Federal Register / Vol. 44, No. 203 / Thursday, October 18, 1979 / Rules and Regulations

deadlines which have previously been
indicated.?

The amendments contained herein
were developed in consideration of
petitioners’ comments, as well as the
answer of Indicated Producers and all of
the comments generated by the orders
and notices issued in Docket No. RM79-
22. Accordingly, the Commission finds
that further notice and public
procedures on these amendments are
unnecessary and impracticable, and that
good cause exists to dispense with
additional notice and opportunity to
comment. Further, we find good cause
for the amendments in the regulations
contained in this order to be effective
immediately, in light of the fact that
deadline for filing many third-party
protests is October 15, 1979.

(Natural Gas Act as amended, U.S.C. 717, et
seq.; Department of Energy Organization Act,
42 U.S.C. 710, et seq., E.O. 12009: 42 FR 46467;
Natural Gas Policy Act of 1978, 15 U.S.C. 3301
et seq.)

In consideration of the foregoing, Part
154 of Subchapter E, Chapter 1, Title 18,
Code of Federal Regulations, is
amended as set forth below.

By the Commission.
Kenneth F. Plumb,
Secretary.

1. Section 154.94 is amended in
paragraphs (h), and (i) by deleting
paragraphs (h)(8). (i)(3)(i). and
substituting the following in lieu thereof:

§ 154.94 Changes in rate schedules.

* L . * *

(h) Blanket filings.—(8) Protests. Any
protest to a blanket affidavit shall be
submitted to the Commission.

(i) In the case of a protest by the
purchaser in the first sale, within 60
days from the filing of the blanket
affidavit or August 15, 1979, whichever
is later; or ‘

(ii) In any other case, within 60 days
of the filing of the evidentiary
submission referencing the contract
which governs the sales covered by the
blanket affidavit, or October 15, 1879,
whichever is later. A protest under this
clause shall also be served upon the
purchaser in the first sale.

* - * » -

(i) Interim and retroactive
collections. * * *

(3) Protests. (i) any protest shall be
submitted to the Commission.

(A) In the case of a protest by the
purchaser in the first sale, within 60

*The petitions for extension of time that have
been filed which have not requested extensions
beyond 60 days after the filing of the evidentiary
submission are thus rendered moot by this order.

days from the date of such filing or
August 15, 1979, whichever is later; or

(B) In any other case, within 60 days
of the filing of the evidentiary
submission referencing the contract
which governs the sales covered by the
interim or retroactive collection filing, or
October 15, 1979, whichever is later. A
protest filed under this subclause shall
also be served upon the purchaser in the
first sale.

» - - - *

2. Section 154.94 is amended in
paragraph [j) (4) by inserting a new
subdivision [iii) to read as follows:

. » - . -

[i) - ® %

(4) * 4 =

(iii) Upon receipt by a pipeline of any
third-party protest referred to in
subdivision (i) of this subparagraph, the
pipeline shall mail within thirty days to
the seller under the contract a copy of
such third-party protest. For purposes of
this clause, a third-party protest is a
protest by a party who is not a party to
the contract which is protested.
* * - - -
{FR Doc, 78320786 Filed 10-17-789; 8:45 am]
BILLING CODE 6450-01-M

18 CFR Part 282
[Docket Nos. RM 79-14 and RM 79-21]

Incremental Pricing; Regulations
Implementing the Incremental Pricing
Provisions of the Natural Gas Policy
Act of 1978; Regulations Implementing
Alternative Fuel Price Ceilings on
Incremental Pricing under the Natural
Gas Policy Act of 1978; Change of
Telephone Number

October 186, 1979.

AGENCY: Federal Energy Regulatory
Commission.

ACTION: Notice of Change of Telephone
Number.

SUMMARY: Notice is hereby given that
the telephone number for Ms. Alice
Fernanadez which is listed in the
“Affidavit for Exemptions from
Incremental Pricing for Certain
Categories of Industrial Boiler Fuel Use
of Natural Gas" (relating to Docket No.
RM79-14) and in the “Alternative Fuel
Capability Affidavit” (relating to Docket
No. RM79-21) has been changed,
effective immediately. The new
telephone number is (202) 357-8965.

DATE: Effective immediately.

FOR FURTHER INFORMATION CONTACT:
Ms. Alice Fernandez, Federal Energy
Regulatory Commission, 825 North

Capitol Street, N.E., Washington, D.C.
20426, (202) 357-8965.

Kenneth F. Plumb,

Secretary.

[FR Doc. 79-32393 Filed 10-17-79; 8:45 am|

BILLING CODE 6450-01-M

18 CFR Part 282
[Docket Nos. RM79-14; RM79-21)

Incremental Pricing; Regulations
Implementing the Incremental Pricing
Provisions of the Natural Gas Policy
Act of 1978; Regulations Implementing
Alternative Fuel Price Ceilings on
Incremental Pricing under the Natural
Gas Policy Act of 1978; Question and
Answer Session on Implementation of
the Incremental Pricing Program

October 16, 1979,

AGENCY: Federal Energy Regulatory
Commission,

ACTION: Notice of Question and Answer
Session on Implementation of the
Incremental Pricing Program.

SUMMARY: On September 28, 1979, the
Federal Energy Regulatory Commission
(Commission) issued final regulations in
Docket Nos. RM79-14 and RM79-21 (44
FR 57726, October 5, 1979), which
implement the first phase of the
incremental pricing program under the
Natural Gas Policy Act of 1978.

An informal question and answer
session will be held with respect to
these final regulations in Chicago,
Illinois on October 31, 1979, beginning at
9 a.m. CST. The session will be held in
Room 1818 of the State of Illinois
Building, located at 160 North La Salle
Street, Chicago, lllinois 60601.

The session is being held in order to
provide those firms which are impacted
by the Phase I regulations an
opportunity to discuss with Commission
Staff (Staff) questions regarding the
implementation of these regulations.
Staff will respond only to questions
which are directed to the interpretation
or application of the Phase I regulations.
Staff will not discuss questions which
are directed to the general policies
which underlie these regulations.

All interested persons, including
representatives of pipeline companies.
local distribution companies, and
industrial end-users affected by the
Phase I regulations, are invited to attend
the question and answer session.

It would be helpful for Staff if prior o
October 31st, those who plan to attend
the question and answer session would
submit, to the address indicated below,
a list of the questions which they intend
to raise at the session.
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DATE: Question and answer session:
October 31, 1979,

ADDRESSES: Question and answer
session: State of Illinois Building, Room
1818, 160 North La Salle Street, Chicago,
Illinois 60601.

Submit written questions to: Barbara
K. Christin, Office of the General
Counsel, Room 8113, Federal Energy
Regulatory Commission, 825 North
Capitol Street, N.E., Washington, D.C.
20426 (Reference Dockets Nos. RM79-14
and RM79-21).

FOR FURTHER INFORMATION CONTACT:
Barbara K. Christin, Ofice of the General
Counsel, Room 8113, Federal Energy
Regulatory Commission, 825 North
Capitol Street, N.E., Washington, D.C.
20426, (202) 357-8079.

Kenneth F, Plumb,

Secretary.

[FR Doc. 76-32394 Filed 10-17-78; 8:45 am)

BILLING CODE 6450-01-M

—_—

DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT

Office of the Assistant Secretary for
Housing-Federal Housing
Commissioner

24 CFR Part 891
[Docket No. R-79-726]

Neighborhood Strategy Area (NSA)
Funding

AGency: Office of the Assistant
Secretary for Housing-Federal Housing
Commissioner, HUD.

AcTiON: Final rule,

SUMMARY: This rule sets forth policies
and procedures under.which contract
authority will be assigned to
Neighborhood Strategy Areas (NSA)
approved in September 1978 from the
Field Office's allocation.

DATES: Effective date November 9, 1979,

FOR FURTHER INFORMATION CONTACT:
Ross Kumagai, Director, Funding
Control Division, Office of Housing
Operations and Field Monitoring,
Department of Housing and Urban
Development, Rm. 6278, 451 7th Street,
S.W., Washington, D.C. 20410, (202) 755~
5934. {This is not a toll-free number.)
SUPPLEMENTARY INFORMATION: In
allocating contract authority for units in
NSAs which were approved in
September 1978 pursuant to 24 CFR
881.304, Field Offices may use the
following procedures for years two
through five of the NSA schedule.
Where these procedures are
applicable, contract authority will be
identified for use in NSAs from the Field

Office allocation before any other
suballocations are made. Contract
authority so identified may not exceed
20 percent of total Section 8 contract
authority allocated to the Field Office.
Contract authority remaining after funds
for approved NSAs have been set aside
will be allocated according to housing
and household type proportionality as
established in local Housing Assistance
Plans.

Additional contract authority will be
made available from Headquarters'
reserve funds where the total contract
authority required for the NSA program
exceeds 20 percent of the Field Office't
allocation for Section 8.

Because of the importance of making
funds available early in Fiscal Year
1980, it has been determined that it is in
the public interest to make these
regulations effective as soon as possible
after publication.

A finding of inapplicability respecting
the National Environmental Policy Act
of 1969 has been made in accordance
with HUD procedures. A copy of this
finding of inapplicability will be
available for public inspection during
regular business hours in the Office of
the Rules Docket Clerk, Office of the
General Counsel, Room 5218,
Department of Housing and Urban
Development, 451 Seventh Street, S.W.,
Washington, D.C. 20410.

§891.404 [Amended]

Accordingly, 24 CFR, Chapter VIII,
Section 891.404{a)(2) is revised by
adding the following two sentences at
the end: “The Field Office may identify
contract authority from its metropolitan
or non-metropolitan allocation, as
appropriate, for use in Neighborhood
Strategy Areas (NSA) approved under
24 CFR Part 881 prior to performing the
actions set forth in this paragraph (a)(2).
In such cases, additional contract
authority will be made available from
the contract authority retained by the
Assistant Secretary for Housing under
Section 891.403(b) where the total
contract authority required for NSAs
exceeds 20 percent of the Field Office
allocation for Section 8 derived pursuant
to Section B91.402."

In addition, the fourth sentence of
Section 891.404(c)(1) is revised by
adding after *housing type" the
following: “{except in the case of
contract authority for NSAs described in
the last two sentences of paragraph
(a)(2))".

Authority: Section 7(d) Department of HUD
Act (42 U.S.C. 3535(d)).

Issued at Washington, D.C. October 1f.
1979,

Lawrence B. Simons,

Assistant Secretary for Housing-Federal
Housing Commissioner.

[FR Doc. 78-32106 Filed 10-17-78; 8:45 am]

BILLING CODE #210-01-M

DEPARTMENT OF THE TREASURY
Internal Revenue Service

26 CFR Part 1

[T.D. 7649]

Income Tax; Taxable Years Beginning
After December 31, 1953; Indirect
Foreign Tax Credit for Dividends From
Less Developed Country Corporations

AGENCY: Internal Revenue Service,
Treasury.
ACTION: Final regulations.

SUMMARY: This document contains final
regulations relating to the foreign tax
credit for domestic corporate
shareholders of certain foreign
corporations. Changes to the applicable
law were made by the Tax Refarm Act
of 1976. These regulations provide the
public with guidance needed to comply
with the law, and affect all domestic
corporations receiving actual or deemed
distributions from corporations which
were less developed country
corporations.

DATE: These regulations are effective
generally for taxable years beginning
after December 31, 1975.

FOR FURTHER INFORMATION CONTACT:
Diane L. Renfroe of the Legislation and
Regulations Division, Office of the Chief
Counsel, Internal Revenue Service, 1111
Constitution Avenue NW., Washington,
D.C. 20224, Attention: CC:LR:T, 202-566—
3289, not a toll-free call.

SUPPLEMENTARY INFORMATION:

Background

On December 29, 1978, the Federal
Register published proposed
amendments to the Income Tax
Regulations (26 CFR Part 1) under
sections 78, 802, and 960 of the Internal
Revenue Code of 1954 (43 FR 60960).
These amendments were proposed to
conform the regulations to changes
made by section 1033 of the Tax Reform
Act of 1976 (90 Stat. 1626). One written
comment suggesting a technical change
in the proposed amendments was
received. This comment was rejected as
technically incorrect. No public hearing
was requested. After consideration of all
comments regarding the proposed
amendments, those amendments are
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adopted as revised by this Treasury
decision.

Indirect Foreign Tax Credit Provisions

Sections 902 and 960 provide that
domestic shareholders receiving actual
dividends and deemed distributions
under section 951 from certain foreign
corporations shall be deemed to have
paid a portion of the foreign income
taxes paid or deemed paid by such
corporations on or with respect to their
accumulated profits. Section 78 provides
that amounts of foreign taxes deemed
paid under sections 902 and 960 shall be
included in the gross income of the
domestic shareholder. Prior to
amendment by section 1033 of the Tax
Reform Act of 1976, sections 902 and 960
contained a separate set of rules for
computing the tax credit on distributions
from less developed country
corporations. In addition section 78 did
not apply to foreign taxes deemed paid
on distributions from less developed
country corporations. Section 1033
eliminated this separate set of rules.
These amendments change the

_regulations under each of those sections
accordingly.

Minor Changes to the Notice

These regulations are being published
as they appeared in the notice of
proposed rulemaking with minor
changes. Several parenthetical clauses
have been added to examples (1) and (2)
of § 1.902-2 to make it clear that certain
references contained therein are to
section 902 of the Code prior to
amendment by the Tax Reform Act of
1976, In addition, references to the
corporate tax rate assumed in the
examples contained in §§ 1.960-4 and
1.960-6 have been added.

Drafting Information

The principal author of this regulation
is Diane L. Renfroe of the Legislation
and Regulations Division of the Office of
Chief Counsel, Internal Revenue
Service. However, personnel from other
offices of the Internal Revenue Service
and Treasury Department participated
in developing the regulation, both on
matters of substance and style.

Adoption of Amendments To The
Regulations

Accordingly, the proposed
amendment to 26 CFR Part 1 as
published in the Federal Register (43 FR
60960) on December 29, 1978, is adopted
with the following changes.

Paragraph 1. Examples (1) and (2) of
§ 1.902-2(d) as set forth in paragraph 5
of the notice of proposed rulemaking
appearing in the Federal Register on

December 29, 1978, at page 60962 are
amended by:

1. Inserting the words “(under sec.
902(c)(1)(B) as in effect prior to
amendment by the Tax Reform Act of
1976)" after the words "Accumulated
profits” each place they appear in the
computations for 1975.

2. Inserting the words "(under sec.
902(a)(2) as in effect prior to.amendment
by the Tax Reform Act of 1976)" after
the words “Foreign income taxes of A
Corp. deemed paid by M Corp."” and
before the parenthetical calculations in
the computations for 1975.

3. Inserting the words "(under sec.
902(b)(1)(B) as in effect prior to
amendment by the Tax Reform Act of
1976)" after the words “Foreign taxes of
B Corp. for 1975 deemed paid by A
Corp." and before the parenthetical
($240 % $300/$600)" in example (2)(b).

Par. 2. Paragraph 9 of the notice of
proposed rulemaking appearing in the
Federal Register on December 29, 1978,
at page 60963 is amended by inserting
the words “by deleting the words ‘the
surtax exemption under section 11(d)
being disregarded for the purposes of
simplification:’ in examples (1) and (3)
and inserting in place thereof ‘assuming
a corporate tax rate of 48 percent:;"
after the second semicolon.

Par, 3. Paragraph 11 of the notice of
proposed rulemaking appearing in the
Federal Register on December 29, 1978,
at page 60963 is amended by inserting
the words “; and by inserting the words
', assuming a corporate tax rate of 22
percent, a surtax of 26 percent and a
surtax exemption of $25,000" after the
words ‘determined as follows for such
years' and before the colon in the
example” after the word "respectively”
at the end of the sentence.

This Treasury decision is issued under
the authority contained in section 7805
of the Internal Revenue Code of 1954
(68A Stat. 917; 26 U.S.C. 7805).

Jerome Kurtz,
Commissioner of Internal Revenue.

Approved: September 25, 1979.
Donald C. Lubick,
Assistant Secretary of the Treasury.

§ 1.78-1 [Amended]

Paragraph 1. Section 1.78-1 is
amended by deleting the words “section
902(a)(1) and § 1.902-1(b)(2)" and
“section 902(a)(1)" each place they
appear and inserting “'section 902(a) in
accordance with §§ 1.902-1 and 1.902-2"
in lieu thereof; and by deleting the
words “section 960(a)(1)(C) and the
regulations thereunder" and "section
960(a)(1)(C)" each place they appear and
inserting in lieu thereof "section
960(a)(1) in accordance with § 1.960-7".

§ 1.535-2 [Amended]

Par. 2. Section 1.535-2(a)(2)(ii) is
amended by striking the words “section
902(a)(1) or section 960(a)(1)(C)." and
inserting in lieu thereof “'section 902(a)
in accordance with §§ 1.902-1 and
1.902-2 or section 960(a)(1) in
accordance with § 1.960-7."

§ 1.545-2 [Amended]

Par. 3. Section 1.545-2(a)(3)(ii) is
amended by striking out the words
“section 902(a)(1) or section
960(a)(1)(C)."” and inserting in lieu
thereof “section 902(a) in accordance
with §§ 1.902-1 and 1.902-2 or section
960(a)(1) in accordance with § 1.960-7."

§ 1.902-1 [Amended]

Par. 4. Section 1.902-1 is amended as
follows:

1. Paragraph (a) is amended by
deleting subparagraph (6) and by
redesignating subparagraphs (7) and (8)
as subparagraphs (6) and (7)
respectively.

2. Paragraph (b) is amended by
deleting the words “or (3)" following the
words “(b)(2)" in subparagraphs (1)(i)
and (1)(iv); by deleting the words
“section 902(a)(1)" in subparagraph
(1)(iii) and inserting in place thereof
“section 902(a)"; by revising
subparagraph (2) to read as set forth
below; and by deleting subparagraph
(3).
3. Paragraph (c) is amended by
deleting the words "and (3)" following
the words “paragraph (b)(2)" and the
words “or (3)" following the words
“paragraph (c)(2)" in subparagraph (1);
by revising subparagraph (2) to read as
set forth below; and by deleting
subparagraph (3).

4, Paragraph (d) is amended by
deleting the words "and (3)" following
the words “(c)(2)” and the words “or
(3)" following the words "(d)(2)" in
subparagraph (1); by revising
subparagraph (2) to read as set forth
below; and by deleting subparagraph
(3).
5. Paragraph (e) is revised to read as
set forth below.

6. Paragraph (f) is revised to read as
set forth below.

7. Paragraph (j) is amended by
deleting the words "or (3)" which follow
the words “paragraph (b)(2)".

8. Paragraph (k) is amended as
follows:

a. By deleting the words “, not a less
developed country corporation” which
follow the words “foreign corporation
A" in examples (1), (3), and (5);

b. By deleting the words “'sec.
902(a)(1)" in examples (1), (3), and (5),
and inserting in place thereof “'sec.
902(a)";
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c¢. By revising example (2) to read as
set forth below;

d. By deleting the words “sec.
902(b)(1){A)"” in example (3) and
inserting in place thereof the words
“sec. 902(b)(1)";

e. By deleting example (4):

f. By redesignating "Example (5)" as
“Example [4)";

g. By deleting the words *, a less
developed country corporation,” which
follow the words “foreign corporation
B" and which follow the words “foreign
corporation C" in example (4) as
redesignated; :

h. By deleting example (6);

i. By deleting each reference to the
date "1975" ag it appears in examples
(1), (3), and (4) (as redesignated) and
inserting in place thereof *1978";

j. By deleting each reference to the
date "1973" or 1974 as it appears in
example [4) as redesignated, and
inserting in place thereof the date “1876
or 1977" respectively.

9. Paragraph (1) is amended by
deleting the word “This" at the
beginning of the first sentence and
inserting in place thereof the wards
“Except as provided in § 1.902-2, this",
The revised provisions read as follows:

§ 1.902-1 Credit for domestic corporate
shareholder of a foreign corporation.

(b) Demestic shareholder owning
stock in a first-tier corporation. * * *

(2) Amount of foreign taxes deemed
paid by a domestic shareholder. To the
extent dividends are paid by a first-tier
corporation fo its domestic shareholder
out of accumulated profits, as defined in
paragraph {e) of this section, for any
taxable year, the domestic shareholder
shall bedeemed to have paid the same
proportion of any foreign income taxes
paid, accrued or deemed, in accordance
with paragraph (c)(2) of this section, to
be paid by such first-tier corporation on
or with respect to such accumulated
profits for such year which the amount
of such dividends [determined without
regard to the gross-up under section 78)
bears to the amount by which such.
accumulated profits exceed the amount
of such taxes (other than those deemed,
under paragraph (c)(2) of this section, to
be paid). For determining the amount of
foreign income taxes paid or accrued by
such first-tier corporation on or with
respect to the accumulated profits for
the taxable year of such first-tier
corporation, see paragraph (f) of this
section.

(c) First-tier corporation owning stock
in a second-tier corporation.* * *

(2) Amount of foreign taxes deemed
paid by a first-tier corporation. A first-
tier corporation which receives

dividends in any taxable year from its
second-tier corporation shall be deemed
to have paid for such year the same
proportion of any foreign income taxes
paid, accrued, or deemed, in accordance
with paragraph [d)[2) of this section, to
be paid by its second-tier corporation on
or with respect to the accumulated
profits, as defined in paragraph (e) of
this section, for the laxable year of the
second-tier corporation from which such
dividends are paid which the amount of
such dividends bears to the amount by
which such accumulated profits of the
second-tier corporation exceed the taxes
so paid or accrued. For determining the
amount of the foreign income taxes paid
or accrued by such second-tier
corporation on or with respect to the
accumulated profits for the taxable year
of such second-tier corporation, see
paragraph {f) of this section.

(d) Second-tier corporation owning
stock in a third-tier corporation. * * *
(2) Amount of foreign taxes deemed

paid by asecond-tier corporation. For
purposes of applying paragraph (c)(2) of
this section to a first-tier corporation, a
second-tier corporation which recéives
dividends in its taxable year from its
third-tier corporation shall be deemed to
have paid for such year the same
proportion of any foreign income taxes
paid or accrued by its third-tier
corporation on or with respect to the
accumulated profits, as defined in
paragraph (e) of this section, for the
taxable year of the third-tier corporation
from which such dividends are paid
which the amount of such dividends
bears to the amount by which such
accumulated profits of the third-tier »
corporation exceed the taxes so paid or
accrued. For determining the amount of
the foreign income taxes paid or accrued
by such third-tier corporation on or with
respect to the accumulated profits for
the taxable year of such third-tier
corporation, see paragraph (f) of this
section.

(e) Determination of accumulated
profits of a foreign corporation. The
accumulated profits for any taxable year
of a first-tier corporation and the
accumulated profits for any taxable year
of a second-tier or third-tier corporation,
which are taken into account in applying
paragraph (c)(2) or (d)(2) of this section
with respect to such first-tier
corporation, shall be the sum of—

(1) The earnings and profits of such
corporation for such year, and

(2) The foreign income taxes imposed
on or with respect to the gains, profits,
and income to which such earnings and
profits are attributable.

(f) Taxes paid on or with respect to
accumulated profits of a foreign
corporation. For purposes of this

section, the amount of foreign income
taxes paid or accrued on or with respect
to the accumulated profits of a foreign
corporation for any taxable year shall
be the entire amount of the foreign
income taxes paid or accrued for such
year on or with respect to such gains,
profits, and income. For purposes of this
paragraph (f), the gains, profits, and
income of a foreign corporation for any
taxable year shall be determined after
reduction by any income. war profits, or
excess profits taxes imposed on or with
respect to such gains, profits. and
income by the United States.

(k) lustrations. * * =

Example (2). The facts are the same as in
example (1), except that M Corporation alse
owns all the one class of stock of foreign
corporation B which also uses the calendar
year as the taxable year. Corporation B has
accumulated profits, pays foreign income
taxes, and pays dividends for 1978 as
summarized below. For 1878, M Corporation
is deemed under paragraph (b)(2) of this
section, to have paid $20 of the foreign
income taxes paid by A Corporation for 1978
and to have paid $50 of the foreign income
taxes paid by B Corporation for 1978, and
includes $70 in gross income as a dividend
under section 78, determined as follows:

B Corporation
Gains, profits and $200
Foreign taxas imposed on or with resp
fo gains, profits, and s 100
Accumulated profits. 200
Foreign income taxas paid by B Cocp. on or with
respect 10 accumuiated Profits............wioeimra 100
A lated profits in of foreig
laxes 100
Foreign income taxes of B Corporation deemed
paid by M C under 202(a)
($100 x $50/$100) 50
M Corporation
Foreign income taxes deemed paid under sec.
902(a):
Taxes of A Corp, (from exampié (1)........oeeemn §20
Taxes of 8 Corp. (as determined above)........... 50
Total 70
Foreign income taxes included in gross income Fr
under sec. 78 as a dividend:
Taxes of A Comp. (from axampie (1))............. 20
Total 70
- - - - .

Par. 5. Section 1.902-2 is revised to
read as set forth below.

§ 1.902-2 Rules for distributions
attributable to accumulated profits for
taxable years in which a first-tier
corporation was a less developed country
corporation.

(a) In general. If a domestic
shareholder receives a distribution from
a first-tier corporation before January 1,
1978, in a taxable year of the domestic
shareholder beginning after December




60088

Federal Register / Vol. 44, No. 203 / Thursday, October 18, 1979 / Rules and Regulations

31, 1964, which is attributable to
accumulated profits of the first-tier
corporation for a taxable year beginning
before January 1, 1976, in which the first-
tier corporation was a less developed
country corporation (as defined in 26
CFR § 1.902-2 rev. as of April 1, 1978),
then the amount of the credit deemed
paid by the domestic shareholder with
respect to such distribution shall be
calculated under the rules relating to
less developed country corporations
contained in (26 CFR § 1.902-1 rev. as of
April 1,1978).

(b) Combined distributions. If a
domestic shareholder receives a
distribution before January 1, 1978, from
a first-tier corporation, a portion of
which is described in paragraph (a) of
this section, and a portion of which is
attributable to accumulated profits of
the first-tier corporation for a year in
which the first-tier corporation was not
a less developed country corporation,
then the amount of taxes deemed paid
by the domestic shareholder shall be
computed separately on each portion of
the dividend. The taxes deemed paid on
that portion of the dividend described in
paragraph (a) shall be computed as
specified in paragraph (a). The taxes
deemed paid on that portion of the
dividend described in this paragraph (b),
shall be éomputed as specified in
§ 1.902-1.

(c) Distributions of a first-tier
corporation attributable to certain
distributions from second- or third-tier
corporations. Paragraph (a) shall apply
to a distribution received by a domestic
shareholder before January 1, 1978, from
a first-tier corporation out of
accumulated profits for a taxable year
beginning after December 31, 1975, if:

(1) The distribution is attributable to a
distribution received by the first-tier
corporation from a second- or third-tier
corporation in a taxable year beginning
after December 31, 1975.

(2) The distribution from the second-
or third-tier corporation is made out of
accumulated profits of the second- or
third-tier corporation for a taxable year
beginning before January 1, 1976, and

(3) The first-tier corporation would
have qualified as a less developed
country corporation under section 902(d)
(as in effect on December 31, 1975), in
the taxable year in which it received the
distribution.

(d) Z/lustrations. The application of
this section may be illustrated by the
following examples:

Example (1). M, a domestic corporation
owns all of the one class of stock of foreign
corporation A. Both corporations use the
calendar year as the taxable year. A
Corporation pays a dividend to M
Corporation on January 1, 1977, partly out of

its accumulated profits for calendar year 1976
and partly out of its accumulated profits for
calendar year 1975. For 1975 A Corporation
qualified as a less developed country
corporation under the former section 902(d)
(as in effect on December 31, 1975). M
Corporation is deemed under paragraphs (a)
and (b) of this section to have paid $63 of
foreign income taxes paid by A Corporation
on or with respect to its accumulated profits
for 1976 and 1975 and M Corporation includes
$36 of that amount in gross income as a
dividend under section 78, determined as
follows upon the basis of the facts assumed:

1976

Gains, profits, and income of A Corp. for 1976....... $120.00
Foreign income taxes imposed on or with respect

1o such gains, profits, and INCOME.........cuummicicsees 36.00

A lated profits 120.00
Foreign income taxes paid by A Corp. on or with
spect lo its lated profits (total forexgn

[ taxes) 36.00
A jated profits in of foreign income

taxes 84,00
Dividend to M Corp. out of 1976 accumulated prof-

its 84.00
income taxes of A for 1876 deemed paid

by M Corp. ($84/884 X 836) ....ccoovuusiummsusnmmnmsnssnne 36.00
Foreign taxes included in gross of
M Corp. under sec. 78 as a dividend from A

Corp. 36.00

1975

Gains, profits, and income of A. Corp for 1975........ $257.14
Foreign income taxes imposed on or with respect

1o such gains, profits, and INCOME. ... 7714
Accumulated profits (under sec. 902(c)(1)(B) as in
effect prior 1o amendment by the Tax Reform

Act of 1876) 180.00
Foreign income taxes paid by A Corp. on or with
respect to its accumulated profits ($77.14 x

$180/$257.14) 5‘.(_)0
Dividends paid to M Corp. out of accumulated

profits of A Corp. 10 1975......ccvvivrimnsmmmmsiaresiosuisnss 90.00
Foreign income taxes of A Corp. for 1875 deemed
paid by M Corp. (under sec. 902(a)(2) as in
effect prior 10 amendment by the Tax Reform

Act of 1976) ($54 X $80/8180) .cvovviovricnismmsivirinns 27.00

Foreign Income taxes included in gross income of

M Corp. under sec. 78 as a dividend from A

Corp. 0

Example (2) The facts are the same as in
example (1), except that the distribution from
A Corporation to M Corporation on January
1, 1977, was from accumulated profits of A
Corporation for 1976. A Corporation's
accumulated profits for 1976 were made up of
income from its trade or business, and a
dividend paid by B, a second-tier corporation
in 1976. The dividend from B Corporation to
A Corporation was from accumulated profits
of B Corporation for 1975. A Corporation
would have qualified as a less developed
country corporation for 1976 under the former
section 902(d) (as in effect on December 31,
1975). M Corporation is deemed under
paragraphs (b) and (c) of this section to have
paid $543 of the foreign taxes paid or deemed
paid by A Corporation on or with respect to
its accumulated profits for. 1976, and M
Corporation includes $360 of that amount in
gross income as a dividend under section 78,
determined as follows upon the basis of the
facts assumed:

Total gains, profits, and income of A Corp. for

1976, §1,500
Gains and profits from business operations...... 1,200
Gains and profits from dividend A Corp. re-

ceived in 1976 from B Corp. out of accumu-
lated profits of B Corp. for 1975 ... 300

Foreign taxes imposed on of with respect fo such
profits and 450

Foreign taxes paid by A Corp. attributable 1o
gains and profits from A Corp.’s business

Foreign taxes paid by A Corp. attributable 10
Ovidend from B GO, i 1876, 90

Dividends from A Corp. to M Corp. on Jan. 1, 1977 1,050
Portion of dividend attributable to gains and
profits of A Corp. from business operations.
($1,200/81,500 X $1,050) .ccoocovcsiiiansmmerenaians 840
Portion of dividends attributable to gains on
profits of A Corp. from dividend from B
Corp. ($300/$1,500 % $1,050). ....ooccccitevivuin 210

360

(a) Amount of foreign taxes of A Corp.
deemed paid by M Corp. on A Corp.’s gains
and profits for 1976 from business operations.

Gmwoﬁm..mmneolACorp.mm

ness op $1,200
Foreign taxes imposed on or with resp
to gains, profits, and : 360
A sated profits 1,200
FmignmmhxeopudbyACap.onoerh
respect 1o its accumulated profits (total foreign
taxes) 360
Accumulated profits in excess of foreign income
taxes.. 840
Dividend to M Corp 840
Foreign taxes of A Corp. deemed paid by M Corp.
Foreign taxes included in gross income of M Corp.
under sec. 78 as a dividend 360

(b) Amount of foreign taxes of A Corp.
deemed paid by M Corp. on portion of the
dividend attributable to B Corp.’s
accumulated profits for 1975.

B Corp. {(second-tier corporation):
Galns, profits, and income for calendar year

§1,000

as in effect prior to amendment by the Tax

Reform ACE Of 1876) ....c.coviciivemrnscrmrissssrssmianias 600
Foreign income taxes paid by B Corp. on or
with respect o its accumulated profits
($400 x $600

A ¥ e
es of B Corp. for 1975 deemed
under sec. 902(b)(1)(B) as

|
:
i

g

t
?;
8
i
|

as in effect prior to amendment by the Tax
RdovamoUws) ........................................ 210

spect 1o such accumulated profits (S90 x

$210/8300) 63
Foreign income taxes paid and deemed to be

paid by A Corp. for 1976 on or with respect

1o such accumulated profits ($§120 + $63) 18

to by the Tax Reform Act

1976) ($183 x $210/§210) 183
i fuded in gross

under sec. 78 0

Par. 6. Section 1.960-1 is amended as
follows:

1. Paragraph (b) is amended by
deleting subparagraph (4).

2. Paragraph (c) is amended as
follows:
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a. By revising subparagraph (2)(i) to
read as set forth below;

b. By deleting subparagraph (2)(ii);

c. By deleting the words *, not a less
developed country corporation” which
follows the words “foreign corporation
A" in examples (1), (3), (5), and (6) of
subparagraph (4);

d. By deleting the words “section
960(a)(1)(C)" or “sec. 960(a)(1)(C)" each
place they appear in examples (1), (3),
(5), and (6) of subparagraph (4) and
inserting in place thereof “section
960(a)(1)" or “sec. 960(a)(1)";

e. By deleting example (2) and
example (4) of subparagraph (4);

f. By redesignating "Example (3)'" as
“Example (2)"”, “"Example (5)" as
“Example (3)", “Example (6)" as
“Example (4)"; and

g. By deleting the words *, not a less
developed country corporation” which
follow the words *“corporation B" in
example (3) as redesignated.

h. By deleting the date “1965" each
place it appears in example (1) and
examples (2), (3), and (4) as
redesignated and inserting in lieu
thereof *1978".

3. Paragraph (e) is deleted.

4. Paragraphs (f), (g), and (h) are
redesignated as paragraphs (e), (f) and
(g) respectively.

5. Paragraph (i) is amended by
redesignating it paragraph (h); by
deleting the words “section 960(a)(1)(C)"
in subparagraph (1)(ii) and inserting in
place thereof “section 960(a)(1)"; by
deleting the words “, and A Corporation
is not a less developed country
corporation for 1965" following the
words “taxable year" in the example
contained in subparagraph (3); by
deleting the words “section 960(a)(1)(C)"
each place they appearin that example
and inserting in place thereof “section
960(a)(1)"; and by deleting the date
"1965" each place it appears in that
example and inserting in place thereof
*1978".

§1.960-1 Foreign tax credit with respect
to taxes paid on earnings and profits of
controlled foreign corporations.

* * *

(c) Amount of foreign income taxes
deemed paid by domestic corporation in
respect of earnings and profits of foreign
corporation attributable to amount
included in income under section 951—
(1) In general. * * *

(2) Taxes paid or accrued on or with
respect to earnings and profits of foreign
corporation. For purposes of
subparagraph (1) of this paragraph, the
foreign income taxes paid or accrued by
a first-tier corporation or its second-tier
corporation, as the case may be, on or
with respect to its earnings and profits

for its taxable year shall be the total
amount of the foreign income taxes paid
or accrued by such foreign corporation
for such taxable year.

- * - - *

§ 1.960-2 [Amended)

Par. 7. Paragraph (e) of § 1.960-2 is
amended as follows:

1. The words “examples (7) and (8)" in
the first sentence are deleted and the
words “examples (6) and (7)"” are
inserted in place thereof.

2. Example (2) is deleted. ‘

3. Examples (3), (4). (5), (), (7). and (8)
are redesignated as examples (2), (3),
(4), (5), (6), and (7), respectively.

4. The words “, not a less developed
country corporation' which follow the
words “foreign corporation A" in
example (1), and examples (2), (3). (4),
(5). (6), and (7) as redesignated are
deleted,

5. The words “section 960(a)(1)(C)", or
“sec. 960(a)(1)(C)", or*'section 902(a)(1)"
or “sec. 902(a)(1)" are deleted each
place they appear in example (1) and
examples (2), (3), (4), (5), (6), and (7) as
redesignated and the words “section
960(a)(1)" or “sec. 960(a)(1)" or “section
902(a)” or “'sec. 902(a)" are inserted in
place thereof respectively.

6. The date "“1965" is deleted each
place it appears in example (1) and
examples (2), (3), (4), (5), (6), and (7) as
redesignated and the date “1978" is
inserted in place thereof.

§ 1.960-3 [Amended]

Par. 8. Section 1.960-3 is amended by
deleting the words “section 960(a)(1)(C)"
and “section 902(a)(1)" each place they
appear and inserting in place thereof
“section 960(a)(1)" or “section 902(a)"
respectively: by deleting the words *,
not a less developed country
corporation” following the words
“corporation A" in examples (1) and (2)
of paragraph (c); and by deleting the
date *1965" each place it appears in
examples (1) and (2) of paragraph (c)
and inserting in lieu thereof “1978",

§1.960-4 [Amended]

Par. 9. Paragraph (f) of § 1.9604 is
amended by deleting example (4); by
deleting the words *, not a less
developed country corporation” which
follow the words “corporation A" in
examples (1) and (3); by deleting the
words “the surtax exemption under
section 11(d) being disregarded for the
purposes of simplification:” in examples
(1) and (3) and inserting in place thereof
“assuming a corporate tax rate of 48
percent:"; by deleting the words “section
960(a)(1)(C)" or “sec. 960(a)(1)(C)" each
place they appear in examples (1), (2),
and (3), and inserting in place thereof

“section 960(a)(1)" or “section 960(a)(1)"
respectively; by deleting “'section
904(d)" each place it appears in example
(2) and inserting in place thereof
“section 904(c)"; and by deleting the
dates **1962", *'1963", “1964", 1965",
“1966", and "1967" each place they
appear in examples (1), (2), and (3), and
inserting in place thereof “1975", *1976",
“1977", *1978", *1979", and “1980"
respectively.

§ 1.960-5 [Amended]

Par. 10. Paragraph (b) of § 1.960-5 is
amended by deleting the words *, not a
less developed country corporation”
following the words “corporation A"; by
deleting the words *'section 960(a)(1)(C)"
and inserting the words “section
960(a)(1)" in place thereof; and by
deleting the dates “1965" and “1966"
each place they appear and inserting in
place thereof “1978” and “1979"
respectively.

§ 1.960-6 [Amended]

Par. 11, Paragraph (b) of § 1.960-6 is
amended by deleting the words *, not a
less developed country corporation”
following the words “corporation A"; by
deleting the words “section 960(a)(1)(C)"
or “sec. 960(a)(1)(C)" each place they
appear and inserting in place thereof the
words “section 960(a)(1)" or “sec.
960(a)(1)" respectively; by deleting the
dates "1965" and “1966" each place they
appear and inserting in lieu thereof
*1978" and *1979" respectively; and by
inserting the words *, assuming a
corporate tax rate of 22 percent, a surtax
of 26 percent and a surtax exemption of
$25,000" after the words “determined as
follows for such years” and before the
colon in the example.

Par. 12. Section 1.960-7 is added
immediately after § 1.960-6 to read as
follows:

§ 1.960-7 Effective dates.

(a) General rule. Except as provided
in paragraph (b), the rules contained in
§§ 1.960-1—1.960-6 shall apply to
taxable years of foreign corporations
beginning after December 31, 1962, and
taxable years of U.S. corporate
shareholders within which or with
which the taxable year of such foreign
corporation ends.

(b) Exception for less developed
country corporations. If for any taxable
year beginning after December 31, 1962,
and before January 1, 1976, a first-tier
foreign corporation qualified as a less
developed country corporation as
defined in 26 CFR 1.902-2 revised as of
April 1, 1978, the rules pertaining to less
developed country corporations
contained in 26 CFR 1.960-1—1.960-6
revised as of April 1, 1978, shall apply to
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any amounts required to be included in
gross income under section 951 for such
taxable year.

|FR Doc. 78-32196 Filed 10-17-79; 8:45 am)

BILLING CODE 4830-01-M

DEPARTMENT OF DEFENSE
Department of the Air Force
32 CFR Part 853

Security Qualifications for Membership
in the United States Air Force

AGENCY: Department of the Air Force,
Department of Defense.

ACTION: Final rule.

sumMARY: The Department of the Air
Force is amending its regulations by
adding a new Part 853 to Subchapter E
of 32 CFR, consisting of §§ 853.1 through
853.4. The new part provides policy for
processing members and prospective
members of the Air Force when there is
a question concerning qualifications for
membership in the United States Air
Force. It applies to all military personnel
in the Air Force, including Reserve
components, and candidates or
applicants for appointment or induction,
whether voluntary or involuntary. This
part implements DOD Directive 5210.7,
September 2, 1966, and Changes 1
through 6; DOD Directive 5210.9, January
19, 1956, and Changes 1 through 7; DOD
Instruction 5210.31, January 186, 1957, and
Changes 1 and 2; and supersedes Air
Force Regulation 35-62, August 11, 1965.
EFFECTIVE DATE: March 30, 1979.

FOR FURTHER INFORMATION CONTACT:
Captain F. ]. Kane, AFMPC/MPCRPP,
Randolph AFB, Texas, telephone (512)
652-3363.
SUPPLEMENTARY INFORMATION: Chapter
VII, Title 32 of the Code of Federal
Regulations is revised by adding Part
853 to Subchapter E—Security. This part
deletes all guidance on initiating
investigations and processing cases (see
AFR 205-32, USAF Personnel Security
Program); updates policy guidance;
deletes information and guidance
contained in other directives; and
changes the title to reduce confusion
with other directives.

Title 32 of the Code of Federal
Regulations is amended by adding a
new Part 853 to read as follows:

PART 853—SECURITY
QUALIFICATIONS FOR MEMBERSHIP
IN THE UNITED STATES AIR FORCE

Sec. -
853.1 Purpose.

853.2 Program responsibilities.
853.3 Policy.

8534 Processing procedures.

Authority: 10 U.S.C. 8012.

Note.—This part is derived from Air Force
Regulation 35-62, March 30, 1979.

Part 806 of this chapter states the basic
policies and instructions governing the
disclosure of records and tells members of
the public what they must do to inspect or
obtain copies of the material referenced
herein.

§853.1 Purpose.

This part provides policy for
processing members and prospective
members of the Air Force when there is
a question concerning qualifications for
membership in the United States Air
Force. This part applies to all military
personnel in the Air Force, including
Reserve components, and candidates or
applicants for appointment or induction,
whether voluntary or involuntary. It is
the authority for the final disposition of
such cases. AFR 205-32, USAF
Personnel Security Program, contains
procedures for the commander to
initiate and process cases to HQ USAF
for final determination. This part
implements DOD Directive 5210.7,
September 2, 1966, and Changes 1
through 6; DOD Directive 5210.9, January
19, 1956, and Changes 1 through 7; and
DOD Instruction 5210.31, January 16,
1957, and Changes 1 and 2,

Note.—Proposed supplements that affect
any military personnel function performed at
MAJCOM level or below are processed as
prescribed in AFR 5-13, Publications or
Communications Affecting Personnel
Fu}'lctiona Performed at MAJCOM Level or
Below.

§853.2 Program responsibilities.

(a) The Administrative Assistant to
the Secretary of the Air Force (SAF/AA)
has overall responsibility for this
program.

(b) The Deputy Chief of Staff,
Personnel, through the Assistant Deputy
Chief of Staff, Manpower and Personnel
for Military Personnel (MPC), is
responsible for establishing policy for
the removal or nonacceptance of
individuals under this program.

(c) The Personnel Security Division,
HQ USAF/DAI(S), is responsible for the
procedures for processing security cases
and making recommendations for action
to SAF/AA for individuals who are
processed under this program.

(d) The Air Force Office of Special
Investigations and the Defense
Investigative Service provide
investigative support for this program.

(e) Each commander is responsible for
initiating cases that fall under this
program, and for providing any
additional information required to
adjudicate cases according to AFR 205-
32.

§853.3 Policy.

(a) No person will be retained or
accepted in military status in the Air
Force, or its Reserve components, if
there is a reasonable doubt of the
individual's loyalty to the Government
of the United States.

(b) The Air Force assumes that there
is no reasonable doubt of the
individual's loyalty unless a
determination to the contrary is made.

(c) An individual will not be
appointed, enlisted, or inducted into the
Air Force if that individual has
previously been discharged or separated
under any regulation or program
implementing DOD Directive 5210.9,
Military Personnel Security Program, or
was separated under other directives
while undergoing investigation or
processing under such security program
directives.

(d) No individual will be processed
under this part without first being
presented the reasons for such action
and the opportunity to present evidence
in his or her behalf. Before discharge
processing (AFR 36-2, Administrative
Discharge Procedures (Unfitness,
Unacceptable Conduct, or in the Interest
of National Security), AFM 39-12,
Separation of Unsuitability, Unfitness or
Misconduct; Resignation or Request for
Discharge for the Good of the Service,
and Procedures for the Rehabilitation
Program, etc.), HQ USAF/DAI(S) will
advise each individual of his or her right
to appeal any decision to process
discharge for security reasons to the
Administrative Assistant to the
Secretary of the Air Force.

(e) Action should not be taken under
this part if the case can be resolved by
action under other Air Force regulations.
Removal of an individual, or rejection of
an applicant under this part may only be
taken for cases which fall under the
security criteria of AFR 205-32, chapter
10.

§853.4 Processing procedures.

(a) Investigative case files will be
processed according to AFR 205-32,
chapter 10.

(b) HQ USAF/DAI(S) will review case
files and, when removal or
nonacceptance appears appropriate, will
gather necessary documentation and
advise the individual.

(c) HQ USAF/DAI(S) will then notify
the parent MAJCOM. An information
copy of the letter will be furnished HQ
AFMPC/MPCAK when it has been
determined the member should not be
retained.

{d) If removal action is not warranted.
HQ USAF/DAI(S) will further evaluate
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the individual's security clearance
eligibility.

Carol M. Rose,

Air Force Federal Register Liaison Officer.
|FR Doc. 78-32142 Filed 10-17-79; 8:45 am]

BILLING CODE 3910-01-M

DEPARTMENT OF TRANSPORTATION
Coast Guard

33 CFR Part 110

[CGD 79-045]

Disestablishment of Special
Anchorage Area, Lake Mead, Nev.

AGENCY: Coast Guard, DOT.
ACTION: Final rule.

SUMMARY: This rule disestablishes
Special Anchorage Area (e)(2), Lake
Mead, Nevada. Portions of the
anchorage extend into a narrow section
of the lake which is highly transited.
Disestablishment of this anchorage, in
which unlighted vessels may anchor,
will enhance navigational safety in the
area.

EFFECTIVE DATE: November 19, 1979.
FOR FURTHER INFORMATION CONTACT:
Mr. D. W, Ziegfeld, Office of Marine
Environment and Systems (G-WLE/
TP11), Room 1104, Department of
Transportation, U.S. Coast Guard
Headquarters, 2100 Second St., S.W.,
Washington, D.C. 20590, (202) 426-1934.
SUPPLEMENTARY INFORMATION: On June
7,1979, the Coast Guard published a
proposed rule (44 FR 32713) concerning
this amendment. Interested persons
were given until July 23, 1979 to submit
comments. No comments were received.
DRAFTING INFORMATION: The principal
persons involved in drafting this rule are
Mr. D. W. Ziegfeld, Project Manager,
Office of Marine Environment and
Systems and Lieutenant J. W. Salter,
Project Attorney, Office of the Chief
Counsel.

§110.127 [Amended]

In consideration of the foregoing Part
110 of Title 33 of the Code of Federal
Regulations is amended by deleting
paragraph (e)(2) of § 110.127.

(Sec. 1, 30 Stat. 98 as amended (33 U.S.C.
180); sec. 6(g)(1)(B), 80 Stat. 937 (49 U.S.C.
1655(g)(1)(B)); 49 CFR 1.46(c)(2)).

Dated: October 10, 1979.

W.E. Caldwell,

Rear Admiral, U.S. Coast Guard, Chief, Office
of Marine Environment and Systems.

(FR Doc. 76-31966 Filed 10-17-79; 8:45 am|

BILLING CODE 4910-14-M

FEDERAL COMMUNICATIONS
COMMISSION

47 CFR Part 73
[Docket No. 21502; RM-2737; FCC 79-535]

Radio Broadcast Services; Amending
Rules Regarding the Subscription
Television Service

AGENCY: Federal Communications
Commission.
ACTION: First Report and Order,

SUMMARY: Three issues raised in a
Notice of Inquiry and Rulemaking, FCC
78-848, are resolved by this action. First,
the rule allowing only one television
station in a given community to provide
a subscription television (“STV")
service is deleted. Second, the regulation
allowing the existence of non-
compatible STV systems is affirmed.
Third, a cut-off procedure for STV
applications is not adopted. The
intended effect of these decisions is to
provide for the growth of STV and, by
so doing, provide greater program choice
for television consumers. This
proceeding was initiated by a petition
filed on behalf of Midwest St. Louis,
Inc., Liberty STV, Inc,, et al.

EFFECTIVE DATE: November 23, 1979.

ADDRESSES: Federal Communications
Commission, Washington, D.C. 20554.
FOR FURTHER INFORMATION CONTACT:
Freda Lippert Thyden, Broadcast Bureau
(202) 632-7792.

SUPPLEMENTARY INFORMATION: .

First Report and Order, 43 FR 23618,
June 1, 1978.

Adopted: September 25, 1979.
Released: October 12, 1979.

By the Commission: Commissioner
Quello absent.

In the matter of amendment of Part 73
of the Commission’s rules and
regulations in regard to § 73.642(a)(3)
and other aspects of the Subscription
Television Service, Docket No. 21502,
RM-2737.

1. This proceeding involves various
aspects of the subscription television
(“STV") service.! Now before the
Commission for consideration are the
filings generated in response to a
combined Notice of Inquiry and Rule
Making,* FCC 77-848, 67 FCC 2d 202
(1977).

! Briefly described, subscription television
broadcasting involves the broadcasting of a
scrambled television signal which, on payment of a
fee, subscribers are authorized to unscramble
through use of a decoder. See In the Matter of
Subscription Television Program Rules, 52 FCC 2d
1,at 2 (1974).

* A list of the parties filing formal comments and/
or reply comments is contained in Appendix B.

2, This document will address three of
the six issues raised in the Notice, these
three being: (1) Whether the
Commission should permit more than
one television station in a given
community to provide an STV service;
(2) whether the Commission should
require compatibility of STV systems;
and (3) whether the Commission should
adopt a cut-off procedure for STV
applications. The first and third issues
were the subject of proposed rule
making, while the second issue, as well
as the remaining three matters, were
only raised for inquiry. The issues for
later resolution are: (a) Whether the
Commission should allow the purchase
of decoders by subscribers or the
present system of permitting only the
leasing of such equipment should be
continued; (b) whether the Commission
should consolidate proceedings where
an applicant is involved in two mutually
exclusive hearings, one in which he
seeks a construction permit for a new
television station and the other in which
he seeks STV authorization;* and (c)
whether the Commission should
establish criteria for comparing two
competing STV applications, as well as
for comparing two competing
applications for a new television station
when one is for conventional use and
the other contemplates STV operation.
These last three issues, as well as
additional STV matters not previously
raised, will be the subject of a Further
Notice of Proposed Rule Making soon to
be released.

An Historical Development of STV
Regulation

3. In order to place the first issue,
which concerns relaxing the “one-to-a-
community” rule, in proper perspective,
we will first provide a brief history of
the subscription television service. In
1957, the first of five Reports and Orders
was adopted in a lengthy proceeding in
Docket No. 11279, It was in this First
Report and Order ("First Report”), 23
FCC 532, that the Commission
concluded that it had statutory authority
to authorize STV operations,

4. In that First Report, the Commission
also began an ongoing assessment of
whether authorizing STV operations
would lead to increasing services and
program choices available to the public
without seriously affecting the quantity
and quality of advertiser-financed
programming that is provided free of
direct charge to the public. The
Commission concluded that without a

38TV authorization may be issued only to an
entity that already is either the licensee of a
commercial television broadcast station or the
holder of a construction permit for a new
commercial television broadcast station.




