes:

(i) Loans or advances of money or
other consideration (whether or not evi-
denced by a written instrument), and

(i) Indebtedness arising in the ordi-
nary course of business out of sales,
leases, or the rendition of services by or
between members of the group, or any
other similar extension of credit.

Subparagraph (1) of this paragraph does
not apply to alleged indebtedness which
vas in fact a contribution of capital or a
distribution by a corporation with re-
spect to its shares. The interest period
shall commence at the date the indebted-
ness arises, except that with respect to
indebtedness described in subdivision
(ii) of this subparagraph that is not evi-
denced by a written instrument requiring
payment of interest, the interest period
shall not commence until a date 6
months after the date the indebtedness
arises, oruntil a later date if the taxpayer
is abhle to demonstrate that either it or
others in its industry, as a regular trade
practice, permit comparable balances in
the case of similar transactions with un-

related parties to remain outstanding for,

a longer period without charging inferest.
For the purpose of determining the pe-
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riod of time for which a balance is out-
standing, payments or credits shall be
applied against the earliest balance out-
standing, unless the taxpayer applies
such payments or credits in some other
order on its books in accordance with an
agreement or understanding of the par-
ties if the taxpayer can demonstrate that
either it or others in its industry, as a
regular trade practice, enter into such
agreements or understandings.

(b) Performance of services jor
another—(1) General rule. Where one
member of a group of controlled entities
performs marketing, managerial, admin-
istrative, technical, or other services for
the benefit of, or on behalf of another
member of the group without charge, or
at a charge which is not equal to an
arm’s length charge as defined in sub-~
paragraph (3) of this paragraph, the
district director may make appropriate
allocations to reflect an arm’s length
charge for such services.

(2) Benefit test. (i) Allocations may
be made to refiect arm’s length charges
with respect to services undertaken for
the joint benefit of the members of a
group of controlled entities, as well as
with respect to services performed by
one member of the group exclusively for
the benefit of another member of the
group. Any allocations made shall be
consistent with the relative benefits in-
tended from the services, based upon
the facts known at the time the serv-
ices were rendered, and shall be made
even if the potential benefits anticipated
are not realized. No allocations shall
be made if the probable benefits to the
other members were so indirect or re-
mote that unrelated parties would not
have charged for such services. In gen-
eral, allocations may be made if the
service, at the time it was performed, re-
lated to the carrying on of an activity
by another member or was intended to
benefit another member, either in the
member’s overall operations or in its
day-to-day activities. The principles of
this subdivision may be illustrated by the
following examples in each of which it
is assumed that X and Y are corporate
members of the same group of controlled
entities:

Ezample (1). X’s International Division
engages in a wide range of sales promotion
activities, Although most of these activities
are undertaken exclusively for the benefit
of X's international operations, some are in-
tended to jointly benefit both X and Y and
others are undertaken exclusively for the
benefit of ¥, The district director may make
an allocation to reflect an arm’s length
charge with respect to the actlvities under-
taken for the joint benefit of X and ¥ con-
sistent with the relative benefits intended
as well as with respect to the services per-
formed exclusively for the benefit of Y.

Ezampile (2). X operates an international
airline, and Y owns and operates hotels in
several cities which are serviced by X, X,
in conjunction with its advertising of the
airline, often pictures Y’s hotels and men-
tions Y's name. Although such advertising
was primarily intended to benefit X'’s air-
line operations, it was reasonable to an-
ticipate that there would be substantial
benefits to ¥ resulting from patronage by
travelers who responded to X's advertising.
Since an unrelated hotel operator would
have been charged for such advertising, the

district director may make an appropriate
allocation to reflect an arm’s length charge
consistent with the relative benefits in.
tended.

Example (3). Assume the same facts as in
Example (2) except that X's advertising
neither mentions nor pictures Y’s hotels,
Although it Is reasonable to anticipate that
increased air travel attributable to X's adver-
tising will result in some benefit to Y due to
increased patronage by air travelers, the dis-
trict director will not make an allocation with
respect to such advertising since the probable
bengfit to Y was so indirect and remote that
an unrelated hotel operator would not have
been charged for such advertising,

(ii) Allocations will generally not be’
made if the service is merely a duplica-
tion of a service which the related party
has independently performed or is per-
forming for itself. In this connection, the
ability to independently perform the
service (in terms of qualification and
availability of personnel) shall be taken
into account. The principles of this sub-
division may be illustrated by the follow-
ing examples, in each of which it is
assumed that X and Y are corporate
members of the same group of controlled
entities:

Ezample (1). At the request of Y, the
financial staff of X makes an analysis to
determine the amount and source of the
borrowing needs of Y. Y does not have per-
sonnel qualified to make the analysis, and
it does not undertake the same analysis,
The district director may make an appro-
priate allocation to reflect an arm’s length
charge for such analysis,

Ezample (2). Y, which has a qualified fi-
nancial staff, makes an analysis to determine
the amount and source of its borrowing
needs. Its report, recommending a loan from
a bank, is submitted to X. X's financial staff
reviews the analysis to determine whether
X should advise Y to reconsider its plan. No
allocation should be made with respect fo
X's review.

(3) Arm’s length charge. For the pur-
pose of this paragraph an arm’s length
charge for services rendered shall be the
amount which was charged or would
have been charged for the same or simi-
lar services in independent transactions
with or between unrelated parties un-
der similar circumstances considering all
relevant facts. However, except in the
case of services which are an integral
part of the business activity of either the
member rendering the services or the
member receiving the benefit of the serv-
ices, the arm’s length charge shall be
deemed to be equal to the costs or de-
ductions incurred with respect to such
services by the member or members ren-
dering such services unless the taxpayer
establishes a more appropriate charge
under the standards set forth in the first
sentence of this subparagraph.

(4) Costs or deductions to be taken
into account. (1) Where the amount of
an arm’s length charge for services is
determined with reference to the costs
or deductions incurred with respect to
such services, it is necessary to take into
account on some reasonable basis all the
costs or deductions which are directly
or indirectly related to the service per-
formed.
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(il) Direct costs or deductions are
those identified specifically with a par-
ticular service. These include, but are
not limited to, costs or deductions for
compensation, bonuses, and travel ex-
s attributable to employees directly
gzed in performing such services, for
rial and supplies directly consumed
in rendering such services, and for other
costs such as the cost of overseas cables in
connection with such services.

(iii) Indivect costs or deductions are
those which are not specifically identified
with a particular activity or service but
which relate to the direct costs referred
to in subdivision (ii) of this subpara-

erally include costs or deductions with
respect to utilities, occupancy, supervi-
sory and clerical compensation, and other
overhead burden of the department in-
curring the direct costs or deductions re-
ferred to in subdivision (ii) of this sub-
paragraph, Indirect costs or deductions
also zenerally include an appropriate
share of the costs or deductions relating
to supporting departments and other
applicable general and administrative ex-
penses to the extent reasonably allocable
to a particular service or activity. Thus,
for example, if a domestic corporation’s
advertising department performs services
for the direct benefit of a foreign subsidi-
ary, in addition to direct costs of such
department, such as salaries of employ-
ees and fees paid to advertising agencies
or consultants, which are attributable to
such foreign advertising, indirect costs
must be taken into account on some rea-
sonable basis in determining the amount
of costs or deductions with respect to
which the arm’s length charge to the for-
eign subsidiary is to be determined. These
generally include depreciation, rent,
property taxes, other costs of occupancy,
and other overhead costs of the adver-
tising department itself, and allocations
of costs from other departments which
service the advertising department, such
as the personnel, accounting, payroll, and
maintenance departments, and other ap-
plicable general and administrative ex-
penses including compensation of top
management.

(5) Costs and deductions not to be
taken into account, Costs or deductions
of the member rendering the services
which are not to be taken into account
in determining the amount of an arm'’s
length charge for services include—

(1) Interest expense on indebtedness
not incurred specifically for the benefit
of another member of the group,

(i) Expenses associated with the is-
suance of stock and maintenance of
sha{gholder relations, and

(i) Expenses of compliance with reg-
ulations or policies imposed upon the
member rendering the services by its
government which are not directly re-
lated to the service in question.

(6) Methods. (i) Where an arm’s

lengt}l charge for services rendered is de-
lel‘m.med with reference to costs or de-
ductions, and a member has allocated
and apportioned costs or deductions to

lrrelgect, arm’s length charges by employ-

in a consistent manner a method of

FEDERAL

RULES AND REGULATIONS

allocation and apportionment which is
reasonable and in keeping with sound
accounting practice, such method will
not be disturbed. If the member has not
employed a method of allocation and
apportionment which is reasonable and
in keeping with sound accounting prac-
tice, the method of allocating and ap-
portioning costs or deductions for the
purpose of determining the amount of
arm’s length charges shall be based on
the particular circumstances involved.

(1i) The methods of allocation and ap-
portionment referred to in this subpara-
graph are applicable both in allocating
and apportioning indirect costs to a par-
ticular activity or service (see subpara-
graph (4) (iii) of this paragraph), and
in allocating and apportioning the total
costs (direct and indirect) of a particular
activity or service where such activity or
service is undertaken for the joint benefit
of two or more members of a group (see
subparagraph (2) (i) of this paragraph).
While the use of one or more bases may
be appropriate under the circumstances,
in establishing the method of allocation
and apportionment, appropriate con-
sideration should be given to all bases
and factors, including, for example, total
expenses, asset size, sales, manufacturing
expenses, payroll, space utilized, and time
spent. The costs incurred by supporting
departments may be apportioned to other
departments on the basis of reasonable
overall estimates, or such costs may be re-
flected in the other departments’ costs
by means of application of reasonable
departmental overhead rates. Allocations
and apportionments of costs or deduc-
tions must be made on the basis of the
full cost as opposed to the incremental
cost, Thus, if an electronic data process-
ing machine, which is rented by the tax~
payer, is used for the joint benefit of it-
self and other members of a controlled
group, the determination of the arm’s
length charge to each member must be
made with reference to the full rent and
cost of operating the machine by each
member, even if the additional use of the
machine for the benefit of the other
members did not increase the cost to the
taxpayer.

(iii) Practices actually employed to
apportion costs or expenses in connection
with the preparation of statements and
analyses for the use of management,
creditors, minority shareholders, joint
venturers, clients, customers, potential
investors, or other parties or agencies
in interest shall be considered by the
district director. Similarly, in determin-
ing the extent to which allocations are
to be made to or from foreign members
of a controlled group, practices employed
by the domestic members of a controlled
group in apportioning costs between
themselves shall also be considered if the
relationships with the foreign members
of the group are comparable to the rela-
tionships between the domestic members
of the group. For example, if, for pur-
poses of reporting to public stockholders
or to a governmental agency, a corpora-
tion apportions the costs attributable to
its executive officers among the domestic
members of a controlled group on a rea-
sonable and consistent basis, and such
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officers exercise comparable control over
foreign members of such group, such do-
mestic apportionment practice will be
taken into consideration in determining
the amount of allocations to be made to
the foreign members.

(7)) [Reserved]

(8) Services rendered in connection
with the transfer of property. Where
tangible or intangible property is trans-
ferred, sold, assigned, loaned, leased, or
otherwise made available in any manner
by one member of a group to another
member of the group and services are
rendered by the transferor to the trans-
feree in connection with the transfer, the
amount of any allocation that may he
appropriate with respect to sach transfer
shall be determined in accordance with
the rules of paragraph (c¢), (d), or (e)
of this section whichever is appropriate
and a separate allocation with respect
to such services under this paragraph
shall not be made. Services are rendered
in connection with the transfer of prop-
erty where such services are merely an-
cillary and subsidiary to the transfer of
the property or to the commencement
of effective use of the property by the
transferee. Whether or not services are
merely ancillary and subsidiary to a
property transfer is a question of fact.
Ancillary and subsidiary services could
be performed, for example, in promoting
the transaction by demonstrating and
explaining the use of the property, or by
assisting in the effective “starting-up’ of
the property transferred, or by perform-
ing under a guarantee relating to such
effective starting-up. Thus, where an
employee of one member of a group, act-
ing under the instructions of his em-
ployer, reveals a valuable secret process
owned by his employer to a related
entity, and at the same time supervises
the integration of such process into the
manufacturing operation of the related
entity, such services could be considered
to be rendered in connection with the
transfer, and, if so considered; shall not
be the basis for a separate allocation.
However, if the employee continues to
render services to the related entity by
supervising the manufacturing operation
after the secret process has been effec-
tively integrated into such operation, a
separate allocation with respect to
such additional services may be made
in accordance with the rules of this
paragraph.

(¢) Use of tangible property—(1)
General rule. Where possession, use, or
occupancy of tangible property owned or
leased by one member of a group of con-
trolled entities (referred to in this para-
graph as the owner) is transferred by
lease or other arrangement to another
member of such group (referred to in
this paragraph as the user) without
charge or at a charge which is not equal
to an arm’s length rental charge (as
defined in subdivision (i) of subpara-
graph (2) of this paragraph), the dis-
trict director may make appropriate al-
locations to properly reflect such arm'’s
length charge. Where possession, use, or
occupancy of only a portion of such
property is transferred, the determina-
tion of the arm'’s length charge and the
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allocation shall be made with reference
to the portion transferred.

(2) Arm’s length charge. (i) For the
purposes of this paragraph, an arm's
length rental charge shall be the amount
of rent which was charged, or would
have been charged for the use of the
same or similar property, during the
time it was in use, in independent trans-
actions with or between unrelated par-
ties under similar circumstances con-
sidering the period and location of the
use, the owner’s investment in the prop-
erty or rent paid for the property, ex-
penses of maintaining the property, the
type of property involved, its condition,
and all other relevant facts. If neither
the owner nor the user was engaged in
the trade or business of renting property,
the arm’s length rental charge for the
taxable year shall be deemed to be equal
to the amount specified in subdivision
(ii) or (iii) of this subparagraph, which-
ever is appropriate, unless the taxpayer
establishes a more appropriate charge
under the standards set forth in the first
sentence of this subdivision, For purposes
of this subdivision, an owner or user shall
be considered to be in the trade or busi-
ness of renting property if it engages in
the trade or business of renting property
of the same general type as the property
in question to unrelated parties. An
owner or user will not be considered to
be engaged in the trade or business of
renting property of the same general type
solely on the basis of casual or infre-
quent rentals of property which is pre-
dominantly used in its trade or business.

(ii) Except as otherwise provided in
subdivision @il) of this subparagraph
the amount referred to in subdivision
(i) of this subparagraph for the taxable
year shall be equal to the sum of the
following amounts attributable to the
property:

(a) The amount which bears the same
ratio to the depreciable basis of the
property divided by the total useful life
of the property in the hands of the
owner as the number of days which the
property is owned by the owner (in the
taxable year) bears to 365. For this pur-
pose, the depreciable basis of the prop-
erty shall be the original cost or other
basis of the property in the hands of the
owner adjusted by items properly charge-
able to capital account (as provided in
§ 1.1016-2) and reduced by estimated
salvage value, but without adjustment
for exhaustion, wear and tear, obsoles-
cence, ete. (as provided in § 1.1016-3).
For this purpose, total useful life, de-
preciable basis, and salvage value shall
be estimated on the basis of facts and
circumstances known to exist at the time
that possession, use, or occupancy of the
property was transferred to the user.
However, if substantial adjustments to
the adjusted basis other than for ex-
haustion, wear and tear, obsolescence,
ete., are made, total useful life, depreci-
able basis, and salvage value shall be
redetermined on the basis of the facts
and circumstances known to exist as of
the time at which such adjustments be-
come substantial. For purposes of the
preceding sentence, adjustments shall be
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considered substantial if at any time
the total adjustments subsequent to the
time at which the property was trans-
ferred to the user or subsequent to the
most recent redetermination under this
subdivision (@), whichever is later, ex-
ceeds 25 percent of the depreciable basis
of the property.

(b) The amount which bears the same
ratio to 3 percent of the depreciable basis
of the property (as determined in sub-
division (ii) (@) of this subparagraph)
as the number of days which the property
is owned by the owner (in the taxable
year) bears to 365.

(c) The amount of all expenses di-
rectly and indirectly connected with the
property paid or accrued by the owner
of the property during the taxable year.
Such expenses include real estate,
personal property, or other taxes on the
property, expenses of maintenance and
repair, cost of utilities, management ex-
penses, and other similar expenses. Such
amount does not include interest expense.

(d) The amount of all expenses di-
rectly and indirectly connected with the
possession, use, or occupancy of the
property by the user paid or accrued by
the owner during the taxable year. Such
expenses include services rendered in
connection with the transfer of the
property within the meaning of para-
graph (b) (8) of this section and other
similar expenses. For purposes of this
subdivision any capital expenditures,
within the meaning of section 263 of the
Code, with respect to the possession, use
or occupancy of the property by the user
incurred in any taxable year shall be
deemed to be expenses paid or accrued
by the owner during the taxable year
to the extent that they may be properly
amortized for the taxable year,

If the property was used by more than
one party (whether related or unrelated)
during the taxable year of the owner,
then only a portion of the sum of the
amounts provided in (a) through (e¢)
of this subdivision shall be taken into
account with respect to each user. Such
portion is that proportion of such sum
which the number of days (in the taxable
year) the property was actually used by
the user bears to the number of days (in
the taxable year) the property was ac-
tually used by all parties (whether re-
lated or unrelated), unless it appears
that some other measure (such as hours
of use) is more appropriate. There must
also be taken into account with respect
to each user those expenses which are
included in the amount provided in (d)
of this subdivision which are attributable
to the possession, use, or occupancy of
the property by the particular user dur-
ing the taxable year of the owner.

(iii) Where possession, use, or occu-
pancy of tangible property leased by the
owner (lessee) is transferred by sublease
or other arrangement to the user, the
amount referred to in subdivision (i) of
this subparagraph shall be equal to all
the deductions claimed by the owner
(lessee) which are attributable to the
property for the period such property
is used by the user. Where only a portion
of such property was transferred, any

allocations shall be made with referencs
to the portion transferred. The deduc.-
tions to be considered include the rent
paid or accrued by the owner (lessee)
during the period of use and all other
deductions directly -and indirectly con-
nected with the property paid or acerued
by the owner (lessee) during such period.
Such deductions include deductions for
maintenance and repair, utilities, man-
agement, and other similar deductions,

(d) Transfer or use of intangible prop-
erty—(1) In general. (1) Except as other~
wise provided in subparagraph (4) of
this paragraph, where intangible prop-
erty or an interest therein is transferred,
sold, assigned, loaned, or otherwise made
available in any manner by one member
of a group of controlled entities (referred
to in this paragraph as the transferor) to
another member of the group (referred
to in this paragraph as the transferee)
for other than an arm’s length consid-
eration, the district director may make
appropriate allocations to reflect an
arm’s length consideration for such prop-
erty or its use. Subparagraph (2) of this
paragraph provides rules for determining
the form an amount of an appropriate
allocation, subparagraph (3) of this
paragraph provides a definition of “in-
tangible property”, and subparagraph
(4) of this paragraph provides rules with
respect to certain cost-sharing arrange-
ments in connection with the develop-
ment of intangible property. For purposes
of this paragraph, an interest in intan-
gible property may take the form of the
right to use such property.

(ii) (@) In the absence of a bona fide
cost-sharing arrangement (as defined in
subparagraph (4) of this paragraph),
where one member of a group of related
entities undertakes the development of
intangible property as a developer within
the meaning of (¢) of this subdivision,
no allocafion with respect to such devel-
opment activity shall be made under the
rules of this paragraph or any other
paragraph of this section (except as pro-
vided in (b) of this subdivision until such
time as any property developed, or any
interest therein, is or is deemed to be
transferred, sold, assigned, loaned, or
otherwise made available in any manner
by the developer to a related entity in a
transfer subject to the rules of this para-
graph, Where a member of the group
other than the developer acquires an in-
terest in the property developed by virtue
of obtaining a patent or copyright, or by
any other means, the developer shall be
deemed to have transferred such interest
in such property to the acquiring mem-
ber in a transaction subject to the rules
of this paragraph. For example, if oné
member of a group (the developer)
undertakes to develop a new patentable
product and the costs of development are
incurred by that entity over a period of
3 years, no allocation with respect to that
entity’s activity shall be made during
such period, The amount of any alloca-
tion that may be appropriate at the ex-
piration of such development period
when, for example, the patent on the
product is transferred, or deemed trans-
ferred, to a related entity for other than
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an arm’s length consideration, shall be
determined in accordance with the rules
of this paragraph.

(b) Where one member of a group
renders assistance in the form of loans,
services, or the use of tangible or in-
tangible property to a developer in con-
nection with an attempt to develop in-
tangible property, the amount of any
allocation that may be appropriate with
respect to such assistance shall be deter-
mined in acecordance with the rules of the
appropriate paragraph or paragraphs of
this section. Thus, where one entity al-
lows a related entity, which is the devel-
oper, to use tangible property, such as
laboratory equipment, in connection with
the development of intangible property,
the amount of any allocation that may be
appropriate with respect to such use shall
be determined in accordance with the
rules of paragraph (c¢) of this section.
In the event that the district director
does not exercise his discretion to make
allocations with respect to the assistance
rendered to the developer, the value of
the assistance shall be allowed as a
set-off against any allocation that the
district director may make under this
paragraph as a result of the transfer
of the intangible property to the entity
rendering the assistance.

(¢) The determination as to which
member of a group of related entities is
a developer and which members of the
group are rendering assistance to the
developer in connection with its develop-
ment activities shall be based upon all
the facts and circumstances of the in-
dividual case., Of all the facts and
circumstances to be taken into account
in making this determination, greatest
weight shall be given to the relative
amounts of all the direct and indirect
costs of development and the correspond-
ing risks of development borne by the
various members of the group, and the
relative values of the use of any intangi-
ble property of members of the group
which is made available without adequate
consideration for use in connection with
the development activity, which property
is likely to contribute to a substantial
extent in the production of intangible
property. For this purpose, the risk to be
borne with respect to development
activity is the possibility that such
activity will not result in the production
of intangible property or that the in-
tangible property produced will not be of
sufficient value to allow for the recovery
of the costs of developing it. A member
will not be considered to have borne the
costs and corresponding risks of develop-
ment unless such member is committed
to bearing such costs in advance of, or
contemporaneously with, their incur-
rence and without regard to the success
of the project. Other factors that may be
f"c«levant in determining which member of
uie group is the developer include the
location of the development activity, the
capabilities of the various members to
carry on the project independently, and
the degree of control over the project
exercised by the various members.

(@) The principles of this subdivison
i) may be illustrated by the following
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examples in which it is assumed that X
and Y are corporate members of the same
group:

Ezample (1). X, at the request of Y, un-
dertakes to develop a new machine which
will function effectively in the climate in
which Y’s factory is located. Y agrees to bear
all the direct and indirect costs of the project
whether or not X successfully develops the
machine. Assume that X does not make any
of its own intangible property available for
use in connection with the project. The ma-~
chine is successfully developed and Y obtains
possession of the intangible property neces-
sary to produce such machine. Based on the
facts and circumstances as stated, Y shall
be considered to be the developer of the
intangible property and, therefore, Y shall
not be treated as having obtained the prop-
erty in a transfer subject to the rules of
this paragraph. Any amount which may be
allocable with respect to the assistance ren-
dered by X shall be determined in accordance
with the rules of (b) of this subdivision.

Ezample (2). Assume the same facts as in
example (1) except that Y agrees to reim-
burse X for its costs only in the event that
the property is successfully developed, In
such case X is the developer and Y is deemed
to have received the property in a transfer
subject to the rules of this paragraph, There-
fore, the district director may make an allo~
cation to reflect an arm's length considera-
tion for such property.

Ezample (3). In 1967 X undertakes to
develop product M in its research and de-
velopment department. X incurs direct and
indirect costs of $1 million per year in con-
nection with the project in 1967, 1968, and
1969. In connection with the project, X em-
ploys the formula for compound N, which
it owns, and which is likely to contribute
substantially to the success of the project.
The value of the use of the formula for com-
pound N in connection with this project is
$750,000. In 1968, 4 chemists employed by Y
spend 6 months working on the project in
X's laboratory. The salary and other expenses
connected with the chemists’ employment for
that period ($100,000) are paid by Y, for
which no charge is made to X. In 1969,
product M is perfected and Y obtains patents
thereon. X is considered to be the developer
of product M since, among other things, it
bore the greatest relative share of the costs
and risks incurred in connection with this
project and made avallable intangible prop-
erty (formula for compound N) which was
likely to contribute substantially in the de-
velopment of product M, Accordingly, no
allocation with respect to X’s development
activity should be made before 1969. The
property is deemed to have been transferred
to Y at that time by virtue of the fact that
Y obtained the patent rights to product M.
In such case the district director may make
an allocation to reflect an arm's length con-
sideration for such transfer. In the event
that the district director makes such an
allocation and he has not made or does not
make an allocation for 1968 with respect to
the services of the chemists in accordance
with the principles of paragraph (b) of this
section, the value of the assistance shall be
allowed as a set-off against the amount of
the allocation reflecting an arm'’s length con-
sideration for the transfer of the intangible
property.

(2) Arm’s length consideration. (i)
An arm’s length consideration shall be
in a form which is consistent with the
form which would be adopted in trans-
actions between unrelated parties under
the same circumstances. To the extent
appropriate, an arm’s length considera-
tion may take any one or more of the
following forms: (a) Royalties based on
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the transferee’s output, sales, profits,
or any other measure; (b) lump-sum
payments; or (¢) any other form, in-
cluding reciprocal licensing rights, which
might reasonably have been adopted by
unrelated parties under the circum-
stances, provided that the parties can
establish that such form was adopted
pursuant to an arrangement which in
fact existed between them. However,
where the transferee pays nominal or
no consideration for the property or in-
terest therein and where the transferor
has retained a substantial interest in
the property, an allocation shall be pre-
sumed not to take the form of a lump-
sum payment,

(ii) In determining the amount of an
arm's length consideration, the standard
to be applied is the amount that would
have been paid by an unrelated party for
the same intangible property under the
same circumstances. Where there have
been transfers by the transferor to un-
related parties inyolving the same or
similar intangible property under the
same or similar circumstances the
amount of the consideration for such
transfers shall generally be the best in-
dlication of an arm’s length considera-
tion.

(iii) Where a sufficiently similar trans-
action involving an unrelated party can-
not be found, the following factors, to
the extent appropriate (depending upon
the type of intangible property and the
form of the transfer), may be consid-
ered in arriving at the amount of the
arm’s length consideration:

(¢) The prevailing rates in the same
industry or for similar property,

(b) The offers of competing trans-
ferors or the bids of competing trans-
ferees,

(¢) The terms of the transfer, includ-
ing limitations on the geographic area
covered and the exclusive or nonex-
clusive character of any rights granted,

(d) The unigueness of the property
and the period for which it is likely to
remain unique,

(e) The degree and duration of pro-
tection afforded to the property under
the laws of the relevant countries,

(f) Value of services rendered by the
transferor to the transferee in connec-
tion with the transfer within the mean-
ing of paragraph (b) (8) of this section,

(g) Prospective profits to be realized
or costs to be saved by the transferee
through its use or subsequent transfer
of the property,

(h) The capital investment and start-
ing up expenses required of the trans-
feree,

(i) The next subdivision is (),

(7> The availability of substitutes for
the property transferred,

(k) The arm’s length rates and prices
paid by unrelated parties where the
property is resold or sublicensed to such
parties,

() The costs incurred by the trans-
feror in developing the property, and

(m) Any other fact or circumstance
which unrelated parties would have been
likely to consider in determining the
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amount of an arm’s length consideration
for the property.

(3) Definition of intangible property.
(i) Solely for the purposes of this sec-
tion, intangible property shall consist of
the items described in subdivision (i)
of this subparagraph, provided that such
items have substantial value independent
of the services of individual persons.

(ii) The items referred to in subdivi-
sion (i) of this subparagraph are as
follows:

(a) Patents, inventions, formulas,
processes, designs, patterns, and other
similar items;

(b) Copyrights, literary, musical, or
artistic compositions, and other similar
items;

(¢) Trademarks, trade names, brand
names, and other similar items;

(d) Franchises, licenses, contracts,
and other similar items;

(e) Methods, programs, systems, pro-
cedures, campaigns, surveys, studies,
forecasts, estimates, customer lists, tech-
nical data, and other similar items.

(4) Sharing of costs and risks. Where
a member of a group of controlled en-
tities acquires an interest in intangible
property as a participating party in a
bona fide cost sharing arrangement with
respect to the development of such in-
tangible property, the distriet director
shall not make allocations with respect
to such acquisition except as may be ap-
propriate to reflect each participant’s
arm’s length share of the cost and risks
of developing the property. A bona fide
cost sharing arrangement is an agree-
ment, in writing, between two or more
members of a group of controlled entities
providing for the sharing of the costs and
risks of developing intangible property in
return for a specified inferest in the in-
tangible property that may be produced.
In order for the arrangement to gualify
as a bona fide arrangement, it must
reflect an effort in good faith by the par-
ticipating members to bear their respec-
tive shares of all the costs and risks of
development on an arm’s length basis.
In order for the sharing of costs and risks
to be considered on an arm’s length
basis, the terms and conditions must be
comparable to those which would have
been adopted by unrelated parties
similarly situated had they entered into
such an arrangement,

(e) Sales of tangible property—(1) In
general. (1) Where one member of a
group of controlled entities (referred to
in this paragraph as the “seller”) sells or
otherwise disposes of tangible property to
another member of such group (referred
to in this paragraph as the “buyer”) at
other than an arm’s length price (such
a sale being referred to in this paragraph
as a “‘controlled sale”), the district di-
rector may make appropriate allocations
between the seller and the buyer to re-
flect an arm’s length price for such sale
or disposition. An arm’s length price is
the price that an unrelated party would
have paid under the same circumstances
for the property involved in the con-
trolled sale. Since unrelated parties nor-
mally sell products at a profit, an arm’s
length price normally involves a profit to
the seller,
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(i) Subparagraphs (2), (3), and (4)
of this paragraph describe three methods
of determining an arm’s length price and
the standards for applying each method.
They are, respectively, the comparable
uncontrolled price method, the resale
price method, and the cost plus method.
If there are comparable uncontroiled
sales as defined in subparagraph (2) of
this paragraph, the comparable uncon-
trolled price method must be utilized be-
cause it is the method likely to result in
the most accurate estimate of an arm’s
length price (for the reason that it is
based upon the price actually paid by
unrelated parties for the same or similar
products). If there are no comparable
uncontrolled sales, then the resale price
method must be utilized if the standards
for its application are met because it is
the method likely to result in the next
most accurate estimate in such instances
(for the reason that, in such instances,
the arm’s length price determined under
such method is based more directly upon
actual arm’s length transactions than is
the cost plus method). A typical situation
where the resale price method may be
required is where a manufacturer sells
products to a related distributor which,
without further processing, resells the
products in uncontrolled transactions, If
all the standards for the mandatory ap-
plication of the resale price method are
not satisfied, then, as provided in sub-
paragraph (3) (iii) of this paragraph,
either that method or the cost plus
method may be used, depending upon
which method is more feasible and is
likely to result in a more accurate esti-
mate of an arm’s length price. A typical
situation where the cost plus method may
be appropriate is where a manufacturer
sells products to a related entity which
performs substantial manufacturing, as-
sembly, or other processing of the product
or adds significant value by reason of its
utilization of its intangible property prior
to resale in uncontrolled transactions.

(iii) Where the standards for applying
one of the three methods of pricing de-
scribed in subdivision (ii) of this sub-
paragraph are met, such method must,
for the purposes of this paragraph, be
utilized unless the taxpayer can establish
that., considering all the facts and
circumstances, some method of pricing
other than those described in subdivi-
sion (ii) of this subparagraph is clearly
more appropriate. Where none of the
three methods of pricing described in
subdivision (ii) of this subparagraph
can reasonably be applied under the
facts and circumstances as they exist
in a particular case, some appropriate
method of pricing other than those
described in subdivision (ii) of this sub-
paragraph, or variations on such meth-
ods, can be used.

(iv) The methods of determining
arm’s length prices described in this sec-
tion are stated in terms of their applica-
tion to individual sales of property.
However, because of the possibility that
a taxpayer may make controlled sales of
many different products, or many
separate sales of the same product, it
may be impractical to analyze every sale
for the purposes of determining the

arm's length price. It is therefore per-
missible to determine or verify arm’s
length prices by applying the appropriate
methods of pricing to product lines or
other groupings where it is impractical
to ascertain an arm’s length price for
each product or sale. In addition, the
district director may determine or verify
the arm'’s length price of all sales to a
related entity by employing reasonable
statistical sampling techniques.

(2) Comparable wuncontrolled price
method. (1) Under the method of pricing
described as the ‘“‘comparable uncon-
trolled price method”, the arm's length
price of a controlled sale is equal to the
price paid in comparable uncontrolled
sales, adjusted as provided in subdivision
(i) of this subparagraph,

(ii) “Uncontrolled sales” are sales in
which the seller and the buyer are not
members of the same controlled group.
These include (a) sales made by a mem-
ber of the controlled group fo an unre-
lated party, (b) sales made to & member
of the controlled group by an unrelated
party, and (c¢) sales made in which the
parties are not members of the controlled
group and are not related to each other,
However, uncontrolled sales do nof in-
clude sales at unrealistic prices, as for
example where a member makes uncon-
trolled sales in small quantities at a price
designed to justify a nonarm’s length
price on a large volume of controlled
sales. Uncontrolled sales are considered
comparable to controlled sales if the
physical property and circumstances in-
volved in the uncontrolled sales are iden-
tical to the physical property and circum-
stances involved in the controlled sales,
or if such properties and circumstances
are so nearly identical that any differ-
ences either have no effect on price, or
such differences can be reflected by &
reasonable number of adjustments to the
price of uncontrolled sales. For this pur-
pose, differences can be reflected by ad-
Jjusting prices only where such differences
have a definite and reasonably- ascertain-
able effect on price. If the differences
can be reflected by such adjustment, then
the price of the uncontrolled sale as
adjusted constitutes the comparable un-
controlled sale price. Some of the differ-
ences which may affect the price of
property are differences in the quality of
the product, terms of sale, intangible
property associated with the sale, time
of sale, and the level of the market and
the geographic market in which the sale
takes place. Whether and to what extent
differences in the various properties and
circumstances affect price, and whether
differences render sales noncomparable,
depends upon the particular circum-
stances and property involved. The
principles of this subdivision may be
illustrated by the following examples, in
each of which it is assumed that X makes
both controlled and uncontrolled sales of
the identical property:

Ezxample (1). Assume that the circum-
stances surrounding the controlled and the
uncontrolled sales are identical, except for
the fact that the controlled sales price 1s &
delivered price and the uncontrolled 5ales
are made f.0.b. X’s factory. Since differences
in terms of transportation and insuranceé

REGISTER, VOL, 33, NO. 74—TUESDAY, APRIL 16, 1968




generally have a definite and reasonably as~
certainable effecy on price, such differences
do not normally render the uncontrolled
sales noncomparable to the controlled sales.

Example (2). Assume that the circum-
stances surrounding the controlled and un-
controlled sales are identical, except for the
fact that X affixes its valuable trademark in
the controlled sales, and does not affix its
trademark in uncontrolled sales. Since the
effects on price of differences in intangible
property assoclated with the sale of tangible
property, such as trademarks, are normally
not reasonably ascertainable, such differences
would normally render the uncontrolled sales
noncomparable,

Example (3). Assume that the eircum-
stances surrounding the controlled and un-
controlled sales are identical except for the
fact that X, a manufacturer of business ma-
chines, makes certain minor modifications in
the physical properties of the machines to
satisfy safety specifications or other specific
requirements of a customer in controlled
sales, and does not make these modifications
In uncontrolled sales, Since minor physical
differences in the product generally have a
definite and reasonably ascertainable effect
on prices, such differences do not normally
render the uncontrolled sales noncomparable
to the controlled sales.

(iii) Where there are two or more
comparable uncontrolled sales suscepti-
ble of adjustment as defined in subdivi-
sion (ii) of this subparagraph, the com-
parable uncontrolled sale or sales
requiring the fewest and simplest ad-
justments provided in subdivision (ii) of
this subparagraph should generally be
selected. Thus, for example, if a taxpayer
makes comparable uncontrolled sales of
a particular produet which differ from
the controlled sale only with respect to
the terms of delivery, and makes other
comparable uncontrolled sales of the
product which differ from the controlled
sale with respect to both terms of de-
livery and terms of payment, the com-
parable uncontrolled sales differing only
with respect to terms of delivery should
be selected as the comparable uncon-
trolled sale.

(iv) One of the circumstances which
may affect the price of property is the
fact that the seller may desire to make
sales at less than a normal profit for the
primary purpose of establishing or main-
taining a market for his produects. Thus,
aseller may be willing to reduce the price
of a product, for a time, in order to intro-
duce his produet into an area or in order
o meet competition. Bowever, controlled
sales may be priced in such a manner
only if such price would have been
charged in an uncontrolled sale under
comparable circumstances. Such fact
may be demonstrated by showing that
the buyer in the controlled sale made
Corresponding reductions in the resale
brice to uncontrolled purchasers, or that
such buyer engaged in substantially
greater sales promotion activities with
‘espect to the product involved in the
controlled sale than with respect to other
Products. For example, assume X, a
manufacturer of batteries, commences to
sell car batteries to Y, a subsidiary of X,
for resale in a new market. In its exist-
Ing markets X's batteries sell to inde-
bendent retailers at $20 per unit, and X
sells them to wholesalers at $17 per unit.
Y also sells X's batferies to independent
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retailers at $20 per unit. X's batteries are
not known in the new market in which ¥
is operating. In order to engage competi-
tively in the new market Y incurs selling
and advertising costs substantially higher
than those incurred for its sales of other
products. Under these circumstances X
may sell to Y, for a time, at less than $17
to take into account the increased sell-
ing and advertising activities of Y in
penetrating and establishing the new
market. This may be done even though
it may result in a transfer price from X
to Y which is below X's full costs of man-
ufacturing the product.

(3) Resale price method. (i) Under
the pricing method described as the “re-
sale price method”, the arm’s length
price of a controlled sale is equal to the
applicable resale price (as defined in sub-
division (iv) or (v) of this subpara-
graph), reduced by an appropriate
markup, and adjusted as provided in
subdivision (ix) of this subparagraph.
An appropriate markup is computed by
multiplying the applicable resale price
by the appropriate markup percentage as
defined in subdivision (vi) of this sub-
paragraph. Thus, where one member of
a group of controlled entities sells prop-
erty to another member which resells the
property in controlled sales, if the appli~
cable resale price of the property in-
volved in the controlled sale is $100 and
the appropriate markup percentage for
resales by the buyer is 20 percent, the
arm’s length price of the controlled sale
is $80 ($100 minus 20 percent x $100),
adjusted as provided in subdivision (ix)
of this subparagraph.

(ii) The resale price method must be
used to compute an arm’s length price of
a controlled sale if all the following ecir-
cumstances exist:

(a) There are no comparable uncon-
trolled sales as defined in subparagraph
(2) of this paragraph.

(b) An applicable resale price, as de-
fined in subdivision (iv) or (v) of this
subparagraph, is available with respect
to resales made within a reasonable time
before or after the time of the controlled
sale.

(¢) The buyer (reseller) has not
added more than an insubstantial
amount fo the value of the property by
physically altering the product before re-
sale. For this purpose packaging, re-
packing, labeling, or minor assembly of
property does not constitute physical
alteration.

(d) The buyer (reseller) has not
added more than an insubstantial
amount to the value of the property by
the use of intangible property. See
§ 1.482-2(d) (3) for the definition of in-
tangible property.

(iii) Notwithstanding the fact that
one or both of the requirements of sub-
division (i) (e) or (d) of this sub-
paragraph may not be met, the resale
price method may be used if such method
is more feasible and is likely to result in
a more accurate determination of an
arm’s length, price than the use of the
cost plus method. Thus, even though one
of the requirements of such subdivision
is not satisfied, the resale price method
may nevertheless be more appropriate
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than the cost plus method because the
computations and evaluations required
under the former method may be fewer
and easier to make than under the latter
method. In general, the resale price
method is more appropriate when the
functions performed by the seller are
more extensive and more difficult to
evaluate than the functions performed
by the buyer (reseller)..The principle of
this subdivision may be illustrated by the
following examples in each of which it
is assumed that corporation X developed
a valuable patent covering product M
which it manufactures and sells to
corporation ¥ in a controlled sale, and
for which there is no comparable un-
controlled sale:

Ezample (1). Corporation Y adds a com-
ponent to product M and resells the assem-~
bled product In an uncontrolled sale within
a reasonable time after the controlled sale
of product M. Assume further that the addi-
tion of the component added more than an
insubstantial amount to the value of product
M, but that ¥'s function in purchasing the
component and assembling the product prior
to sale was subject to reasonably precise val-
uation. Although the controlled sale and
resale does not meet the requirements of
subdivision (ii) (e) of this subparagraph, the
resale price method may he used under the
circumstances because that method involves
computations and evaluations which are
fewer and easler to make than under the
cost plus method. This is because X's use
of a patent may be more difficult to evaluate
in determining an appropriate gross profit
percentage under the cost plus method, than
is evaluation of Y's assembling function in
determining the appropriate markup per-
centage under the resale price method.

Ezample (2). Corporation ¥ resells product
M in an uncontrolled sale within a reason-
able time after the controlled sale after at-
taching its valuable trademark to it. Assume
further that it can be demonstrated through
comparison with other uncontrolled sales of
Y that the addition of ¥’s trademark to a
product usually adds 25 percent to the
markup on its sales. On the other hand, the
effect of X's use of its patent i3 difficult to
evaluate in applying the cost plus method
because no reasonable standard of compari-
son is available. Although the controlled sale
and resale does not meet the requirements
of subdivision (ii) (d) of this subparagraph,
the resale price method may be used because
that method Involves computations and eval-
uations which are fewer and easier to make
than under the cost plus method. This is
because, under the circumstances, X's use
of a patent is more difficult to evaluate in
determining an appropriate gross profit per-
centage under the cost plus method, than
is evaluation of the use of Y's trademark in
determining the appropriate markup per-
centage under the resale price method.

(iv) For the purposes of this sub-
paragraph the “applicable resale price”
is the price at which it is anticipated that
property purchased in the controlled sale
will be resold by the buyer in an uncon-
trolled sale. The “applicable resale price”
will generally be equal to either the price
at which current resales of the same
property are being made or the resale
price of the particular item of property
involved.

(v) Where the property purchased in
the controlled sale is resold in another
controlled sale, the “applicable resale
price” is the price at which such property
is finally resold in an uncontrolled sale,
providing that the series of sales as a

REGISTER, VOL. 33, NO. 74—TUESDAY, APRIL 16, 1968




5856

whole meets all the requirements of sub-
division (ii) of this subparagraph or that
the resale price method is used pursuant
to subdivision (iii) of this subparagraph.
In such case, the determination of the
appropriate markup percentage shall
take into account the function or func-
tions performed by all members of the
group participating in the series of sales
and resales, Thus, if X sells a product
to Y in a controlled sale, Y sells the
product to Z in a controlled sale, and Z
sells the product in an uncontrolled sale,
the resale price method must be used if
Y and Z together have not added more
than an insubstantial amount to the
value of the product through physical
alteration or the application of intangible
property, and the final resale occurs
within a reasonable time of the sale from
X to Y. In such case, the applicable
resale price is the price at which Z sells
the product in the uncontrolled sale, and
the appropriate markup percentage shall
take into account the functions per=
formed by both Y and Z.

(vi) For the purposes of this subpara-
graph, the appropriate markup percent-
age is equal fo the percentage of gross
profit (expressed as a percentage of
sales) earned by the buyer (reseller) or
another party on the resale of property
which is both purchased and resold in
an uncontrolled transaction, which resale
is most similar to the applicable resale
of the property involved in the controlled
sale. The following are the most im-
portant characteristics to be considered
in determining the similarity of resales:

(a) The type of property involved in
the sales. For example: machine tools,
men’s furnishings, small household ap-
pliances.

(b) The functions performed by the
reseller with respect to the property. For
example: packaging, labeling, delivering,
maintenance of inventory, minor assem-
bly, advertising, selling at wholesale,
selling at retail, billing, maintenance of
accounts receivable, and servicing.

(¢) The effect on price of any intangi-
ble property utilized by the reseller in
connection with the property resold. For
example: patents, trademarks, trade
names.

(d) The geographic market in which
the functions are performed by the re-
seller,

In general, the similarity to be sought
relates to the probable effect upon the
markup percentage of any differences in
such characteristics between the uncon-
trolled purchases and resales on the one
hand and the controlled purchases and
resales on the other hand. Thus, close
physical similarity of the property in-
volved in the sales compared is not re-
quired under the resale price method
since a lack of close physical similarity
is not necessarily indicative of dissimilar
markup percentages.

(viil) Whenever possible, markup per-
centages should be derived from uncon-
trolled purchases and resales of the
buyer (reseller) involved in the con-
trolled sale, because similar character-
istics are more likely to be found among
different resales of property made by
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the same reseller than among sales made
by other resellers. In the absence of re-
sales by the same buyer (reseller) which
meet the standards of subdivision (vi)
of this subpararaph, evidence of an ap-
propriate markup percentage may be
derived from resales by other resellers
selling in the same or a similar market
in which the controlled buyer (reseller)
is selling, providing such resellers per-
form comparable functions. Where the
function performed by the reseller is
similar to the function performed by a
sales agent which does not take title,
such sales agent will be considered a re-
seller for the purpose of determining an
appropriate markup percentage under
this subparagraph and the commission
earned by such sales agent, expressed as
a percentage of the sales price of the
goods, may constitute the appropriate
markup percentage. If the controlled
buyer (reseller) is located in a foreign
country and information on resales by
other resellers in the same foreign mar-
ket is not available, then markup per-
centages earned by United States re-
sellers performing comparable functions
may be used. In the absence of data on
markup percentages of particular sales
or groups of sales, the prevailing markup
percentage in the particular industry in-
volved may be appropriate.

(viii) In calculating the markup per-
centage earned on uncontrolled pur-
chases and resales, and in applying such
percentage to the applicable resale price
to determine the appropriate markup,
the same elements which enter into the
computation of the sales price and the
costs of goods sold of the property in-
volved in the comparable uncontrolled
purchases and resales should enter into
such computation in the case of the prop-
erty involved in the controlled purchases
and resales. Thus, if freight-in and pack-
aging expense are elements of the cost
of goods sold in comparable uncontrolled
purchases, then such elements should
also be taken into account in computing
the cost of goods sold of the controlled
purchase. Similarly, if the comparable
markup percentage is based upon net
sales (after reduction for returns and
allowances) of uncontrolled resellers,
such percentage must be applied to net
sales of the buyer (reseller).

(ix) In determining an arm’s length
price appropriate adjustment must be
made to reflect any material differences
between the uncontrolled purchases and
resales used as the basis for the calcula-
tion of the appropriate markup percen-
tage and the resales of property involved
in the controlled sale. The differences
referred to in this subdivision are those
differences in functions or circumstances
which have a definite and reasonably
ascertainable effect on price, The prin-
ciples of this subdivision may be illus-
trated by the following example:

Ezxample. Assume that X and Y are mem-
bers of the same group of controlled entities
and that Y purchases electric mixers from
X and electric toasters from uncontrolled
entities. Y performs substantially similar
functions with respect to resales of both
the mixers and the toasters, except that it
does not warrant the toasters, but does pro-

vide a 90-day warranty for the mixers y
normally earns a gross profit on toasters of
20 percent of gross selling price. The 2.
percent gross profit on the resale of toasters
is an appropriate markup percentage, but
the price of the controlled sale computed
with reference to such rate must be adjusted
to reflect the difference in terms (the war-
ranty).

(4) Cost plus method. (1) Under the
pricing method deseribed as: the “cost
plus method”, the arm’s length price of
a controlled sale of property shall be
computed by adding to the cost of pro-
ducing such property (as computed in
subdivision (ii) of this subparagraph),
an amount which is equal to such cost
multiplied by the appropriate gross profit
percentage (as computed in subdivision
(iii) of this subparagraph), plus or
minus any adjustments as provided in
subdivision (v) of this subparagraph.

(ii) For the purposes of this subpara-

graph, the cost of producing the property
involved in the controlled sale, and the
costs which enter into the computation
of the appropriate gross profit percent-
age shall be computed in a consistent
manner in accordance with sound ac-
counting practices for allocating or ap-
portioning costs, which neither favors
nor burdens controlled sales in compari-
son with uncontrolled sales. Thus, if
the costs used in computing the appro-
priate gross profit percentage are com-
prised of the full cost of goods sold, in-
cluding direct and indirect costs, then
the cost of producing the property in-
volved in the controlled sales must be
comprised of the full cost of goods sold,
incliding direct and indirect costs. On
the other hand, if the costs used in com-
puting the appropriate gross profit per-
centage are comprised only of direct
costs, the cost of producing the property
involved in the controlled sale must be
comprised only of direct costs. The term
“cost of producing”, as used in this sub-
paragraph, includes the cost of acquir-
ing property which is held for resale.
* (iii) For the purposes of this subpara-
graph, the appropriate gross profit per-
centage is equal to the gross profit per-
centage (expressed as a percentage of
cost) earned by the seller or another
party on the uncontrolled sale or sales
of property which are most similar
the controlled sale in question. The fol-
lowing are the most important charac-
teristics to be considered in determining
the similiarity of the uncontrolled sale
or sales:

(@) The type of property involved in
the sales. For example: machine tools,
men’s furnishings, small household ap-
pliances.

(b) The functions performed by the
seller with respect to the property sold.
For example: contract manuf_acturinf:.
product assembly, selling activity, proc-
essing, servieing, delivering.

(¢) The effect of any intangible prop-
erty used by the seller in connection with
the property sold. For example: patents,
trademarks, trade names. ;

(d) The geographic market in which
the functions are performed by the seller.
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in general, the similarity to be sought
relates to the probable effect upon the
margin of gross profit of any differences
in such characteristics between the un-
controlled sales and the controlled sale.
Thus, close physical similarity of the
property involved in the sales compared
is not required under the cost plus
method since a lack of close physical sim-
flarity is not necessarily indicative of
dissimilar profit margins. See subpara-
graph (2) (iv) of this paragraph, relating
to sales made at less than a normal profit
for the primary purpose of establishing
or maintaining a market.

(iv) Whenever possible, gross profit
percentages should be derived from un-
controlled sales made by the seller in-
volyed in the controlled sale, because
similar characteristics are more likely to
be found among sales of property made
by the same seller than among sales made
by other sellers. In the absence of such
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sales, evidence of an appropriate gross
profit percentage may be derived from
similar uncontrolled sales by other sellers
whether or not such sellers are members
of the controlled group. Where the func-
tion performed by the seller is similar to
the function performed by a purchasing
agent which does not take title, such pur-
chasing agent will be considered a seller
for the purpose of determining an appro-
priate gross profit percentage under this
subparagraph and the commission
earned by such purchasing agent, ex-
pressed as a percentage of the purchase
price of the goods, may constitute the
appropriate gross profit percentage. In
the absence of data on gross profit per-
centages of particular sales or groups of
sales which are similar to the controlled
sale, the prevailing gross profit percent-
ages in the particular industry involved
may be appropriate.

(v) Where the most similar sale or
sales from which the appropriate gross

profit percentage is derived differ in any
material respect from the controlled sale,
the arm’s length price which is computed
by applying such percentage must be
adjusted to reflect such differences to
the extent such differences would war-
rant an adjustment of price in uncon-
trolled transactions. The differences re
ferred to in this subdivision are those dif-
ferences which have a definite and rea-
sonably ascertainable effect on price.

(Sec. 7805, Internal Revenue Code of 1954
(68A Stat. 917; 26 U.S.C. 7805)

[sEAL] SHELDON S. COHEN,
Commissioner of Internal Revenue.

Approved: April 9, 1968.
STANLEY S. SURREY,
Assistant Secretary of
the Treasury.

[F.R. Doc. 68-4480; Filed Apr.
3:30 p.m.]

15, 1968;
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DEPARTMENT OF THE TREASURY

Internal Revenue Service
[ 26 CFR Part 11

ALLOCATION OF INCOME AND DE-
DUCTIONS AMONG TAXPAYERS

Notice of Proposed Rule Making

Notice is hereby given that the regu-
lations set forth in tentative form be-
low are proposed to be prescribed by the
Commissioner of Internal Revenue, with
the approval of the Secretary of the
Treasury or his delegate. Prior to the
final adoption of such regulations, con-
sideration will be given to any comments
or suggestions pertaining thereto which
are submitted in writing in duplicate,
to the Commissioner of Internal Rey-
enue, Attention: CC:LR:T, Washington,
D.C. 20224, within the period of 30 days
from the date of publication of this
notice in the FEpeErRAL REGISTER. Any
written comments or suggestions not
specifically designated as confidential in
accordance with 26 CFR 601.601(h) may
be inspected by any person upon written
request. Any person submitting written
comments or suggestions who desires
an opportunity to comment orally at a
public hearing on these proposed regu-
lations should submit his request, in
writing, to the Commissioner within the
30-day period. In such case, a public
hearing will be held, and notice of the
time, place and date will be published
in a subsequent issue of the FEDERAL
RecisTEr. The proposed regulations are
to be issued under the authority con-
tained in section 7805 of the Internal
Revenue Code of 1954 (68A Stat. 917;
26 U.S.C, 7805).

[SEAL] SHELDON S. COHEN,
Commissioner of Internal Revenue.

In order to provide more specific rules
for the allocation of income and deduc-
tions among taxpayers, the Income Tax
Regulations (26 CFR Part 1) under sec-
tion 482 of the Internal Revenue Code
of 1954, relating to allocation of income
and deductions, are amended as follows:

Paragraph (b) of § 1.482-2 is amended
by revising subparagraph (3) and adding
a new subparagraph (7). These amended
and added provisions read as follows:

§ 1.482-2 Determination of taxable in-
come in specific situations.
* E 1 - »

(b) Performance of services for an-
others % * *

(3) Arm’s length charge. For the pur-
pose of this paragraph an arm’s length
charge for services rendered shall be the
amount which was charged or would have
been charged for the same or similar
services in independent transactions with
or between unrelated parties under simi-
lar circumstances considering all relevant
facts. However, except in the case of
services which are an integral part of the
business activity of either the member
rendering the services or the member
receiving the benefit of the services as
described in subparagraph (7) of this

FEDERAL
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paragraph, the arm’s length charge shall
be deemed to be equal to the costs or
deductions incurred with respeet to such
services by the member or members ren-
dering such service unless the taxpayer
establishes a more appropriate charge
under the standards sét forth in the first
sentence of this subparagraph.

- * * - -

(7) Cerlain services. An arm’s length
charge shall not be deemed equal to costs
or deductions with respect to services
which are an integral part of the business
activity of either the member rendering
the services or the member receiving the
benefit of the services. For purposes of
this paragraph, services rendered by one
member of a group of controlled entities
for the benefit, or on behalf, of another
member of the group shall be considered
to be services which are an integral part
of the business activity of a member of a
group of controlled entities only in the
following cases:

(i) Where services are rendered by or
to a member of the group which member
is engaged in the trade or business of
rendering similar services to unrelated
parties,

(ii) Where services are rendered by a
member of the group which member, as
one of its principal activities, renders
such services to related parties,

(iii) Where the renderer is peculiarly
capable of rendering the services and
such services are a principal element in
the operations of the recipient, or

(iv) Where services are rendered to a
member of the group which member has
received the benefit of a substantial
amount of services from related entities
during the taxable year.

For purposes of subdivision (iv) of this
subparagraph, services rendered by re-
lated entities shall be considered sub-
stantial in amount if the total costs
incurred by the entity or entities render-
ing such services which are directly or
indirectly related to such services (within
the meaning of subparagraph (4) of this
paragraph) exceed an amount equal to
25 percent of the total costs incurred by
the recipient of such services during the
taxable year including the costs incurred
by related entities in rendering services
and excluding any amounts paid or pay-
able to related entities for such services
and excluding any amounts paid or pay-
able for materials the cost of which is
properly reflected in the cost of goods
sold by the recipient. The principles of
this subparagraph may be illustrated by
the following examples in each of which
it Is assumed that X and Y are members
of the same group of controlled entities:

Example (1). Y is engaged In the business
of selling merchandise and X is a printing
company regularly engaged in printing and
mailing advertising literature for unrelated
parties. X also prints fiyers advertising Y's
products, malls the fiyers to potential cus-
tomers of Y, and, in addition, performs the
art work involved In the preparation of the
fiyers. Since the printing, madling, and art
work services rendered by X to Y are similar
to the printing and mailing services rendered
by X as X's trade or business, the services
rendered to Y are an Integral part of the

business activity of X as described In suh.
division (i) of this subparagraph.

Ezample (2). Corporations V and W are
members of the same group of controlled en-
tities as X and Y. V, W, and Y are construc-
tion companies. X is regularly enga

unrelated parties, Since X renders wr
services to related partles as one of it

part of the business activity of X as des
in subdivision (i1) of this subparagr:

Ezample (3). X 1s a finance eompa
gaged In financing automobile loa
connection with such loans it requires the
borrower to have life Insurance in the
amount of the loan. Although X's borrowers
are not required to take out Ilife Insurance
from any particular insurance company, at
the same time that the loan agreement is
being completed X's employees suggest that
the borrower take out life Insurance from Y,
which is an agency for life insurance com
panies. Since there would be a delay I
processing of the loan if some other company
were selected by the borrower, almost all of
X's borrowers take out life insurance through
Y. Because of the position of X to its bor-
rowers, X is peculiarly capable of rendering
selling services to Y and, since a substantial
amount of Y’'s business is derived from X's
borrowers, such selling services are a princl-
pal element in the operation of ¥’s insurance
business. Thus, the selling services rendered
by X to Y are an integral part of the business
activity of Y as described in subdivision (ilf)
of this subparagraph.

Ezample (4). X is a manufacturer of
product D. Through years of research a
team of employees of X has developed, by use
of a secret process, an additive by which
product D is adapted to extremely humld
areas. No other manufacturer has been able
to develop a comparable process. Y, a manu-
facturer of product E, which is used primarily
in humid areas, uses the services of X for the
development of & similar process for an addi-
tive for product E. Because of the value
and exclusiveness of the process and the
possibllity of its application in a varied form
to product E, X is peculiarly capable of
rendering research services in this area which
services are a prineipal element in the opera-
tions of Y. Thus, the research and develop-
ment services rendered by X to Y are an
integral part of the business activity of Y
as described in subdivision (ill) of this sub-
paragraph.

Ezample (5). X is a large manufacturing
concern. X's accounting department has, for
many years, maintained the financial records
of ¥, a distributor of X’s products, Although
X is thoroughly familiar with the operations
of Y, X is not peculiarly capable of render!{!g
the accounting services to ¥ within the
meaning of subdivision (lii) of this sub-
paragraph, since the capability of X is based
solely on X's knowledge of the composition
and functions of Y, which knowledge is the
result of the prior rendition of services t0 Y
by X. PFurthermore, under these circum-
stances, the accounting services are support-
ing in nature and, therefore, the services
rendered by X are not a principal element
in the operations of Y. Thus, assuming the
accounting services rendered by X for ¥ ﬂ‘-'_e
not described within subdlvisions (1), (1),
or (iii) of this subparagraph, the accounting
services rendered by X to Y are not an In-
tegral part of the business activity of eitner
X or Y within the meaning of this sub-
paragraph.

Ezample (6). Corporation Z Is a member
of the same group of controlled entities as
X and Y. X is a manufacturer and ¥ and Z
are distributors of X's products. X provides
a varlety of services to Y including billing,
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shipping, accounting, and other general and
administrative services. During the taxable
year, on several occasions, Z renders selling
and other promotional services to Y. Y's
total costs incurred during the taxable year
(exclusive of amounts pald to X and Z for
services rendered and amounts paid for
goods purchased for resale) are $1,600,000.
The total direct and indirect costs of X and
Z Tor services rendered to Y during the tax-
able year are as follows:

Services provided by X:

BiINE $50, 000
Shipping ... 250, 000
Accounting 150, 000
B L T 200, 000

Services provided by Z:
BOHINE o s 500, 000
Total costs. ... $1, 150, 000

Since the totfal costs incurred by X and Z in
rendering serivces to Y exceed the amount
equal to 25 percent of the total costs in-
curred by Y during the taxable year (ex-
clusive of amounts pald to X and Z for the
services rendered and amounts paid for goods
purchased for resale) plus the total costs
Incurred by X and Z in rendering services
to Y.
$1, 150, 000
- e =41.8%
$1,600,000+ $1,150,000

the services rendered by X and Z to Y are
substantial within the meaning of sub-
division (iv) of this subparagraph. Thus, the
services rendered by X and Z to Y are an in-
tegral part of the business activity of Y as
described in subdivision (iy) of this sub-
paragraph.

[F.R. Doc. 68-4481; Filed, Apr. 15, 1968;

3:30 pm. ]
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