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In § 71.181 (40 FR 441), the Fort My
ers, Fla., transition area is amended as 
follows:
A n after “southwest of the RBN;” Is deleted, 
and “within 3.5 miles each side of Fort Myers 
VORTAC 062° radial, extending from the 
8.5-mile radius area to 10 miles northeast of 
the VORTAC; within 3 miles each side of the 
220° bearing from Tice RBN, extending from 
the 8.5-mile radius area to 8.5 miles south
west of the RBN.” is substituted therefor.
(Sec. 307(a) of the Federal Aviation Act of 
1958 (49 U.S.C. 1348(a)) and of sec. 6(c) off 
the Department of Transportation Act (49 
U.S.C. 1655(c)).)

Issued in East Point, Ga., on Febru
ary 10,1975.

D uane W. F reer,
Acting Director, 
Southern Region.

[FR Doc.75-4495 Filed 2-19-75;8:45 am]

[Airspace Docket No. 75-SO-15]
PART 71— DESIGNATION OF FEDERAL 

AIRWAYS, AREA LOW ROUTES, CON
TROLLED AIRSPACE, AND REPORTING 
POINTS

Alteration of Transition Area
The purpose of this amendment to Part 

71 of the Federal Aviation Regulations 
Is to alter the Lakeland, Fla., transition 
area.

The Lakeland transition area is de
scribed in § 71.181 (40 FR 441). In the 
description, extensions are predicated on 
Lakeland VORTAC 175° and 233° radials 
and were designated to provide controlled 
airspace protection for IFR aircraft ex
ecuting VOR-A and VOR RWY 4 Stand
ard Instrument Approach Procedures. 
Since these procedures will be cancelled, 
effective February 27, 1975, the exten
sions will no longer be required. I t  Is 
necessary to amend the description to 
reflect this change. Since tills amend
ment lessens the burden on the public, 
notice and public procedure hereon are 
unnecessary.

In consideration of the foregoing, Part 
71 of the Federal Aviation Regulations is 
amended, effective 0901 G.m.t., Febru
ary 27, 1975, as hereinafter set forth. """ 

In § 71.181 (40 FR 441), the Lakeland, 
Fla., transition area is amended as fol
lows:
'■* .* * within 3 miles each side of Lake
land VORTAC 175° and 233° radials, extend
ing from the 8.5-mile radius area to 9 miles 
south and 9 J5 miles southwest of the VOR 
TAC * * *” is deleted.
(Sec. 307(a) of the Federal Aviation Act of 
1958 (49 UJS.C. 1348(a)) and of sec. 6(c) of 
the Department of Transportation Act (49 
VJSXf. 1655(c)).)

Issued in East Point, Ga., on Febru
ary II, 1975.

P hillip M. S watek, 
Director, Southern Region. 

pro Doc.75-4493 Filed 2-19-75; 8:45 am]
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[Airspace Docket No. 74-SO-llO]

PART 71— DESIGNATION OF FEDERAL
AIRWAYS, AREA LOW ROUTES, CON
TROLLED AIRSPACE, AND REPORTING
POINTS

Alteration on Transition Area; Correction
On January 22, 1975, FR Doc. No. 75- 

1950 was published in the Federal Regis
ter (40 FR 3409), amending Part 71 of 
the Federal Aviation Regulations by 
altering the Augusta, Ga., transition 
area.

In the amendment, reference was made 
to McDuf RBN. Subsequent to publica
tion of the rule, it was determined that 
“McDuf RBN” should have been “Mc
Duffie RBN.” I t  is necessary to amend 
the Federal R egister document to reflect 
this change. Since this amendment is 
editorial in nature, notice and public 
procedure hereon are unnecessary.

In  consideration of the foregoing, effec
tive immediately, FR Doc. No. 75-1950 is 
amended as follows:
In line six of the description change “* * * 
McDuf RBN * * • ” is deleted and “* • * 
McDuffie RBN * • *” is substituted therefor.
(Sec. 307(a) of the Federal Aviation Act of 
1958 (49 U.S.C. 1348(a)) and of sec. 6(c) 
of the Department of Transportation Act 
(49 U.S.C. 1655(c)).)

Issued in East Point, Ga., on Febru
ary 10, 1975.

P hillip M. S watek, 
Director, Southern Region.

[FR Doc.75-4496 Filed 2-19-75;8:45 am]

[Airspace Docket No. 75-SO-14]
PART 71— DESIGNATION OF FEDERAL 

AIRWAYS, AREA LOW ROUTES, CON
TROLLED AIRSPACE, AND REPORTING 
POINTS

Revocation of Transition Area
The purpose of this amendment to 

Part 71 of the Federal Aviation Regula
tions is to revoke the Jefferson, Ga., 
transition area.

The Jefferson transition area is de
scribed in § 71.181 (40 FR 441) and was 
designated to provide controlled airspace 
protection for IFR operations a t Jack- 
son County Airport and for IFR aircraft 
executing the VOR/DME RWY 34 Stand
ard Instrument Approach Procedure. 
Since this procedure will be cancelled, 
effective March 13, 1975, the requirement 
for the transition area no longer exists. 
I t  is necessary to revoke the transition 
area. Since this amendment lessens the 
burden on the public, notice and public 
procedure hereon are unnecessary.

In consideration of the foregoing, Part 
71 of the Federal Aviation Regulations is 
amended, effective 0901 G.m.t., March 13, 
1975, as hereinafter set forth.

In  § 71.181 (40 FR 441), the Jefferson, 
Ga., transition area is revoked.
(Sec. 307(a) of the Federal Aviation Act of 
1958 (49 U.S.C. 1348(a)) and of sec. 6(c) of 
the Department of Transportation Act (49 
TJ.S.C. 1655(c)).)

Issued in East Point, Ga., on February 
11, 1975.

Phillip M. Swatek, 
Director, Southern Region* 

[FR Doc.75-4494 Filed 2-19-75;8:45 am]

[Docket No. 13569; Arndt. No. 121-116]
PART 121— CERTIFICATION AND OPERA

TIONS: DOMESTIC, FLAG, AND SUP
PLEMENTAL AIR CARRIERS AND COM
MERCIAL OPERATORS OF LARGE AIR
CRAFT

Extension of Compliance Date: Stowage of 
Containers for Transport of Animals 
Aboard Aircraft
The purpose of this amendment to 

Part 121 of the Federal Aviation Regula
tions is to extend the time for compli
ance with § 121.288 for eight months.

On August 9, 1974, the FAA issued 
Amendment 21-111, effective Octo
ber 18, 1974, to Part 121 of the Federal 
Aviation Regulations (published in the 
F ederal R egister on August 19, 1974; 39 
FR 29917) to require that cargo con
tainers housing live animals for carriage 
by air in the cargo compartments of air
craft be secured in the cargo compart
ment in such a fashion as to prevent 
shifting and be protected from the haz
ards of shifting of other cargo, and to 
assure that ventilation areas of the con
tainer are not obstructed. That amend
ment was based on a notice of proposed 
rule making (Notice 74-10) published in 
the F ederal R egister on March 11, 1974 
(39 FR 9456). In response to petitions 
received from the Air Transport Associ
ation of America and Southern Airways, 
Inc., and members of the medical profes
sion engaged in research using live an
imals, the FAA issued Amendment No. 
121-112 (39 FR 36576) and extended the 
date for compliance with § 121.288 until 
February 18, 1975, to allow certificate 
holders additional time for obtaining and 
installing necessary equipment.

I t  now appears that Part 121 certi
ficate holders have a need for additional 
time to complete modifications of their 
aircraft in order to comply with § 121.288. 
Petitions for exemptions from the Febru
ary 18, 1975, compliance date have been 
received by the FAA from eight Part 121 
certificate holders that require additional 
time to complete the necessary modifica
tions of their aircraft. I t appears that 
other certificate holders also have a need 
for additional time to complete the modi
fications on all of their aircraft so as not 
to interrupt their transportation of live 
animals.

The F*AA believes that an eight-month 
extension of the February 18,1975, com
pliance date is appropriate to enable 
Part 121 certificate holders to complete 
modifications on all of their aircraft used 
for thft transportation of live animals and 
to avoid any significant interruption in 
their transportation.

In  view of the imminence of the pres
ent effective date and since this amend
ment imposes no additional burden on
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any person, I  find that notice and pub
lic procedure thereon are impractical and 
that good cause exists for making this 
amendment effective in less than 30 days.
(Sections 313(a), 601(a), and 604 of the Fed
eral Aviation Act of 1958; 49 U.S.C. 1354(a), 
1421(a), and 1424. Section 6(c) of the De
partment of Transportation Act; 49 U.S.C. 
1655(c).)

In consideration of the foregoing, ef
fective February 14, 1975, the effective 
date of Amendment 121-111 is changed 
from February 18, 1975, to October 18, 
1975.

Issued in Washington, D.C. on Febru
ary 14,1975.

Alexander P . B utterfield,
Administrator.

[FR Doc.75-4804 Filed 2-19-75; 8:45 am]

Title 26— Internal Revenue 
fTJD. 7345]

CHAPTER I— INTERNAL REVENUE SERV
ICE, DEPARTMENT OF THE TREAS
URY

SUBCHAPTER A— INCOME TAX
PART 1— INCOME TAX; TAXABLE YEARS 
BEGINNING AFTER DECEMBER 31, 1953
Deductibility of Fines and Penalties and 

Illegal Bribes, Kickbacks, and Other Pay
ments
By a notice of proposed rule making 

appearing in the Federal R egister for 
December 6,1972 (37 FR 25936), amend
ments to the Income Tax Regulations 
(26 CFR Part 1) under sections 61, 162, 
212, and 471 of the Internal Revenue 
Code of 1954 were proposed in order to 
revise the rules applicable to the de
ductibility of fines and penalties and 
illegal bribes, kickbacks, and other pay
ments. These proposed amendments were 
to reflect the amendment of the Internal 
Revenue Code by section 902 of the Tax 
Reform Act of 1969 (83 Stat. 710) and 
by section 310 of the Revenue Act of 
1971 (85 Stat. 525). After consideration 
of all relevant matter presented by in
terested persons regarding the rules 
proposed, it was decided to revise those 
rules in certain respects. This document 
finalizes those rules as revised, except 
as to paragraph (b) (l)(ii) and (2) of 
proposed § 1.162-21 which will be pro
posed in another notice of proposed rule 
making. Those provisions set forth defi
nitional rules as to what amounts are 
treated as fines or similar penalties for 
purposes of section 162 (f).

In  general, the amendments to section 
162 codified the rules for disallowing a 
deduction claimed under that section for 
reasons relating to public policy. This 
document amends the regulations to con
form to that codification. In addition, the 
regulations under sections 212 and 471 
are amended to prevent the Congres
sional intent from being circumvented by 
the allowance under those sections of 
deductions which Congress explicitly 
denied by its amendments to section 162. 
The rules contained herein are essen
tially those proposed in the December 6, 
1972, notice.

On December 6, 1972, a notice of pro
posed rule making was published in the 
Federal R egister (37 FR 25936) to con
form the Income Tax Regulations (26 
CFR Part 1) under sections 61, 162, 212, 
and 471 of the Internal Revenue Code of 
1954 to section 902 of the Tax Reform Act 
of 1969 (83 Stat. 710) and to section 310 
of the Revenue Act of 1971 (85 Stat. 525). 
After consideration of all relevant matter 
presented by interested persons regard
ing the proposed rules, the Income Tax 
Regulations are amended as follows:

Par. 1. Section 1.162 is amended by re
vising section 162(c) (2) and (3) and 
by revising the historical note to read 
as follows:
§ 1.162 Statutory provisions; trade or 

Business expenses.
Sec. 162. Trade or business expenses. * * *
(c) Illegal bribes, kickbacks, and other 

payments. * * *
(2) Other illegal payments. No deduction 

shall be allowed under subsection (a) for 
any payment (other than a payment de
scribed in paragraph (1)) made, directly or 
Indirectly, to any person, if the payment 
constitutes an illegal bribe, Illegal kickback, 
or other illegal payment under any law of 
the United States, or under any law of a 
State (but only If such State law Is generally 
enforced), which subjects the payor to a 
criminal penalty or the loss of license or 
privilege to engage In a trade or business. 
For purposes of this paragraph, a kickback 
Includes a payment In consideration of the 
referral of a client, patient, or customer. The 
burden of proof In respect of the Issue, for 
purposes of this paragraph, as to whether 
a payment constitutes an Illegal bribe. Illegal 
kickback, or other illegal payment shall be 
upon the Secretary or his delegate to the 
same extent as he bears the burden of proof 
under section 7454 (concerning the burden 
of proof when the issue relates to fraud).

(3) Kickbacks, rebates, and bribes under 
medicare and medicaid. No deduction whw.ii 
be allowed under subsection (a) for any kick- 
back, rebate, or bribe made by any provider 
of services, supplier, physician, or other per
son who furnishes items or services for which 
payment is or may be made under the Social 
Security Act, or in whole or In part out of 
Federal funds under a State plan approved 
under such Act, If such kickback, rebate, or 
bribe Is made in connection with the furnish
ing of such items or services or the making 
or receipt of such payments. For purposes 
of this paragraph, a kickback includes a 
payment in consideration of the referral of 
a client, patient, or customer.

• * • * *
(Sec. 162 as amended by sec. 5, Technical 
Amendments Act 1958 (72 Stat. 1608); secs. 
7(b) and 8, Act of Sept. 14, 1960 (Public Law 
86-779, 74 Stat. 1002, 1003); sec. 3(a), Reve
nue Act 1962 (76 Stat. 973); sec. 902, Tax 
Reform Act 1969 (83 Stat. 710); sec. 810, 
Revenue Act 1971 (85 Stat. 525) ]

P ar. 2. Paragraph (a) of § 1.162-1 is 
amended to read as follows:
§ 1.162—1 Business expenses.

(a) In general. Business expenses de
ductible from gross income include the 
ordinary and necessary expenditures di
rectly connected with or pertaining to 
the taxpayer’s trade or business, except 
items which are used as the basis for a 
deduction or a credit under provisions of 
law other than section 162. The cost of 
goods purchased for resale, with proper

adjustment for opening and closing in
ventories, is deducted from gross sales 
in computing gross income. See para
graph (a) of § 1.61-3. Among the items 
included in business expenses are man
agement expenses, commissions (but see 
section 263 and the regulations there
under), labor, supplies, incidental re
pairs, operating expenses of automobiles 
used in the trade or business, traveling 
expenses while away from home solely 
in the pursuit of a trade or business (see 
§ 1.162-2), advertising and other selling 
expenses, together with insurance premi
ums against fire, storm, theft, accident, 
or other similar losses in the case of a 
business, and rental for the use of busi
ness property. No such item shall be in
cluded in business expenses, however, to 
the extent that it is used by the taxpayer 
in computing the cost of property in
cluded in its inventory or used in de
termining the gain or loss basis of its 
plant, equipment, or other property. See 
section 1054 and the regulations there
under. A deduction for an expense paid 
or incurred after December 30, 1969, 
which would otherwise be allowable un
der section 162 shall not be denied on the 
grounds that allowance of such deduc
tion would frustrate a sharply defined 
public policy. See section 162 (c), (f), 
and (g) and the regulations thereunder. 
The full amount of the allowable deduc
tion for ordinary and necessary expenses 
in carrying on a business is deductible, 
even though such expenses exceed the 
gross income derived during the taxable 
year from such business. In the case of 
any sports program to which section 114 
(relating to sports programs conducted 
for the American National Red Cross) 
applies, expenses described in section 
114(a) (2) shall be allowable as deduc
tions under section 162(a) only to the 
extent that such expenses exceed the 
amount excluded from gross income 
under section 114 (a).

* * * * *
Par. 3. Section 1.162-18 is amended 

to read as follows:
§ 1.162—18 Illegal bribes and kick- 

backs.
(a) Illegal payments to government 

officials or employees—(1) In  general. 
No deduction shall be allowed under 
section 162(a) for any amount paid or 
incurred, directly or indirectly, to an 
official or employee of any government, 
or of any agency or other instrumental
ity of any government, if—

(i) In the case of a payment made to 
an official or employee of a government 
other than a foreign government de
scribed in subparagraph (3) (ii) or (iii) 
of this paragraph, the [making of the! 
payment constitutes an illegal bribe or 
kickback, or

(ii) In the case of a payment made to 
an official or employee of a foreign gov
ernment described in subparagraph (3)
(ii) or (iii) of this paragraph, the mak
ing of the payment would be unlawful 
under the laws of the United States (if 
such laws were applicable to the payment 
and to the official or employee at the time 
the expenses were paid or incurred).
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No deduction shall be allowed for an ac
crued expense if the eventual payment 
thereof would fall within the prohibition 
of this section. The place where the ex
penses are paid or Incurred is immaterial. 
For purposes of subdivision (ii) of this 
subparagraph, lawfulness or unlawful
ness of the payment under the laws of 
the foreign country is immaterial.

(2) Indirect payment. For purposes of 
this paragraph, an indirect payment to 
an individual shall include any payment 
which inures to his benefit or promotes 
his interests, regardless of the medium in 
which the payment is made and regard
less of thè identity of the immediate re
cipient or payor. Thus, for example, pay
ment made to an agent, relative, or 
independent contractor of an official or 
employee, or even directly into the gen
eral treasury of a foreign country of 
which the beneficiary is an official or em
ployee, may be treated as an indirect 
payment to the official or employee, if in 
fact such payment inures or will inure 
to his benefit or promotes or will promote 
his financial or other interésts. A pay
ment made by an agent or independent 
contractor of the taxpayer which benefits 
the taxpayer shall be treated as an in
direct payment by the taxpayer to the 
official or employee.

(3) Official or employee of a govern
ment. Any individual officially connected 
with—

<i) The Government of the United 
States, a State, a territory or possession 
of the United States, the District of 
Columbia, or the Commonwealth of 
Puerto Rico,

(ii) The government of a foreign coun
try, or

(iii) A political subdivision of, or a 
corporation or other entity serving as an 
agency or instrumentality of, any of the 
above,
in whatever capacity, whether on a per
manent or temporary basis, and whether 
or not serving for compensation, shall 
be included within the term “official or 
employee of a government”, regardless 
of the place of residence or post of duty 
of such individual. An independent con
tractor would not ordinarily be consid
ered to be an official or employee. For 
purposes of section 162(c) and this para
graph, the term “foreign country” shall 
include any foreign nation, whether or 
not such nation has been accorded diplo
matic recognition by the United States. 
Individuals who purport to act on behalf 
of òr as the government of a foreign 
nation, or an agency or instrumentality 
thereof, shall be treated under this sec
tion as officials or employees of a foreign 
government, whether or not such indi
viduals in fact control such foreign na
tion, agency, or instrumentality, and 
whether or not such individuals are ac
corded diplomatic recognition. Accord
ingly, a group in rebellion against an 
established government shall be treated 
as officials or employees of a foreign gov
ernment, as shall officials or employees 
of the government against which the 
group is in rebellion.

RULES AND REGULATIONS

(4) Laws of the United States. The 
term “laws of the United States”, to 
which reference is made in paragraph
(a) (1) (ii) of this section, shall be 
deemed to include only Federal statutes, 
including State laws which are assimi
lated into Federal law by Federal statute, 
and legislative and interpretative regu
lations thereunder. The term shall also 
be limited to statutes which prohibit 
some act or acts, for the violation of 
which there is a civil or criminal penalty.

(.5) Burden of proof. In any proceeding 
involving the issue of whether, for pur
poses of section 162(c) (1), a payment 
made to a government official or em
ployee constitutes an illegal bribe or 
kickback (or would be unlawful under 
the laws of the United States) the bur
den of proof in respect of such issue shall 
be upon the Commissioner to the same 
extent as he bears the burden of proof 
in civil fraud cases under section 7454 
(i.e., he must prove the illegality of the 
payment by clear and convincing evi
dence) .

(6) Example. The application of this 
paragraph may be illustrated by the fol
lowing example:

Example. X Corp. Is in the business of 
selling hospital equipment in State T. Dur
ing 1970, X Corp. employed A who at the 
time was employed full time by State Y as 
Superintendent of Hospitals. The purpose of 
A’s employment by X Corp. was to procure 
for it an improper advantage over other con
cerns in the making of sales to hospitals in 
respect of which A, as Superintendent, had 
authority. X Corp. paid A $6,000 during 
1970. The making of this payment was illegal 
under the laws of State Y. Under section 
162(c)(1), X Corp. is precluded from de
ducting as a trade or business expense the 
$6,000 paid to A.

(b) Other illegal payments—(1) In  
general. No deduction shall be allowed 
under section 162(a) for any payment 
(other than a payment described in para
graph (a) of this section) made, di
rectly or indirectly, to any person, if 
the payment constitutes an illegal bribe, 
illegal kickback, or other illegal payment 
under the laws of the United States (as 
defined in paragraph (a) (4) of this sec
tion), or under any State law (but only 
if such State law is generally enforced), 
which subjects the payor to a criminal 
penalty or the loss (including a suspen
sion) of license or privilege to engage in 
a trade or business (whether or not such 
penalty or loss is actually imposed upon 
the taxpayer). For purposes of this para
graph, a kickback includes a payment in 
consideration of the referral of a client, 
patient, or customer. This paragraph ap
plies only to payments made after De
cember 30,1969.

(2) State law. For purposes of, this 
paragraph, State law means a statute 
of a State or the District of Columbia.

(3) Generally enforced. For purposes 
of this paragraph, a State law shall be 
considered to be generally enforced un
less it is never enforced or the only per
sons normally charged with violations 
thereof in the State (or the District of 
Columbia) enacting the law are infamous 
or those whose violations are extraordi

narily flagrant. For example, a criminal 
statute of a State shall be considered to 
be generally enforced unless violations 
of the statute which are brought to the 
attention of appropriate enforcement au
thorities do not result in any enforce
ment action in the absence of unusual 
circumstances.

(4) Burden of proof. In any proceed
ing involving the issue of whether, for 
purposes of section 162(c)(2), a pay
ment constitutes an illegal bribe, illegal 
kickback, or other illegal payment the 
burden of proof in respect of such issue 
shall be upon the Commissioner to the 
same extent as he bears the burden of 
proof in civil fraud cases under section 
7454 (i.e., he must prove the illegality 
of the payment by clear and convincing 
evidence).

(5) Example. The application of this 
paragraph may be illustrated by the fol
lowing example:

Example. X Corp., a calendar-year taxpayer, 
is engaged in the ship repair business in State 
Y. During 1970, repairs on foreign ships ac
counted for a substantial part of its total, 
business. It was X Corp.’s practice to kick 
hack approximately 10 percent of the repair 
bill to the captain and chief engineer of all 
foreign-owned vessels, which kickbacks are 
illegal under a law of State Y (which is gen
erally enforced) and potentially subject X 
Corp. to flues. During 1970, X Corp. paid 
$50,000 in such kickbacks. On X Corp.’s re
turn for 1970, a deduction under section 162 
was taken for the $50,000. The deduction of 
the $50,000 of illegal kickbacks during 1970 
is disallowed under section 162(c)(2), 
whether or not X Corp. is prosecuted with 
respect to the kickbacks.

(c) Kickbacks, rebates, «and bribes 
under medicare and medicaid. No deduc
tion shall be allowed under section 162 
(a) for any kickback, rebate, or bribe 
(whether or not illegal) made on or after 
December 10, 1971, by any provider of 
services, supplier, physician, or other 
person who furnishes items or services 
for which payment is or may be made 
under the Social Security Act, as amend
ed, or in whole or in part out of Federal 
funds under a State plan approved under 
such Act, if such kickback, rebate, or 
bribe is made in connection with the 
furnishing of such items or services or 
the making or receipt of such payments. 
For purposes of this paragraph, a kick- 
back includes a payment in consideration 
of the referral of a client, patient, or cus
tomer.

P ar. 4. Section 1.162-21 is revised to 
read as follows:
§ 1.162—21 Fines and penalties.

(a) In general. No deduction shall be 
allowed under section 162(a) for any 
fine or similar penalty paid to—

(1) The government of the United 
States, a State, a territory or possession 
of the United States, the District of Co
lumbia, or the Commonwealth of Puerto 
Rico;

(2) The government of a foreign coun
try; or

(3) A political subdivision of, or cor
poration or other entity serving as an 
agency or instrumentality of, any of the 
above.
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(b) Definition. (1) For purposes of 
this section a fine or similar penalty In
cludes an amount—

(1) Paid pursuant to conviction or a 
plea of guilty or nolo contendere for a 
crime (felony or misdemeanor) in a 
criminal proceeding;

(ii) [Reserved]
(iii) Paid in settlement of the taxpay

er’s actual or potential liability for a fine 
or penalty (civil or criminal); or

(iv) Forfeited as collateral posted in 
connection with a proceeding which 
could result in imposition of such a fine 
or penalty.

(2) [Reserved]
(c) Examples. The application of this 

section may be illustrated by the follow
ing examples:

Example (1) M Corp. was indicated under 
section 1 of the Sherman Anti-Trust Act (15 
U.S.C. 1) for fixing and maintaining prices 
of certain electrical products. M Corp. was 
convicted and was fined $50,000. The United 
States sued M Corp. under section 4A 
of the Clayton Act (15 U.S.C. 15a) for 
$100,000, the amount of the actual dam-, 
ages resulting from the price fixing of 
which M Corp. was convicted. Pursuant 
to a final Judgment entered in the civil 
action. M Corp. paid the United States 
$100,000 in damages. Section 162(f) pre
cludes M Corp. from deducting the fine of 
$50,000 as a trade or business expense. Sec
tion 162(f) does not preclude it from de
ducting the $100,000 paid to the United 
States as actual damages.

Example (2). N Corp. was found to have 
violated 33 U.S.C. 1321(b) (3) when a vessel 
it operated discharged oil in harmful 
quantities into the navigable waters of the 
United States. A civil penalty under 83 
U.S.C. 1321(b)(6) of $5,000 was assessed 
against N Corp. with respect to the dis
charge. N Corp. paid $5,000 to the Coast 
Guard in payment of the civil penalty. Sec
tion 162(f) precludes N Corp. from deducting 
the $5,000 penalty.

Example (3). O Corp., a manufacturer of 
motor vehicles, was found to have violated 
42 U.S.C. 1857f-2(a) (1) by selling a new 
motor vehicle which was not covered by the 
required certificate of conformity. Pursuant 
to 42 U.S.C. 1857f-4, O Corp. was required to  
pay, and did pay, a civil penalty of $10,000. 
In addition, pursuant to 42 UJ3.C. 1857f-5a 
(c) (1), O Corp. was required to expend, and 
did expend, $500 in order to remedy the non
conformity of that motor vehicle. Section 
162(f) precludes O Corp. from deducting the 
$10,000 penalty as a trade or business ex
pense, but does not preclude it from deduct
ing the $500 which it expended to remedy 
the nonconformity.

Example (4). P Corp. was the operator of 
a coal mine in which occurred a violation of 
a mandatory safety standard prescribed by 
the Federal Coal Mine Health and Safety Act 
of 1969 (30 U.S.C. 801 et seq.). Pursuant to  
30 U.S.C. 819(a), a civil penalty of $10,000 
was assessed against P Corp., and P Corp. 
paid the penalty. Section 162(f) precludes P 
Corp. from deducting the $10,000 penalty.

Example (5). Q Corp., a common carrier 
engaged in interstate commerce by railroad, 
hauled a railroad car which was not 
equipped with efficient hand brakes, in vio
lation of 45 U.S.C. 11. Q Corp. was found 
to be liable for a penalty of $250 pursuant 
to 45 U.S.C. 13. Q Corp. paid that penalty. 
Section 162(f) precludes Q Corp. from de
ducting the $250 penalty.

Example (6). R Corp. owned and operated 
on the highways of State X a truck weighing 
In excess of the amount permitted under the

RULES AMD R E GU L AT ION S
law of State X. R Corp. was found to have 
violated the law and was assessed a fine of 
$85, which it paid to State X . Section 162(f) 
precludes R Corp. from deducting the amount 
so paid..

Example (7 ).,S  Corp. was found to have 
violated a law of State Y which prohibited 
the emission into the air of particulate mat
ter in excess of a limit set forth in a regula
tion promulgated under that law. The En
vironmental Quality Hearing Board of State 
Y assessed a fine of $500 against S Corp. The 
fine was payable to State Y, and S Corp. paid 
it. Section 162(f) precludes S Corp. from de
ducting the $500 fine.

Example (8).  T Corp. was found by a 
magistrate of City Z to be operating in such 
city an apartment building which did not 
conform to a provision of the city housing 
code requiring operable fire escapes on 
apartment buildings of that type. Upon the 
basis of the magistrate’s finding, T Corp. was 
required to pay, and did pay, a fine of $200 to 
City Z. Section 162(f) precludes T Corp. 
from deducting the $200 fine.

Par. 5, Section 1.212-1 is amended by 
adding a new paragraph (p) a t the end 
thereof to read as follows:
§ 1.212—1 Nontrade or nonbusiness ex

penses.
•  *  *  *  *

(p) Frustration of public policy. The 
deduction of a payment will be disallowed 
under section 212 if the payment is of a 
type for which a deduction would be dis
allowed under section 162 (c), (f), or (g) 
and the regulations thereunder in the 
case of a business expense.

P ar. 6. So much of § 1.471-3 as fol
lows paragraph (d) is revised to read 
as follows:
§ 1.471—3 Inventories at cost.

Cost means:
* * * * *

(d) * * *
Notwithstanding the other rules of this 
section, cost shall not include an amount 
which is of a type for which a deduction 
would be disallowed under section 162
(c), (f), or (g) and the regulations there
under in the case of a business expense. 
(68A Stat. 917; 26 U.S.C. 7805.)

[seal] D onald C. Alexander, 
Commissioner of Internal Revenue.

Approved: February 14,1975.
Ernest S. Christian, Jr.,

Deputy Assistant Secretary 
of the Treasury.

[FR Doc.75-4671 Filed 2-19-75;8:45 am]

Title 31— Money and Finance: Treasury
SUBTITLE A— OFFICE OF THE 

SECRETARY
PART 1— DISCLOSURE OF RECORDS
By a notice of proposed rule making 

appearing in the Federal R egister for 
January 16, 1975 (40 FR 2836), an 
amendment to 31 CFR 1.6 was proposed 
in order to provide a uniform schedule 
of fees, applicable to all constituent units 
of the Department of the Treasury, for 
search and duplication of records under 
thè Freedom of Information Act (5 U.S.C. 
552, as amended). The same document 
gave notice that 31 CFR, Part 1 (relating
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to public access to records) would be 
amended to comport with the require
ments of Pub. L. 93-502 and would also 
be made applicable to all constituent 
units of the Department. This document 
is such amendment.

In general, these amendments provide 
for access by the public to information 
created or maintained by the Depart
ment of the Treasury. Specifically, they 
provide for publication of certain docu
ments in the Federal R egister and pub
lic inspection of records. They also pro
vide procedures for making a request for 
records of a constituent unit of the De
partment of the Treasury, for appeal of 
an initial or appellate administrative de
termination to deny such request, and 
the schedule of fees for search and dupli
cation of records. The amendments ap
ply to all constituent units of the De
partment of the Treasury, including the 
Internal Revenue Service and supersede 
all inconsistent prior issuances of Bu
reaus, offices and other constituent units.

These amendments also designate 
officers of the constituent units of the 
Department of the Treasury who will 
make initial determinations as to 
whether to grant requests for records 
and those who will make appellate ad
ministrative determinations. Initial de
terminations normally are to be made 
within 10 working days after the date of 
the request, and appellate determinations 
are to be made within 20 working days 
after the date of the receipt of the ap
peal. However, under unusual circum
stances, an extension of not to exceed 10 
days may be invoked. If such an exten
sion is invoked in connection with an 
initial determination, any unused days of 
the maximum 10-day extension period 
may be invoked subsequently in connec
tion with an administrative appeal from 
the initial determination. These time 
limits may also be extended by agree
ment with the requester or by judicial 
process.

TTie amendment previously proposed 
relating to a uniform schedule of fees is 
adopted with only clarifying revisions 
suggested by the Department itself.

In addition, the amendments conform 
provisions relating to the exemptions 
from disclosure requirements for matters 
concerning national defense and foreign 
policy and for investigatory records to 
changes made by Pub. L. 93-502.

In  order to preserve without change 
the provisions now set forth in 31 CFR
1.8 through 1.11, 31 CFR, Part 1 
is divided into Subpart A, Under 
5 U.S.C. 552, as amended, applicable to 
all constituent units of the Department 
of the Treasury, and Subpart B, Under 
other provisions, applicable only to speci
fied constituent units.

The amendments made by this docu
ment are effective on and after Febru
ary 19, 1975. Inasmuch as Pub. L. 93-502 
requires these regulations to be effective 
by such date, and since the principal 
purpose is to comply with and implement 
the provisions of Pub. L. 93-502, and due 
to the time constraints involved, the op
portunity for public comment prior to 
adoption is not deemed necessary or
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