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proposed by Mr. FRIST (for himself, Mr. 
GRASSLEY, and Mr. BAUCUS) to the bill H.R. 
4297, supra. 

SA 2712. Mr. LEVIN submitted an amend-
ment intended to be proposed by him to the 
bill H.R. 4297, supra; which was ordered to lie 
on the table. 

SA 2713. Mrs. FEINSTEIN (for herself, Mr. 
KOHL, Mr. DORGAN, Mr. BINGAMAN, Mr. SCHU-
MER, Mrs. BOXER, and Mrs. CLINTON) sub-
mitted an amendment intended to be pro-
posed by her to the bill H.R. 4297, supra; 
which was ordered to lie on the table. 

SA 2714. Mr. DURBIN (for himself, Mrs. 
MURRAY, Mr. LIEBERMAN, Mr. LAUTENBERG, 
and Mrs. CLINTON) submitted an amendment 
intended to be proposed by him to the bill 
H.R. 4297, supra; which was ordered to lie on 
the table. 

SA 2715. Mr. DURBIN submitted an amend-
ment intended to be proposed by him to the 
bill H.R. 4297, supra; which was ordered to lie 
on the table. 

SA 2716. Mrs. CLINTON (for herself, Ms. 
MIKULSKI, Mr. HARKIN, Mr. LAUTENBERG, Mr. 
REED, Mr. SALAZAR, Mr. OBAMA, Mrs. BOXER, 
Ms. STABENOW, Mr. SCHUMER, Mr. DURBIN, 
Mrs. FEINSTEIN, Mr. FEINGOLD, Mr. CARPER, 
Mr. JOHNSON, Mr. LEAHY, and Mr. JEFFORDS) 
submitted an amendment intended to be pro-
posed to amendment SA 2707 proposed by Mr. 
FRIST (for Mr. GRASSLEY (for himself and Mr. 
BAUCUS)) to the bill H.R. 4297, supra. 

SA 2717. Mr. LAUTENBERG submitted an 
amendment intended to be proposed by him 
to the bill H.R. 4297, supra; which was or-
dered to lie on the table. 

SA 2718. Mr. GRASSLEY submitted an 
amendment intended to be proposed by him 
to the bill H.R. 4297, supra; which was or-
dered to lie on the table. 

SA 2719. Mr. HARKIN (for himself, Mr. 
KENNEDY, Mr. KOHL, and Mr. LEVIN) sub-
mitted an amendment intended to be pro-
posed by him to the bill H.R. 4297, supra; 
which was ordered to lie on the table. 

SA 2720. Mr. BURNS (for himself and Ms. 
MURKOWSKI) submitted an amendment in-
tended to be proposed by him to the bill H.R. 
4297, supra; which was ordered to lie on the 
table. 

SA 2721. Ms. LANDRIEU submitted an 
amendment intended to be proposed by her 
to the bill H.R. 4297, supra; which was or-
dered to lie on the table. 

SA 2722. Mr. DORGAN (for himself, Ms. MI-
KULSKI, Ms. STABENOW, Mr. DURBIN, Mr. 
LEVIN, Mr. FEINGOLD, Mr. KOHL, Mr. LEAHY, 
Mr. HARKIN, Mr. KENNEDY, and Mrs. FEIN-
STEIN) submitted an amendment intended to 
be proposed by him to the bill H.R. 4297, 
supra; which was ordered to lie on the table. 

SA 2723. Mr. BIDEN submitted an amend-
ment intended to be proposed by him to the 
bill H.R. 4297, supra; which was ordered to lie 
on the table. 

SA 2724. Mrs. CLINTON (for herself, Ms. 
MIKULSKI, Mr. HARKIN, Mr. LAUTENBERG, Mr. 
REED, Mr. SALAZAR, Mr. OBAMA, Mrs. BOXER, 
Ms. STABENOW, Mr. SCHUMER, Mr. DURBIN, 
Mrs. FEINSTEIN, Mr. FEINGOLD, Mr. CARPER, 
Mr. JOHNSON, Mr. LEAHY, and Mr. JEFFORDS) 
submitted an amendment intended to be pro-
posed to amendment SA 2710 proposed by Mr. 
FRIST (for himself, Mr. GRASSLEY, and Mr. 
BAUCUS) to the bill H.R. 4297, supra; which 
was ordered to lie on the table. 

SA 2725. Mr. SPECTER submitted an 
amendment intended to be proposed by him 
to the bill H.R. 4297, supra; which was or-
dered to lie on the table. 

SA 2726. Mr. KENNEDY submitted an 
amendment intended to be proposed by him 
to the bill H.R. 4297, supra; which was or-
dered to lie on the table. 

SA 2727. Mr. FRIST (for Mr. TALENT) pro-
posed an amendment to amendment SA 2707 
proposed by Mr. FRIST (for Mr. GRASSLEY (for 

himself and Mr. BAUCUS)) to the bill H.R. 
4297, supra. 

SA 2728. Mr. BAUCUS (for Mr. BYRD (for 
himself, Mr. ROCKEFELLER, Mr. SANTORUM, 
Mr. KERRY, Mr. DURBIN, Mr. OBAMA, Mr. 
MCCONNELL, and Mr. BUNNING)) proposed an 
amendment to amendment SA 2707 proposed 
by Mr. FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, supra. 

SA 2729. Mr. CONRAD (for himself and Mr. 
BINGAMAN) proposed an amendment to 
amendment SA 2707 proposed by Mr. FRIST 
(for Mr. GRASSLEY (for himself and Mr. BAU-
CUS)) to the bill H.R. 4297, supra. 

SA 2730. Mr. NELSON, of Florida (for him-
self, Mr. BINGAMAN, Mrs. CLINTON, Mr. 
LIEBERMAN, Mr. SCHUMER, and Mr. SALAZAR) 
proposed an amendment to amendment SA 
2707 proposed by Mr. FRIST (for Mr. GRASS-
LEY (for himself and Mr. BAUCUS)) to the bill 
H.R. 4297, supra. 

SA 2731. Mr. GRASSLEY proposed an 
amendment to amendment SA 2707 proposed 
by Mr. FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, supra. 

SA 2732. Mr. GRASSLEY proposed an 
amendment to amendment SA 2707 proposed 
by Mr. FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, supra. 

SA 2733. Mr. KENNEDY submitted an 
amendment intended to be proposed by him 
to the bill H.R. 4297, supra; which was or-
dered to lie on the table. 

SA 2734. Mr. MENENDEZ (for himself and 
Mr. KENNEDY) submitted an amendment in-
tended to be proposed by him to the bill H.R. 
4297, supra; which was ordered to lie on the 
table. 

SA 2735. Mr. DODD (for himself, Mr. KEN-
NEDY, Mr. KERRY, Mr. LAUTENBERG, Mrs. 
BOXER, Ms. MIKULSKI, Mr. AKAKA, Mr. REED, 
and Mr. SALAZAR) proposed an amendment to 
amendment SA 2707 proposed by Mr. FRIST 
(for Mr. GRASSLEY (for himself and Mr. BAU-
CUS)) to the bill H.R. 4297, supra. 

SA 2736. Mr. GRASSLEY proposed an 
amendment to amendment SA 2707 proposed 
by Mr. FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, supra. 

SA 2737. Mr. REED (for himself, Ms. 
STABENOW, Mr. LAUTENBERG, Mrs. CLINTON, 
Mr. KERRY, and Mr. SALAZAR) proposed an 
amendment to amendment SA 2707 proposed 
by Mr. FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, supra. 

f 

TEXT OF AMENDMENTS 

SA 2703. Mr. TALENT submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

At the appropriate place insert the fol-
lowing: 
SEC. lll. PERMANENT EXTENSION OF EGTRRA 

PROVISIONS RELATING TO CHILD 
TAX CREDIT. 

Section 901 of the Economic Growth and 
Tax Relief Reconciliation Act of 2001 (relat-
ing to sunset provisions) shall not apply to 
the amendments made by section 201 of such 
Act. 

SA 2704. Mrs. BOXER (for herself, Mr. 
KERRY, and Mr. LAUTENBERG) sub-
mitted an amendment intended to be 
proposed by her to the bill H.R. 4297, to 
provide for reconciliation pursuant to 
section 201(b) of the concurrent resolu-
tion on the budget for fiscal year 2006; 
which was ordered to lie on the table; 
as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. DISCLOSURE OF WHITE HOUSE CON-

TACTS WITH JACK ABRAMOFF. 
(a) FINDINGS.—The Senate finds the fol-

lowing: 
(1) Public confidence in Government has 

been undermined by widespread reports of 
public corruption involving Jack Abramoff, 
including indictments and plea agreements 
that cite alleged wrongdoing by senior public 
officials. 

(2) Public perception of a culture of corrup-
tion undermines the people’s faith in their 
Government representatives and our system 
of Government. 

(3) Due to the serious nature of Jack 
Abramoff’s crimes and continuing allega-
tions of corruption involving him, public 
confidence in the Government can be re-
stored only if there is full disclosure of his 
contacts with the President, White House 
staff, and senior executive branch officials. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that the White House should 
immediately and publicly disclose each visit 
and meeting between Jack Abramoff and the 
President, White House staff, or senior exec-
utive branch officials, which should include 
the date, list of attendees, purpose of the 
visit or meeting, any documentation associ-
ated with the visit or meeting, including any 
photographs, and any action taken or with-
held by the Government as a result of the 
contact. 

SA 2705. Mr. MENENDEZ (for him-
self, Mr. SCHUMER, Mr. KERRY, Mrs. 
FEINSTEIN, Mrs. CLINTON, Mr. LAUTEN-
BERG, and Ms. STABENOW) submitted an 
amendment intended to be proposed to 
amendment SA 2707 proposed by Mr. 
FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, 
to provide for reconciliation pursuant 
to section 201(b) of the concurrent reso-
lution on the budget for fiscal year 
2006; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. SENSE OF THE SENATE REGARDING 

PROTECTING MIDDLE-CLASS FAMI-
LIES FROM THE ALTERNATIVE MIN-
IMUM TAX. 

(a) FINDINGS.—The Senate finds that— 
(1) the alternative minimum tax was origi-

nally enacted in 1969 as a supplemental tax 
on wealthy tax evaders, but has evolved into 
a tax on millions of middle-class working 
families, particularly families in which both 
parents work, and families with 2 or more 
children; 

(2) by the end of the decade, the alter-
native minimum tax will ensnare more than 
30,000,000 taxpayers, the majority of which 
will have adjusted gross incomes below 
$100,000, and the National Taxpayer Advocate 
has thus identified it as the most serious 
problem facing individual taxpayers; 

(3) the alternative minimum tax is often 
portrayed as a tax that is most problematic 
for residents of States such as New York, 
California, Massachusetts, and New Jersey, 
but the truth is that many other States have 
a significant percentage of taxpayers af-
fected by the alternative minimum tax, in-
cluding Oregon, Maryland, Virginia, Min-
nesota, Ohio, Maine, Georgia, North Caro-
lina, and Pennsylvania, so the problem is of 
national importance; 

(4) a family with 2 children will become 
subject to the alternative minimum tax at 
about $67,500 of income in 2006, and a family 
with 5 children will start owing the alter-
native minimum tax at about $54,000 of in-
come, if Congress fails to act; 
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(5) the year 2006 is the ‘‘tipping point’’ for 

the alternative minimum tax, as the number 
of taxpayers affected nationally will explode 
from 3,600,000 to 19,000,000 if Congress fails to 
act; 

(6) in 2004, only 6.2 percent of families earn-
ing $100,000 to $200,000 a year were subject to 
the alternative minimum tax, and that num-
ber will explode to nearly 50 percent if Con-
gress fails to act; 

(7) if alternative minimum tax relief is ex-
tended through 2006, about two-thirds of the 
benefits will be realized by families earning 
under $200,000, with more than half of the 
total benefits going to families with incomes 
between $100,000 and $200,000; 

(8) starting in 2008, the average married 
couple with 2 children earning $75,000 or 
more will find that more than half of the tax 
cuts they have been expecting from the var-
ious laws passed since 2001 will be ‘‘taken 
back’’ via the alternative minimum tax; and 

(9) the temporary relief from the alter-
native minimum tax (provided in 2001 and ex-
tended twice in 2003 and 2004) expired at the 
end of 2005, but the tax reductions on divi-
dends and capital gains do not expire until 
the end of 2008, making immediate action on 
those provisions a less urgent matter. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that protecting middle-class 
families from the alternative minimum tax 
should be a higher priority for Congress in 
2006 than extending a tax cut that does not 
expire until the end of 2008. 

SA 2706. Mr. MENENDEZ (for him-
self, Mr. KERRY, Mr. SCHUMER, Mrs. 
FEINSTEIN, Mrs. CLINTON, Mr. WYDEN, 
and Mr. LAUTENBERG) submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

On page 28, after line 11, insert the fol-
lowing: 
TITLE IV—MINIMUM TAX RELIEF AND RE-

PEAL OF EXTENSION OF CAPITAL GAINS 
AND DIVIDENDS 

SEC. 401. REPEAL OF EXTENSION OF TAX TREAT-
MENT FOR CAPITAL GAINS AND 
DIVIDENDS. 

The amendment made by section 203 of this 
Act is repealed. 
SEC. 402. EXTENSION AND INCREASE IN MIN-

IMUM TAX RELIEF TO INDIVIDUALS. 
(a) IN GENERAL.—Section 55(d)(1) is amend-

ed— 
(1) by striking ‘‘$58,000’’ and all that fol-

lows through ‘‘2005’’ in subparagraph (A) and 
inserting ‘‘$62,550 in the case of taxable years 
beginning in 2006’’, and 

(2) by striking ‘‘$40,250’’ and all that fol-
lows through ‘‘2005’’ in subparagraph (B) and 
inserting ‘‘$42,500 in the case of taxable years 
beginning in 2006’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
TITLE V—REVENUE OFFSET PROVISIONS 
Subtitle A—Provisions Designed To Curtail 

Tax Shelters 
SEC. 501. UNDERSTATEMENT OF TAXPAYER’S LI-

ABILITY BY INCOME TAX RETURN 
PREPARER. 

(a) STANDARDS CONFORMED TO TAXPAYER 
STANDARDS.—Section 6694(a) (relating to un-
derstatements due to unrealistic positions) 
is amended— 

(1) by striking ‘‘realistic possibility of 
being sustained on its merits’’ in paragraph 
(1) and inserting ‘‘reasonable belief that the 

tax treatment in such position was more 
likely than not the proper treatment’’, 

(2) by striking ‘‘or was frivolous’’ in para-
graph (3) and inserting ‘‘or there was no rea-
sonable basis for the tax treatment of such 
position’’, and 

(3) by striking ‘‘UNREALISTIC’’ in the head-
ing and inserting ‘‘IMPROPER’’. 

(b) AMOUNT OF PENALTY.—Section 6694 is 
amended— 

(1) by striking ‘‘$250’’ in subsection (a) and 
inserting ‘‘$1,000’’, and 

(2) by striking ‘‘$1,000’’ in subsection (b) 
and inserting ‘‘$5,000’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to docu-
ments prepared after the date of the enact-
ment of this Act. 
SEC. 502. MODIFICATION OF EFFECTIVE DATE OF 

EXCEPTION FROM SUSPENSION 
RULES FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS. 

(a) EFFECTIVE DATE MODIFICATION.— 
(1) IN GENERAL.—Paragraph (2) of section 

903(d) of the American Jobs Creation Act of 
2004 is amended to read as follows: 

‘‘(2) EXCEPTION FOR REPORTABLE OR LISTED 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—The amendments made 
by subsection (c) shall apply with respect to 
interest accruing after October 3, 2004. 

‘‘(B) SPECIAL RULE FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS.— 

‘‘(i) IN GENERAL.—Except as provided in 
clause (ii), the amendments made by sub-
section (c) shall also apply with respect to 
interest accruing on or before October 3, 
2004. 

‘‘(ii) PARTICIPANTS IN SETTLEMENT INITIA-
TIVES.—Clause (i) shall not apply to any 
transaction if, as of January 23, 2006— 

‘‘(I) the taxpayer is participating in a set-
tlement initiative described in Internal Rev-
enue Service Announcement 2005–80 with re-
spect to such transaction, or 

‘‘(II) the taxpayer has entered into a set-
tlement agreement pursuant to such an ini-
tiative. 

‘‘(iii) TERMINATION OF EXCEPTION.—Clause 
(ii)(I) shall not apply to any taxpayer if, 
after January 23, 2006, the taxpayer with-
draws from, or terminates, participation in 
the initiative or the Secretary of the Treas-
ury or the Secretary’s delegate determines 
that a settlement agreement will not be 
reached pursuant to the initiative within a 
reasonable period of time.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall take effect as 
if included in the provisions of the American 
Jobs Creation Act of 2004 to which it relates. 

(b) TREATMENT OF AMENDED RETURNS AND 
OTHER SIMILAR NOTICES OF ADDITIONAL TAX 
OWED.— 

(1) IN GENERAL.—Section 6404(g)(1) (relating 
to suspension) is amended by adding at the 
end the following new sentence: ‘‘If, after the 
return for a taxable year is filed, the tax-
payer provides to the Secretary one or more 
signed written documents showing that the 
taxpayer owes an additional amount of tax 
for the taxable year, clause (i) shall be ap-
plied by substituting the date the last of the 
documents was provided for the date on 
which the return is filed.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to docu-
ments provided on or after the date of the 
enactment of this Act. 
SEC. 503. FRIVOLOUS TAX SUBMISSIONS. 

(a) CIVIL PENALTIES.—Section 6702 is 
amended to read as follows: 
‘‘SEC. 6702. FRIVOLOUS TAX SUBMISSIONS. 

‘‘(a) CIVIL PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of 
$5,000 if— 

‘‘(1) such person files what purports to be a 
return of a tax imposed by this title but 
which— 

‘‘(A) does not contain information on 
which the substantial correctness of the self- 
assessment may be judged, or 

‘‘(B) contains information that on its face 
indicates that the self-assessment is substan-
tially incorrect; and 

‘‘(2) the conduct referred to in paragraph 
(1)— 

‘‘(A) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(B) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(b) CIVIL PENALTY FOR SPECIFIED FRIVO-
LOUS SUBMISSIONS.— 

‘‘(1) IMPOSITION OF PENALTY.—Except as 
provided in paragraph (3), any person who 
submits a specified frivolous submission 
shall pay a penalty of $5,000. 

‘‘(2) SPECIFIED FRIVOLOUS SUBMISSION.—For 
purposes of this section— 

‘‘(A) SPECIFIED FRIVOLOUS SUBMISSION.— 
The term ‘specified frivolous submission’ 
means a specified submission if any portion 
of such submission— 

‘‘(i) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(ii) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(B) SPECIFIED SUBMISSION.—The term 
‘specified submission’ means— 

‘‘(i) a request for a hearing under— 
‘‘(I) section 6320 (relating to notice and op-

portunity for hearing upon filing of notice of 
lien), or 

‘‘(II) section 6330 (relating to notice and 
opportunity for hearing before levy), and 

‘‘(ii) an application under— 
‘‘(I) section 6159 (relating to agreements 

for payment of tax liability in installments), 
‘‘(II) section 7122 (relating to com-

promises), or 
‘‘(III) section 7811 (relating to taxpayer as-

sistance orders). 
‘‘(3) OPPORTUNITY TO WITHDRAW SUBMIS-

SION.—If the Secretary provides a person 
with notice that a submission is a specified 
frivolous submission and such person with-
draws such submission within 30 days after 
such notice, the penalty imposed under para-
graph (1) shall not apply with respect to such 
submission. 

‘‘(c) LISTING OF FRIVOLOUS POSITIONS.—The 
Secretary shall prescribe (and periodically 
revise) a list of positions which the Sec-
retary has identified as being frivolous for 
purposes of this subsection. The Secretary 
shall not include in such list any position 
that the Secretary determines meets the re-
quirement of section 6662(d)(2)(B)(ii)(II). 

‘‘(d) REDUCTION OF PENALTY.—The Sec-
retary may reduce the amount of any pen-
alty imposed under this section if the Sec-
retary determines that such reduction would 
promote compliance with and administra-
tion of the Federal tax laws. 

‘‘(e) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this sec-
tion shall be in addition to any other penalty 
provided by law.’’. 

(b) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS BEFORE LEVY.— 

(1) FRIVOLOUS REQUESTS DISREGARDED.— 
Section 6330 (relating to notice and oppor-
tunity for hearing before levy) is amended by 
adding at the end the following new sub-
section: 

‘‘(g) FRIVOLOUS REQUESTS FOR HEARING, 
ETC.—Notwithstanding any other provision 
of this section, if the Secretary determines 
that any portion of a request for a hearing 
under this section or section 6320 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
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such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(2) PRECLUSION FROM RAISING FRIVOLOUS 
ISSUES AT HEARING.—Section 6330(c)(4) is 
amended— 

(A) by striking ‘‘(A)’’ and inserting 
‘‘(A)(i)’’; 

(B) by striking ‘‘(B)’’ and inserting ‘‘(ii)’’; 
(C) by striking the period at the end of the 

first sentence and inserting ‘‘; or’’; and 
(D) by inserting after subparagraph (A)(ii) 

(as so redesignated) the following: 
‘‘(B) the issue meets the requirement of 

clause (i) or (ii) of section 6702(b)(2)(A).’’. 
(3) STATEMENT OF GROUNDS.—Section 

6330(b)(1) is amended by striking ‘‘under sub-
section (a)(3)(B)’’ and inserting ‘‘in writing 
under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’. 

(c) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS UPON FILING OF NOTICE OF 
LIEN.—Section 6320 is amended— 

(1) in subsection (b)(1), by striking ‘‘under 
subsection (a)(3)(B)’’ and inserting ‘‘in writ-
ing under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’, and 

(2) in subsection (c), by striking ‘‘and (e)’’ 
and inserting ‘‘(e), and (g)’’. 

(d) TREATMENT OF FRIVOLOUS APPLICATIONS 
FOR OFFERS-IN-COMPROMISE AND INSTALL-
MENT AGREEMENTS.—Section 7122 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) FRIVOLOUS SUBMISSIONS, ETC.—Not-
withstanding any other provision of this sec-
tion, if the Secretary determines that any 
portion of an application for an offer-in-com-
promise or installment agreement submitted 
under this section or section 6159 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(e) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6702 and inserting the following 
new item: 
‘‘Sec. 6702. Frivolous tax submissions’’. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to submis-
sions made and issues raised after the date 
on which the Secretary first prescribes a list 
under section 6702(c) of the Internal Revenue 
Code of 1986, as amended by subsection (a). 
SEC. 504. PENALTY FOR PROMOTING ABUSIVE 

TAX SHELTERS. 
(a) PENALTY FOR PROMOTING ABUSIVE TAX 

SHELTERS.—Section 6700 (relating to pro-
moting abusive tax shelters, etc.) is amend-
ed— 

(1) by redesignating subsections (b) and (c) 
as subsections (d) and (e), respectively, 

(2) by striking ‘‘a penalty’’ and all that fol-
lows through the period in the first sentence 
of subsection (a) and inserting ‘‘a penalty de-
termined under subsection (b)’’, and 

(3) by inserting after subsection (a) the fol-
lowing new subsections: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
be 100 percent of the gross income derived (or 
to be derived) from such activity by the per-
son or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of an activity described in subsection 
(a), each instance in which income was de-
rived by the person or persons subject to 
such penalty, and each person who partici-
pated in such an activity. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 

respect to such activity, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection. 

‘‘(c) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(b) CONFORMING AMENDMENT.—Section 
6700(a) is amended by striking the last sen-
tence. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in paragraphs (1) and (2) of 
section 6700(a) of the Internal Revenue Code 
of 1986 and after the date of the enactment of 
this Act. 
SEC. 505. PENALTY FOR AIDING AND ABETTING 

THE UNDERSTATEMENT OF TAX LI-
ABILITY. 

(a) IN GENERAL.—Section 6701(a) (relating 
to imposition of penalty) is amended— 

(1) by inserting ‘‘, or tax liability reflected 
in,’’ after ‘‘the preparation or presentation 
of’’ in paragraph (1), 

(2) by inserting ‘‘aid, assistance, procure-
ment, or advice with respect to such’’ before 
‘‘portion’’ both places it appears in para-
graphs (2) and (3), and 

(3) by inserting ‘‘instance of aid, assist-
ance, procurement, or advice or each such’’ 
before ‘‘document’’ in the matter following 
paragraph (3). 

(b) AMOUNT OF PENALTY.—Subsection (b) of 
section 6701 (relating to penalties for aiding 
and abetting understatement of tax liability) 
is amended to read as follows: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
be 100 percent of the gross income derived (or 
to be derived) from such aid, assistance, pro-
curement, or advice provided by the person 
or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of aid, assistance, procurement, or ad-
vice described in subsection (a), each in-
stance in which income was derived by the 
person or persons subject to such penalty, 
and each person who made such an under-
statement of the liability for tax. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to providing such aid, assistance, 
procurement, or advice, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection.’’. 

(c) PENALTY NOT DEDUCTIBLE.—Section 6701 
is amended by adding at the end the fol-
lowing new subsection: 

‘‘(g) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in section 6701(a) of the In-
ternal Revenue Code of 1986 after the date of 
the enactment of this Act. 

Subtitle B—Economic Substance Doctrine 
SEC. 511. CLARIFICATION OF ECONOMIC SUB-

STANCE DOCTRINE. 
(a) IN GENERAL.—Section 7701 is amended 

by redesignating subsection (o) as subsection 
(p) and by inserting after subsection (n) the 
following new subsection: 

‘‘(o) CLARIFICATION OF ECONOMIC SUBSTANCE 
DOCTRINE; ETC.— 

‘‘(1) GENERAL RULES.— 
‘‘(A) IN GENERAL.—In any case in which a 

court determines that the economic sub-
stance doctrine is relevant for purposes of 
this title to a transaction (or series of trans-
actions), such transaction (or series of trans-
actions) shall have economic substance only 
if the requirements of this paragraph are 
met. 

‘‘(B) DEFINITION OF ECONOMIC SUBSTANCE.— 
For purposes of subparagraph (A)— 

‘‘(i) IN GENERAL.—A transaction has eco-
nomic substance only if— 

‘‘(I) the transaction changes in a meaning-
ful way (apart from Federal tax effects) the 
taxpayer’s economic position, and 

‘‘(II) the taxpayer has a substantial nontax 
purpose for entering into such transaction 
and the transaction is a reasonable means of 
accomplishing such purpose. 
In applying subclause (II), a purpose of 
achieving a financial accounting benefit 
shall not be taken into account in deter-
mining whether a transaction has a substan-
tial nontax purpose if the origin of such fi-
nancial accounting benefit is a reduction of 
income tax. 

‘‘(ii) SPECIAL RULE WHERE TAXPAYER RELIES 
ON PROFIT POTENTIAL.—A transaction shall 
not be treated as having economic substance 
by reason of having a potential for profit un-
less— 

‘‘(I) the present value of the reasonably ex-
pected pre-tax profit from the transaction is 
substantial in relation to the present value 
of the expected net tax benefits that would 
be allowed if the transaction were respected, 
and 

‘‘(II) the reasonably expected pre-tax profit 
from the transaction exceeds a risk-free rate 
of return. 

‘‘(C) TREATMENT OF FEES AND FOREIGN 
TAXES.—Fees and other transaction expenses 
and foreign taxes shall be taken into account 
as expenses in determining pre-tax profit 
under subparagraph (B)(ii). 

‘‘(2) SPECIAL RULES FOR TRANSACTIONS WITH 
TAX-INDIFFERENT PARTIES.— 

‘‘(A) SPECIAL RULES FOR FINANCING TRANS-
ACTIONS.—The form of a transaction which is 
in substance the borrowing of money or the 
acquisition of financial capital directly or 
indirectly from a tax-indifferent party shall 
not be respected if the present value of the 
deductions to be claimed with respect to the 
transaction is substantially in excess of the 
present value of the anticipated economic re-
turns of the person lending the money or 
providing the financial capital. A public of-
fering shall be treated as a borrowing, or an 
acquisition of financial capital, from a tax- 
indifferent party if it is reasonably expected 
that at least 50 percent of the offering will be 
placed with tax-indifferent parties. 

‘‘(B) ARTIFICIAL INCOME SHIFTING AND BASIS 
ADJUSTMENTS.—The form of a transaction 
with a tax-indifferent party shall not be re-
spected if— 

‘‘(i) it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
such party’s economic income or gain, or 

‘‘(ii) it results in a basis adjustment or 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this subsection— 

‘‘(A) ECONOMIC SUBSTANCE DOCTRINE.—The 
term ‘economic substance doctrine’ means 
the common law doctrine under which tax 
benefits under subtitle A with respect to a 
transaction are not allowable if the trans-
action does not have economic substance or 
lacks a business purpose. 

‘‘(B) TAX-INDIFFERENT PARTY.—The term 
‘tax-indifferent party’ means any person or 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00054 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATE S519 February 2, 2006 
entity not subject to tax imposed by subtitle 
A. A person shall be treated as a tax-indif-
ferent party with respect to a transaction if 
the items taken into account with respect to 
the transaction have no substantial impact 
on such person’s liability under subtitle A. 

‘‘(C) EXCEPTION FOR PERSONAL TRANS-
ACTIONS OF INDIVIDUALS.—In the case of an 
individual, this subsection shall apply only 
to transactions entered into in connection 
with a trade or business or an activity en-
gaged in for the production of income. 

‘‘(D) TREATMENT OF LESSORS.—In applying 
paragraph (1)(B)(ii) to the lessor of tangible 
property subject to a lease— 

‘‘(i) the expected net tax benefits with re-
spect to the leased property shall not include 
the benefits of— 

‘‘(I) depreciation, 
‘‘(II) any tax credit, or 
‘‘(III) any other deduction as provided in 

guidance by the Secretary, and 
‘‘(ii) subclause (II) of paragraph (1)(B)(ii) 

shall be disregarded in determining whether 
any of such benefits are allowable. 

‘‘(4) OTHER COMMON LAW DOCTRINES NOT AF-
FECTED.—Except as specifically provided in 
this subsection, the provisions of this sub-
section shall not be construed as altering or 
supplanting any other rule of law, and the 
requirements of this subsection shall be con-
strued as being in addition to any such other 
rule of law. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection. Such regulations 
may include exemptions from the applica-
tion of this subsection.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 512. PENALTY FOR UNDERSTATEMENTS AT-

TRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

(a) IN GENERAL.—Subchapter A of chapter 
68 is amended by inserting after section 
6662A the following new section: 
‘‘SEC. 6662B. PENALTY FOR UNDERSTATEMENTS 

ATTRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

‘‘(a) IMPOSITION OF PENALTY.—If a taxpayer 
has an noneconomic substance transaction 
understatement for any taxable year, there 
shall be added to the tax an amount equal to 
40 percent of the amount of such understate-
ment. 

‘‘(b) REDUCTION OF PENALTY FOR DISCLOSED 
TRANSACTIONS.—Subsection (a) shall be ap-
plied by substituting ‘20 percent’ for ‘40 per-
cent’ with respect to the portion of any non-
economic substance transaction understate-
ment with respect to which the relevant 
facts affecting the tax treatment of the item 
are adequately disclosed in the return or a 
statement attached to the return. 

‘‘(c) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘noneconomic 
substance transaction understatement’ 
means any amount which would be an under-
statement under section 6662A(b)(1) if section 
6662A were applied by taking into account 
items attributable to noneconomic sub-
stance transactions rather than items to 
which section 6662A would apply without re-
gard to this paragraph. 

‘‘(2) NONECONOMIC SUBSTANCE TRANS-
ACTION.—The term ‘noneconomic substance 
transaction’ means any transaction if— 

‘‘(A) there is a lack of economic substance 
(within the meaning of section 7701(o)(1)) for 
the transaction giving rise to the claimed 
benefit or the transaction was not respected 
under section 7701(o)(2), or 

‘‘(B) the transaction fails to meet the re-
quirements of any similar rule of law. 

‘‘(d) RULES APPLICABLE TO COMPROMISE OF 
PENALTY.— 

‘‘(1) IN GENERAL.—If the 1st letter of pro-
posed deficiency which allows the taxpayer 
an opportunity for administrative review in 
the Internal Revenue Service Office of Ap-
peals has been sent with respect to a penalty 
to which this section applies, only the Com-
missioner of Internal Revenue may com-
promise all or any portion of such penalty. 

‘‘(2) APPLICABLE RULES.—The rules of para-
graphs (2) and (3) of section 6707A(d) shall 
apply for purposes of paragraph (1). 

‘‘(e) COORDINATION WITH OTHER PEN-
ALTIES.—Except as otherwise provided in this 
part, the penalty imposed by this section 
shall be in addition to any other penalty im-
posed by this title. 

‘‘(f) CROSS REFERENCES.— 
‘‘(1) For coordination of penalty with un-

derstatements under section 6662 and other 
special rules, see section 6662A(e). 

‘‘(2) For reporting of penalty imposed 
under this section to the Securities and Ex-
change Commission, see section 6707A(e).’’. 

(b) COORDINATION WITH OTHER UNDERSTATE-
MENTS AND PENALTIES.— 

(1) The second sentence of section 
6662(d)(2)(A) is amended by inserting ‘‘and 
without regard to items with respect to 
which a penalty is imposed by section 6662B’’ 
before the period at the end. 

(2) Subsection (e) of section 6662A is 
amended— 

(A) in paragraph (1), by inserting ‘‘and non-
economic substance transaction understate-
ments’’ after ‘‘reportable transaction under-
statements’’ both places it appears, 

(B) in paragraph (2)(A), by inserting ‘‘and a 
noneconomic substance transaction under-
statement’’ after ‘‘reportable transaction un-
derstatement’’, 

(C) in paragraph (2)(B), by inserting ‘‘6662B 
or’’ before ‘‘6663’’, 

(D) in paragraph (2)(C)(i), by inserting ‘‘or 
section 6662B’’ before the period at the end, 

(E) in paragraph (2)(C)(ii), by inserting 
‘‘and section 6662B’’ after ‘‘This section’’, 

(F) in paragraph (3), by inserting ‘‘or non-
economic substance transaction understate-
ment’’ after ‘‘reportable transaction under-
statement’’, and 

(G) by adding at the end the following new 
paragraph: 

‘‘(4) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sub-
section, the term ‘noneconomic substance 
transaction understatement’ has the mean-
ing given such term by section 6662B(c).’’. 

(3) Subsection (e) of section 6707A is 
amended— 

(A) by striking ‘‘or’’ at the end of subpara-
graph (B), and 

(B) by striking subparagraph (C) and in-
serting the following new subparagraphs: 

‘‘(C) is required to pay a penalty under sec-
tion 6662B with respect to any noneconomic 
substance transaction, or 

‘‘(D) is required to pay a penalty under sec-
tion 6662(h) with respect to any transaction 
and would (but for section 6662A(e)(2)(C)) 
have been subject to penalty under section 
6662A at a rate prescribed under section 
6662A(c) or under section 6662B,’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part II of subchapter A of chap-
ter 68 is amended by inserting after the item 
relating to section 6662A the following new 
item: 
‘‘Sec. 6662B. Penalty for understatements 

attributable to transactions 
lacking economic substance, 
etc.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-

actions entered into after the date of the en-
actment of this Act. 
SEC. 513. DENIAL OF DEDUCTION FOR INTEREST 

ON UNDERPAYMENTS ATTRIB-
UTABLE TO NONECONOMIC SUB-
STANCE TRANSACTIONS. 

(a) IN GENERAL.—Section 163(m) (relating 
to interest on unpaid taxes attributable to 
nondisclosed reportable transactions) is 
amended— 

(1) by striking ‘‘attributable’’ and all that 
follows and inserting the following: ‘‘attrib-
utable to— 

‘‘(1) the portion of any reportable trans-
action understatement (as defined in section 
6662A(b)) with respect to which the require-
ment of section 6664(d)(2)(A) is not met, or 

‘‘(2) any noneconomic substance trans-
action understatement (as defined in section 
6662B(c)).’’, and 

(2) by inserting ‘‘AND NONECONOMIC SUB-
STANCE TRANSACTIONS’’ in the heading there-
of after ‘‘TRANSACTIONS’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions after the date of the enactment of 
this Act in taxable years ending after such 
date. 
Subtitle C—Improvements in Efficiency and 

Safeguards in Internal Revenue Service 
Collection 

SEC. 521. WAIVER OF USER FEE FOR INSTALL-
MENT AGREEMENTS USING AUTO-
MATED WITHDRAWALS. 

(a) IN GENERAL.—Section 6159 (relating to 
agreements for payment of tax liability in 
installments) is amended by redesignating 
subsection (e) as subsection (f) and by insert-
ing after subsection (d) the following: 

‘‘(e) WAIVER OF USER FEES FOR INSTALL-
MENT AGREEMENTS USING AUTOMATED WITH-
DRAWALS.—In the case of a taxpayer who en-
ters into an installment agreement in which 
automated installment payments are agreed 
to, the Secretary shall waive the fee (if any) 
for entering into the installment agree-
ment.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to agree-
ments entered into on or after the date 
which is 180 days after the date of the enact-
ment of this Act. 
SEC. 522. TERMINATION OF INSTALLMENT 

AGREEMENTS. 
(a) IN GENERAL.—Section 6159(b)(4) (relat-

ing to failure to pay an installment or any 
other tax liability when due or to provide re-
quested financial information) is amended by 
striking ‘‘or’’ at the end of subparagraph (B), 
by redesignating subparagraph (C) as sub-
paragraph (E), and by inserting after sub-
paragraph (B) the following: 

‘‘(C) to make a Federal tax deposit under 
section 6302 at the time such deposit is re-
quired to be made, 

‘‘(D) to file a return of tax imposed under 
this title by its due date (including exten-
sions), or’’. 

(b) CONFORMING AMENDMENT.—The heading 
for section 6159(b)(4) is amended by striking 
‘‘FAILURE TO PAY AN INSTALLMENT OR ANY 
OTHER TAX LIABILITY WHEN DUE OR TO PROVIDE 
REQUESTED FINANCIAL INFORMATION’’ and in-
serting ‘‘FAILURE TO MAKE PAYMENTS OR DE-
POSITS OR FILE RETURNS WHEN DUE OR TO PRO-
VIDE REQUESTED FINANCIAL INFORMATION’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to failures 
occurring on or after the date of the enact-
ment of this Act. 
SEC. 523. PARTIAL PAYMENTS REQUIRED WITH 

SUBMISSION OF OFFERS-IN-COM-
PROMISE. 

(a) IN GENERAL.—Section 7122 (relating to 
compromises), as amended by this Act, is 
amended by redesignating subsections (c), 
(d), and (e) as subsections (d), (e), and (f), re-
spectively, and by inserting after subsection 
(b) the following new subsection: 
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‘‘(c) RULES FOR SUBMISSION OF OFFERS-IN- 

COMPROMISE.— 
‘‘(1) PARTIAL PAYMENT REQUIRED WITH SUB-

MISSION.— 
‘‘(A) LUMP-SUM OFFERS.— 
‘‘(i) IN GENERAL.—The submission of any 

lump-sum offer-in-compromise shall be ac-
companied by the payment of 20 percent of 
amount of such offer. 

‘‘(ii) LUMP-SUM OFFER-IN-COMPROMISE.—For 
purposes of this section, the term ‘lump-sum 
offer-in-compromise’ means any offer of pay-
ments made in 5 or fewer installments. 

‘‘(B) PERIODIC PAYMENT OFFERS.—The sub-
mission of any periodic payment offer-in- 
compromise shall be accompanied by the 
payment of the amount of the first proposed 
installment and each proposed installment 
due during the period such offer is being 
evaluated for acceptance and has not been 
rejected by the Secretary. Any failure to 
make a payment required under the pre-
ceding sentence shall be deemed a with-
drawal of the offer-in-compromise. 

‘‘(2) RULES OF APPLICATION.— 
‘‘(A) USE OF PAYMENT.—The application of 

any payment made under this subsection to 
the assessed tax or other amounts imposed 
under this title with respect to such tax may 
be specified by the taxpayer. 

‘‘(B) NO USER FEE IMPOSED.—Any user fee 
which would otherwise be imposed under this 
section shall not be imposed on any offer-in- 
compromise accompanied by a payment re-
quired under this subsection. 

‘‘(C) WAIVER AUTHORITY.—The Secretary 
may issue regulations waiving any payment 
required under paragraph (1) in a manner 
consistent with the practices established in 
accordance with the requirements under sub-
section (d)(3).’’. 

(b) ADDITIONAL RULES RELATING TO TREAT-
MENT OF OFFERS.— 

(1) UNPROCESSABLE OFFER IF PAYMENT RE-
QUIREMENTS ARE NOT MET.—Paragraph (3) of 
section 7122(d) (relating to standards for 
evaluation of offers), as redesignated by sub-
section (a), is amended by striking ‘‘; and’’ at 
the end of subparagraph (A) and inserting a 
comma, by striking the period at the end of 
subparagraph (B) and inserting ‘‘, and’’, and 
by adding at the end the following new sub-
paragraph: 

‘‘(C) any offer-in-compromise which does 
not meet the requirements of subsection (c) 
shall be returned to the taxpayer as 
unprocessable.’’. 

(2) DEEMED ACCEPTANCE OF OFFER NOT RE-
JECTED WITHIN CERTAIN PERIOD.—Section 7122, 
as amended by subsection (a), is amended by 
adding at the end the following new sub-
section: 

‘‘(g) DEEMED ACCEPTANCE OF OFFER NOT 
REJECTED WITHIN CERTAIN PERIOD.—Any 
offer-in-compromise submitted under this 
section shall be deemed to be accepted by 
the Secretary if such offer is not rejected by 
the Secretary before the date which is 24 
months after the date of the submission of 
such offer (12 months for offers-in-com-
promise submitted after the date which is 5 
years after the date of the enactment of this 
subsection). For purposes of the preceding 
sentence, any period during which any tax li-
ability which is the subject of such offer-in- 
compromise is in dispute in any judicial pro-
ceeding shall not be taken in to account in 
determining the expiration of the 24-month 
period (or 12-month period, if applicable).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to offers-in- 
compromise submitted on and after the date 
which is 60 days after the date of the enact-
ment of this Act. 

Subtitle D—Penalties and Fines 
SEC. 531. INCREASE IN CRIMINAL MONETARY 

PENALTY LIMITATION FOR THE UN-
DERPAYMENT OR OVERPAYMENT OF 
TAX DUE TO FRAUD. 

(a) IN GENERAL.—Section 7206 (relating to 
fraud and false statements) is amended— 

(1) by striking ‘‘Any person who—’’ and in-
serting ‘‘(a) in general.—Any person who—’’, 
and 

(2) by adding at the end the following new 
subsection: 

‘‘(b) INCREASE IN MONETARY LIMITATION FOR 
UNDERPAYMENT OR OVERPAYMENT OF TAX DUE 
TO FRAUD.—If any portion of any under-
payment (as defined in section 6664(a)) or 
overpayment (as defined in section 6401(a)) of 
tax required to be shown on a return is at-
tributable to fraudulent action described in 
subsection (a), the applicable dollar amount 
under subsection (a) shall in no event be less 
than an amount equal to such portion. A rule 
similar to the rule under section 6663(b) shall 
apply for purposes of determining the por-
tion so attributable.’’. 

(b) INCREASE IN PENALTIES.— 
(1) ATTEMPT TO EVADE OR DEFEAT TAX.— 

Section 7201 is amended— 
(A) by striking ‘‘$100,000’’ and inserting 

‘‘$500,000’’, 
(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘5 years’’ and inserting ‘‘10 

years’’. 
(2) WILLFUL FAILURE TO FILE RETURN, SUP-

PLY INFORMATION, OR PAY TAX.—Section 7203 
is amended— 

(A) in the first sentence— 
(i) by striking ‘‘Any person’’ and inserting 

the following: 
‘‘(a) IN GENERAL.—Any person’’, and 
(ii) by striking ‘‘$25,000’’ and inserting 

‘‘$50,000’’, 
(B) in the third sentence, by striking ‘‘sec-

tion’’ and inserting ‘‘subsection’’, and 
(C) by adding at the end the following new 

subsection: 
‘‘(b) AGGRAVATED FAILURE TO FILE.— 
‘‘(1) IN GENERAL.—In the case of any failure 

described in paragraph (2), the first sentence 
of subsection (a) shall be applied by sub-
stituting— 

‘‘(A) ‘felony’ for ‘misdemeanor’, 
‘‘(B) ‘$500,000 ($1,000,000’ for ‘$25,000 

($100,000’, and 
‘‘(C) ‘10 years’ for ‘1 year’. 
‘‘(2) FAILURE DESCRIBED.—A failure de-

scribed in this paragraph is a failure to make 
a return described in subsection (a) for a pe-
riod of 3 or more consecutive taxable 
years.’’. 

(3) FRAUD AND FALSE STATEMENTS.—Section 
7206(a) (as redesignated by subsection (a)) is 
amended— 

(A) by striking ‘‘$100,000’’ and inserting 
‘‘$500,000’’, 

(B) by striking ‘‘$500,000’’ and inserting 
‘‘$1,000,000’’, and 

(C) by striking ‘‘3 years’’ and inserting ‘‘5 
years’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to actions, 
and failures to act, occurring after the date 
of the enactment of this Act. 
SEC. 532. DOUBLING OF CERTAIN PENALTIES, 

FINES, AND INTEREST ON UNDER-
PAYMENTS RELATED TO CERTAIN 
OFFSHORE FINANCIAL ARRANGE-
MENTS. 

(a) DETERMINATION OF PENALTY.— 
(1) IN GENERAL.—Notwithstanding any 

other provision of law, in the case of an ap-
plicable taxpayer— 

(A) the determination as to whether any 
interest or applicable penalty is to be im-
posed with respect to any arrangement de-
scribed in paragraph (2), or to any under-
payment of Federal income tax attributable 

to items arising in connection with any such 
arrangement, shall be made without regard 
to the rules of subsections (b), (c), and (d) of 
section 6664 of the Internal Revenue Code of 
1986, and 

(B) if any such interest or applicable pen-
alty is imposed, the amount of such interest 
or penalty shall be equal to twice that deter-
mined without regard to this section. 

(2) APPLICABLE TAXPAYER.—For purposes of 
this subsection— 

(A) IN GENERAL.—The term ‘‘applicable 
taxpayer’’ means a taxpayer which— 

(i) has underreported its United States in-
come tax liability with respect to any item 
which directly or indirectly involves— 

(I) any financial arrangement which in any 
manner relies on the use of offshore payment 
mechanisms (including credit, debit, or 
charge cards) issued by banks or other enti-
ties in foreign jurisdictions, or 

(II) any offshore financial arrangement (in-
cluding any arrangement with foreign banks, 
financial institutions, corporations, partner-
ships, trusts, or other entities), and 

(ii) has neither signed a closing agreement 
pursuant to the Voluntary Offshore Compli-
ance Initiative established by the Depart-
ment of the Treasury under Revenue Proce-
dure 2003–11 nor voluntarily disclosed its par-
ticipation in such arrangement by notifying 
the Internal Revenue Service of such ar-
rangement prior to the issue being raised by 
the Internal Revenue Service during an ex-
amination. 

(B) AUTHORITY TO WAIVE.—The Secretary of 
the Treasury or the Secretary’s delegate 
may waive the application of paragraph (1) 
to any taxpayer if the Secretary or the Sec-
retary’s delegate determines that the use of 
such offshore payment mechanisms is inci-
dental to the transaction and, in addition, in 
the case of a trade or business, such use is 
conducted in the ordinary course of the type 
of trade or business of the taxpayer. 

(C) ISSUES RAISED.—For purposes of sub-
paragraph (A)(ii), an item shall be treated as 
an issue raised during an examination if the 
individual examining the return— 

(i) communicates to the taxpayer knowl-
edge about the specific item, or 

(ii) has made a request to the taxpayer for 
information and the taxpayer could not 
make a complete response to that request 
without giving the examiner knowledge of 
the specific item. 

(b) APPLICABLE PENALTY.—For purposes of 
this section, the term ‘‘applicable penalty’’ 
means any penalty, addition to tax, or fine 
imposed under chapter 68 of the Internal 
Revenue Code of 1986. 

(c) EFFECTIVE DATE.—The provisions of 
this section shall apply to interest, pen-
alties, additions to tax, and fines with re-
spect to any taxable year if, as of the date of 
the enactment of this Act, the assessment of 
any tax, penalty, or interest with respect to 
such taxable year is not prevented by the op-
eration of any law or rule of law. 
SEC. 533. DENIAL OF DEDUCTION FOR CERTAIN 

FINES, PENALTIES, AND OTHER 
AMOUNTS. 

(a) IN GENERAL.—Subsection (f) of section 
162 (relating to trade or business expenses) is 
amended to read as follows: 

‘‘(f) FINES, PENALTIES, AND OTHER 
AMOUNTS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), no deduction otherwise allow-
able shall be allowed under this chapter for 
any amount paid or incurred (whether by 
suit, agreement, or otherwise) to, or at the 
direction of, a government or entity de-
scribed in paragraph (4) in relation to the 
violation of any law or the investigation or 
inquiry by such government or entity into 
the potential violation of any law. 
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‘‘(2) EXCEPTION FOR AMOUNTS CONSTITUTING 

RESTITUTION OR PAID TO COME INTO COMPLI-
ANCE WITH LAW.—Paragraph (1) shall not 
apply to any amount which— 

‘‘(A) the taxpayer establishes— 
‘‘(i) constitutes restitution (including re-

mediation of property) for damage or harm 
caused by or which may be caused by the 
violation of any law or the potential viola-
tion of any law, or 

‘‘(ii) is paid to come into compliance with 
any law which was violated or involved in 
the investigation or inquiry, and 

‘‘(B) is identified as restitution or as an 
amount paid to come into compliance with 
the law, as the case may be, in the court 
order or settlement agreement. 

Identification pursuant to subparagraph (B) 
alone shall not satisfy the requirement 
under subparagraph (A). This paragraph 
shall not apply to any amount paid or in-
curred as reimbursement to the government 
or entity for the costs of any investigation 
or litigation. 

‘‘(3) EXCEPTION FOR AMOUNTS PAID OR IN-
CURRED AS THE RESULT OF CERTAIN COURT OR-
DERS.—Paragraph (1) shall not apply to any 
amount paid or incurred by order of a court 
in a suit in which no government or entity 
described in paragraph (4) is a party. 

‘‘(4) CERTAIN NONGOVERNMENTAL REGU-
LATORY ENTITIES.—An entity is described in 
this paragraph if it is— 

‘‘(A) a nongovernmental entity which exer-
cises self-regulatory powers (including im-
posing sanctions) in connection with a quali-
fied board or exchange (as defined in section 
1256(g)(7)), or 

‘‘(B) to the extent provided in regulations, 
a nongovernmental entity which exercises 
self-regulatory powers (including imposing 
sanctions) as part of performing an essential 
governmental function. 

‘‘(5) EXCEPTION FOR TAXES DUE.—Paragraph 
(1) shall not apply to any amount paid or in-
curred as taxes due.’’. 

(b) REPORTING OF DEDUCTIBLE AMOUNTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 is amended by in-
serting after section 6050T the following new 
section: 
‘‘SEC. 6050U. INFORMATION WITH RESPECT TO 

CERTAIN FINES, PENALTIES, AND 
OTHER AMOUNTS. 

‘‘(a) REQUIREMENT OF REPORTING.— 
‘‘(1) IN GENERAL.—The appropriate official 

of any government or entity which is de-
scribed in section 162(f)(4) which is involved 
in a suit or agreement described in para-
graph (2) shall make a return in such form as 
determined by the Secretary setting forth— 

‘‘(A) the amount required to be paid as a 
result of the suit or agreement to which 
paragraph (1) of section 162(f) applies, 

‘‘(B) any amount required to be paid as a 
result of the suit or agreement which con-
stitutes restitution or remediation of prop-
erty, and 

‘‘(C) any amount required to be paid as a 
result of the suit or agreement for the pur-
pose of coming into compliance with any law 
which was violated or involved in the inves-
tigation or inquiry. 

‘‘(2) SUIT OR AGREEMENT DESCRIBED.— 
‘‘(A) IN GENERAL.—A suit or agreement is 

described in this paragraph if— 
‘‘(i) it is— 
‘‘(I) a suit with respect to a violation of 

any law over which the government or entity 
has authority and with respect to which 
there has been a court order, or 

‘‘(II) an agreement which is entered into 
with respect to a violation of any law over 
which the government or entity has author-
ity, or with respect to an investigation or in-
quiry by the government or entity into the 
potential violation of any law over which 

such government or entity has authority, 
and 

‘‘(ii) the aggregate amount involved in all 
court orders and agreements with respect to 
the violation, investigation, or inquiry is 
$600 or more. 

‘‘(B) ADJUSTMENT OF REPORTING THRESH-
OLD.—The Secretary may adjust the $600 
amount in subparagraph (A)(ii) as necessary 
in order to ensure the efficient administra-
tion of the internal revenue laws. 

‘‘(3) TIME OF FILING.—The return required 
under this subsection shall be filed not later 
than— 

‘‘(A) 30 days after the date on which a 
court order is issued with respect to the suit 
or the date the agreement is entered into, as 
the case may be, or 

‘‘(B) the date specified Secretary. 
‘‘(b) STATEMENTS TO BE FURNISHED TO INDI-

VIDUALS INVOLVED IN THE SETTLEMENT.— 
Every person required to make a return 
under subsection (a) shall furnish to each 
person who is a party to the suit or agree-
ment a written statement showing— 

‘‘(1) the name of the government or entity, 
and 

‘‘(2) the information supplied to the Sec-
retary under subsection (a)(1). 

The written statement required under the 
preceding sentence shall be furnished to the 
person at the same time the government or 
entity provides the Secretary with the infor-
mation required under subsection (a). 

‘‘(c) APPROPRIATE OFFICIAL DEFINED.—For 
purposes of this section, the term ‘appro-
priate official’ means the officer or employee 
having control of the suit, investigation, or 
inquiry or the person appropriately des-
ignated for purposes of this section.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050T 
the following new item: 

‘‘Sec. 6050U. Information with respect to 
certain fines, penalties, and 
other amounts.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred on or after the date of the 
enactment of this Act, except that such 
amendments shall not apply to amounts paid 
or incurred under any binding order or agree-
ment entered into before such date. Such ex-
ception shall not apply to an order or agree-
ment requiring court approval unless the ap-
proval was obtained before such date. 
SEC. 534. DENIAL OF DEDUCTION FOR PUNITIVE 

DAMAGES. 

(a) DISALLOWANCE OF DEDUCTION.— 
(1) IN GENERAL.—Section 162(g) (relating to 

treble damage payments under the antitrust 
laws) is amended— 

(A) by redesignating paragraphs (1) and (2) 
as subparagraphs (A) and (B), respectively, 

(B) by striking ‘‘If’’ and inserting: 
‘‘(1) TREBLE DAMAGES.—If’’, and 
(C) by adding at the end the following new 

paragraph: 
‘‘(2) PUNITIVE DAMAGES.—No deduction 

shall be allowed under this chapter for any 
amount paid or incurred for punitive dam-
ages in connection with any judgment in, or 
settlement of, any action. This paragraph 
shall not apply to punitive damages de-
scribed in section 104(c).’’. 

(2) CONFORMING AMENDMENT.—The heading 
for section 162(g) is amended by inserting 
‘‘OR PUNITIVE DAMAGES’’ after ‘‘LAWS’’. 

(b) INCLUSION IN INCOME OF PUNITIVE DAM-
AGES PAID BY INSURER OR OTHERWISE.— 

(1) IN GENERAL.—Part II of subchapter B of 
chapter 1 (relating to items specifically in-
cluded in gross income) is amended by add-
ing at the end the following new section: 

‘‘SEC. 91. PUNITIVE DAMAGES COMPENSATED BY 
INSURANCE OR OTHERWISE. 

‘‘Gross income shall include any amount 
paid to or on behalf of a taxpayer as insur-
ance or otherwise by reason of the taxpayer’s 
liability (or agreement) to pay punitive dam-
ages.’’. 

(2) REPORTING REQUIREMENTS.—Section 6041 
(relating to information at source) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(f) SECTION TO APPLY TO PUNITIVE DAM-
AGES COMPENSATION.—This section shall 
apply to payments by a person to or on be-
half of another person as insurance or other-
wise by reason of the other person’s liability 
(or agreement) to pay punitive damages.’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part II of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 
‘‘Sec. 91. Punitive damages compensated by 

insurance or otherwise’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to damages 
paid or incurred on or after the date of the 
enactment of this Act. 
SEC. 535. INCREASE IN PENALTY FOR BAD 

CHECKS AND MONEY ORDERS. 
(a) IN GENERAL.—Section 6657 (relating to 

bad checks) is amended— 
(1) by striking ‘‘$750’’ and inserting 

‘‘$2,000’’, and 
(2) by striking ‘‘$15’’ and inserting ‘‘$40’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section apply to checks or 
money orders received after the date of the 
enactment of this Act. 

Subtitle E—Provisions To Discourage 
Expatriation 

SEC. 541. TAX TREATMENT OF INVERTED ENTI-
TIES. 

(a) IN GENERAL.—Section 7874 is amended— 
(1) by striking ‘‘March 4, 2003’’ in sub-

section (a)(2)(B)(i) and in the matter fol-
lowing subsection (a)(2)(B)(iii) and inserting 
‘‘March 20, 2002’’, 

(2) by striking ‘‘at least 60 percent’’ in sub-
section (a)(2)(B)(ii) and inserting ‘‘more than 
50 percent’’, 

(3) by striking ‘‘80 percent’’ in subsection 
(b) and inserting ‘‘at least 80 percent’’, 

(4) by striking ‘‘60 percent’’ in subsection 
(b) and inserting ‘‘more than 50 percent’’, 

(5) by adding at the end of subsection (a)(2) 
the following new sentence: ‘‘Except as pro-
vided in regulations, an acquisition of prop-
erties of a domestic corporation shall not be 
treated as described in subparagraph (B) if 
none of the corporation’s stock was readily 
tradeable on an established securities mar-
ket at any time during the 4-year period end-
ing on the date of the acquisition.’’, and 

(6) by redesignating subsection (g) as sub-
section (h) and by inserting after subsection 
(f) the following new subsection: 

‘‘(g) SPECIAL RULES APPLICABLE TO EXPA-
TRIATED ENTITIES.— 

‘‘(1) INCREASES IN ACCURACY-RELATED PEN-
ALTIES.—In the case of any underpayment of 
tax of an expatriated entity— 

‘‘(A) section 6662(a) shall be applied with 
respect to such underpayment by sub-
stituting ‘30 percent’ for ‘20 percent’, and 

‘‘(B) if such underpayment is attributable 
to one or more gross valuation understate-
ments, the increase in the rate of penalty 
under section 6662(h) shall be to 50 percent 
rather than 40 percent. 

‘‘(2) MODIFICATIONS OF LIMITATION ON INTER-
EST DEDUCTION.—In the case of an expatri-
ated entity, section 163(j) shall be applied— 

‘‘(A) without regard to paragraph (2)(A)(ii) 
thereof, and 

‘‘(B) by substituting ‘25 percent’ for ‘50 per-
cent’ each place it appears in paragraph 
(2)(B) thereof.’’. 
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(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply to taxable 
years ending after March 20, 2002. 
SEC. 542. REVISION OF TAX RULES ON EXPATRIA-

TION OF INDIVIDUALS. 
(a) IN GENERAL.—Subpart A of part II of 

subchapter N of chapter 1 is amended by in-
serting after section 877 the following new 
section: 
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION. 
‘‘(a) GENERAL RULES.—For purposes of this 

subtitle— 
‘‘(1) MARK TO MARKET.—Except as provided 

in subsections (d) and (f), all property of a 
covered expatriate to whom this section ap-
plies shall be treated as sold on the day be-
fore the expatriation date for its fair market 
value. 

‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the 
case of any sale under paragraph (1)— 

‘‘(A) notwithstanding any other provision 
of this title, any gain arising from such sale 
shall be taken into account for the taxable 
year of the sale, and 

‘‘(B) any loss arising from such sale shall 
be taken into account for the taxable year of 
the sale to the extent otherwise provided by 
this title, except that section 1091 shall not 
apply to any such loss. 
Proper adjustment shall be made in the 
amount of any gain or loss subsequently re-
alized for gain or loss taken into account 
under the preceding sentence. 

‘‘(3) EXCLUSION FOR CERTAIN GAIN.— 
‘‘(A) IN GENERAL.—The amount which, but 

for this paragraph, would be includible in the 
gross income of any individual by reason of 
this section shall be reduced (but not below 
zero) by $600,000. For purposes of this para-
graph, allocable expatriation gain taken into 
account under subsection (f)(2) shall be 
treated in the same manner as an amount re-
quired to be includible in gross income. 

‘‘(B) COST-OF-LIVING ADJUSTMENT.— 
‘‘(i) IN GENERAL.—In the case of an expa-

triation date occurring in any calendar year 
after 2005, the $600,000 amount under sub-
paragraph (A) shall be increased by an 
amount equal to— 

‘‘(I) such dollar amount, multiplied by 
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar 
year, determined by substituting ‘calendar 
year 2004’ for ‘calendar year 1992’ in subpara-
graph (B) thereof. 

‘‘(ii) ROUNDING RULES.—If any amount after 
adjustment under clause (i) is not a multiple 
of $1,000, such amount shall be rounded to 
the next lower multiple of $1,000. 

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS 
UNITED STATES CITIZEN.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
elects the application of this paragraph— 

‘‘(i) this section (other than this paragraph 
and subsection (i)) shall not apply to the ex-
patriate, but 

‘‘(ii) in the case of property to which this 
section would apply but for such election, 
the expatriate shall be subject to tax under 
this title in the same manner as if the indi-
vidual were a United States citizen. 

‘‘(B) REQUIREMENTS.—Subparagraph (A) 
shall not apply to an individual unless the 
individual— 

‘‘(i) provides security for payment of tax in 
such form and manner, and in such amount, 
as the Secretary may require, 

‘‘(ii) consents to the waiver of any right of 
the individual under any treaty of the 
United States which would preclude assess-
ment or collection of any tax which may be 
imposed by reason of this paragraph, and 

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe. 

‘‘(C) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to 

which this section would apply but for the 
election and, once made, shall be irrev-
ocable. Such election shall also apply to 
property the basis of which is determined in 
whole or in part by reference to the property 
with respect to which the election was made. 

‘‘(b) ELECTION TO DEFER TAX.— 
‘‘(1) IN GENERAL.—If the taxpayer elects the 

application of this subsection with respect to 
any property treated as sold by reason of 
subsection (a), the payment of the additional 
tax attributable to such property shall be 
postponed until the due date of the return 
for the taxable year in which such property 
is disposed of (or, in the case of property dis-
posed of in a transaction in which gain is not 
recognized in whole or in part, until such 
other date as the Secretary may prescribe). 

‘‘(2) DETERMINATION OF TAX WITH RESPECT 
TO PROPERTY.—For purposes of paragraph (1), 
the additional tax attributable to any prop-
erty is an amount which bears the same 
ratio to the additional tax imposed by this 
chapter for the taxable year solely by reason 
of subsection (a) as the gain taken into ac-
count under subsection (a) with respect to 
such property bears to the total gain taken 
into account under subsection (a) with re-
spect to all property to which subsection (a) 
applies. 

‘‘(3) TERMINATION OF POSTPONEMENT.—No 
tax may be postponed under this subsection 
later than the due date for the return of tax 
imposed by this chapter for the taxable year 
which includes the date of death of the expa-
triate (or, if earlier, the time that the secu-
rity provided with respect to the property 
fails to meet the requirements of paragraph 
(4), unless the taxpayer corrects such failure 
within the time specified by the Secretary). 

‘‘(4) SECURITY.— 
‘‘(A) IN GENERAL.—No election may be 

made under paragraph (1) with respect to 
any property unless adequate security is pro-
vided to the Secretary with respect to such 
property. 

‘‘(B) ADEQUATE SECURITY.—For purposes of 
subparagraph (A), security with respect to 
any property shall be treated as adequate se-
curity if— 

‘‘(i) it is a bond in an amount equal to the 
deferred tax amount under paragraph (2) for 
the property, or 

‘‘(ii) the taxpayer otherwise establishes to 
the satisfaction of the Secretary that the se-
curity is adequate. 

‘‘(5) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless 
the taxpayer consents to the waiver of any 
right under any treaty of the United States 
which would preclude assessment or collec-
tion of any tax imposed by reason of this sec-
tion. 

‘‘(6) ELECTIONS.—An election under para-
graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be made under 
paragraph (1) with respect to an interest in a 
trust with respect to which gain is required 
to be recognized under subsection (f)(1). 

‘‘(7) INTEREST.—For purposes of section 
6601— 

‘‘(A) the last date for the payment of tax 
shall be determined without regard to the 
election under this subsection, and 

‘‘(B) section 6621(a)(2) shall be applied by 
substituting ‘5 percentage points’ for ‘3 per-
centage points’ in subparagraph (B) thereof. 

‘‘(c) COVERED EXPATRIATE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), the term ‘covered expatriate’ 
means an expatriate. 

‘‘(2) EXCEPTIONS.—An individual shall not 
be treated as a covered expatriate if— 

‘‘(A) the individual— 
‘‘(i) became at birth a citizen of the United 

States and a citizen of another country and, 

as of the expatriation date, continues to be a 
citizen of, and is taxed as a resident of, such 
other country, and 

‘‘(ii) has not been a resident of the United 
States (as defined in section 7701(b)(1)(A)(ii)) 
during the 5 taxable years ending with the 
taxable year during which the expatriation 
date occurs, or 

‘‘(B)(i) the individual’s relinquishment of 
United States citizenship occurs before such 
individual attains age 181⁄2, and 

‘‘(ii) the individual has been a resident of 
the United States (as so defined) for not 
more than 5 taxable years before the date of 
relinquishment. 

‘‘(d) EXEMPT PROPERTY; SPECIAL RULES FOR 
PENSION PLANS.— 

‘‘(1) EXEMPT PROPERTY.—This section shall 
not apply to the following: 

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other 
than stock of a United States real property 
holding corporation which does not, on the 
day before the expatriation date, meet the 
requirements of section 897(c)(2). 

‘‘(B) SPECIFIED PROPERTY.—Any property 
or interest in property not described in sub-
paragraph (A) which the Secretary specifies 
in regulations. 

‘‘(2) SPECIAL RULES FOR CERTAIN RETIRE-
MENT PLANS.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
holds on the day before the expatriation date 
any interest in a retirement plan to which 
this paragraph applies— 

‘‘(i) such interest shall not be treated as 
sold for purposes of subsection (a)(1), but 

‘‘(ii) an amount equal to the present value 
of the expatriate’s nonforfeitable accrued 
benefit shall be treated as having been re-
ceived by such individual on such date as a 
distribution under the plan. 

‘‘(B) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS.—In the case of any distribution on or 
after the expatriation date to or on behalf of 
the covered expatriate from a plan from 
which the expatriate was treated as receiv-
ing a distribution under subparagraph (A), 
the amount otherwise includible in gross in-
come by reason of the subsequent distribu-
tion shall be reduced by the excess of the 
amount includible in gross income under 
subparagraph (A) over any portion of such 
amount to which this subparagraph pre-
viously applied. 

‘‘(C) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS BY PLAN.—For purposes of this title, a 
retirement plan to which this paragraph ap-
plies, and any person acting on the plan’s be-
half, shall treat any subsequent distribution 
described in subparagraph (B) in the same 
manner as such distribution would be treat-
ed without regard to this paragraph. 

‘‘(D) APPLICABLE PLANS.—This paragraph 
shall apply to— 

‘‘(i) any qualified retirement plan (as de-
fined in section 4974(c)), 

‘‘(ii) an eligible deferred compensation 
plan (as defined in section 457(b)) of an eligi-
ble employer described in section 
457(e)(1)(A), and 

‘‘(iii) to the extent provided in regulations, 
any foreign pension plan or similar retire-
ment arrangements or programs. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) EXPATRIATE.—The term ‘expatriate’ 
means— 

‘‘(A) any United States citizen who relin-
quishes citizenship, and 

‘‘(B) any long-term resident of the United 
States who— 

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or 

‘‘(ii) commences to be treated as a resident 
of a foreign country under the provisions of 
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a tax treaty between the United States and 
the foreign country and who does not waive 
the benefits of such treaty applicable to resi-
dents of the foreign country. 

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means— 

‘‘(A) the date an individual relinquishes 
United States citizenship, or 

‘‘(B) in the case of a long-term resident of 
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph 
(1)(B). 

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A 
citizen shall be treated as relinquishing 
United States citizenship on the earliest of— 

‘‘(A) the date the individual renounces 
such individual’s United States nationality 
before a diplomatic or consular officer of the 
United States pursuant to paragraph (5) of 
section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(5)), 

‘‘(B) the date the individual furnishes to 
the United States Department of State a 
signed statement of voluntary relinquish-
ment of United States nationality con-
firming the performance of an act of expa-
triation specified in paragraph (1), (2), (3), or 
(4) of section 349(a) of the Immigration and 
Nationality Act (8 U.S.C. 1481(a)(1)–(4)), 

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or 

‘‘(D) the date a court of the United States 
cancels a naturalized citizen’s certificate of 
naturalization. 
Subparagraph (A) or (B) shall not apply to 
any individual unless the renunciation or 
voluntary relinquishment is subsequently 
approved by the issuance to the individual of 
a certificate of loss of nationality by the 
United States Department of State. 

‘‘(4) LONG-TERM RESIDENT.—The term ‘long- 
term resident’ has the meaning given to such 
term by section 877(e)(2). 

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), if an individual is determined 
under paragraph (3) to hold an interest in a 
trust on the day before the expatriation 
date— 

‘‘(A) the individual shall not be treated as 
having sold such interest, 

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and 

‘‘(C)(i) such separate share shall be treated 
as a separate trust consisting of the assets 
allocable to such share, 

‘‘(ii) the separate trust shall be treated as 
having sold its assets on the day before the 
expatriation date for their fair market value 
and as having distributed all of its assets to 
the individual as of such time, and 

‘‘(iii) the individual shall be treated as 
having recontributed the assets to the sepa-
rate trust. 
Subsection (a)(2) shall apply to any income, 
gain, or loss of the individual arising from a 
distribution described in subparagraph 
(C)(ii). In determining the amount of such 
distribution, proper adjustments shall be 
made for liabilities of the trust allocable to 
an individual’s share in the trust. 

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.— 

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a 
qualified trust— 

‘‘(i) paragraph (1) and subsection (a) shall 
not apply, and 

‘‘(ii) in addition to any other tax imposed 
by this title, there is hereby imposed on each 
distribution with respect to such interest a 
tax in the amount determined under sub-
paragraph (B). 

‘‘(B) AMOUNT OF TAX.—The amount of tax 
under subparagraph (A)(ii) shall be equal to 
the lesser of— 

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year which includes 
the day before the expatriation date, multi-
plied by the amount of the distribution, or 

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution 
determined without regard to any increases 
under subparagraph (C)(ii) after the 30th day 
preceding the distribution. 

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes 
of subparagraph (B)(ii)— 

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect 
to any trust interest is an amount equal to 
the tax which would have been imposed on 
the allocable expatriation gain with respect 
to the trust interest if such gain had been in-
cluded in gross income under subsection (a). 

‘‘(ii) INCREASE FOR INTEREST.—The balance 
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the 
time the interest accrues), for periods after 
the 90th day after the expatriation date, by 
using the rates and method applicable under 
section 6621 for underpayments of tax for 
such periods, except that section 6621(a)(2) 
shall be applied by substituting ‘5 percentage 
points’ for ‘3 percentage points’ in subpara-
graph (B) thereof. 

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY 
PAID.—The balance in the tax deferred ac-
count shall be reduced— 

‘‘(I) by the amount of taxes imposed by 
subparagraph (A) on any distribution to the 
person holding the trust interest, and 

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in 
regulations, by the amount of taxes imposed 
by subparagraph (A) on distributions from 
the trust with respect to nonvested interests 
not held by such person. 

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For 
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of 
gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in 
the trust if the beneficiary held directly all 
assets allocable to such interests. 

‘‘(E) TAX DEDUCTED AND WITHHELD.— 
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to 
which it relates. 

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE 
TREATY RIGHTS.—If an amount may not be 
deducted and withheld under clause (i) by 
reason of the distributee failing to waive any 
treaty right with respect to such distribu-
tion— 

‘‘(I) the tax imposed by subparagraph 
(A)(ii) shall be imposed on the trust and each 
trustee shall be personally liable for the 
amount of such tax, and 

‘‘(II) any other beneficiary of the trust 
shall be entitled to recover from the dis-
tributee the amount of such tax imposed on 
the other beneficiary. 

‘‘(F) DISPOSITION.—If a trust ceases to be a 
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified 
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu 
of the tax imposed by subparagraph (A)(ii), 
there is hereby imposed a tax equal to the 
lesser of— 

‘‘(i) the tax determined under paragraph (1) 
as if the day before the expatriation date 
were the date of such cessation, disposition, 
or death, whichever is applicable, or 

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date. 
Such tax shall be imposed on the trust and 
each trustee shall be personally liable for the 
amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-

tate the amount of such tax imposed on the 
other beneficiary. 

‘‘(G) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this paragraph— 

‘‘(i) QUALIFIED TRUST.—The term ‘qualified 
trust’ means a trust which is described in 
section 7701(a)(30)(E). 

‘‘(ii) VESTED INTEREST.—The term ‘vested 
interest’ means any interest which, as of the 
day before the expatriation date, is vested in 
the beneficiary. 

‘‘(iii) NONVESTED INTEREST.—The term 
‘nonvested interest’ means, with respect to 
any beneficiary, any interest in a trust 
which is not a vested interest. Such interest 
shall be determined by assuming the max-
imum exercise of discretion in favor of the 
beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary. 

‘‘(iv) ADJUSTMENTS.—The Secretary may 
provide for such adjustments to the bases of 
assets in a trust or a deferred tax account, 
and the timing of such adjustments, in order 
to ensure that gain is taxed only once. 

‘‘(v) COORDINATION WITH RETIREMENT PLAN 
RULES.—This subsection shall not apply to 
an interest in a trust which is part of a re-
tirement plan to which subsection (d)(2) ap-
plies. 

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.— 

‘‘(A) DETERMINATIONS UNDER PARAGRAPH 
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based 
upon all relevant facts and circumstances, 
including the terms of the trust instrument 
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar 
adviser. 

‘‘(B) OTHER DETERMINATIONS.—For purposes 
of this section— 

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-
ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be 
the trust beneficiaries for purposes of this 
section. 

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income 
tax return— 

‘‘(I) the methodology used to determine 
that taxpayer’s trust interest under this sec-
tion, and 

‘‘(II) if the taxpayer knows (or has reason 
to know) that any other beneficiary of such 
trust is using a different methodology to de-
termine such beneficiary’s trust interest 
under this section. 

‘‘(g) TERMINATION OF DEFERRALS, ETC.—In 
the case of any covered expatriate, notwith-
standing any other provision of this title— 

‘‘(1) any period during which recognition of 
income or gain is deferred shall terminate on 
the day before the expatriation date, and 

‘‘(2) any extension of time for payment of 
tax shall cease to apply on the day before the 
expatriation date and the unpaid portion of 
such tax shall be due and payable at the time 
and in the manner prescribed by the Sec-
retary. 

‘‘(h) IMPOSITION OF TENTATIVE TAX.— 
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable 
year, there is hereby imposed, immediately 
before the expatriation date, a tax in an 
amount equal to the amount of tax which 
would be imposed if the taxable year were a 
short taxable year ending on the expatria-
tion date. 

‘‘(2) DUE DATE.—The due date for any tax 
imposed by paragraph (1) shall be the 90th 
day after the expatriation date. 

‘‘(3) TREATMENT OF TAX.—Any tax paid 
under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for 
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the taxable year to which subsection (a) ap-
plies. 

‘‘(4) DEFERRAL OF TAX.—The provisions of 
subsection (b) shall apply to the tax imposed 
by this subsection to the extent attributable 
to gain includible in gross income by reason 
of this section. 

‘‘(i) SPECIAL LIENS FOR DEFERRED TAX 
AMOUNTS.— 

‘‘(1) IMPOSITION OF LIEN.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

makes an election under subsection (a)(4) or 
(b) which results in the deferral of any tax 
imposed by reason of subsection (a), the de-
ferred amount (including any interest, addi-
tional amount, addition to tax, assessable 
penalty, and costs attributable to the de-
ferred amount) shall be a lien in favor of the 
United States on all property of the expa-
triate located in the United States (without 
regard to whether this section applies to the 
property). 

‘‘(B) DEFERRED AMOUNT.—For purposes of 
this subsection, the deferred amount is the 
amount of the increase in the covered expa-
triate’s income tax which, but for the elec-
tion under subsection (a)(4) or (b), would 
have occurred by reason of this section for 
the taxable year including the expatriation 
date. 

‘‘(2) PERIOD OF LIEN.—The lien imposed by 
this subsection shall arise on the expatria-
tion date and continue until— 

‘‘(A) the liability for tax by reason of this 
section is satisfied or has become unenforce-
able by reason of lapse of time, or 

‘‘(B) it is established to the satisfaction of 
the Secretary that no further tax liability 
may arise by reason of this section. 

‘‘(3) CERTAIN RULES APPLY.—The rules set 
forth in paragraphs (1), (3), and (4) of section 
6324A(d) shall apply with respect to the lien 
imposed by this subsection as if it were a 
lien imposed by section 6324A. 

‘‘(j) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’. 

(b) INCLUSION IN INCOME OF GIFTS AND BE-
QUESTS RECEIVED BY UNITED STATES CITIZENS 
AND RESIDENTS FROM EXPATRIATES.—Section 
102 (relating to gifts, etc. not included in 
gross income) is amended by adding at the 
end the following new subsection: 

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.— 

‘‘(1) IN GENERAL.—Subsection (a) shall not 
exclude from gross income the value of any 
property acquired by gift, bequest, devise, or 
inheritance from a covered expatriate after 
the expatriation date. For purposes of this 
subsection, any term used in this subsection 
which is also used in section 877A shall have 
the same meaning as when used in section 
877A. 

‘‘(2) EXCEPTIONS FOR TRANSFERS OTHERWISE 
SUBJECT TO ESTATE OR GIFT TAX.—Paragraph 
(1) shall not apply to any property if either— 

‘‘(A) the gift, bequest, devise, or inherit-
ance is— 

‘‘(i) shown on a timely filed return of tax 
imposed by chapter 12 as a taxable gift by 
the covered expatriate, or 

‘‘(ii) included in the gross estate of the 
covered expatriate for purposes of chapter 11 
and shown on a timely filed return of tax im-
posed by chapter 11 of the estate of the cov-
ered expatriate, or 

‘‘(B) no such return was timely filed but no 
such return would have been required to be 
filed even if the covered expatriate were a 
citizen or long-term resident of the United 
States.’’. 

(c) DEFINITION OF TERMINATION OF UNITED 
STATES CITIZENSHIP.—Section 7701(a) is 
amended by adding at the end the following 
new paragraph: 

‘‘(49) TERMINATION OF UNITED STATES CITI-
ZENSHIP.— 

‘‘(A) IN GENERAL.—An individual shall not 
cease to be treated as a United States citizen 
before the date on which the individual’s 
citizenship is treated as relinquished under 
section 877A(e)(3). 

‘‘(B) DUAL CITIZENS.—Under regulations 
prescribed by the Secretary, subparagraph 
(A) shall not apply to an individual who be-
came at birth a citizen of the United States 
and a citizen of another country.’’. 

(d) INELIGIBILITY FOR VISA OR ADMISSION TO 
UNITED STATES.— 

(1) IN GENERAL.—Section 212(a)(10)(E) of the 
Immigration and Nationality Act (8 U.S.C. 
1182(a)(10)(E)) is amended to read as follows: 

‘‘(E) FORMER CITIZENS NOT IN COMPLIANCE 
WITH EXPATRIATION REVENUE PROVISIONS.— 
Any alien who is a former citizen of the 
United States who relinquishes United 
States citizenship (within the meaning of 
section 877A(e)(3) of the Internal Revenue 
Code of 1986) and who is not in compliance 
with section 877A of such Code (relating to 
expatriation) is inadmissible.’’. 

(2) AVAILABILITY OF INFORMATION.— 
(A) IN GENERAL.—Section 6103(l) (relating 

to disclosure of returns and return informa-
tion for purposes other than tax administra-
tion) is amended by adding at the end the 
following new paragraph: 

‘‘(21) DISCLOSURE TO DENY VISA OR ADMIS-
SION TO CERTAIN EXPATRIATES.—Upon written 
request of the Attorney General or the At-
torney General’s delegate, the Secretary 
shall disclose whether an individual is in 
compliance with section 877A (and if not in 
compliance, any items of noncompliance) to 
officers and employees of the Federal agency 
responsible for administering section 
212(a)(10)(E) of the Immigration and Nation-
ality Act solely for the purpose of, and to the 
extent necessary in, administering such sec-
tion 212(a)(10)(E).’’. 

(B) SAFEGUARDS.—Section 6103(p)(4) (relat-
ing to safeguards) is amended by striking ‘‘or 
(20)’’ each place it appears and inserting 
‘‘(20), or (21)’’. 

(3) EFFECTIVE DATES.—The amendments 
made by this subsection shall apply to indi-
viduals who relinquish United States citizen-
ship on or after the date of the enactment of 
this Act. 

(e) CONFORMING AMENDMENTS.— 
(1) Section 877 is amended by adding at the 

end the following new subsection: 
‘‘(h) APPLICATION.—This section shall not 

apply to an expatriate (as defined in section 
877A(e)) whose expatriation date (as so de-
fined) occurs on or after the date of the en-
actment of this subsection.’’. 

(2) Section 2107 is amended by adding at 
the end the following new subsection: 

‘‘(f) APPLICATION.—This section shall not 
apply to any expatriate subject to section 
877A.’’. 

(3) Section 2501(a)(3) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) APPLICATION.—This paragraph shall 
not apply to any expatriate subject to sec-
tion 877A.’’. 

(4) Section 6039G(a) is amended by insert-
ing ‘‘or 877A’’ after ‘‘section 877(b)’’. 

(5) The second sentence of section 6039G(d) 
is amended by inserting ‘‘or who relinquishes 
United States citizenship (within the mean-
ing of section 877A(e)(3))’’ after ‘‘section 
877(a))’’. 

(f) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the 
following new item: 
‘‘Sec. 877A. Tax responsibilities of expatria-

tion.’’. 
(g) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in this 
subsection, the amendments made by this 
section shall apply to expatriates (within the 
meaning of section 877A(e) of the Internal 
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined) 
occurs on or after the date of the enactment 
of this Act. 

(2) GIFTS AND BEQUESTS.—Section 102(d) of 
the Internal Revenue Code of 1986 (as added 
by subsection (b)) shall apply to gifts and be-
quests received on or after the date of the 
enactment of this Act, from an individual or 
the estate of an individual whose expatria-
tion date (as so defined) occurs after such 
date. 

(3) DUE DATE FOR TENTATIVE TAX.—The due 
date under section 877A(h)(2) of the Internal 
Revenue Code of 1986, as added by this sec-
tion, shall in no event occur before the 90th 
day after the date of the enactment of this 
Act. 

Subtitle F—Miscellaneous Provisions 
SEC. 551. TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT INSTRUMENTS. 
(a) IN GENERAL.—Section 1275(d) (relating 

to regulation authority) is amended— 
(1) by striking ‘‘The Secretary’’ and insert-

ing the following: 
‘‘(1) IN GENERAL.—The Secretary’’, and 
(2) by adding at the end the following new 

paragraph: 
‘‘(2) TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT.— 
‘‘(A) IN GENERAL.—In the case of a debt in-

strument which— 
‘‘(i) is convertible into stock of the issuing 

corporation, into stock or debt of a related 
party (within the meaning of section 267(b) 
or 707(b)(1)), or into cash or other property in 
an amount equal to the approximate value of 
such stock or debt, and 

‘‘(ii) provides for contingent payments, 
any regulations which require original issue 
discount to be determined by reference to 
the comparable yield of a noncontingent 
fixed-rate debt instrument shall be applied 
as if the regulations require that such com-
parable yield be determined by reference to a 
noncontingent fixed-rate debt instrument 
which is convertible into stock. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), the comparable yield shall be 
determined without taking into account the 
yield resulting from the conversion of a debt 
instrument into stock.’’. 

(b) CROSS REFERENCE.—Section 163(e)(6) 
(relating to cross references) is amended by 
adding at the end the following: 

‘‘For the treatment of contingent payment 
convertible debt, see section 1275(d)(2).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to debt in-
struments issued on or after the date of the 
enactment of this Act. 
SEC. 552. GRANT OF TREASURY REGULATORY AU-

THORITY TO ADDRESS FOREIGN TAX 
CREDIT TRANSACTIONS INVOLVING 
INAPPROPRIATE SEPARATION OF 
FOREIGN TAXES FROM RELATED 
FOREIGN INCOME. 

(a) IN GENERAL.—Section 901 (relating to 
taxes of foreign countries and of possessions 
of United States) is amended by redesig-
nating subsection (m) as subsection (n) and 
by inserting after subsection (l) the fol-
lowing new subsection: 

‘‘(m) REGULATIONS.—The Secretary may 
prescribe regulations disallowing a credit 
under subsection (a) for all or a portion of 
any foreign tax, or allocating a foreign tax 
among 2 or more persons, in cases where the 
foreign tax is imposed on any person in re-
spect of income of another person or in other 
cases involving the inappropriate separation 
of the foreign tax from the related foreign 
income.’’. 
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(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 553. REPEAL OF SPECIAL PROPERTY EXCEP-

TION TO LEASING PROVISIONS OF 
THE AMERICAN JOBS CREATION ACT 
OF 2004. 

(a) IN GENERAL.—Section 849(b) of the 
American Jobs Creation Act of 2004 is 
amended by striking paragraphs (1) and (2), 
by redesignating paragraphs (3) and (4) as 
paragraphs (1) and (2), respectively. 

(b) LEASES TO FOREIGN ENTITIES.—Section 
849(b) of the American Jobs Creation Act of 
2004, as amended by subsection (a), is amend-
ed by adding at the end the following new 
paragraph: 

‘‘(3) LEASES TO FOREIGN ENTITIES.—In the 
case of tax-exempt use property leased to a 
tax-exempt entity which is a foreign person 
or entity, the amendments made by this part 
shall apply to taxable years beginning after 
December 31, 2005, with respect to leases en-
tered into on or before March 12, 2004.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the American 
Jobs Creation Act of 2004. 
SEC. 554. APPLICATION OF EARNINGS STRIPPING 

RULES TO PARTNERS WHICH ARE 
CORPORATIONS. 

(a) IN GENERAL.—Section 163(j) (relating to 
limitation on deduction for interest on cer-
tain indebtedness) is amended by redesig-
nating paragraph (8) as paragraph (9) and by 
inserting after paragraph (7) the following 
new paragraph: 

‘‘(8) TREATMENT OF CORPORATE PARTNERS.— 
Except to the extent provided by regula-
tions, in applying this subsection to a cor-
poration which owns (directly or indirectly) 
an interest in a partnership— 

‘‘(A) such corporation’s distributive share 
of interest income paid or accrued to such 
partnership shall be treated as interest in-
come paid or accrued to such corporation, 

‘‘(B) such corporation’s distributive share 
of interest paid or accrued by such partner-
ship shall be treated as interest paid or ac-
crued by such corporation, and 

‘‘(C) such corporation’s share of the liabil-
ities of such partnership shall be treated as 
liabilities of such corporation.’’. 

(b) ADDITIONAL REGULATORY AUTHORITY.— 
Section 163(j)(9) (relating to regulations), as 
redesignated by subsection (a), is amended 
by striking ‘‘and’’ at the end of subparagraph 
(B), by striking the period at the end of sub-
paragraph (C) and inserting ‘‘, and’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(D) regulations providing for the realloca-
tion of shares of partnership indebtedness, or 
distributive shares of the partnership’s inter-
est income or interest expense, as may be ap-
propriate to carry out the purposes of this 
subsection.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning on or after the date of the 
enactment of this Act. 
SEC. 555. LIMITATION OF EMPLOYER DEDUCTION 

FOR CERTAIN ENTERTAINMENT EX-
PENSES. 

(a) IN GENERAL.—Paragraph (2) of section 
274(e) (relating to expenses treated as com-
pensation) is amended to read as follows: 

‘‘(2) EXPENSES TREATED AS COMPENSATION.— 
Expenses for goods, services, and facilities, 
to the extent that the expenses do not exceed 
the amount of the expenses which are treat-
ed by the taxpayer, with respect to the re-
cipient of the entertainment, amusement, or 
recreation, as compensation to an employee 
on the taxpayer’s return of tax under this 
chapter and as wages to such employee for 
purposes of chapter 24 (relating to with-
holding of income tax at source on wages).’’. 

(b) PERSONS NOT EMPLOYEES.—Paragraph 
(9) of section 274(e) is amended by striking 
‘‘to the extent that the expenses are includ-
ible in the gross income’’ and inserting ‘‘to 
the extent that the expenses do not exceed 
the amount of the expenses which are includ-
ible in the gross income’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
incurred after the date of the enactment of 
this Act. 
SEC. 556. INCREASE IN AGE OF MINOR CHILDREN 

WHOSE UNEARNED INCOME IS 
TAXED AS IF PARENT’S INCOME. 

(a) IN GENERAL.—Section 1(g)(2)(A) (relat-
ing to child to whom subsection applies) is 
amended by striking ‘‘age 14’’ and inserting 
‘‘age 18’’. 

(b) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—Section 
1(g)(4) (relating to net unearned income) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—For purposes 
of this subsection, in the case of any child 
who is a beneficiary of a qualified disability 
trust (as defined in section 642(b)(2)(C)(ii)), 
any amount included in the income of such 
child under sections 652 and 662 during a tax-
able year shall be considered earned income 
of such child for such taxable year.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 557. LOAN AND REDEMPTION REQUIRE-

MENTS ON POOLED FINANCING RE-
QUIREMENTS. 

(a) STRENGTHENED REASONABLE EXPECTA-
TION REQUIREMENT.—Subparagraph (A) of 
section 149(f)(2) (relating to reasonable ex-
pectation requirement) is amended to read 
as follows: 

‘‘(A) IN GENERAL.—The requirements of 
this paragraph are met with respect to an 
issue if the issuer reasonably expects that— 

‘‘(i) as of the close of the 1-year period be-
ginning on the date of issuance of the issue, 
at least 50 percent of the net proceeds of the 
issue (as of the close of such period) will 
have been used directly or indirectly to 
make or finance loans to ultimate borrowers, 
and 

‘‘(ii) as of the close of the 3-year period be-
ginning on such date of issuance, at least 95 
percent of the net proceeds of the issue (as of 
the close of such period) will have been so 
used.’’. 

(b) WRITTEN LOAN COMMITMENT AND RE-
DEMPTION REQUIREMENTS.—Section 149(f) (re-
lating to treatment of certain pooled financ-
ing bonds) is amended by redesignating para-
graphs (4) and (5) as paragraphs (6) and (7), 
respectively, and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) WRITTEN LOAN COMMITMENT REQUIRE-
MENT.— 

‘‘(A) IN GENERAL.—The requirement of this 
paragraph is met with respect to an issue if 
the issuer receives prior to issuance written 
loan commitments identifying the ultimate 
potential borrowers of at least 50 percent of 
the net proceeds of such issue. 

‘‘(B) EXCEPTION.—Subparagraph (A) shall 
not apply with respect to any issuer which is 
a State (or an integral part of a State) 
issuing pooled financing bonds to make or fi-
nance loans to subordinate governmental 
units of such State or to State-created enti-
ties providing financing for water-infrastruc-
ture projects through the federally-spon-
sored State revolving fund program. 

‘‘(5) REDEMPTION REQUIREMENT.—The re-
quirement of this paragraph is met if to the 
extent that less than the percentage of the 
proceeds of an issue required to be used 
under clause (i) or (ii) of paragraph (2)(A) is 
used by the close of the period identified in 

such clause, the issuer uses an amount of 
proceeds equal to the excess of— 

‘‘(A) the amount required to be used under 
such clause, over 

‘‘(B) the amount actually used by the close 
of such period, 

‘‘to redeem outstanding bonds within 90 
days after the end of such period.’’. 

(c) ELIMINATION OF DISREGARD OF POOLED 
BONDS IN DETERMINING ELIGIBILITY FOR 
SMALL ISSUER EXCEPTION TO ARBITRAGE RE-
BATE.—Section 148(f)(4)(D)(ii) (relating to ag-
gregation of issuers) is amended by striking 
subclause (II) and by redesignating sub-
clauses (III) and (IV) as subclauses (II) and 
(III), respectively. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 149(f)(1) is amended by striking 

‘‘paragraphs (2) and (3)’’ and inserting ‘‘para-
graphs (2), (3), (4), and (5)’’. 

(2) Section 149(f)(7)(B), as redesignated by 
subsection (b), is amended by striking ‘‘para-
graph (4)(A)’’ and inserting ‘‘paragraph 
(6)(A)’’. 

(3) Section 54(l)(2) is amended by striking 
‘‘section 149(f)(4)(A)’’ and inserting ‘‘section 
149(f)(6)(A)’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act. 
SEC. 558. REPORTING OF INTEREST ON TAX-EX-

EMPT BONDS. 
(a) IN GENERAL.—Section 6049(b)(2) (relat-

ing to exceptions) is amended by striking 
subparagraph (B) and by redesignating sub-
paragraphs (C) and (D) as subparagraphs (B) 
and (C), respectively. 

(b) CONFORMING AMENDMENT.—Section 
6049(b)(2)(C), as redesignated by subsection 
(a), is amended by striking ‘‘subparagraph 
(C)’’ and inserting ‘‘subparagraph (B)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interest 
earned after December 31, 2005. 
SEC. 559. MODIFICATION OF CREDIT FOR PRO-

DUCING FUEL FROM A NONCONVEN-
TIONAL SOURCE. 

(a) TAXABLE YEARS ENDING BEFORE 2006.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 29(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
29(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005.—Section 29(b)(2), as 
amended by paragraph (1), is amended by 
adding at the end the following new sen-
tence: ‘‘This paragraph shall not apply with 
respect to the $3 amount in subsection (a) for 
calendar year 2005 and the amount in effect 
under subsection (a) for sales in such cal-
endar year shall be the amount which was in 
effect for sales in calendar year 2004.’’. 

(b) TAXABLE YEARS ENDING AFTER 2005.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 45K(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
45K(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005, 2006, AND 2007.—Section 
45K(b)(2), as amended by paragraph (1), is 
amended by adding at the end the following 
new sentence: ‘‘This paragraph shall not 
apply with respect to the $3 amount in sub-
section (a) for calendar years 2005, 2006, and 
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2007 and the amount in effect under sub-
section (a) for sales in each such calendar 
year shall be the amount which was in effect 
for sales in calendar year 2004.’’. 

(3) TREATMENT OF COKE AND COKE GAS.— 
(A) NONAPPLICATION OF PHASEOUT.—Section 

45K(g)(2) is amended by adding at the end the 
following new subparagraph: 

‘‘(D) NONAPPLICATION OF PHASEOUT.—Sub-
section (b)(1) shall not apply.’’. 

(B) APPLICATION OF INFLATION ADJUST-
MENT.—Section 45K(g)(2)(B) is amended by 
inserting ‘‘and the last sentence of sub-
section (b)(2) shall not apply.’’. 

(C) CLARIFICATION OF QUALIFYING FACIL-
ITY.—Section 45K(g)(1) is amended by insert-
ing ‘‘(other than from petroleum based prod-
ucts)’’ after ‘‘coke or coke gas’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to fuel sold 
after December 31, 2004. 
SEC. 560. MODIFICATION OF INDIVIDUAL ESTI-

MATED TAX SAFE HARBOR. 
(a) IN GENERAL.—The table contained in 

section 6654(d)(1)(C) is amended by striking 
‘‘2002 or thereafter’’ and inserting ‘‘2002, 2003, 
2004, or 2005’’ and by adding at the end the 
following new items: 

‘‘2006 ................................................ 120 
2007 or thereafter ............................ 110’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply with respect 
to any installment payment for taxable 
years beginning after December 31, 2005. 
SEC. 561. REVALUATION OF LIFO INVENTORIES 

OF LARGE INTEGRATED OIL COMPA-
NIES. 

(a) GENERAL RULE.—Notwithstanding any 
other provision of law, if a taxpayer is an ap-
plicable integrated oil company for its last 
taxable year ending in calendar year 2005, 
the taxpayer shall— 

(1) increase, effective as of the close of 
such taxable year, the value of each historic 
LIFO layer of inventories of crude oil, nat-
ural gas, or any other petroleum product 
(within the meaning of section 4611) by the 
layer adjustment amount, and 

(2) decrease its cost of goods sold for such 
taxable year by the aggregate amount of the 
increases under paragraph (1). 
If the aggregate amount of the increases 
under paragraph (1) exceed the taxpayer’s 
cost of goods sold for such taxable year, the 
taxpayer’s gross income for such taxable 
year shall be increased by the amount of 
such excess. 

(b) LAYER ADJUSTMENT AMOUNT.—For pur-
poses of this section— 

(1) IN GENERAL.—The term ‘‘layer adjust-
ment amount’’ means, with respect to any 
historic LIFO layer, the product of— 

(A) $18.75, and 
(B) the number of barrels of crude oil (or in 

the case of natural gas or other petroleum 
products, the number of barrel-of-oil equiva-
lents) represented by the layer. 

(2) BARREL-OF-OIL EQUIVALENT.—The term 
‘‘barrel-of-oil equivalent’’ has the meaning 
given such term by section 29(d)(5) (as in ef-
fect before its redesignation by the Energy 
Tax Incentives Act of 2005). 

(c) APPLICATION OF REQUIREMENT.— 
(1) NO CHANGE IN METHOD OF ACCOUNTING.— 

Any adjustment required by this section 
shall not be treated as a change in method of 
accounting. 

(2) UNDERPAYMENTS OF ESTIMATED TAX.—o 
addition to the tax shall be made under sec-
tion 6655 of the Internal Revenue Code of 1986 
(relating to failure by corporation to pay es-
timated tax) with respect to any under-
payment of an installment required to be 
paid with respect to the taxable year de-
scribed in subsection (a) to the extent such 
underpayment was created or increased by 
this section. 

(d) APPLICABLE INTEGRATED OIL COM-
PANY.—For purposes of this section, the term 
‘‘applicable integrated oil company’’ means 
an integrated oil company (as defined in sec-
tion 291(b)(4) of the Internal Revenue Code of 
1986) which has an average daily worldwide 
production of crude oil of at least 500,000 
barels for the taxable year and which had 
gross receipts in excess of $1,000,000,000 for 
its last taxable year ending during calendar 
year 2005. For purposes of this subsection all 
persons treated as a single employer under 
subsections (a) and (b) of section 52 of the In-
ternal Revenue Code of 1986 shall be treated 
as 1 person and, in the case of a short taxable 
year, the rule under section 448(c)(3)(B) shall 
apply. 
SEC. 562. ELIMINATION OF AMORTIZATION OF 

GEOLOGICAL AND GEOPHYSICAL EX-
PENDITURES FOR MAJOR INTE-
GRATED OIL COMPANIES. 

(a) IN GENERAL.—Section 167(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(5) NONAPPLICATION TO MAJOR INTEGRATED 
OIL COMPANIES.—This subsection shall not 
apply with respect to any expenses paid or 
incurred for any taxable year by any inte-
grated oil company (as defined in section 
291(b)(4)) which has an average daily world-
wide production of crude oil of at least 
500,000 barrels for such taxable year.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the amendment made by section 
1329(a) of the Energy Policy Act of 2005. 
SEC. 563. VALUATION OF EMPLOYEE PERSONAL 

USE OF NONCOMMERCIAL AIR-
CRAFT. 

(a) IN GENERAL.—For purposes of Federal 
income tax inclusion, the value of any em-
ployee personal use of noncommercial air-
craft shall equal the excess (if any) of— 

(1) greater of— 
(A) the fair market value of such use, or 
(B) the actual cost of such use (including 

all fixed and variable costs), over 
(2) any amount paid by or on behalf of such 

employee for such use. 
(b) EFFECTIVE DATE.—Subsection (a) shall 

apply to use after the date of the enactment 
of this Act. 
SEC. 564. APPLICATION OF FIRPTA TO REGU-

LATED INVESTMENT COMPANIES. 
(a) IN GENERAL.—Subclause (II) of section 

897(h)(4)(A)(i) (defining qualified investment 
entity) is amended by inserting ‘‘which is a 
United States real property holding corpora-
tion or which would be a United States real 
property holding corporation if the excep-
tions provided in subsections (c)(3) and (h)(2) 
did not apply to interests in any real estate 
investment trust or regulated investment 
company’’ after ‘‘regulated investment com-
pany’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to distribu-
tions with respect to taxable years beginning 
after December 31, 2004. 
SEC. 565. TREATMENT OF DISTRIBUTIONS AT-

TRIBUTABLE TO FIRPTA GAINS. 
(a) QUALIFIED INVESTMENT ENTITY.— 
(1) IN GENERAL.—Section 897(h)(1) is amend-

ed— 
(A) by striking ‘‘a nonresident alien indi-

vidual or a foreign corporation’’ in the first 
sentence and inserting ‘‘a nonresident alien 
individual, a foreign corporation, or other 
qualified investment entity’’, 

(B) by striking ‘‘such nonresident alien in-
dividual or foreign corporation’’ in the first 
sentence and inserting ‘‘such nonresident 
alien individual, foreign corporation, or 
other qualified investment entity’’, and 

(C) by striking the second sentence and in-
serting the following new sentence: ‘‘Not-
withstanding the preceding sentence, any 
distribution by a qualified investment entity 

to a nonresident alien, a foreign corporation, 
or other qualified investment entity with re-
spect to any class of stock which is regularly 
traded on an established securities market 
located in the United States shall not be 
treated as gain recognized from the sale or 
exchange of a United States real property in-
terest if the shareholder did not own more 
than 5 percent of such class of stock at any 
time during the 1 year period ending on the 
date of such distribution.’’. 

(2) APPLICATION AFTER 2007.—Clause (ii) of 
section 897(h)(4)(A) is amended by adding at 
the end the following new sentence: ‘‘Not-
withstanding the preceding sentence, an en-
tity described in clause (i)(II) shall be treat-
ed as a qualified investment entity for pur-
poses of applying paragraph (1) in any case in 
which a real estate investment trust makes 
a distribution to an entity described in 
clause (i)(II).’’. 

(b) TREATMENT OF CERTAIN DISTRIBUTIONS 
AS DIVIDENDS.— 

(1) IN GENERAL.—Section 852(b)(3) (relating 
to capital gains) is amended by adding at the 
end the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 
not apply by reason of the second sentence of 
section 897(h)(1), the amount of such dis-
tribution which would be included in com-
puting long-term capital gains for the share-
holder under subparagraph (B) or (D) (with-
out regard to this subparagraph)— 

‘‘(i) shall not be included in computing 
such shareholder’s long-term capital gains, 
and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(2) CONFORMING AMENDMENT.—Section 
871(k)(2) (relating to short-term capital gain 
dividends) is amended by adding at the end 
the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 
not apply by reason of the second sentence of 
section 897(h)(1), the amount which would be 
treated as a short-term capital gain dividend 
to the shareholder (without regard to this 
subparagraph)— 

‘‘(i) shall not be treated as a short-term 
capital gain dividend, and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(c) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to taxable years of quali-
fied investment entities beginning after the 
date of the enactment of this Act. 

(2) DIVIDENDS.—The amendments made by 
subsection (b) shall apply to dividends with 
respect to taxable years of regulated invest-
ment companies beginning after December 
31, 2004. 
SEC. 566. PREVENTION OF AVOIDANCE OF TAX 

ON INVESTMENTS OF FOREIGN PER-
SONS IN UNITED STATES REAL 
PROPERTY THROUGH WASH SALE 
TRANSACTIONS. 

(a) IN GENERAL.—Section 897(h) of the In-
ternal Revenue Code of 1986 (relating to spe-
cial rules in certain investment entities) is 
amended by redesignating paragraph (4) as 
paragraph (5) and by inserting after para-
graph (3) the following new paragraph: 

‘‘(4) TREATMENT OF CERTAIN WASH SALE 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—If an interest in a do-
mestically controlled qualified investment 
entity is disposed of in an applicable wash 
sale transaction, the taxpayer shall, for pur-
poses of this section, be treated as having 
gain from the sale or exchange of a United 
States real property interest in an amount 
equal to the portion of the distribution de-
scribed in subparagraph (B) with respect to 
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such interest which, but for the disposition, 
would have been treated by the taxpayer as 
gain from the sale or exchange of a United 
States real property interest under para-
graph (1). 

‘‘(B) APPLICABLE WASH SALES TRANS-
ACTION.—For purposes of this paragraph— 

‘‘(i) IN GENERAL.—The term ‘applicable 
wash sales transaction’ means any trans-
action (or series of transactions) under 
which a nonresident alien individual or for-
eign corporation— 

‘‘(I) disposes of an interest in a domesti-
cally controlled qualified investment entity 
during the 30-day period preceding a dis-
tribution which is to be made with respect to 
the interest and any portion of which, but 
for the disposition, would have been treated 
by the taxpayer as gain from the sale or ex-
change of a United States real property in-
terest under paragraph (1), and 

‘‘(II) acquires an identical interest in such 
entity during the 60-day period beginning 
with the 1st day of the 30-day period de-
scribed in subclause (I). 
For purposes of subclause (II), a nonresident 
alien individual or foreign corporation shall 
be treated as having acquired any interest 
acquired by a person related (within the 
meaning of section 465(b)(3)(C)) to the indi-
vidual or corporation. 

‘‘(ii) EXCEPTION WHERE DISTRIBUTION ACTU-
ALLY RECEIVED.—A transaction shall not be 
treated as an applicable wash sales trans-
action if the nonresident alien individual or 
foreign corporation receives the distribution 
described in clause (i)(I) with respect to ei-
ther the interest which was disposed of, or 
acquired, in the transaction. 

‘‘(iii) EXCEPTION FOR CERTAIN PUBLICLY 
TRADED STOCK.—A transaction shall not be 
treated as an applicable wash sales trans-
action if it involves the disposition of any 
class of stock in a qualified investment enti-
ty which is regularly traded on an estab-
lished securities market within the United 
States but only if the nonresident alien indi-
vidual or foreign corporation did not own 
more than 5 percent of such class of stock at 
any time during the 1-year period ending on 
the date of the distribution described in 
clause (i)(I).’’. 

(b) NO WITHHOLDING REQUIRED.—Section 
1445(b) of the Internal Revenue Code of 1986 
(relating to exemptions) is amended by add-
ing at the end the following new paragraph: 

‘‘(8) APPLICABLE WASH SALES TRANS-
ACTIONS.—No person shall be required to de-
duct and withhold any amount under sub-
section (a) with respect to a disposition 
which is treated as a disposition of a United 
States real property interest solely by rea-
son of section 897(h)(4).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to disposi-
tions after December 31, 2005, in taxable 
years ending after such date. 
SEC. 567. MODIFICATIONS TO RULES RELATING 

TO TAXATION OF DISTRIBUTIONS OF 
STOCK AND SECURITIES OF A CON-
TROLLED CORPORATION. 

(a) MODIFICATION OF ACTIVE BUSINESS DEFI-
NITION UNDER SECTION 355.— 

(1) IN GENERAL.—Section 355(b) (defining 
active conduct of a trade or business) is 
amended by adding at the end the following 
new paragraph: 

‘‘(3) SPECIAL RULES RELATING TO ACTIVE 
BUSINESS REQUIREMENT.— 

‘‘(A) IN GENERAL.—For purposes of deter-
mining whether a corporation meets the re-
quirement of paragraph (2)(A), all members 
of such corporation’s separate affiliated 
group shall be treated as 1 corporation. For 
purposes of the preceding sentence, the term 
‘separate affiliated group’ means, with re-
spect to any corporation, the affiliated group 
which would be determined under section 

1504(a) if such corporation were the common 
parent and section 1504(b) did not apply. 

‘‘(B) CONTROL.—For purposes of paragraph 
(2)(D), all distributee corporations which are 
members of the same affiliated group (as de-
fined in section 1504(a) without regard to sec-
tion 1504(b)) shall be treated as 1 distributee 
corporation.’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Subparagraph (A) of section 355(b)(2) is 

amended to read as follows: 
‘‘(A) it is engaged in the active conduct of 

a trade or business,’’. 
(B) Section 355(b)(2) of such Code is amend-

ed by striking the last sentence. 
(3) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply— 
(i) to distributions after the date of the en-

actment of this Act, and before January 1, 
2010, and 

(ii) for purposes of determining the contin-
ued qualification under section 355(b)(2)(A) of 
the Internal Revenue Code of 1986 (as amend-
ed by paragraph (2)(A)) of distributions made 
before such date, as a result of an acquisi-
tion, disposition, or other restructuring after 
such date and before January 1, 2010. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 

(C) ELECTIONS.— 
(i) OUT OF TRANSITION RELIEF.—Subpara-

graph (B) shall not apply if the distributing 
corporation elects not to have such subpara-
graph apply to distributions of such corpora-
tion. Any such election, once made, shall be 
irrevocable. 

(ii) APPLICATION TO PRIOR DISTRIBUTIONS.— 
Subparagraph (A)(ii) shall not apply to a dis-
tributing or controlled corporation if the 
corporation elects not to have such subpara-
graph apply to such corporation. Any such 
election, once made, shall be irrevocable. 

(b) SECTION 355 NOT TO APPLY TO DISTRIBU-
TIONS IF THE DISTRIBUTING OR CONTROLLED 
CORPORATION IS A DISQUALIFIED INVESTMENT 
CORPORATION.— 

(1) IN GENERAL.—Section 355 (relating to 
distributions of stock and securities of a con-
trolled corporation) is amended by adding at 
the end the following new subsection: 

‘‘(g) SECTION NOT TO APPLY TO DISTRIBU-
TIONS INVOLVING DISQUALIFIED INVESTMENT 
CORPORATIONS.— 

‘‘(1) IN GENERAL.—This section (and so 
much of section 356 as relates to this section) 
shall not apply to any distribution which is 
part of a transaction if— 

‘‘(A) either the distributing corporation or 
controlled corporation is, immediately after 
the transaction, a disqualified investment 
corporation, and 

‘‘(B) any person holds, immediately after 
the transaction, a 50-percent or greater in-
terest in any disqualified investment cor-
poration, but only if such person did not hold 
such an interest in such corporation imme-
diately before the transaction. 

‘‘(2) DISQUALIFIED INVESTMENT CORPORA-
TION.—For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘disqualified 
investment corporation’ means any distrib-
uting or controlled corporation if the fair 
market value of the investment assets of the 
corporation is 75 percent or more of the fair 
market value of all assets of the corporation. 

‘‘(B) INVESTMENT ASSETS.— 

‘‘(i) IN GENERAL.—Except as otherwise pro-
vided in this subparagraph, the term ‘invest-
ment assets’ means— 

‘‘(I) cash, 
‘‘(II) any stock or securities in a corpora-

tion, 
‘‘(III) any interest in a partnership, 
‘‘(IV) any debt instrument or other evi-

dence of indebtedness, 
‘‘(V) any option, forward or futures con-

tract, notional principal contract, or deriva-
tive, 

‘‘(VI) foreign currency, or 
‘‘(VII) any similar asset. 
‘‘(ii) EXCEPTION FOR ASSETS USED IN ACTIVE 

CONDUCT OF CERTAIN FINANCIAL TRADES OR 
BUSINESSES.—Such term shall not include 
any asset which is held for use in the active 
and regular conduct of— 

‘‘(I) a lending or finance business (within 
the meaning of section 954(h)(4)), 

‘‘(II) a banking business through a bank (as 
defined in section 581), a domestic building 
and loan association (within the meaning of 
section 7701(a)(19)), or any similar institu-
tion specified by the Secretary, or 

‘‘(III) an insurance business if the conduct 
of the business is licensed, authorized, or 
regulated by an applicable insurance regu-
latory body. 
This clause shall only apply with respect to 
any business if substantially all of the in-
come of the business is derived from persons 
who are not related (within the meaning of 
section 267(b) or 707(b)(1)) to the person con-
ducting the business. 

‘‘(iii) EXCEPTION FOR SECURITIES MARKED TO 
MARKET.—Such term shall not include any 
security (as defined in section 475(c)(2)) 
which is held by a dealer in securities and to 
which section 475(a) applies. 

‘‘(iv) STOCK OR SECURITIES IN A 25-PERCENT 
CONTROLLED ENTITY.— 

‘‘(I) IN GENERAL.—Such term shall not in-
clude any stock and securities in, or any 
asset described in subclause (IV) or (V) of 
clause (i) issued by, a corporation which is a 
25-percent controlled entity with respect to 
the distributing or controlled corporation. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 25- 
percent controlled entity. 

‘‘(III) 25-PERCENT CONTROLLED ENTITY.—For 
purposes of this clause, the term ‘25-percent 
controlled entity’ means, with respect to any 
distributing or controlled corporation, any 
corporation with respect to which the dis-
tributing or controlled corporation owns di-
rectly or indirectly stock meeting the re-
quirements of section 1504(a)(2), except that 
such section shall be applied by substituting 
‘25 percent’ for ‘80 percent’ and without re-
gard to stock described in section 1504(a)(4). 

‘‘(v) INTERESTS IN CERTAIN PARTNERSHIPS.— 
‘‘(I) IN GENERAL.—Such term shall not in-

clude any interest in a partnership, or any 
debt instrument or other evidence of indebt-
edness, issued by the partnership, if 1 or 
more of the trades or businesses of the part-
nership are (or, without regard to the 5-year 
requirement under subsection (b)(2)(B), 
would be) taken into account by the distrib-
uting or controlled corporation, as the case 
may be, in determining whether the require-
ments of subsection (b) are met with respect 
to the distribution. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 
partnership described in subclause (I). 

‘‘(3) 50-PERCENT OR GREATER INTEREST.—For 
purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘50-percent or 
greater interest’ has the meaning given such 
term by subsection (d)(4). 
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‘‘(B) ATTRIBUTION RULES.—The rules of sec-

tion 318 shall apply for purposes of deter-
mining ownership of stock for purposes of 
this paragraph. 

‘‘(4) TRANSACTION.—For purposes of this 
subsection, the term ‘transaction’ includes a 
series of transactions. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out, or prevent the avoidance 
of, the purposes of this subsection, including 
regulations— 

‘‘(A) to carry out, or prevent the avoidance 
of, the purposes of this subsection in cases 
involving— 

‘‘(i) the use of related persons, inter-
mediaries, pass-thru entities, options, or 
other arrangements, and 

‘‘(ii) the treatment of assets unrelated to 
the trade or business of a corporation as in-
vestment assets if, prior to the distribution, 
investment assets were used to acquire such 
unrelated assets, 

‘‘(B) which in appropriate cases exclude 
from the application of this subsection a dis-
tribution which does not have the character 
of a redemption which would be treated as a 
sale or exchange under section 302, and 

‘‘(C) which modify the application of the 
attribution rules applied for purposes of this 
subsection.’’. 

(2) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply to distribu-
tions after the date of the enactment of this 
Act. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 
SEC. 568. AMORTIZATION OF EXPENSES IN-

CURRED IN CREATING OR ACQUIR-
ING MUSIC OR MUSIC COPYRIGHTS. 

(a) IN GENERAL.—Section 263A (relating to 
capitalization and inclusion in inventory 
costs of certain expenses) is amended by re-
designating subsection (i) as subsection (j) 
and by adding after subsection (h) the fol-
lowing new subsection: 

‘‘(i) SPECIAL RULES FOR CERTAIN MUSICAL 
WORKS AND COPYRIGHTS.— 

‘‘(1) IN GENERAL.—If— 
‘‘(A) any expense is paid or incurred by the 

taxpayer in creating or acquiring any musi-
cal composition (including any accom-
panying words) or any copyright with re-
spect to a musical composition, and 

‘‘(B) such expense is required to be capital-
ized under this section, 

then, notwithstanding section 167(g), the 
amount capitalized shall be amortized rat-
ably over the 5-year period beginning with 
the month in which the composition or copy-
right was acquired (or, in the case of ex-
penses paid or incurred in connection with 
the creation of a musical composition, the 5- 
taxable-year period beginning with the tax-
able year in which the expenses were paid or 
incurred). 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to any expense— 

‘‘(A) which is a qualified creative expense 
under subsection (h), 

‘‘(B) to which a simplified procedure estab-
lished under subsection (j)(2) applies, 

‘‘(C) which is an amortizable section 197 in-
tangible (as defined in section 197(c)), or 

‘‘(D) which, without regard to this section, 
would not be allowable as a deduction.’’ 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
paid or incurred after December 31, 2005, in 
taxable years ending after such date. 
SEC. 569. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
(a) IN GENERAL.—Subpart H of part IV of 

subchapter A of chapter 1 (relating to credits 
against tax) is amended by adding at the end 
the following new section: 
‘‘SEC. 54A. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
‘‘(a) ALLOWANCE OF CREDIT.—In the case of 

a taxpayer who holds a rural renaissance 
bond on a credit allowance date of such bond, 
which occurs during the taxable year, there 
shall be allowed as a credit against the tax 
imposed by this chapter for such taxable 
year an amount equal to the sum of the cred-
its determined under subsection (b) with re-
spect to credit allowance dates during such 
year on which the taxpayer holds such bond. 

‘‘(b) AMOUNT OF CREDIT.— 
‘‘(1) IN GENERAL.—The amount of the credit 

determined under this subsection with re-
spect to any credit allowance date for a rural 
renaissance bond is 25 percent of the annual 
credit determined with respect to such bond. 

‘‘(2) ANNUAL CREDIT.—The annual credit de-
termined with respect to any rural renais-
sance bond is the product of— 

‘‘(A) the credit rate determined by the Sec-
retary under paragraph (3) for the day on 
which such bond was sold, multiplied by 

‘‘(B) the outstanding face amount of the 
bond. 

‘‘(3) DETERMINATION.—For purposes of para-
graph (2), with respect to any rural renais-
sance bond, the Secretary shall determine 
daily or caused to be determined daily a 
credit rate which shall apply to the first day 
on which there is a binding, written contract 
for the sale or exchange of the bond. The 
credit rate for any day is the credit rate 
which the Secretary or the Secretary’s des-
ignee estimates will permit the issuance of 
rural renaissance bonds with a specified ma-
turity or redemption date without discount 
and without interest cost to the qualified 
issuer. 

‘‘(4) CREDIT ALLOWANCE DATE.—For pur-
poses of this section, the term ‘credit allow-
ance date’ means— 

‘‘(A) March 15, 
‘‘(B) June 15, 
‘‘(C) September 15, and 
‘‘(D) December 15. 

Such term also includes the last day on 
which the bond is outstanding. 

‘‘(5) SPECIAL RULE FOR ISSUANCE AND RE-
DEMPTION.—In the case of a bond which is 
issued during the 3-month period ending on a 
credit allowance date, the amount of the 
credit determined under this subsection with 
respect to such credit allowance date shall 
be a ratable portion of the credit otherwise 
determined based on the portion of the 3- 
month period during which the bond is out-
standing. A similar rule shall apply when the 
bond is redeemed or matures. 

‘‘(c) LIMITATION BASED ON AMOUNT OF 
TAX.—The credit allowed under subsection 
(a) for any taxable year shall not exceed the 
excess of— 

‘‘(1) the sum of the regular tax liability (as 
defined in section 26(b)) plus the tax imposed 
by section 55, over 

‘‘(2) the sum of the credits allowable under 
this part (other than subpart C thereof, re-
lating to refundable credits). 

‘‘(d) RURAL RENAISSANCE BOND.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘rural renais-
sance bond’ means any bond issued as part of 
an issue if— 

‘‘(A) the bond is issued by a qualified 
issuer, 

‘‘(B) 95 percent or more of the proceeds 
from the sale of such issue are to be used for 
capital expenditures incurred for 1 or more 
qualified projects, 

‘‘(C) the qualified issuer designates such 
bond for purposes of this section and the 
bond is in registered form, and 

‘‘(D) the issue meets the requirements of 
subsections (e) and (h). 

‘‘(2) QUALIFIED PROJECT; SPECIAL USE 
RULES.— 

‘‘(A) IN GENERAL.—The term ‘qualified 
project’ means 1 or more projects described 
in subparagraph (B) located in a rural area. 

‘‘(B) PROJECTS DESCRIBED.—A project de-
scribed in this subparagraph is— 

‘‘(i) a water or waste treatment project, 
‘‘(ii) an affordable housing project, 
‘‘(iii) a community facility project, includ-

ing hospitals, fire and police stations, and 
nursing and assisted-living facilities, 

‘‘(iv) a value-added agriculture or renew-
able energy facility project for agricultural 
producers or farmer-owned entities, includ-
ing any project to promote the production, 
processing, or retail sale of ethanol (includ-
ing fuel at least 85 percent of the volume of 
which consists of ethanol), biodiesel, animal 
waste, biomass, raw commodities, or wind as 
a fuel, 

‘‘(v) a distance learning or telemedicine 
project, 

‘‘(vi) a rural utility infrastructure project, 
including any electric or telephone system, 

‘‘(vii) a project to expand broadband tech-
nology, 

‘‘(viii) a rural teleworks project, and 
‘‘(ix) any project described in any pre-

ceding clause carried out by the Delta Re-
gional Authority. 

‘‘(C) SPECIAL RULES.—For purposes of this 
paragraph— 

‘‘(i) any project described in subparagraph 
(B)(iv) for a farmer-owned entity may be 
considered a qualified project if such entity 
is located in a rural area, or in the case of a 
farmer-owned entity the headquarters of 
which are located in a nonrural area, if the 
project is located in a rural area, and 

‘‘(ii) any project for a farmer-owned entity 
which is a facility described in subparagraph 
(B)(iv) for agricultural producers may be 
considered a qualified project regardless of 
whether the facility is located in a rural or 
nonrural area. 

‘‘(3) SPECIAL USE RULES.— 
‘‘(A) REFINANCING RULES.—For purposes of 

paragraph (1)(B), a qualified project may be 
refinanced with proceeds of a rural renais-
sance bond only if the indebtedness being re-
financed (including any obligation directly 
or indirectly refinanced by such indebted-
ness) was originally incurred after the date 
of the enactment of this section. 

‘‘(B) REIMBURSEMENT.—For purposes of 
paragraph (1)(B), a rural renaissance bond 
may be issued to reimburse a borrower for 
amounts paid after the date of the enact-
ment of this section with respect to a quali-
fied project, but only if— 

‘‘(i) prior to the payment of the original 
expenditure, the borrower declared its intent 
to reimburse such expenditure with the pro-
ceeds of a rural renaissance bond, 

‘‘(ii) not later than 60 days after payment 
of the original expenditure, the qualified 
issuer adopts an official intent to reimburse 
the original expenditure with such proceeds, 
and 

‘‘(iii) the reimbursement is made not later 
than 18 months after the date the original 
expenditure is paid. 

‘‘(C) TREATMENT OF CHANGES IN USE.—For 
purposes of paragraph (1)(B), the proceeds of 
an issue shall not be treated as used for a 
qualified project to the extent that a bor-
rower takes any action within its control 
which causes such proceeds not to be used 
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for a qualified project. The Secretary shall 
prescribe regulations specifying remedial ac-
tions that may be taken (including condi-
tions to taking such remedial actions) to 
prevent an action described in the preceding 
sentence from causing a bond to fail to be a 
rural renaissance bond. 

‘‘(e) MATURITY LIMITATIONS.— 
‘‘(1) DURATION OF TERM.—A bond shall not 

be treated as a rural renaissance bond if the 
maturity of such bond exceeds the maximum 
term determined by the Secretary under 
paragraph (2) with respect to such bond. 

‘‘(2) MAXIMUM TERM.—During each calendar 
month, the Secretary shall determine the 
maximum term permitted under this para-
graph for bonds issued during the following 
calendar month. Such maximum term shall 
be the term which the Secretary estimates 
will result in the present value of the obliga-
tion to repay the principal on the bond being 
equal to 50 percent of the face amount of 
such bond. Such present value shall be deter-
mined without regard to the requirements of 
subsection (f)(3) and using as a discount rate 
the average annual interest rate of tax-ex-
empt obligations having a term of 10 years or 
more which are issued during the month. If 
the term as so determined is not a multiple 
of a whole year, such term shall be rounded 
to the next highest whole year. 

‘‘(3) RATABLE PRINCIPAL AMORTIZATION RE-
QUIRED.—A bond shall not be treated as a 
rural renaissance bond unless it is part of an 
issue which provides for an equal amount of 
principal to be paid by the qualified issuer 
during each calendar year that the issue is 
outstanding. 

‘‘(f) LIMITATION ON AMOUNT OF BONDS DES-
IGNATED.— 

‘‘(1) NATIONAL LIMITATION.—There is a rural 
renaissance bond limitation of $200,000,000. 

‘‘(2) ALLOCATION BY SECRETARY.—The Sec-
retary shall allocate the amount described in 
paragraph (1) among qualified projects in 
such manner as the Secretary determines ap-
propriate. 

‘‘(g) CREDIT INCLUDED IN GROSS INCOME.— 
Gross income includes the amount of the 
credit allowed to the taxpayer under this 
section (determined without regard to sub-
section (c)) and the amount so included shall 
be treated as interest income. 

‘‘(h) SPECIAL RULES RELATING TO EXPENDI-
TURES.— 

‘‘(1) IN GENERAL.—An issue shall be treated 
as meeting the requirements of this sub-
section if, as of the date of issuance, the 
qualified issuer reasonably expects— 

‘‘(A) at least 95 percent of the proceeds 
from the sale of the issue are to be spent for 
1 or more qualified projects within the 5-year 
period beginning on the date of issuance of 
the rural renaissance bond, 

‘‘(B) a binding commitment with a third 
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be in-
curred within the 6-month period beginning 
on the date of issuance of the rural renais-
sance bond or, in the case of a rural renais-
sance bond, the proceeds of which are to be 
loaned to 2 or more borrowers, such binding 
commitment will be incurred within the 6- 
month period beginning on the date of the 
loan of such proceeds to a borrower, and 

‘‘(C) such projects will be completed with 
due diligence and the proceeds from the sale 
of the issue will be spent with due diligence. 

‘‘(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of 
the period described in paragraph (1)(A), the 
Secretary may extend such period if the 
qualified issuer establishes that the failure 
to satisfy the 5-year requirement is due to 
reasonable cause and the related projects 
will continue to proceed with due diligence. 

‘‘(3) FAILURE TO SPEND REQUIRED AMOUNT OF 
BOND PROCEEDS WITHIN 5 YEARS.—To the ex-

tent that less than 95 percent of the proceeds 
of such issue are expended by the close of the 
5-year period beginning on the date of 
issuance (or if an extension has been ob-
tained under paragraph (2), by the close of 
the extended period), the qualified issuer 
shall redeem all of the nonqualified bonds 
within 90 days after the end of such period. 
For purposes of this paragraph, the amount 
of the nonqualified bonds required to be re-
deemed shall be determined in the same 
manner as under section 142. 

‘‘(i) SPECIAL RULES RELATING TO ARBI-
TRAGE.—A bond which is part of an issue 
shall not be treated as a rural renaissance 
bond unless, with respect to the issue of 
which the bond is a part, the qualified issuer 
satisfies the arbitrage requirements of sec-
tion 148 with respect to proceeds of the issue. 

‘‘(j) QUALIFIED ISSUER.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘qualified 
issuer’ means any not-for-profit cooperative 
lender which has as of the date of the enact-
ment of this section received a guarantee 
under section 306 of the Rural Electrification 
Act and which meets the requirement of 
paragraph (2). 

‘‘(2) USER FEE REQUIREMENT.—The require-
ment of this paragraph is met if the issuer of 
any rural renaissance bond makes grants for 
qualified projects as defined under sub-
section (d)(2) on a semi-annual basis every 
year that such bond is outstanding in an an-
nual amount equal to one-half of the rate on 
United States Treasury Bills of the same ma-
turity multiplied by the outstanding prin-
ciple balance of rural renaissance bonds 
issued by such issuer. 

‘‘(k) SPECIAL RULES RELATING TO POOL 
BONDS.—No portion of a pooled financing 
bond may be allocable to loan unless the bor-
rower has entered into a written loan com-
mitment for such portion prior to the issue 
date of such issue. 

‘‘(l) OTHER DEFINITIONS AND SPECIAL 
RULES.—For purposes of this section— 

‘‘(1) BOND.—The term ‘bond’ includes any 
obligation. 

‘‘(2) POOLED FINANCING BOND.—The term 
‘pooled financing bond’ shall have the mean-
ing given such term by section 149(f)(4)(A). 

‘‘(3) RURAL AREA.—The term ‘rural area’ 
means any area other than— 

‘‘(A) a city or town which has a population 
of greater than 50,000 inhabitants, or 

‘‘(B) the urbanized area contiguous and ad-
jacent to such a city or town. 

‘‘(4) PARTNERSHIP; S CORPORATION; AND 
OTHER PASS-THRU ENTITIES.— 

‘‘(A) IN GENERAL.—Under regulations pre-
scribed by the Secretary, in the case of a 
partnership, trust, S corporation, or other 
pass-thru entity, rules similar to the rules of 
section 41(g) shall apply with respect to the 
credit allowable under subsection (a). 

‘‘(B) NO BASIS ADJUSTMENT.—In the case of 
a bond held by a partnership or an S corpora-
tion, rules similar to the rules under section 
1397E(i) shall apply. 

‘‘(5) BONDS HELD BY REGULATED INVESTMENT 
COMPANIES.—If any rural renaissance bond is 
held by a regulated investment company, the 
credit determined under subsection (a) shall 
be allowed to shareholders of such company 
under procedures prescribed by the Sec-
retary. 

‘‘(6) REPORTING.—Issuers of rural renais-
sance bonds shall submit reports similar to 
the reports required under section 149(e).’’. 

(b) REPORTING.—Subsection (d) of section 
6049 (relating to returns regarding payments 
of interest) is amended by adding at the end 
the following new paragraph: 

‘‘(9) REPORTING OF CREDIT ON RURAL RENAIS-
SANCE BONDS.— 

‘‘(A) IN GENERAL.—For purposes of sub-
section (a), the term ‘interest’ includes 

amounts includible in gross income under 
section 54(f) and such amounts shall be treat-
ed as paid on the credit allowance date (as 
defined in section 54(b)(4)). 

‘‘(B) REPORTING TO CORPORATIONS, ETC.— 
Except as otherwise provided in regulations, 
in the case of any interest described in sub-
paragraph (A), subsection (b)(4) shall be ap-
plied without regard to subparagraphs (A), 
(H), (I), (J), (K), and (L)(i) of such subsection. 

‘‘(C) REGULATORY AUTHORITY.—The Sec-
retary may prescribe such regulations as are 
necessary or appropriate to carry out the 
purposes of this paragraph, including regula-
tions which require more frequent or more 
detailed reporting.’’. 

(c) CONFORMING AMENDMENT.—The table of 
sections for subpart H of part IV of sub-
chapter A of chapter 1 is amended by adding 
at the end the following new item: 
‘‘Sec. 54A. Credit to holders of rural renais-

sance bonds.’’. 
(d) ISSUANCE OF REGULATIONS.—The Sec-

retary of Treasury shall issue regulations re-
quired under section 54A of the Internal Rev-
enue Code of 1986 (as added by this section) 
not later than 120 days after the date of the 
enactment of this Act. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act and before January 1, 2010. 
SEC. 570. MODIFICATION OF TREATMENT OF 

LOANS TO QUALIFIED CONTINUING 
CARE FACILITIES. 

(a) IN GENERAL.—Subsection (g) of section 
7872 is amended to read as follows: 

‘‘(g) EXCEPTION FOR LOANS TO QUALIFIED 
CONTINUING CARE FACILITIES.— 

‘‘(1) IN GENERAL.—This section shall not 
apply for any calendar year to any below- 
market loan owed by a facility which on the 
last day of such year is a continuing care fa-
cility, if such loan was made pursuant to a 
continuing care contract and if the lender 
(or the lender’s spouse) attains age 62 before 
the close of such year. 

‘‘(2) CONTINUING CARE CONTRACT.—For pur-
poses of this section, the term ‘continuing 
care contract’ means a written contract be-
tween an individual and a qualified con-
tinuing care facility under which— 

‘‘(A) the individual or individual’s spouse 
may use a qualified continuing care facility 
for their life or lives, 

‘‘(B) the individual or individual’s spouse 
will be provided with housing in an inde-
pendent living unit (which has additional 
available facilities outside such unit for the 
provision of meals and other personal care), 
an assisted living facility or a nursing facil-
ity, as is available in the continuing care fa-
cility, as appropriate for the health of such 
individual or individual’s spouse, and 

‘‘(C) the individual or individual’s spouse 
will be provided assisted living or nursing 
care as the health of such individual or indi-
vidual’s spouse requires, and as is available 
in the continuing care facility. 

‘‘(3) QUALIFIED CONTINUING CARE FACILITY.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘qualified continuing care fa-
cility’ means 1 or more facilities— 

‘‘(i) which are designed to provide services 
under continuing care contracts, 

‘‘(ii) that include an independent living 
unit, plus an assisted living or nursing facil-
ity, or both, and 

‘‘(iii) substantially all of the independent 
living unit residents of which are covered by 
continuing care contracts. 

‘‘(B) NURSING HOMES EXCLUDED.—The term 
‘qualified continuing care facility’ shall not 
include any facility which is of a type which 
is traditionally considered a nursing home.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to loans 
made after December 31, 2005. 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00065 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATES530 February 2, 2006 
SEC. 571. MODIFICATIONS OF FOREIGN TAX 

CREDIT RULES APPLICABLE TO 
LARGE INTEGRATED OIL COMPA-
NIES WHICH ARE DUAL CAPACITY 
TAXPAYERS. 

(a) IN GENERAL.—Section 901 (relating to 
credit for taxes of foreign countries and of 
possessions of the United States), as amend-
ed by this Act, is amended by redesignating 
subsections (m) and (n) as subsections (n) 
and (o), respectively, and by inserting after 
subsection (l) the following new subsection: 

‘‘(m) SPECIAL RULES RELATING TO LARGE 
INTEGRATED OIL COMPANIES WHICH ARE DUAL 
CAPACITY TAXPAYERS.— 

‘‘(1) GENERAL RULE.—Notwithstanding any 
other provision of this chapter, any amount 
paid or accrued by a dual capacity taxpayer 
which is a large integrated oil company to a 
foreign country or possession of the United 
States for any period shall not be considered 
a tax— 

‘‘(A) if, for such period, the foreign country 
or possession does not impose a generally ap-
plicable income tax, or 

‘‘(B) to the extent such amount exceeds the 
amount (determined in accordance with reg-
ulations) which— 

‘‘(i) is paid by such dual capacity taxpayer 
pursuant to the generally applicable income 
tax imposed by the country or possession, or 

‘‘(ii) would be paid if the generally applica-
ble income tax imposed by the country or 
possession were applicable to such dual ca-
pacity taxpayer. 

Nothing in this paragraph shall be construed 
to imply the proper treatment of any such 
amount not in excess of the amount deter-
mined under subparagraph (B). 

‘‘(2) DUAL CAPACITY TAXPAYER.—For pur-
poses of this subsection, the term ‘dual ca-
pacity taxpayer’ means, with respect to any 
foreign country or possession of the United 
States, a person who— 

‘‘(A) is subject to a levy of such country or 
possession, and 

‘‘(B) receives (or will receive) directly or 
indirectly a specific economic benefit (as de-
termined in accordance with regulations) 
from such country or possession. 

‘‘(3) GENERALLY APPLICABLE INCOME TAX.— 
For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘generally ap-
plicable income tax’ means an income tax 
(or a series of income taxes) which is gen-
erally imposed under the laws of a foreign 
country or possession on income derived 
from the conduct of a trade or business with-
in such country or possession. 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a tax unless it has substantial applica-
tion, by its terms and in practice, to— 

‘‘(i) persons who are not dual capacity tax-
payers, and 

‘‘(ii) persons who are citizens or residents 
of the foreign country or possession. 

‘‘(4) LARGE INTEGRATED OIL COMPANY.—For 
purposes of this subsection, the term ‘large 
integrated oil company’ means, with respect 
to any taxable year, an integrated oil com-
pany (as defined in section 291(b)(4)) which— 

‘‘(A) had gross receipts in excess of 
$1,000,000,000 for such taxable year, and 

‘‘(B) has an average daily worldwide pro-
duction of crude oil of at least 500,000 barrels 
for such taxable year.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxes paid or ac-
crued in taxable years beginning after the 
date of the enactment of this Act. 

(2) CONTRARY TREATY OBLIGATIONS 
UPHELD.—The amendments made by this sec-
tion shall not apply to the extent contrary 
to any treaty obligation of the United 
States. 

SEC. 572. EXCLUSION OF GAIN FROM SALE OF A 
PRINCIPAL RESIDENCE BY CERTAIN 
EMPLOYEES OF THE INTELLIGENCE 
COMMUNITY. 

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 121(d)(9) (relating to exclusion of gain 
from sale of principal residence) is amended 
by striking ‘‘duty’’ and all that follows and 
inserting ‘‘duty— 

‘‘(i) as a member of the uniformed services, 
‘‘(ii) as a member of the Foreign Service of 

the United States, or 
‘‘(iii) as an employee of the intelligence 

community.’’. 
(b) EMPLOYEE OF INTELLIGENCE COMMUNITY 

DEFINED.—Subparagraph (C) of section 
121(d)(9) is amended by redesignating clause 
(iv) as clause (v) and by inserting after 
clause (iii) the following new clause: 

‘‘(iv) EMPLOYEE OF INTELLIGENCE COMMU-
NITY.—The term ‘employee of the intel-
ligence community’ means an employee (as 
defined by section 2105 of title 5, United 
States Code) of— 

‘‘(I) the Office of the Director of National 
Intelligence, 

‘‘(II) the Central Intelligence Agency, 
‘‘(III) the National Security Agency, 
‘‘(IV) the Defense Intelligence Agency, 
‘‘(V) the National Geospatial-Intelligence 

Agency, 
‘‘(VI) the National Reconnaissance Office, 
‘‘(VII) any other office within the Depart-

ment of Defense for the collection of special-
ized national intelligence through reconnais-
sance programs, 

‘‘(VIII) any of the intelligence elements of 
the Army, the Navy, the Air Force, the Ma-
rine Corps, the Federal Bureau of Investiga-
tion, the Department of Treasury, the De-
partment of Energy, and the Coast Guard, 

‘‘(IX) the Bureau of Intelligence and Re-
search of the Department of State, or 

‘‘(X) any of the elements of the Depart-
ment of Homeland Security concerned with 
the analyses of foreign intelligence informa-
tion.’’. 

(c) SPECIAL RULE.—Subparagraph (C) of 
section 121(d)(9), as amended by subsection 
(b), is amended by adding at the end the fol-
lowing new clause: 

‘‘(vi) SPECIAL RULE RELATING TO INTEL-
LIGENCE COMMUNITY.—An employee of the in-
telligence community shall not be treated as 
serving on qualified extended duty unless— 

‘‘(I) for purposes of such duty such em-
ployee has moved from 1 duty station to an-
other, and 

‘‘(II) at least 1 of such duty stations is lo-
cated outside of the Washington, District of 
Columbia, and Baltimore metropolitan sta-
tistical areas (as defined by the Secretary of 
Commerce).’’. 

(d) CONFORMING AMENDMENT.—The heading 
for section 121(d)(9) is amended to read as fol-
lows: ‘‘UNIFORMED SERVICES, FOREIGN SERV-
ICE, AND INTELLIGENCE COMMUNITY’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to sales or 
exchanges after the date of the enactment of 
this Act. 
SEC. 573. DISABILITY PREFERENCE PROGRAM 

FOR TAX COLLECTION CONTRACTS. 

(a) IN GENERAL.—The Secretary of the 
Treasury shall not enter into any qualified 
tax collection contract after April 1, 2006, 
until the Secretary implements a disability 
preference program that meets the require-
ments of subsection (b). 

(b) DISABILITY PREFERENCE PROGRAM RE-
QUIREMENTS.— 

(1) IN GENERAL.—A disability preference 
program meets the requirements of this sub-
section if such program requires that not 
less than 10 percent of the accounts of each 
dollar value category are awarded to persons 
described in paragraph (2). 

(2) PERSON DESCRIBED.—For purposes of 
paragraph (1), a person is described in this 
paragraph if— 

(A) as of the date any qualified tax collec-
tion contract is awarded— 

(i) such person employs not less than 50 se-
verely disabled individuals within the United 
States; or 

(ii) not less than 30 percent of the employ-
ees of such person within the United States 
are severely disabled individuals; 

(B) such person agrees as a condition of the 
qualified tax collection contract that not 
more than 90 days after the date such con-
tract is awarded, not less than 35 percent of 
the employees of such person employed in 
connection with providing services under 
such contract shall— 

(i) be hired after the date such contract is 
awarded; and 

(ii) be severely disabled individuals; and 
(C) such person is otherwise qualified to 

perform the services required. 
(c) DEFINITIONS.—For purposes of this sec-

tion— 
(1) QUALIFIED TAX COLLECTION CONTRACT.— 

The term ‘‘qualified tax collection contract’’ 
shall have the meaning given such term 
under section 6306(b) of the Internal Revenue 
Code of 1986. 

(2) DOLLAR VALUE CATEGORY.—The term 
‘‘dollar value category’’ means the dollar 
ranges of accounts for collection as deter-
mined and assigned by the Secretary under 
section 6306(b)(1)(B) of the Internal Revenue 
Code of 1986 with respect to a qualified tax 
collection contract. 

(3) SEVERELY DISABLED INDIVIDUAL.—The 
term ‘‘severely disabled individual’’ means— 

(A) a veteran of the United States armed 
forces with a disability of 50 percent or 
greater— 

(i) determined by the Secretary of Vet-
erans Affairs to be service-connected; or 

(ii) deemed by law to be service-connected; 
or 

(B) any individual who is a disabled bene-
ficiary (as defined in section 1148(k)(2) of the 
Social Security Act (42 U.S.C. 1320b–19(k)(2))) 
or who would be considered to be such a dis-
abled beneficiary but for having income or 
resources in excess of the income or re-
sources eligibility limits established under 
title XVI of the Social Security Act (42 
U.S.C. 1381 et seq.), respectively. 

SA 2707. Mr. FRIST (for Mr. GRASS-
LEY (FOR HIMSELF AND MR. BAUCUS)) 
proposed an amendment to the bill 
H.R. 4297, to provide for reconciliation 
pursuant to section 201(b) of the con-
current resolution on the budget for 
fiscal year 2006; as follows: 

Strike all after the enacting clause and in-
sert the following: 
SECTION 1. SHORT TITLE; AMENDMENT OF 1986 

CODE; TABLE OF CONTENTS. 
(a) SHORT TITLE.—This Act may be cited as 

the ‘‘Tax Relief Act of 2005’’. 
(b) AMENDMENT OF 1986 CODE.—Except as 

otherwise expressly provided, whenever in 
this Act an amendment or repeal is ex-
pressed in terms of an amendment to, or re-
peal of, a section or other provision, the ref-
erence shall be considered to be made to a 
section or other provision of the Internal 
Revenue Code of 1986. 

(c) TABLE OF CONTENTS.—The table of con-
tents for this Act is as follows: 
Sec. 1. Short title; amendment of 1986 Code; 

table of contents. 
TITLE I—TAX BENEFITS FOR AREAS AF-

FECTED BY HURRICANES KATRINA, 
RITA, AND WILMA 

Subtitle A—Gulf Opportunity Zone Benefits 
Sec. 101. Gulf Opportunity Zone benefits. 
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Sec. 102. Expansion of Hope Scholarship and 

Lifetime Learning Credit for 
students in the Gulf Oppor-
tunity Zone. 

Sec. 103. Extension of special rules for mort-
gage revenue bonds. 

Sec. 104. Housing relief for individuals af-
fected by Hurricane Katrina. 

Subtitle B—Tax Benefits Related to 
Hurricanes Rita and Wilma 

Sec. 111. Extension of certain emergency tax 
relief for Hurricane Katrina to 
Hurricanes Rita and Wilma. 

TITLE II—EXTENSION OF EXPIRING 
PROVISIONS 

Subtitle A—Multi-Year Extensions 
Sec. 201. Extension of increased expensing 

for small business. 
Sec. 202. Credit for elective deferrals and 

IRA contributions. 
Sec. 203. Above-the-line deduction for higher 

education. 
Sec. 204. Extension and modification of new 

markets tax credit. 
Subtitle B—One-Year Extensions 

Sec. 211. Election to deduct State and local 
general sales taxes. 

Sec. 212. Extension and increase in min-
imum tax relief to individuals. 

Sec. 213. Allowance of nonrefundable per-
sonal credits against regular 
and alternative minimum tax 
liability. 

Sec. 214. Extension and modification of re-
search credit. 

Sec. 215. Work opportunity tax credit and 
welfare-to-work credit. 

Sec. 216. Qualified zone academy bonds. 
Sec. 217. Deduction for corporate donations 

of computer technology and 
equipment. 

Sec. 218. Above-the-line deduction for cer-
tain expenses of elementary 
and secondary school teachers. 

Sec. 219. Expensing of brownfields remedi-
ation costs. 

Sec. 220. Tax incentives for investment in 
the District of Columbia. 

Sec. 221. Indian employment tax credit. 
Sec. 222. Accelerated depreciation for busi-

ness property on Indian res-
ervation. 

Sec. 223. Fifteen-year straight-line cost re-
covery for qualified leasehold 
improvements and qualified 
restaurant improvements. 

Sec. 224. Extension of full credit for quali-
fied electric vehicles. 

Subtitle C—Application of EGTRRA Sunset 
Sec. 231. Application of EGTRRA sunset to 

this title. 
TITLE III—PROVISIONS RELATING TO 

CHARITABLE DONATIONS 
Subtitle A—Charitable Giving Incentives 

Sec. 301. Charitable deduction for non-
itemizers. 

Sec. 302. Tax-free distributions from indi-
vidual retirement plans for 
charitable purposes. 

Sec. 303. Modification of charitable deduc-
tion for contributions of food 
inventory. 

Sec. 304. Basis adjustment to stock of S cor-
poration contributing property. 

Sec. 305. Modification of charitable deduc-
tion for contributions of book 
inventory. 

Sec. 306. Modification of tax treatment of 
certain payments to controlling 
exempt organizations and pub-
lic disclosure of information re-
lating to unrelated business in-
come. 

Sec. 307. Encouragement of contributions of 
capital gain real property made 
for conservation purposes. 

Sec. 308. Enhanced deduction for charitable 
contribution of literary, musi-
cal, artistic, and scholarly com-
positions. 

Sec. 309. Mileage reimbursements to chari-
table volunteers excluded from 
gross income. 

Sec. 310. Alternative percentage limitation 
for corporate charitable con-
tributions to the mathematics 
and science partnership pro-
gram. 

Subtitle B—Reforming Charitable 
Organizations 

PART I—GENERAL REFORMS 
Sec. 311. Tax involvement by exempt organi-

zations in tax shelter trans-
actions. 

Sec. 312. Excise tax on certain acquisitions 
of interests in insurance con-
tracts in which certain exempt 
organizations hold an interest. 

Sec. 313. Increase in penalty excise taxes on 
public charities, social welfare 
organizations, and private foun-
dations. 

Sec. 314. Reform of charitable contributions 
of certain easements on build-
ings in registered historic dis-
tricts. 

Sec. 315. Charitable contributions of taxi-
dermy property. 

Sec. 316. Recapture of tax benefit for chari-
table contributions of exempt 
use property not used for an ex-
empt use. 

Sec. 317. Limitation of deduction for chari-
table contributions of clothing 
and household items. 

Sec. 318. Modification of recordkeeping re-
quirements for certain chari-
table contributions. 

Sec. 319. Contributions of fractional inter-
ests in tangible personal prop-
erty. 

Sec. 320. Provisions relating to substantial 
and gross overstatements of 
valuations of charitable deduc-
tion property. 

Sec. 321. Additional standards for credit 
counseling organizations. 

Sec. 322. Expansion of the base of tax on pri-
vate foundation net investment 
income. 

Sec. 323. Definition of convention or associa-
tion of churches. 

Sec. 324. Notification requirement for enti-
ties not currently required to 
file. 

Sec. 325. Disclosure to State officials of pro-
posed actions related to exempt 
organizations. 

PART II—IMPROVED ACCOUNTABILITY 
OF DONOR ADVISED FUNDS 

Sec. 331. Excise tax on sponsoring organiza-
tions of donor advised funds for 
failure to meet distribution re-
quirements. 

Sec. 332. Prohibited transactions. 
Sec. 333. Treatment of charitable contribu-

tion deductions to donor ad-
vised funds. 

Sec. 334. Returns of, and applications for 
recognition by, sponsoring or-
ganizations. 

PART III—IMPROVED ACCOUNTABILITY 
OF SUPPORTING ORGANIZATIONS 

Sec. 341. Requirements for supporting orga-
nizations. 

Sec. 342. Excise tax on supporting organiza-
tions for failure to meet dis-
tribution requirements. 

Sec. 343. Excess benefit transactions. 
Sec. 344. Excess business holdings of sup-

porting organizations. 
Sec. 345. Treatment of amounts paid to sup-

porting organizations by pri-
vate foundations. 

Sec. 346. Returns of supporting organiza-
tions. 

TITLE IV—MISCELLANEOUS PROVISIONS 
Sec. 401. Restructuring of New York Liberty 

Zone tax credits. 
Sec. 402. Modification to S corporation pas-

sive investment income rules. 
Sec. 403. Modification of effective date of 

disregard of certain capital ex-
penditures for purposes of 
qualified small issue bonds. 

Sec. 404. Premiums for mortgage insurance. 
Sec. 405. Sense of the Senate on use of no- 

bid contracting by Federal 
Emergency Management Agen-
cy. 

Sec. 406. Disability preference program for 
tax collection contracts. 

Sec. 407. Sense of Congress regarding Doha 
Round. 

Sec. 408. Modification of bond rule. 
Sec. 409. Treatment of certain stock option 

plans under nonqualified de-
ferred compensation rules. 

Sec. 410. Sense of the Senate regarding the 
dedication of excess funds. 

TITLE V—REVENUE OFFSET PROVISIONS 
Subtitle A—Provisions Designed To Curtail 

Tax Shelters 
Sec. 501. Understatement of taxpayer’s li-

ability by income tax return 
preparer. 

Sec. 502. Modification of effective date of ex-
ception from suspension rules 
for certain listed and reportable 
transactions. 

Sec. 503. Frivolous tax submissions. 
Sec. 504. Penalty for promoting abusive tax 

shelters. 
Sec. 505. Penalty for aiding and abetting the 

understatement of tax liability. 
Subtitle B—Economic Substance Doctrine 

Sec. 511. Clarification of economic substance 
doctrine. 

Sec. 512. Penalty for understatements at-
tributable to transactions lack-
ing economic substance, etc. 

Sec. 513. Denial of deduction for interest on 
underpayments attributable to 
noneconomic substance trans-
actions. 

Subtitle C—Improvements in Efficiency and 
Safeguards in Internal Revenue Service 
Collection 

Sec. 521. Waiver of user fee for installment 
agreements using automated 
withdrawals. 

Sec. 522. Termination of installment agree-
ments. 

Sec. 523. Partial payments required with 
submission of offers-in-com-
promise. 

Subtitle D—Penalties and Fines 
Sec. 531. Increase in criminal monetary pen-

alty limitation for the under-
payment or overpayment of tax 
due to fraud. 

Sec. 532. Doubling of certain penalties, fines, 
and interest on underpayments 
related to certain offshore fi-
nancial arrangements. 

Sec. 533. Denial of deduction for certain 
fines, penalties, and other 
amounts. 

Sec. 534. Denial of deduction for punitive 
damages. 

Sec. 535. Increase in penalty for bad checks 
and money orders. 

Subtitle E—Provisions To Discourage 
Expatriation 

Sec. 541. Tax treatment of inverted entities. 
Sec. 542. Revision of tax rules on expatria-

tion of individuals. 
Subtitle F—Miscellaneous Provisions 

Sec. 551. Treatment of contingent payment 
convertible debt instruments. 
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Sec. 552. Grant of Treasury regulatory au-

thority to address foreign tax 
credit transactions involving 
inappropriate separation of for-
eign taxes from related foreign 
income. 

Sec. 553. Repeal of special property excep-
tion to leasing provisions of the 
American Jobs Creation Act of 
2004. 

Sec. 554. Application of earnings stripping 
rules to partners which are cor-
porations. 

Sec. 555. Limitation of employer deduction 
for certain entertainment ex-
penses. 

Sec. 556. Increase in age of minor children 
whose unearned income is taxed 
as if parent’s income. 

Sec. 557. Loan and redemption requirements 
on pooled financing require-
ments. 

Sec. 558. Reporting of interest on tax-ex-
empt bonds. 

Sec. 559. Modification of credit for pro-
ducing fuel from a nonconven-
tional source. 

Sec. 560. Modification of individual esti-
mated tax safe harbor. 

Sec. 561. Revaluation of LIFO inventories of 
large integrated oil companies. 

Sec. 562. Elimination of amortization of geo-
logical and geophysical expend-
itures for major integrated oil 
companies. 

Sec. 563. Valuation of employee personal use 
of noncommercial aircraft. 

Sec. 564. Application of FIRPTA to regu-
lated investment companies. 

Sec. 565. Treatment of distributions attrib-
utable to FIRPTA gains. 

Sec. 566. Prevention of avoidance of tax on 
investments of foreign persons 
in United States real property 
through wash sale transactions. 

Sec. 567. Modifications to rules relating to 
taxation of distributions of 
stock and securities of a con-
trolled corporation. 

Sec. 568. Amortization of expenses incurred 
in creating or acquiring music 
or music copyrights. 

Sec. 569. Credit to holders of rural renais-
sance bonds. 

Sec. 570. Modification of treatment of loans 
to qualified continuing care fa-
cilities. 

Sec. 571. Modifications of foreign tax credit 
rules applicable to large inte-
grated oil companies which are 
dual capacity taxpayers. 

Sec. 572. Exclusion of gain from sale of a 
principal residence by certain 
employees of the intelligence 
community. 

Sec. 573. Disability preference program for 
tax collection contracts. 

TITLE VI—COMPLIANCE WITH 
CONGRESSIONAL BUDGET ACT 

Sec. 601. Sunset of certain provisions and 
amendments. 

TITLE I—TAX BENEFITS FOR AREAS AF-
FECTED BY HURRICANES KATRINA, 
RITA, AND WILMA 

Subtitle A—Gulf Opportunity Zone Benefits 
SEC. 101. GULF OPPORTUNITY ZONE BENEFITS. 

(a) IN GENERAL.—Chapter 1 is amended by 
adding at the end the following new sub-
chapter: 

‘‘Subchapter Z—Hurricane Relief Benefits 
‘‘Sec. 1400N. Definitions 
‘‘Sec. 1400O. Tax benefits for Gulf Oppor-

tunity Zone 
‘‘SEC. 1400N. DEFINITIONS. 

‘‘For purposes of this subchapter— 
‘‘(1) GULF OPPORTUNITY ZONE.—The term 

‘Gulf Opportunity Zone’ or ‘GO Zone’ means 

that portion of the Hurricane Katrina dis-
aster area determined by the President to 
warrant individual or individual and public 
assistance from the Federal Government 
under the Robert T. Stafford Disaster Relief 
and Emergency Assistance Act by reason of 
Hurricane Katrina. 

‘‘(2) HURRICANE KATRINA DISASTER AREA.— 
The term ‘Hurricane Katrina disaster area’ 
means an area with respect to which a major 
disaster has been declared by the President 
before September 14, 2005, under section 401 
of such Act by reason of Hurricane Katrina. 

‘‘(3) RITA GO ZONE.—The term ‘Rita GO 
Zone’ means that portion of the Hurricane 
Rita disaster area determined by the Presi-
dent to warrant individual or individual and 
public assistance from the Federal Govern-
ment under such Act by reason of Hurricane 
Rita. 

‘‘(4) HURRICANE RITA DISASTER AREA.—The 
term ‘Hurricane Rita disaster area’ means an 
area with respect to which a major disaster 
has been declared by the President before Oc-
tober 6, 2005, under section 401 of such Act by 
reason of Hurricane Rita. 

‘‘(5) WILMA GO ZONE.—The term ‘Wilma GO 
Zone’ means that portion of the Hurricane 
Wilma disaster area determined by the 
President to warrant individual or individual 
and public assistance from the Federal Gov-
ernment under such Act by reason of Hurri-
cane Wilma. 

‘‘(6) HURRICANE WILMA DISASTER AREA.—The 
term ‘Hurricane Wilma disaster area’ means 
an area with respect to which a major dis-
aster has been declared by the President be-
fore October 25, 2005, under section 401 of 
such Act by reason of Hurricane Wilma. 
‘‘SEC. 1400O. TAX BENEFITS FOR GULF OPPOR-

TUNITY ZONE. 
‘‘(a) SPECIAL ALLOWANCE FOR CERTAIN 

PROPERTY ACQUIRED AFTER AUGUST 27, 
2005.— 

‘‘(1) ADDITIONAL ALLOWANCE.—In the case of 
any qualified Gulf Opportunity Zone prop-
erty— 

‘‘(A) the depreciation deduction provided 
by section 167(a) for the taxable year in 
which such property is placed in service shall 
include an allowance equal to 50 percent of 
the adjusted basis of such property, and 

‘‘(B) the adjusted basis of the qualified 
Gulf Opportunity Zone property shall be re-
duced by the amount of such deduction be-
fore computing the amount otherwise allow-
able as a depreciation deduction under this 
chapter for such taxable year and any subse-
quent taxable year. 

‘‘(2) QUALIFIED GULF OPPORTUNITY ZONE 
PROPERTY.—For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘qualified Gulf 
Opportunity Zone property’ means prop-
erty— 

‘‘(i)(I) which is described in section 
168(k)(2)(A)(i), or 

‘‘(II) which is nonresidential real property 
or residential rental property, 

‘‘(ii) substantially all of the use of which is 
in the Gulf Opportunity Zone and is in the 
active conduct of a trade or business by the 
taxpayer in such Zone, 

‘‘(iii) the original use of which in the Gulf 
Opportunity Zone commences with the tax-
payer after August 27, 2005, 

‘‘(iv) which is acquired by the taxpayer by 
purchase (as defined in section 179(d)) after 
August 27, 2005, but only if no written bind-
ing contract for the acquisition was in effect 
before August 28, 2005, and 

‘‘(v) which is placed in service by the tax-
payer on or before the termination date. 

The term ‘termination date’ means Decem-
ber 31, 2007 (December 31, 2008, in the case of 
nonresidential real property and residential 
rental property). 

‘‘(B) EXCEPTIONS.— 

‘‘(i) ALTERNATIVE DEPRECIATION PROP-
ERTY.—The term ‘qualified Gulf Opportunity 
Zone property’ shall not include any prop-
erty described in section 168(k)(2)(D)(i). 

‘‘(ii) TAX-EXEMPT BOND-FINANCED PROP-
ERTY.—Such term shall not include any prop-
erty any portion of which is financed with 
the proceeds of any obligation the interest 
on which is exempt from tax under section 
103. 

‘‘(iii) QUALIFIED REVITALIZATION BUILD-
INGS.—Such term shall not include any 
qualified revitalization building with respect 
to which the taxpayer has elected the appli-
cation of paragraph (1) or (2) of section 
1400I(a). 

‘‘(iv) ELECTION OUT.—For purposes of this 
subsection, rules similar to the rules of sec-
tion 168(k)(2)(D)(iii) shall apply. 

‘‘(C) SPECIAL RULES.—For purposes of this 
subsection, rules similar to the rules of sec-
tion 168(k)(2)(E) shall apply, except that— 

‘‘(i) clause (i) thereof shall be applied by 
substituting ‘after August 27, 2005, and before 
the termination date (as defined in section 
1400O(a)(2))’ for ‘after September 10, 2001, and 
before January 1, 2005’, 

‘‘(ii) clauses (ii), (iii), and (iv) thereof shall 
be applied by substituting ‘August 27, 2005’ 
for ‘September 10, 2001’ each place it appears, 
and 

‘‘(iii) clause (iv) thereof shall be applied by 
substituting ‘qualified Gulf Opportunity 
Zone property’ for ‘qualified property’. 

‘‘(D) ALLOWANCE AGAINST ALTERNATIVE MIN-
IMUM TAX.—For purposes of this subsection, 
rules similar to the rules of section 
168(k)(2)(G) shall apply. 

‘‘(3) RECAPTURE.—For purposes of this sub-
section, rules similar to the rules under sec-
tion 179(d)(10) shall apply with respect to any 
qualified Gulf Opportunity Zone property 
which ceases to be qualified Gulf Oppor-
tunity Zone property. 

‘‘(b) INCREASE IN EXPENSING UNDER SECTION 
179.— 

‘‘(1) IN GENERAL.—For purposes of section 
179— 

‘‘(A) the $100,000 amount in section 179(b)(1) 
for the taxable year shall be increased by the 
lesser of— 

‘‘(i) $100,000, or 
‘‘(ii) the cost of section 179 property (as de-

fined in section 179(d)) which is qualified 
Gulf Opportunity Zone property placed in 
service during the taxable year, and 

‘‘(B) the $400,000 amount in section 179(b)(2) 
for the taxable year shall be increased by the 
lesser of— 

‘‘(i) $600,000, or 
‘‘(ii) the cost of section 179 property (as so 

defined) which is qualified Gulf Opportunity 
Zone property placed in service during the 
taxable year. 

‘‘(2) QUALIFIED GULF OPPORTUNITY ZONE 
PROPERTY.—For purposes of this subsection, 
the term ‘qualified Gulf Opportunity Zone 
property’ has the meaning given such term 
by subsection (a)(2). 

‘‘(3) COORDINATION WITH EMPOWERMENT 
ZONES AND RENEWAL COMMUNITIES.—For pur-
poses of sections 1397A and 1400J, qualified 
Gulf Opportunity Zone property shall not be 
treated as qualified zone property or quali-
fied renewal property for any taxable year, 
unless the taxpayer elects not to have this 
subsection apply to all such qualified Gulf 
Opportunity Zone property placed in service 
by the taxpayer during the taxable year. 

‘‘(4) RECAPTURE.—Rules similar to the 
rules under section 179(d)(10) shall apply with 
respect to any qualified Gulf Opportunity 
Zone property which ceases to be Gulf Oppor-
tunity Zone property. 

‘‘(c) TAX-EXEMPT BOND FINANCING.— 
‘‘(1) IN GENERAL.—For purposes of this 

title, any qualified Gulf Opportunity Zone 
Bond shall be treated as a qualified bond. 
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CONGRESSIONAL RECORD — SENATE S533 February 2, 2006 
‘‘(2) QUALIFIED GULF OPPORTUNITY ZONE 

BOND.—For purposes of this subsection, the 
term ‘qualified Gulf Opportunity Zone Bond’ 
means any bond issued as part of an issue 
if— 

‘‘(A) except as provided in paragraph (4), 
such bond meets the applicable requirements 
of part IV of subchapter B of this chapter, 

‘‘(B) such bond is issued by the State of 
Alabama, Louisiana, or Mississippi (or any 
political subdivision thereof), 

‘‘(C) the Governor of such State designates 
such bond for purposes of this section, and 

‘‘(D) such bond is issued after the date of 
the enactment of this section and before 
January 1, 2011. 

‘‘(3) LIMITATION ON AGGREGATE AMOUNT OF 
BONDS DESIGNATED.—The maximum aggre-
gate face amount of bonds which may be des-
ignated under this subsection shall not ex-
ceed the product of $2,500 multiplied by the 
portion of the State population which is in 
the Gulf Opportunity Zone (as determined on 
the basis of the most recent census estimate 
of resident population released by the Bu-
reau of Census before August 28, 2005). 

‘‘(4) SPECIAL RULES.—In applying this title 
to any qualified Gulf Opportunity Zone 
Bond, the following modifications shall 
apply: 

‘‘(A) Section 143 (relating to mortgage rev-
enue bonds: qualified mortgage bond and 
qualified veterans’ mortgage bond) shall be 
applied— 

‘‘(i) by treating any residence in the Gulf 
Opportunity Zone as a targeted area resi-
dence, 

‘‘(ii) by applying subsection (f)(3) without 
regard to subparagraph (A) thereof, and 

‘‘(iii) by substituting ‘$150,000’ for ‘$15,000’ 
in subsection (k)(4) thereof. 

‘‘(B) Section 146 (relating to volume cap) 
shall not apply. 

‘‘(C) Section 57(a)(5) shall not apply. 
‘‘(5) SEPARATE ISSUE TREATMENT OF POR-

TIONS OF AN ISSUE.—This subsection shall not 
apply to the portion of an issue which (if 
issued as a separate issue) would be treated 
as a qualified bond or as a bond that is not 
a private activity bond (determined without 
regard to paragraph (1)), if the issuer elects 
to so treat such portion. 

‘‘(d) ADVANCE REFUNDINGS OF CERTAIN TAX- 
EXEMPT BONDS.— 

‘‘(1) IN GENERAL.—With respect to a bond 
described in paragraph (2) issued as part of 
an issue 90 percent (95 percent in the case of 
a bond described in paragraph (2)(B)) or more 
of the net proceeds (as defined in section 
150(a)(3)) of which were used to finance facili-
ties located within the Gulf Opportunity 
Zone (or property which is functionally re-
lated and subordinate to facilities located 
within the Gulf Opportunity Zone), one addi-
tional advanced refunding after the date of 
the enactment of this section and before 
January 1, 2007, shall be allowed under the 
applicable rules of section 149(d) if— 

‘‘(A) the chief executive officer of the 
issuer of the bond designates the advance re-
funding bond for purposes of this subsection, 
and 

‘‘(B) the requirements of paragraph (3) are 
met. 

‘‘(2) BONDS DESCRIBED.—A bond is described 
in this paragraph if such bond was out-
standing on August 27, 2005, and is— 

‘‘(A) a State or local bond (as defined in 
section 103(c)(1)) other than a private activ-
ity bond (as defined in section 141(a)) issued 
by the State of Alabama, Louisiana, or Mis-
sissippi (or any political subdivision there-
of), or 

‘‘(B) a qualified 501(c)(3) bond (as defined in 
section 145(a)) issued by or on behalf of any 
such State or political subdivision. 

‘‘(3) ADDITIONAL REQUIREMENTS.—The re-
quirements of this paragraph are met with 

respect to any advance refunding of a bond 
described in paragraph (2) if— 

‘‘(A) no advance refundings of such bond 
would be allowed under any provision of law 
after August 27, 2005, 

‘‘(B) the advance refunding bond is the 
only other outstanding bond with respect to 
the refunded bond, and 

‘‘(C) the requirements of section 148 are 
met with respect to all bonds issued under 
this subsection. 

‘‘(e) LOW-INCOME HOUSING CREDIT.— 
‘‘(1) INCREASE IN STATE HOUSING CREDIT 

CEILING.— 
‘‘(A) IN GENERAL.—In the case of the State 

of Alabama, Louisiana, or Mississippi— 
‘‘(i) the amount otherwise determined 

under subclause (I) of section 42(h)(3)(C)(ii) 
for each calendar year beginning after 2005 
and before 2010 shall be increased by an 
amount equal to 3 times the dollar amount 
otherwise specified for such calendar year 
under such subclause multiplied by the State 
population located in the Gulf Opportunity 
Zone (as determined on the basis of the most 
recent census estimate of resident popu-
lation released by the Bureau of Census be-
fore August 28, 2005), and 

‘‘(ii) the unused State housing credit ceil-
ing for such State for any calendar year 
under section 42(h)(3)(C)(i) shall be deter-
mined without regard to the amount of the 
increase determined under clause (i). 

‘‘(B) ELECTIVE CARRYFORWARD OF UNUSED 
INCREASED CEILING.— 

‘‘(i) IN GENERAL.—If the amount deter-
mined under section 42(h)(3)(C)(ii)(I), as in-
creased under subparagraph (A)(i), for any 
calendar year for any State described in sub-
paragraph (A) exceeds the aggregate housing 
credit dollar amount allocated during such 
calendar year by such State, such State may 
elect to treat as a carryforward to the fol-
lowing calendar year an amount equal to 
lesser of— 

‘‘(I) the amount of such excess, or 
‘‘(II) the amount by which the amount de-

termined under section 42(h)(3)(C)(ii)(I) for 
such calendar year was increased under sub-
paragraph (A)(i)). 

‘‘(ii) USE OF CARRYFORWARD.—If any State 
elects a carryforward under clause (i), any 
housing credit dollar amount allocated by 
such State during the calendar year fol-
lowing the calendar year in which the 
carryforward arose shall not be considered so 
allocated for purposes of section 42(h)(3)(C) 
and section 42(h)(3)(D) to the extent such 
housing credit dollar amount does not exceed 
the amount of the carryforward elected. 

‘‘(2) DIFFICULT DEVELOPMENT AREA.— 
‘‘(A) IN GENERAL.—For purposes of section 

42— 
‘‘(i) in the case of property placed in serv-

ice during 2006, 2007, or 2008, the Gulf Oppor-
tunity Zone— 

‘‘(I) shall be treated as a difficult develop-
ment area designated under subclause (I) of 
section 42(d)(5)(C)(iii), and 

‘‘(II) shall not be taken into account for 
purposes of applying the limitation under 
subclause (II) of such section, and 

‘‘(ii) subsection (b)(2)(B) thereof shall be 
applied with respect to any such property 
placed in service in the Gulf Opportunity 
Zone by substituting ‘91 percent’ and ‘39 per-
cent’ for ‘70 percent’ and ‘30 percent’, respec-
tively. 

‘‘(B) APPLICATION.—Subparagraph (A) shall 
apply only to— 

‘‘(i) housing credit dollar amounts allo-
cated during the period beginning on Janu-
ary 1, 2006, and ending on December 31, 2008, 
and 

‘‘(ii) buildings placed in service during 
such period to the extent that paragraph (1) 
of section 42(h) does not apply to any build-
ing by reason of paragraph (4) thereof, but 

only with respect to bonds issued after De-
cember 31, 2005. 

‘‘(f) TREATMENT OF REPRESENTATIONS RE-
GARDING INCOME ELIGIBILITY FOR PURPOSES 
OF QUALIFIED RESIDENTIAL RENTAL PROJECT 
REQUIREMENTS.—For purposes of determining 
if any residential rental project meets the 
requirements of section 142(d)(1) and if any 
certification with respect to such project 
meets the requirements under section 
142(d)(7), the operator of the project may rely 
on the representations of any individual ap-
plying for tenancy in such project that such 
individual’s income will not exceed the ap-
plicable income limits of section 142(d)(1) 
upon commencement of the individual’s ten-
ancy if such tenancy begins during the 6- 
month period beginning on and after the 
date such individual was displaced by reason 
of Hurricane Katrina. 

‘‘(g) APPLICATION OF NEW MARKETS TAX 
CREDIT TO INVESTMENTS IN COMMUNITY DE-
VELOPMENT ENTITIES SERVING GULF OPPOR-
TUNITY ZONE.—For purposes of section 45D— 

‘‘(1) a qualified community development 
entity shall be eligible for an allocation 
under subsection (f)(2) thereof of the increase 
in the new markets tax credit limitation de-
scribed in paragraph (2) only if a significant 
mission of such entity is the recovery and re-
development of the Gulf Opportunity Zone, 

‘‘(2) the new markets tax credit limitation 
otherwise determined under subsection (f)(1) 
thereof shall be increased by an amount 
equal to— 

‘‘(A) $300,000,000 for 2005 and 2006, to be al-
located among qualified community develop-
ment entities to make qualified low-income 
community investments within the Gulf Op-
portunity Zone, and 

‘‘(B) $400,000,000 for 2007, to be so allocated, 
and 

‘‘(3) subsection (f)(3) thereof shall be ap-
plied separately with respect to the amount 
of the increase under paragraph (2). 

‘‘(h) TREATMENT OF NET OPERATING LOSSES 
ATTRIBUTABLE TO GULF OPPORTUNITY ZONE 
LOSSES.— 

‘‘(1) IN GENERAL.—If a portion of any net 
operating loss of the taxpayer for any tax-
able year is a qualified Gulf Opportunity 
Zone loss, the following rules shall apply: 

‘‘(A) EXTENSION OF CARRYBACK PERIOD.— 
Section 172(b)(1) shall be applied with respect 
to such portion— 

‘‘(i) by substituting ‘5 taxable years’ for ‘2 
taxable years’ in subparagraph (A)(i), and 

‘‘(ii) by not taking such portion into ac-
count in determining any eligible loss of the 
taxpayer under subparagraph (F) for the tax-
able year. 

‘‘(B) SUSPENSION OF 90 PERCENT AMT LIMITA-
TION.—Section 56(d)(1) shall be applied by in-
creasing the amount determined under sub-
paragraph (A)(ii)(I) thereof by the sum of the 
carrybacks and carryovers of any net oper-
ating loss attributable to such portion. 

‘‘(2) QUALIFIED GULF OPPORTUNITY ZONE 
LOSS.—For purposes of paragraph (1), the 
term ‘qualified Gulf Opportunity Zone loss’ 
means the lesser of— 

‘‘(A) the amount of the net operating loss 
for the taxable year, or 

‘‘(B) the aggregate amount of the following 
deductions for such taxable year: 

‘‘(i) Any deduction for any qualified Gulf 
Opportunity Zone casualty loss. 

‘‘(ii) Any deduction for moving expenses 
paid or incurred after August 27, 2005, and be-
fore January 1, 2008, and allowable under this 
chapter to any taxpayer in connection with 
the employment of any individual— 

‘‘(I) whose principal place of abode was lo-
cated in the Gulf Opportunity Zone before 
August 28, 2005, 

‘‘(II) who was unable to remain in such 
abode as the result of Hurricane Katrina, and 
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‘‘(III) whose principal place of employment 

with the taxpayer after such expense is lo-
cated in the Gulf Opportunity Zone. 

For purposes of this clause, the term ‘mov-
ing expenses’ has the meaning given such 
term by section 217(b), except that the tax-
payer’s former residence and new residence 
may be the same residence if the initial 
vacating of the residence was as the result of 
Hurricane Katrina. 

‘‘(iii) Any deduction for expenses paid or 
incurred after August 27, 2005, and before 
January 1, 2008, and allowable under this 
chapter to temporarily house any employee 
of the taxpayer whose principal place of em-
ployment is in the Gulf Opportunity Zone. 

‘‘(iv) Any deduction for depreciation (or 
amortization in lieu of depreciation) allow-
able under this chapter with respect to any 
qualified Gulf Opportunity Zone property (as 
defined in subsection (a)(2)) for the taxable 
year such property is placed in service. 

‘‘(v) Any deduction for repair expenses (in-
cluding expenses for removal of debris) al-
lowable under this chapter paid or incurred 
after August 27, 2005, and before January 1, 
2008, with respect to any damage attrib-
utable to Hurricane Katrina and in connec-
tion with property which is located in the 
Gulf Opportunity Zone. 

‘‘(3) QUALIFIED GULF OPPORTUNITY ZONE 
CASUALTY LOSS.— 

‘‘(A) IN GENERAL.—For purposes of para-
graph (2)(B)(i), the term ‘qualified Gulf Op-
portunity Zone casualty loss’ means any un-
compensated section 1231 loss (as defined in 
section 1231(a)(3)(B)) of property located in 
the Gulf Opportunity Zone if— 

‘‘(i) such loss is allowed as a deduction 
under section 165 for the taxable year, and 

‘‘(ii) such loss is attributable to Hurricane 
Katrina. 

‘‘(B) REDUCTION FOR GAINS FROM INVOLUN-
TARY CONVERSION.—The amount of qualified 
Gulf Opportunity Zone casualty loss which 
would (but for this subparagraph) be taken 
into account under subparagraph (A) for any 
taxable year shall be reduced by the amount 
of any gain recognized by the taxpayer for 
such year from the involuntary conversion 
by reason of Hurricane Katrina of property 
located in the Gulf Opportunity Zone. 

‘‘(C) COORDINATION WITH GENERAL DISASTER 
LOSS RULES.—Subsection (j) and section 165(i) 
shall not apply to any qualified Gulf Oppor-
tunity Zone casualty loss to the extent such 
loss is taken into account under this sub-
section. 

‘‘(4) SPECIAL RULES.—For purposes of para-
graph (1), rules similar to the rules of para-
graphs (2) and (3) of section 172(i) shall apply 
with respect to such portion. 

‘‘(i) TREATMENT OF PUBLIC UTILITY PROP-
ERTY DISASTER LOSSES.— 

‘‘(1) IN GENERAL.—Upon the election of the 
taxpayer, in the case of any eligible public 
utility property loss— 

‘‘(A) section 165(i) shall be applied by sub-
stituting ‘the fifth taxable year immediately 
preceding’ for ‘the taxable year immediately 
preceding’, 

‘‘(B) an application for a tentative 
carryback adjustment of the tax for any 
prior taxable year affected by the applica-
tion of subparagraph (A) may be made under 
section 6411, and 

‘‘(C) section 6611 shall not apply to any 
overpayment attributable to such loss. 

‘‘(2) ELIGIBLE PUBLIC UTILITY PROPERTY 
LOSS.—For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘eligible pub-
lic utility property loss’ means any loss with 
respect to public utility property located in 
the Gulf Opportunity Zone and attributable 
to Hurricane Katrina. 

‘‘(B) PUBLIC UTILITY PROPERTY.—The term 
‘public utility property’ has the meaning 

given such term by section 168(i)(10) without 
regard to the matter following subparagraph 
(D) thereof. 

‘‘(3) WAIVER OF LIMITATIONS.—If refund or 
credit of any overpayment of tax resulting 
from the application of paragraph (1) is pre-
vented at any time before the close of the 1- 
year period beginning on the date of the en-
actment of this section by the operation of 
any law or rule of law (including res judi-
cata), such refund or credit may nevertheless 
be made or allowed if claim therefor is filed 
before the close of such period. 

‘‘(j) SPECIAL RULE FOR GULF OPPORTUNITY 
ZONE PUBLIC UTILITY CASUALTY LOSSES.— 

‘‘(1) IN GENERAL.—The amount described in 
section 172(f)(1)(A) for any taxable year shall 
be increased by the amount of the Gulf Op-
portunity Zone public utility casualty loss 
for such year. 

‘‘(2) GULF OPPORTUNITY ZONE PUBLIC UTIL-
ITY CASUALTY LOSS.—For purposes of this 
subsection, the term ‘Gulf Opportunity Zone 
public utility casualty loss’ means any cas-
ualty loss of public utility property (as de-
fined in section 168(i)(10)) located in the Gulf 
Opportunity Zone if— 

‘‘(A) such loss is allowed as a deduction 
under section 165 for the taxable year, 

‘‘(B) such loss is attributable to Hurricane 
Katrina, and 

‘‘(C) the taxpayer elects the application of 
this subsection with respect to such loss. 

‘‘(3) REDUCTION FOR GAINS FROM INVOLUN-
TARY CONVERSION.—The amount of Gulf Op-
portunity Zone public utility casualty loss 
which would (but for this paragraph) be 
taken into account under paragraph (1) for 
any taxable year shall be reduced by the 
amount of any gain recognized by the tax-
payer for such year from the involuntary 
conversion by reason of Hurricane Katrina of 
public utility property (as so defined) lo-
cated in the Gulf Opportunity Zone. 

‘‘(4) COORDINATION WITH GENERAL DISASTER 
LOSS RULES.—Subsection (h) and section 
165(i) shall not apply to any Gulf Oppor-
tunity Zone public utility casualty loss to 
the extent such loss is taken into account 
under paragraph (1). 

‘‘(5) ELECTION.—Any election under para-
graph (2)(C) shall be made in such manner as 
may be prescribed by the Secretary and shall 
be made by the due date (including exten-
sions of time) for filing the taxpayer’s return 
for the taxable year of the loss. Such elec-
tion, once made for any taxable year, shall 
be irrevocable for such taxable year. 

‘‘(k) SPECIAL RULES FOR SMALL TIMBER 
PRODUCERS.— 

‘‘(1) INCREASED EXPENSING FOR QUALIFIED 
TIMBER PROPERTY.—In the case of qualified 
timber property any portion of which is lo-
cated in the Gulf Opportunity Zone, in that 
portion of the Rita GO Zone which is not 
part of the Gulf Opportunity Zone, or in the 
Wilma GO Zone, the limitation under sub-
paragraph (B) of section 194(b)(1) shall be in-
creased by the lesser of— 

‘‘(A) the limitation which would (but for 
this subsection) apply under such subpara-
graph, or 

‘‘(B) the amount of reforestation expendi-
tures (as defined in section 194(c)(3)) paid or 
incurred by the taxpayer with respect to 
such qualified timber property during the 
specified portion of the taxable year. 

‘‘(2) 5 YEAR NOL CARRYBACK OF CERTAIN TIM-
BER LOSSES.—For purposes of determining 
farming loss under section 172(i), income and 
deductions which are allocable to the speci-
fied portion of the taxable year and which 
are attributable to qualified timber property 
any portion of which is located in the Gulf 
Opportunity Zone, in that portion of the 
Rita GO Zone which is not part of the Gulf 
Opportunity Zone, or in the Wilma GO Zone 

shall be treated as attributable to farming 
businesses. 

‘‘(3) RULES NOT APPLICABLE TO CERTAIN EN-
TITIES.—Paragraphs (1) and (2) shall not 
apply to any taxpayer which— 

‘‘(A) is a corporation the stock of which is 
publicly traded on an established securities 
market, or 

‘‘(B) is a real estate investment trust. 
‘‘(4) RULES NOT APPLICABLE TO LARGE TIM-

BER PRODUCERS.—Paragraphs (1) and (2) shall 
not apply with respect to any qualified tim-
ber property unless— 

‘‘(A) such property was held by the tax-
payer— 

‘‘(i) on August 28, 2005, in the case of quali-
fied timber property any portion of which is 
located in the Gulf Opportunity Zone, 

‘‘(ii) on September 23, 2005, in the case of 
qualified timber property (other than prop-
erty described in subclause (I)) any portion 
of which is located in that portion of the 
Rita GO Zone which is not part of the Gulf 
Opportunity Zone, or 

‘‘(iii) on October 23, 2005, in the case of 
qualified timber property (other than prop-
erty described in subclause (I) or (II)) any 
portion of which is located in the Wilma GO 
Zone, and 

‘‘(B) such taxpayer held not more than 500 
acres of qualified timber property on such 
date. 

‘‘(5) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) SPECIFIED PORTION.—The term ‘speci-
fied portion’ means— 

‘‘(i) in the case of qualified timber prop-
erty located in the Gulf Opportunity Zone, 
that portion of the taxable year which is on 
or after August 28, 2005, and before January 
1, 2007, 

‘‘(ii) in the case of qualified timber prop-
erty located in the Rita GO Zone and no part 
of which is located in the Gulf Opportunity 
Zone, that portion of the taxable year which 
is on or after September 23, 2005, and before 
January 1, 2007, and 

‘‘(iii) in the case of qualified timber prop-
erty located in the Wilma GO Zone, that por-
tion of the taxable year which is on or after 
October 23, 2005, and before January 1, 2007. 

‘‘(B) QUALIFIED TIMBER PROPERTY.—The 
term ‘qualified timber property’ has the 
meaning given such term in section 194(c)(1). 

‘‘(l) EXPENSING FOR CERTAIN DEMOLITION 
AND CLEAN-UP COSTS.— 

‘‘(1) IN GENERAL.—A taxpayer may elect to 
treat 50 percent of any qualified Gulf Oppor-
tunity Zone clean-up cost as an expense 
which is not chargeable to capital account. 
Any cost so treated shall be allowed as a de-
duction for the taxable year in which such 
cost is paid or incurred. 

‘‘(2) GULF OPPORTUNITY ZONE CLEAN-UP 
COST.—For purposes of this subsection, the 
term ‘Gulf Opportunity Zone clean-up cost’ 
means any amount paid or incurred during 
the period beginning on August 28, 2005, and 
ending on December 31, 2007, for the removal 
of debris from, or the demolition of struc-
tures on, real property which is located in 
the Gulf Opportunity Zone and which is— 

‘‘(A) held by the taxpayer for use in a trade 
or business or for the production of income, 
or 

‘‘(B) property described in section 1221(a)(1) 
in the hands of the taxpayer. 

For purposes of the preceding sentence, 
amounts paid or incurred shall be taken into 
account only to the extent that such amount 
would (but for paragraph (1)) be chargeable 
to capital account. 

‘‘(m) EXTENSION OF EXPENSING FOR ENVI-
RONMENTAL REMEDIATION COSTS.—With re-
spect to any qualified environmental remedi-
ation expenditure (as defined in section 
198(b)) paid or incurred on or after August 28, 
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2005, in connection with a qualified contami-
nated site located in the Gulf Opportunity 
Zone, section 198 (relating to expensing of 
environmental remediation costs) shall be 
applied— 

‘‘(1) by substituting ‘December 31, 2007’ for 
‘December 31, 2006’ in subsection (h) thereof, 
and 

‘‘(2) except as provided in section 198(d)(2), 
by treating petroleum products (as defined in 
section 4612(a)(3)) as a hazardous substance. 

‘‘(n) GULF OPPORTUNITY ZONE.—For pur-
poses of this section, the term ‘Gulf Oppor-
tunity Zone’ means an area— 

‘‘(1) with respect to which a major disaster 
has been declared by the President under 
section 401 of the Robert T. Stafford Disaster 
Relief and Emergency Assistance Act as a re-
sult of Hurricane Katrina, and 

‘‘(2) which is determined by the President 
to warrant individual assistance, or indi-
vidual and public assistance, from the Fed-
eral Government under such Act.’’ 

(b) CLERICAL AMENDMENTS.—The table of 
subchapters for chapter 1 is amended by add-
ing at the end the following new item: 

‘‘SUBCHAPTER Z—HURRICANE RELIEF 
BENEFITS.’’. 

SEC. 102. EXPANSION OF HOPE SCHOLARSHIP 
AND LIFETIME LEARNING CREDIT 
FOR STUDENTS IN THE GULF OP-
PORTUNITY ZONE. 

In the case of an individual who attends an 
eligible educational institution (as defined in 
section 25A(f)(2) of the Internal Revenue 
Code of 1986) located in the Gulf Opportunity 
Zone (as defined in section 1400N(1) of such 
Code) for any taxable year beginning during 
2005 or 2006— 

(1) in applying section 25A of the Internal 
Revenue Code of 1986, the term ‘‘qualified 
tuition and related expenses’’ shall include 
any costs which are qualified higher edu-
cation expenses (as defined in section 
529(e)(3) of such Code), 

(2) each of the dollar amounts in effect 
under of subparagraphs (A) and (B) of section 
25A(b)(1) of such Code shall be twice the 
amount otherwise in effect before the appli-
cation of this subsection, and 

(3) section 25A(c)(1) of such Code shall be 
applied by substituting ‘‘40 percent’’ for ‘‘20 
percent’’. 
SEC. 103. EXTENSION OF SPECIAL RULES FOR 

MORTGAGE REVENUE BONDS. 
Section 404(d) of the Katrina Emergency 

Tax Relief Act of 2005 is amended by striking 
‘‘December 31, 2007’’ and inserting ‘‘Decem-
ber 31, 2010’’. 
SEC. 104. HOUSING RELIEF FOR INDIVIDUALS AF-

FECTED BY HURRICANE KATRINA. 
(a) EXCLUSION OF EMPLOYER PROVIDED 

HOUSING FOR INDIVIDUAL AFFECTED BY HURRI-
CANE KATRINA.— 

(1) IN GENERAL.—For purposes of the Inter-
nal Revenue Code of 1986, gross income of a 
qualified employee shall not include the 
value of any lodging furnished to such em-
ployee, such employee’s spouse, or any of 
such employee’s dependents by or on behalf 
of a qualified employer for any month during 
the taxable year. 

(2) LIMITATION.—The amount which may be 
excluded under subsection (a) for any month 
for which lodging is furnished during the 
taxable year shall not exceed $600. 

(3) TREATMENT OF EXCLUSION.—For pur-
poses of the Internal Revenue Code of 1986 
(other than sections 3121(a)(19) and 
3306(b)(14), an exclusion under subsection (a) 
shall be treated as an exclusion under sec-
tion 119 of such Code. 

(b) EMPLOYER CREDIT FOR HOUSING EMPLOY-
EES AFFECTED BY HURRICANE KATRINA.— 

(1) IN GENERAL.—In the case of a qualified 
employer, there shall be allowed as a credit 
against the tax imposed by chapter 1 of the 

Internal Revenue Code of 1986 for any month 
during the taxable year an amount equal to 
30 percent of any amount which is excludable 
from the gross income of a qualified em-
ployee of such employer under subsection 
(a). 

(2) CERTAIN RULES TO APPLY.—For purposes 
of this section, rules similar to the rules of 
section 280C(a) of such Code shall apply. 

(3) CREDIT TO BE PART OF GENERAL BUSINESS 
CREDIT.—The credit allowed under this sec-
tion shall be added to the current year busi-
ness credit under section 38(b) of such Code 
and shall be treated as a credit allowed 
under subpart D of part IV of subchapter A of 
such Code. 

(c) QUALIFIED EMPLOYEE.—For purposes of 
this section, the term ‘‘qualified employee’’ 
means, with respect to any month, an indi-
vidual— 

(1) who had a principal residence (as de-
fined in section 121 of the Internal Revenue 
Code of 1986) in the GO Zone (as defined in 
section 1400N(1) of such Code) on August 28, 
2005, and 

(2) who performs not less than 80 percent of 
the employment services for a qualified em-
ployer in the Hurricane Katrina disaster 
area (as so defined). 

(d) QUALIFIED EMPLOYER.—For purposes of 
this section, the term ‘‘qualified employer’’ 
means any employer with a trade or business 
located in the Hurricane Katrina disaster 
area (as so defined). 

(e) APPLICATION OF SECTION.—This section 
shall apply to lodging provided— 

(1) after the date of the enactment of this 
Act, 

(2) before the date which is 6 months after 
the date of the enactment of this Act, and 

(3) no credit with respect to such lodging 
shall be claimed before October 1, 2006. 

Subtitle B—Tax Benefits Related to 
Hurricanes Rita and Wilma 

SEC. 111. EXTENSION OF CERTAIN EMERGENCY 
TAX RELIEF FOR HURRICANE 
KATRINA TO HURRICANES RITA AND 
WILMA. 

(a) IN GENERAL.—Subchapter Z of chapter 
1, as added by this Act, is amended by adding 
at the end the following new sections: 
‘‘SEC. 1400P. SPECIAL RULES FOR MORTGAGE 

REVENUE BONDS. 
‘‘(a) IN GENERAL.—In the case of financing 

provided with respect to residences in the GO 
Zone, the Rita GO Zone, or the Wilma GO 
Zone, section 143 shall be applied— 

‘‘(1) by treating any residence in the GO 
Zone, the Rita GO Zone, or the Wilma GO 
Zone as a targeted area residence, 

‘‘(2) by applying subsection (f)(3) without 
regard to subparagraph (A) thereof, and 

‘‘(3) by substituting ‘$150,000’ for ‘$15,000’ in 
subsection (k)(4) thereof. 

‘‘(b) APPLICATION.—Subsection (a) shall not 
apply to financing provided after December 
31, 2010. 
‘‘SEC. 1400Q. SPECIAL RULES FOR USE OF RE-

TIREMENT FUNDS. 
‘‘(a) TAX-FAVORED WITHDRAWALS FROM RE-

TIREMENT PLANS.— 
‘‘(1) IN GENERAL.—Section 72(t) shall not 

apply to any qualified hurricane distribu-
tion. 

‘‘(2) AGGREGATE DOLLAR LIMITATION.— 
‘‘(A) IN GENERAL.—For purposes of this sub-

section, the aggregate amount of distribu-
tions received by an individual which may be 
treated as qualified hurricane distributions 
for any taxable year shall not exceed the ex-
cess (if any) of— 

‘‘(i) $100,000, over 
‘‘(ii) the aggregate amounts treated as 

qualified hurricane distributions received by 
such individual for all prior taxable years. 

‘‘(B) TREATMENT OF PLAN DISTRIBUTIONS.— 
If a distribution to an individual would 

(without regard to subparagraph (A)) be a 
qualified hurricane distribution, a plan shall 
not be treated as violating any requirement 
of this title merely because the plan treats 
such distribution as a qualified hurricane 
distribution, unless the aggregate amount of 
such distributions from all plans maintained 
by the employer (and any member of any 
controlled group which includes the em-
ployer) to such individual exceeds $100,000. 

‘‘(C) CONTROLLED GROUP.—For purposes of 
subparagraph (B), the term ‘controlled 
group’ means any group treated as a single 
employer under subsection (b), (c), (m), or (o) 
of section 414. 

‘‘(3) AMOUNT DISTRIBUTED MAY BE REPAID.— 
‘‘(A) IN GENERAL.—Any individual who re-

ceives a qualified hurricane distribution 
may, at any time during the 3-year period 
beginning on the day after the date on which 
such distribution was received, make one or 
more contributions in an aggregate amount 
not to exceed the amount of such distribu-
tion to an eligible retirement plan of which 
such individual is a beneficiary and to which 
a rollover contribution of such distribution 
could be made under section 402(c), 403(a)(4), 
403(b)(8), 408(d)(3), or 457(e)(16), as the case 
may be. 

‘‘(B) TREATMENT OF REPAYMENTS OF DIS-
TRIBUTIONS FROM ELIGIBLE RETIREMENT PLANS 
OTHER THAN IRAS.—For purposes of this title, 
if a contribution is made pursuant to sub-
paragraph (A) with respect to a qualified 
hurricane distribution from an eligible re-
tirement plan other than an individual re-
tirement plan, then the taxpayer shall, to 
the extent of the amount of the contribu-
tion, be treated as having received the quali-
fied hurricane distribution in an eligible 
rollover distribution (as defined in section 
402(c)(4)) and as having transferred the 
amount to the eligible retirement plan in a 
direct trustee to trustee transfer within 60 
days of the distribution. 

‘‘(C) TREATMENT OF REPAYMENTS FOR DIS-
TRIBUTIONS FROM IRAS.—For purposes of this 
title, if a contribution is made pursuant to 
subparagraph (A) with respect to a qualified 
hurricane distribution from an individual re-
tirement plan (as defined by section 
7701(a)(37)), then, to the extent of the 
amount of the contribution, the qualified 
hurricane distribution shall be treated as a 
distribution described in section 408(d)(3) and 
as having been transferred to the eligible re-
tirement plan in a direct trustee to trustee 
transfer within 60 days of the distribution. 

‘‘(4) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) QUALIFIED HURRICANE DISTRIBUTION.— 
Except as provided in paragraph (2), the term 
‘qualified hurricane distribution’ means— 

‘‘(i) any distribution from an eligible re-
tirement plan made on or after August 25, 
2005, and before January 1, 2007, to an indi-
vidual whose principal place of abode on Au-
gust 28, 2005, is located in the Hurricane 
Katrina disaster area and who has sustained 
an economic loss by reason of Hurricane 
Katrina, 

‘‘(ii) any distribution (which is not de-
scribed in clause (i)) from an eligible retire-
ment plan made on or after September 23, 
2005, and before January 1, 2007, to an indi-
vidual whose principal place of abode on Sep-
tember 23, 2005, is located in the Hurricane 
Rita disaster area and who has sustained an 
economic loss by reason of Hurricane Rita, 
and 

‘‘(iii) any distribution (which is not de-
scribed in clause (i) or (ii)) from an eligible 
retirement plan made on or after October 23, 
2005, and before January 1, 2007, to an indi-
vidual whose principal place of abode on Oc-
tober 23, 2005, is located in the Hurricane 
Wilma disaster area and who has sustained 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00071 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATES536 February 2, 2006 
an economic loss by reason of Hurricane 
Wilma. 

‘‘(B) ELIGIBLE RETIREMENT PLAN.—The term 
‘eligible retirement plan’ shall have the 
meaning given such term by section 
402(c)(8)(B). 

‘‘(5) INCOME INCLUSION SPREAD OVER 3-YEAR 
PERIOD.— 

‘‘(A) IN GENERAL.—In the case of any quali-
fied hurricane distribution, unless the tax-
payer elects not to have this paragraph 
apply for any taxable year, any amount re-
quired to be included in gross income for 
such taxable year shall be so included rat-
ably over the 3-taxable year period beginning 
with such taxable year. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), rules similar to the rules of 
subparagraph (E) of section 408A(d)(3) shall 
apply. 

‘‘(6) SPECIAL RULES.— 
‘‘(A) EXEMPTION OF DISTRIBUTIONS FROM 

TRUSTEE TO TRUSTEE TRANSFER AND WITH-
HOLDING RULES.—For purposes of sections 
401(a)(31), 402(f), and 3405, qualified hurricane 
distributions shall not be treated as eligible 
rollover distributions. 

‘‘(B) QUALIFIED HURRICANE DISTRIBUTIONS 
TREATED AS MEETING PLAN DISTRIBUTION RE-
QUIREMENTS.—For purposes this title, a 
qualified hurricane distribution shall be 
treated as meeting the requirements of sec-
tions 401(k)(2)(B)(i), 403(b)(7)(A)(ii), 403(b)(11), 
and 457(d)(1)(A). 

‘‘(b) RECONTRIBUTIONS OF WITHDRAWALS 
FOR HOME PURCHASES.— 

‘‘(1) RECONTRIBUTIONS.— 
‘‘(A) IN GENERAL.—Any individual who re-

ceived a qualified distribution may, during 
the applicable period, make one or more con-
tributions in an aggregate amount not to ex-
ceed the amount of such qualified distribu-
tion to an eligible retirement plan (as de-
fined in section 402(c)(8)(B)) of which such in-
dividual is a beneficiary and to which a roll-
over contribution of such distribution could 
be made under section 402(c), 403(a)(4), 
403(b)(8), or 408(d)(3), as the case may be. 

‘‘(B) TREATMENT OF REPAYMENTS.—Rules 
similar to the rules of subparagraphs (B) and 
(C) of subsection (a)(3) shall apply for pur-
poses of this subsection. 

‘‘(2) QUALIFIED DISTRIBUTION.—For purposes 
of this subsection— 

‘‘(A) IN GENERAL.—The term ‘qualified dis-
tribution’ means any qualified Katrina dis-
tribution, any qualified Rita distribution, 
and any qualified Wilma distribution. 

‘‘(B) QUALIFIED KATRINA DISTRIBUTION.— 
The term ‘qualified Katrina distribution’ 
means any distribution— 

‘‘(i) described in section 401(k)(2)(B)(i)(IV), 
403(b)(7)(A)(ii) (but only to the extent such 
distribution relates to financial hardship), 
403(b)(11)(B), or 72(t)(2)(F), 

‘‘(ii) received after February 28, 2005, and 
before August 29, 2005, and 

‘‘(iii) which was to be used to purchase or 
construct a principal residence in the Hurri-
cane Katrina disaster area, but which was 
not so purchased or constructed on account 
of Hurricane Katrina. 

‘‘(C) QUALIFIED RITA DISTRIBUTION.—The 
term ‘qualified Rita distribution’ means any 
distribution (other than a qualified Katrina 
distribution)— 

‘‘(i) described in section 401(k)(2)(B)(i)(IV), 
403(b)(7)(A)(ii) (but only to the extent such 
distribution relates to financial hardship), 
403(b)(11)(B), or 72(t)(2)(F), 

‘‘(ii) received after February 28, 2005, and 
before September 24, 2005, and 

‘‘(iii) which was to be used to purchase or 
construct a principal residence in the Hurri-
cane Rita disaster area, but which was not so 
purchased or constructed on account of Hur-
ricane Rita. 

‘‘(D) QUALIFIED WILMA DISTRIBUTION.—The 
term ‘qualified Wilma distribution’ means 
any distribution (other than a qualified 
Katrina distribution or a qualified Rita dis-
tribution)— 

‘‘(i) described in section 401(k)(2)(B)(i)(IV), 
403(b)(7)(A)(ii) (but only to the extent such 
distribution relates to financial hardship), 
403(b)(11)(B), or 72(t)(2)(F), 

‘‘(ii) received after February 28, 2005, and 
before October 24, 2005, and 

‘‘(iii) which was to be used to purchase or 
construct a principal residence in the Hurri-
cane Wilma disaster area, but which was not 
so purchased or constructed on account of 
Hurricane Wilma. 

‘‘(3) APPLICABLE PERIOD.—For purposes of 
this subsection, the term ‘applicable period’ 
means— 

‘‘(A) with respect to any qualified Katrina 
distribution, the period beginning on August 
25, 2005, and ending on February 28, 2006, 

‘‘(B) with respect to any qualified Rita dis-
tribution, the period beginning on September 
23, 2005, and ending on February 28, 2006, and 

‘‘(C) with respect to any qualified Wilma 
distribution, the period beginning on October 
23, 2005, and ending on February 28, 2006. 

‘‘(c) LOANS FROM QUALIFIED PLANS.— 
‘‘(1) INCREASE IN LIMIT ON LOANS NOT TREAT-

ED AS DISTRIBUTIONS.—In the case of any loan 
from a qualified employer plan (as defined 
under section 72(p)(4)) to a qualified indi-
vidual made during the applicable period— 

‘‘(A) clause (i) of section 72(p)(2)(A) shall be 
applied by substituting ‘$100,000’ for ‘$50,000’, 
and 

‘‘(B) clause (ii) of such section shall be ap-
plied by substituting ‘the present value of 
the nonforfeitable accrued benefit of the em-
ployee under the plan’ for ‘one-half of the 
present value of the nonforfeitable accrued 
benefit of the employee under the plan’. 

‘‘(2) DELAY OF REPAYMENT.—In the case of a 
qualified individual with an outstanding loan 
on or after the qualified beginning date from 
a qualified employer plan (as defined in sec-
tion 72(p)(4))— 

‘‘(A) if the due date pursuant to subpara-
graph (B) or (C) of section 72(p)(2) for any re-
payment with respect to such loan occurs 
during the period beginning on the qualified 
beginning date and ending on December 31, 
2006, such due date shall be delayed for 1 
year, 

‘‘(B) any subsequent repayments with re-
spect to any such loan shall be appropriately 
adjusted to reflect the delay in the due date 
under paragraph (1) and any interest accru-
ing during such delay, and 

‘‘(C) in determining the 5-year period and 
the term of a loan under subparagraph (B) or 
(C) of section 72(p)(2), the period described in 
subparagraph (A) shall be disregarded. 

‘‘(3) QUALIFIED INDIVIDUAL.—For purposes 
of this subsection— 

‘‘(A) IN GENERAL.—The term ‘qualified indi-
vidual’ means any qualified Hurricane 
Katrina individual, any qualified Hurricane 
Rita individual, and any qualified Hurricane 
Wilma individual. 

‘‘(B) QUALIFIED HURRICANE KATRINA INDI-
VIDUAL.—The term ‘qualified Hurricane 
Katrina individual’ means an individual 
whose principal place of abode on August 28, 
2005, is located in the Hurricane Katrina dis-
aster area and who has sustained an eco-
nomic loss by reason of Hurricane Katrina. 

‘‘(C) QUALIFIED HURRICANE RITA INDI-
VIDUAL.—The term ‘qualified Hurricane Rita 
individual’ means an individual (other than a 
qualified Hurricane Katrina individual) 
whose principal place of abode on September 
23, 2005, is located in the Hurricane Rita dis-
aster area and who has sustained an eco-
nomic loss by reason of Hurricane Rita. 

‘‘(D) QUALIFIED HURRICANE WILMA INDI-
VIDUAL.—The term ‘qualified Hurricane 

Wilma individual’ means an individual 
(other than a qualified Hurricane Katrina in-
dividual or a qualified Hurricane Rita indi-
vidual) whose principal place of abode on Oc-
tober 23, 2005, is located in the Hurricane 
Wilma disaster area and who has sustained 
an economic loss by reason of Hurricane 
Wilma. 

‘‘(4) APPLICABLE PERIOD; QUALIFIED BEGIN-
NING DATE.—For purposes of this sub-
section— 

‘‘(A) HURRICANE KATRINA.—In the case of 
any qualified Hurricane Katrina individual— 

‘‘(i) the applicable period is the period be-
ginning on September 24, 2005, and ending on 
December 31, 2006, and 

‘‘(ii) the qualified beginning date is August 
25, 2005. 

‘‘(B) HURRICANE RITA.—In the case of any 
qualified Hurricane Rita individual— 

‘‘(i) the applicable period is the period be-
ginning on the date of the enactment of this 
subsection and ending on December 31, 2006, 
and 

‘‘(ii) the qualified beginning date is Sep-
tember 23, 2005. 

‘‘(C) HURRICANE WILMA.—In the case of any 
qualified Hurricane Wilma individual— 

‘‘(i) the applicable period is the period be-
ginning on the date of the enactment of this 
subsection and ending on December 31, 2006, 
and 

‘‘(ii) the qualified beginning date is Octo-
ber 23, 2005. 
‘‘SEC. 1400R. EMPLOYMENT RELIEF. 

‘‘(a) EMPLOYEE RETENTION CREDIT FOR EM-
PLOYERS AFFECTED BY HURRICANE KATRINA.— 

‘‘(1) IN GENERAL.—For purposes of section 
38, in the case of an eligible employer, the 
Hurricane Katrina employee retention credit 
for any taxable year is an amount equal to 40 
percent of the qualified wages with respect 
to each eligible employee of such employer 
for such taxable year. For purposes of the 
preceding sentence, the amount of qualified 
wages which may be taken into account with 
respect to any individual shall not exceed 
$6,000. 

‘‘(2) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) ELIGIBLE EMPLOYER.—The term ‘eligi-
ble employer’ means any employer— 

‘‘(i) which conducted an active trade or 
business on August 28, 2005, in the Gulf Op-
portunity Zone, and 

‘‘(ii) with respect to whom the trade or 
business described in clause (i) is inoperable 
on any day after August 28, 2005, and before 
January 1, 2006, as a result of damage sus-
tained by reason of Hurricane Katrina. 

‘‘(B) ELIGIBLE EMPLOYEE.—The term ‘eligi-
ble employee’ means with respect to an eligi-
ble employer an employee whose principal 
place of employment on August 28, 2005, with 
such eligible employer was in the Gulf Op-
portunity Zone. 

‘‘(C) QUALIFIED WAGES.—The term ‘quali-
fied wages’ means wages (as defined in sec-
tion 51(c)(1), but without regard to section 
3306(b)(2)(B)) paid or incurred by an eligible 
employer with respect to an eligible em-
ployee on any day after August 28, 2005, and 
before January 1, 2006, which occurs during 
the period— 

‘‘(i) beginning on the date on which the 
trade or business described in subparagraph 
(A) first became inoperable at the principal 
place of employment of the employee imme-
diately before Hurricane Katrina, and 

‘‘(ii) ending on the date on which such 
trade or business has resumed significant op-
erations at such principal place of employ-
ment. 

Such term shall include wages paid without 
regard to whether the employee performs no 
services, performs services at a different 
place of employment than such principal 
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place of employment, or performs services at 
such principal place of employment before 
significant operations have resumed. 

‘‘(3) CERTAIN RULES TO APPLY.—For pur-
poses of this subsection, rules similar to the 
rules of sections 51(i)(1), 52, and 280C(a) shall 
apply. 

‘‘(4) EMPLOYEE NOT TAKEN INTO ACCOUNT 
MORE THAN ONCE.—An employee shall not be 
treated as an eligible employee for purposes 
of this subsection for any period with respect 
to any employer if such employer is allowed 
a credit under section 51 with respect to such 
employee for such period. 

‘‘(b) EMPLOYEE RETENTION CREDIT FOR EM-
PLOYERS AFFECTED BY HURRICANE RITA.— 

‘‘(1) IN GENERAL.—For purposes of section 
38, in the case of an eligible employer, the 
Hurricane Rita employee retention credit for 
any taxable year is an amount equal to 40 
percent of the qualified wages with respect 
to each eligible employee of such employer 
for such taxable year. For purposes of the 
preceding sentence, the amount of qualified 
wages which may be taken into account with 
respect to any individual shall not exceed 
$6,000. 

‘‘(2) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) ELIGIBLE EMPLOYER.—The term ‘eligi-
ble employer’ means any employer— 

‘‘(i) which conducted an active trade or 
business on September 23, 2005, in the Rita 
GO Zone, and 

‘‘(ii) with respect to whom the trade or 
business described in clause (i) is inoperable 
on any day after September 23, 2005, and be-
fore January 1, 2006, as a result of damage 
sustained by reason of Hurricane Rita. 

‘‘(B) ELIGIBLE EMPLOYEE.—The term ‘eligi-
ble employee’ means with respect to an eligi-
ble employer an employee whose principal 
place of employment on September 23, 2005, 
with such eligible employer was in the Rita 
GO Zone. 

‘‘(C) QUALIFIED WAGES.—The term ‘quali-
fied wages’ means wages (as defined in sec-
tion 51(c)(1), but without regard to section 
3306(b)(2)(B)) paid or incurred by an eligible 
employer with respect to an eligible em-
ployee on any day after September 23, 2005, 
and before January 1, 2006, which occurs dur-
ing the period— 

‘‘(i) beginning on the date on which the 
trade or business described in subparagraph 
(A) first became inoperable at the principal 
place of employment of the employee imme-
diately before Hurricane Rita, and 

‘‘(ii) ending on the date on which such 
trade or business has resumed significant op-
erations at such principal place of employ-
ment. 

Such term shall include wages paid without 
regard to whether the employee performs no 
services, performs services at a different 
place of employment than such principal 
place of employment, or performs services at 
such principal place of employment before 
significant operations have resumed. 

‘‘(3) CERTAIN RULES TO APPLY.—For pur-
poses of this subsection, rules similar to the 
rules of sections 51(i)(1), 52, and 280C(a) shall 
apply. 

‘‘(4) EMPLOYEE NOT TAKEN INTO ACCOUNT 
MORE THAN ONCE.—An employee shall not be 
treated as an eligible employee for purposes 
of this subsection for any period with respect 
to any employer if such employer is allowed 
a credit under subsection (a) or section 51 
with respect to such employee for such pe-
riod. 

‘‘(c) EMPLOYEE RETENTION CREDIT FOR EM-
PLOYERS AFFECTED BY HURRICANE WILMA.— 

‘‘(1) IN GENERAL.—For purposes of section 
38, in the case of an eligible employer, the 
Hurricane Wilma employee retention credit 
for any taxable year is an amount equal to 40 

percent of the qualified wages with respect 
to each eligible employee of such employer 
for such taxable year. For purposes of the 
preceding sentence, the amount of qualified 
wages which may be taken into account with 
respect to any individual shall not exceed 
$6,000. 

‘‘(2) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) ELIGIBLE EMPLOYER.—The term ‘eligi-
ble employer’ means any employer— 

‘‘(i) which conducted an active trade or 
business on October 23, 2005, in the Wilma GO 
Zone, and 

‘‘(ii) with respect to whom the trade or 
business described in clause (i) is inoperable 
on any day after October 23, 2005, and before 
January 1, 2006, as a result of damage sus-
tained by reason of Hurricane Wilma. 

‘‘(B) ELIGIBLE EMPLOYEE.—The term ‘eligi-
ble employee’ means with respect to an eligi-
ble employer an employee whose principal 
place of employment on October 23, 2005, 
with such eligible employer was in the 
Wilma GO Zone. 

‘‘(C) QUALIFIED WAGES.—The term ‘quali-
fied wages’ means wages (as defined in sec-
tion 51(c)(1), but without regard to section 
3306(b)(2)(B)) paid or incurred by an eligible 
employer with respect to an eligible em-
ployee on any day after October 23, 2005, and 
before January 1, 2006, which occurs during 
the period— 

‘‘(i) beginning on the date on which the 
trade or business described in subparagraph 
(A) first became inoperable at the principal 
place of employment of the employee imme-
diately before Hurricane Wilma, and 

‘‘(ii) ending on the date on which such 
trade or business has resumed significant op-
erations at such principal place of employ-
ment. 

Such term shall include wages paid without 
regard to whether the employee performs no 
services, performs services at a different 
place of employment than such principal 
place of employment, or performs services at 
such principal place of employment before 
significant operations have resumed. 

‘‘(3) CERTAIN RULES TO APPLY.—For pur-
poses of this subsection, rules similar to the 
rules of sections 51(i)(1), 52, and 280C(a) shall 
apply. 

‘‘(4) EMPLOYEE NOT TAKEN INTO ACCOUNT 
MORE THAN ONCE.—An employee shall not be 
treated as an eligible employee for purposes 
of this subsection for any period with respect 
to any employer if such employer is allowed 
a credit under subsection (a) or section 51 
with respect to such employee for such pe-
riod. 
‘‘SEC. 1400S. ADDITIONAL TAX RELIEF PROVI-

SIONS. 
‘‘(a) TEMPORARY SUSPENSION OF LIMITA-

TIONS ON CHARITABLE CONTRIBUTIONS.— 
‘‘(1) IN GENERAL.—Except as otherwise pro-

vided in paragraph (2), section 170(b) shall 
not apply to qualified contributions and such 
contributions shall not be taken into ac-
count for purposes of applying subsections 
(b) and (d) of section 170 to other contribu-
tions. 

‘‘(2) TREATMENT OF EXCESS CONTRIBU-
TIONS.—For purposes of section 170— 

‘‘(A) INDIVIDUALS.—In the case of an indi-
vidual— 

‘‘(i) LIMITATION.—Any qualified contribu-
tion shall be allowed only to the extent that 
the aggregate of such contributions does not 
exceed the excess of the taxpayer’s contribu-
tion base (as defined in subparagraph (F) of 
section 170(b)(1)) over the amount of all 
other charitable contributions allowed under 
section 170(b)(1). 

‘‘(ii) CARRYOVER.—If the aggregate amount 
of qualified contributions made in the con-
tribution year (within the meaning of sec-

tion 170(d)(1)) exceeds the limitation of 
clause (i), such excess shall be added to the 
excess described in the portion of subpara-
graph (A) of such section which precedes 
clause (i) thereof for purposes of applying 
such section. 

‘‘(B) CORPORATIONS.—In the case of a cor-
poration— 

‘‘(i) LIMITATION.—Any qualified contribu-
tion shall be allowed only to the extent that 
the aggregate of such contributions does not 
exceed the excess of the taxpayer’s taxable 
income (as determined under paragraph (2) of 
section 170(b)) over the amount of all other 
charitable contributions allowed under such 
paragraph. 

‘‘(ii) CARRYOVER.—Rules similar to the 
rules of subparagraph (A)(ii) shall apply for 
purposes of this subparagraph. 

‘‘(3) EXCEPTION TO OVERALL LIMITATION ON 
ITEMIZED DEDUCTIONS.—So much of any de-
duction allowed under section 170 as does not 
exceed the qualified contributions paid dur-
ing the taxable year shall not be treated as 
an itemized deduction for purposes of section 
68. 

‘‘(4) QUALIFIED CONTRIBUTIONS.— 
‘‘(A) IN GENERAL.—For purposes of this sub-

section, the term ‘qualified contribution’ 
means any charitable contribution (as de-
fined in section 170(c)) if— 

‘‘(i) such contribution is paid during the 
period beginning on August 28, 2005, and end-
ing on December 31, 2005, in cash to an orga-
nization described in section 170(b)(1)(A) 
(other than an organization described in sec-
tion 509(a)(3)), 

‘‘(ii) in the case of a contribution paid by 
a corporation, such contribution is for relief 
efforts related to Hurricane Katrina, Hurri-
cane Rita, or Hurricane Wilma, and 

‘‘(iii) the taxpayer has elected the applica-
tion of this subsection with respect to such 
contribution. 

‘‘(B) EXCEPTION.—Such term shall not in-
clude a contribution if the contribution is 
for establishment of a new, or maintenance 
in an existing, segregated fund or account 
with respect to which the donor (or any per-
son appointed or designated by such donor) 
has, or reasonably expects to have, advisory 
privileges with respect to distributions or in-
vestments by reason of the donor’s status as 
a donor. 

‘‘(C) APPLICATION OF ELECTION TO PARTNER-
SHIPS AND S CORPORATIONS.—In the case of a 
partnership or S corporation, the election 
under subparagraph (A)(iii) shall be made 
separately by each partner or shareholder. 

‘‘(b) SUSPENSION OF CERTAIN LIMITATIONS 
ON PERSONAL CASUALTY LOSSES.—Paragraphs 
(1) and (2)(A) of section 165(h) shall not apply 
to losses described in section 165(c)(3)— 

‘‘(1) which arise in the Hurricane Katrina 
disaster area on or after August 25, 2005, and 
which are attributable to Hurricane Katrina, 

‘‘(2) which arise in the Hurricane Rita dis-
aster area on or after September 23, 2005, and 
which are attributable to Hurricane Rita, or 

‘‘(3) which arise in the Hurricane Wilma 
disaster area on or after October 23, 2005, and 
which are attributable to Hurricane Wilma. 

In the case of any other losses, section 
165(h)(2)(A) shall be applied without regard 
to the losses referred to in the preceding sen-
tence.’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Subsection (b) of section 38 is amended 

by striking ‘‘and’’ at the end of paragraph 
(25), by striking the period at the end of 
paragraph (26) and inserting a comma, and 
by adding at the end the following new para-
graphs: 

‘‘(27) the Hurricane Katrina employee re-
tention credit determined under section 
1400R(a), 
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‘‘(28) the Hurricane Rita employee reten-

tion credit determined under section 
1400R(b), and 

‘‘(29) the Hurricane Wilma employee reten-
tion credit determined under section 
1400R(c).’’. 

(2) The table of sections for subchapter Z of 
chapter 1 is amended by adding at the end 
the following new items: 
‘‘Sec. 1400P. Special rules for mortgage rev-

enue bonds. 
‘‘Sec. 1400Q. Special rules for use of retire-

ment funds. 
‘‘Sec. 1400R. Employment relief. 
‘‘Sec. 1400S. Additional tax relief provi-

sions.’’. 
(3) The following provisions of the Katrina 

Emergency Tax Relief Act of 2005 are hereby 
repealed: 

(A) Title I. 
(B) Sections 202, 301, and 402. 

TITLE II—EXTENSION OF EXPIRING 
PROVISIONS 

Subtitle A—Multi-Year Extensions 
SEC. 201. EXTENSION OF INCREASED EXPENSING 

FOR SMALL BUSINESS. 
Section 179 is amended by striking ‘‘2008’’ 

each place it appears and inserting ‘‘2010’’. 
SEC. 202. CREDIT FOR ELECTIVE DEFERRALS 

AND IRA CONTRIBUTIONS. 
Section 25B(h) is amended by striking 

‘‘2006’’ and inserting ‘‘2009’’. 
SEC. 203. ABOVE-THE-LINE DEDUCTION FOR 

HIGHER EDUCATION. 
(a) IN GENERAL.—Section 222(e) is amended 

by striking ‘‘2005’’and inserting ‘‘2009’’. 
(b) CONFORMING AMENDMENTS.—Section 

222(b)(2)(B) is amended— 
(1) by striking ‘‘a taxable year beginning in 

2004 or 2005’’ and inserting ‘‘any taxable year 
beginning after 2003’’, and 

(2) by striking ‘‘2004 AND 2005’’ and insert-
ing ‘‘AFTER 2003’’. 
SEC. 204. EXTENSION AND MODIFICATION OF 

NEW MARKETS TAX CREDIT. 
(a) EXTENSION.—Section 45D(f)(1)(D) is 

amended by striking ‘‘and 2007’’ and insert-
ing ‘‘, 2007, and 2008’’. 

(b) REGULATIONS REGARDING NON-METRO-
POLITAN COUNTIES.—Section 45D(i) is amend-
ed by striking ‘‘and’’ at the end of paragraph 
(4), by striking the period at the end of para-
graph (5) and inserting ‘‘, and’’, and by add-
ing at the end by the following new para-
graph: 

‘‘(6) which ensure that non-metropolitan 
counties receive a proportional allocation of 
qualified equity investments.’’. 

Subtitle B—One-Year Extensions 
SEC. 211. ELECTION TO DEDUCT STATE AND 

LOCAL GENERAL SALES TAXES. 
Section 164(b)(5)(I) is amended by striking 

‘‘2006’’ and inserting ‘‘2007’’. 
SEC. 212. EXTENSION AND INCREASE IN MIN-

IMUM TAX RELIEF TO INDIVIDUALS. 
(a) IN GENERAL.—Section 55(d)(1) is amend-

ed— 
(1) by striking ‘‘$58,000’’ and all that fol-

lows through ‘‘2005’’ in subparagraph (A) and 
inserting ‘‘$62,550 in the case of taxable years 
beginning in 2006’’, and 

(2) by striking ‘‘$40,250’’ and all that fol-
lows through ‘‘2005’’ in subparagraph (B) and 
inserting ‘‘$42,500 in the case of taxable years 
beginning in 2006’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 213. ALLOWANCE OF NONREFUNDABLE PER-

SONAL CREDITS AGAINST REGULAR 
AND ALTERNATIVE MINIMUM TAX LI-
ABILITY. 

(a) IN GENERAL.—Paragraph (2) of section 
26(a) is amended— 

(1) by striking ‘‘2005’’ in the heading and in-
serting ‘‘2006’’, and 

(2) by striking ‘‘or 2005’’ and inserting 
‘‘2005, or 2006’’. 

(b) CONFORMING PROVISIONS.— 
(1) Section 30B(g) is amended by adding at 

the end the following new paragraph: 
‘‘(3) SPECIAL RULE FOR 2006.—For purposes 

of any taxable year beginning during 2006, 
the credit allowed under subsection (a) (after 
the application of paragraph (1)) shall not ex-
ceed the excess of— 

‘‘(A) the sum of the regular tax liability 
(as defined in section 26(b)) plus the tax im-
posed by section 55, over 

‘‘(B) the sum of the credits allowable under 
subpart A and this subpart (other than this 
section and section 30C).’’. 

(2) Section 30C(d) is amended by adding at 
the end the following new paragraph: 

‘‘(3) SPECIAL RULE FOR 2006.—For purposes 
of any taxable year beginning during 2006, 
the credit allowed under subsection (a) (after 
the application of paragraph (1)) shall not ex-
ceed the excess of— 

‘‘(A) the sum of the regular tax liability 
(as defined in section 26(b)) plus the tax im-
posed by section 55, over 

‘‘(B) the sum of the credits allowable under 
subpart A and this subpart (other than this 
section).’’. 

(3) Section 904(h) is amended by striking 
‘‘or 2005’’ and inserting ‘‘2005, or 2006’’. 

(4) The amendments made by sections 
201(b), 202(f), and 618(b) of the Economic 
Growth and Tax Relief Reconciliation Act of 
2001 shall not apply to taxable years begin-
ning during 2006. 
SEC. 214. EXTENSION AND MODIFICATION OF RE-

SEARCH CREDIT. 
(a) EXTENSION.— 
(1) IN GENERAL.—Section 41(h)(1)(B) is 

amended by striking ‘‘2005’’ and inserting 
‘‘2006’’. 

(2) CONFORMING AMENDMENT.—Section 
45C(b)(1)(D) is amended by striking ‘‘2005’’ 
and inserting ‘‘2006’’. 

(b) INCREASE IN RATES OF ALTERNATIVE IN-
CREMENTAL CREDIT.—Subparagraph (A) of 
section 41(c)(4) (relating to election of alter-
native incremental credit) is amended— 

(1) by striking ‘‘2.65 percent’’ and inserting 
‘‘3 percent’’, 

(2) by striking ‘‘3.2 percent’’ and inserting 
‘‘4 percent’’, and 

(3) by striking ‘‘3.75 percent’’ and inserting 
‘‘5 percent’’. 

(c) ALTERNATIVE SIMPLIFIED CREDIT FOR 
QUALIFIED RESEARCH EXPENSES.— 

(1) IN GENERAL.—Subsection (c) of section 
41 (relating to base amount) is amended by 
redesignating paragraphs (5) and (6) as para-
graphs (6) and (7), respectively, and by in-
serting after paragraph (4) the following new 
paragraph: 

‘‘(5) ELECTION OF ALTERNATIVE SIMPLIFIED 
CREDIT.— 

‘‘(A) IN GENERAL.—At the election of the 
taxpayer, the credit determined under sub-
section (a)(1) shall be equal to 12 percent of 
so much of the qualified research expenses 
for the taxable year as exceeds 50 percent of 
the average qualified research expenses for 
the 3 taxable years preceding the taxable 
year for which the credit is being deter-
mined. 

‘‘(B) SPECIAL RULE IN CASE OF NO QUALIFIED 
RESEARCH EXPENSES IN ANY OF 3 PRECEDING 
TAXABLE YEARS.— 

‘‘(i) TAXPAYERS TO WHICH SUBPARAGRAPH 
APPLIES.—The credit under this paragraph 
shall be determined under this subparagraph 
if the taxpayer has no qualified research ex-
penses in any 1 of the 3 taxable years pre-
ceding the taxable year for which the credit 
is being determined. 

‘‘(ii) CREDIT RATE.—The credit determined 
under this subparagraph shall be equal to 6 
percent of the qualified research expenses for 
the taxable year. 

‘‘(C) ELECTION.—An election under this 
paragraph shall apply to the taxable year for 
which made and all succeeding taxable years 
unless revoked with the consent of the Sec-
retary. An election under this paragraph 
may not be made for any taxable year to 
which an election under paragraph (4) ap-
plies.’’. 

(2) COORDINATION WITH ELECTION OF ALTER-
NATIVE INCREMENTAL CREDIT.— 

(A) IN GENERAL.—Section 41(c)(4)(B) (relat-
ing to election) is amended by adding at the 
end the following: ‘‘An election under this 
paragraph may not be made for any taxable 
year to which an election under paragraph 
(5) applies.’’. 

(B) TRANSITION RULE.—In the case of an 
election under section 41(c)(4) of the Internal 
Revenue Code of 1986 which applies to the 
taxable year which includes the date of the 
enactment of this Act, such election shall be 
treated as revoked with the consent of the 
Secretary of the Treasury if the taxpayer 
makes an election under section 41(c)(5) of 
such Code (as added by subsection (a)) for 
such year. 

(d) EXPANSION OF CREDIT TO EXPENSES OF 
GENERAL COLLABORATIVE RESEARCH CON-
SORTIA.—Section 41 is amended— 

(1) by striking ‘‘an energy research consor-
tium’’ in subsections (a)(3) and (b)(3)(C)(i) 
and inserting ‘‘a research consortium’’, 

(2) by striking ‘‘energy’’ each place it ap-
pears in subsection (f)(6)(A), 

(3) by inserting ‘‘or 501(c)(6)’’ after ‘‘section 
501(c)(3)’’ in subsection (f)(6)(A)(i)(I), and 

(4) by striking ‘‘ENERGY RESEARCH’’ in the 
heading for subsection (f)(6)(A) and inserting 
‘‘RESEARCH’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years ending after December 31, 2005. 
SEC. 215. WORK OPPORTUNITY TAX CREDIT AND 

WELFARE-TO-WORK CREDIT. 
(a) IN GENERAL.—Section 51(c)(4)(B) is 

amended by striking ‘‘2005’’ and inserting 
‘‘2006’’. 

(b) ELIGIBILITY OF EX-FELONS DETERMINED 
WITHOUT REGARD TO FAMILY INCOME.—Para-
graph (4) of section 51(d) is amended by add-
ing ‘‘and’’ at the end of subparagraph (A), by 
striking ‘‘, and’’ at the end of subparagraph 
(B) and inserting a period, and by striking 
all that follows subparagraph (B). 

(c) INCREASE IN MAXIMUM AGE FOR ELIGI-
BILITY OF FOOD STAMP RECIPIENTS.—Clause 
(i) of section 51(d)(8)(A) is amended by strik-
ing ‘‘25’’ and inserting ‘‘40’’. 

(d) INCREASE IN MAXIMUM AGE FOR DES-
IGNATED COMMUNITY RESIDENTS.— 

(1) IN GENERAL.—Paragraph (5) of section 
51(d) is amended to read as follows: 

‘‘(5) DESIGNATED COMMUNITY RESIDENTS.— 
‘‘(A) IN GENERAL.—The term ‘designated 

community resident’ means any individual 
who is certified by the designated local agen-
cy— 

‘‘(i) as having attained age 18 but not age 
40 on the hiring date, and 

‘‘(ii) as having his principal place of abode 
within an empowerment zone, enterprise 
community, or renewal community. 

‘‘(B) INDIVIDUAL MUST CONTINUE TO RESIDE 
IN ZONE OR COMMUNITY.—In the case of a des-
ignated community resident, the term 
‘qualified wages’ shall not include wages 
paid or incurred for services performed while 
the individual’s principal place of abode is 
outside an empowerment zone, enterprise 
community, or renewal community.’’ 

(2) CONFORMING AMENDMENT.—Subpara-
graph (D) of section 51(d)(1) is amended to 
read as follows: 

‘‘(D) a designated community resident,’’. 
(e) CONSOLIDATION OF WORK OPPORTUNITY 

CREDIT WITH WELFARE-TO-WORK CREDIT.— 
(1) IN GENERAL.—Paragraph (1) of section 

51(d) is amended by striking ‘‘or’’ at the end 
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of subparagraph (G), by striking the period 
at the end of subparagraph (H) and inserting 
‘‘, or’’, and by adding at the end the fol-
lowing new subparagraph: 

‘‘(I) a long-term family assistance recipi-
ent.’’ 

(2) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—Subsection (d) of section 51 is amended 
by redesignating paragraphs (10) through (12) 
as paragraphs (11) through (13), respectively, 
and by inserting after paragraph (9) the fol-
lowing new paragraph: 

‘‘(10) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—The term ‘long-term family assistance 
recipient’ means any individual who is cer-
tified by the designated local agency— 

‘‘(A) as being a member of a family receiv-
ing assistance under a IV–A program (as de-
fined in paragraph (2)(B)) for at least the 18- 
month period ending on the hiring date, 

‘‘(B)(i) as being a member of a family re-
ceiving such assistance for 18 months begin-
ning after August 5, 1997, and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the end of the ear-
liest such 18-month period, or 

‘‘(C)(i) as being a member of a family 
which ceased to be eligible for such assist-
ance by reason of any limitation imposed by 
Federal or State law on the maximum period 
such assistance is payable to a family, and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the date of such ces-
sation.’’ 

(3) INCREASED CREDIT FOR EMPLOYMENT OF 
LONG-TERM FAMILY ASSISTANCE RECIPIENTS.— 
Section 51 is amended by inserting after sub-
section (d) the following new subsection: 

‘‘(e) CREDIT FOR SECOND-YEAR WAGES FOR 
EMPLOYMENT OF LONG-TERM FAMILY ASSIST-
ANCE RECIPIENTS.— 

‘‘(1) IN GENERAL.—With respect to the em-
ployment of a long-term family assistance 
recipient— 

‘‘(A) the amount of the work opportunity 
credit determined under this section for the 
taxable year shall include 50 percent of the 
qualified second-year wages for such year, 
and 

‘‘(B) in lieu of applying subsection (b)(3), 
the amount of the qualified first-year wages, 
and the amount of qualified second-year 
wages, which may be taken into account 
with respect to such a recipient shall not ex-
ceed $10,000 per year. 

‘‘(2) QUALIFIED SECOND-YEAR WAGES.—For 
purposes of this subsection, the term ‘quali-
fied second-year wages’ means qualified 
wages— 

‘‘(A) which are paid to a long-term family 
assistance recipient, and 

‘‘(B) which are attributable to service ren-
dered during the 1-year period beginning on 
the day after the last day of the 1-year pe-
riod with respect to such recipient deter-
mined under subsection (b)(2). 

‘‘(3) SPECIAL RULES FOR AGRICULTURAL AND 
RAILWAY LABOR.—If such recipient is an em-
ployee to whom subparagraph (A) or (B) of 
subsection (h)(1) applies, rules similar to the 
rules of such subparagraphs shall apply ex-
cept that— 

‘‘(A) such subparagraph (A) shall be applied 
by substituting ‘$10,000’ for ‘$6,000’, and 

‘‘(B) such subparagraph (B) shall be applied 
by substituting ‘$833.33’ for ‘$500’.’’ 

(4) REPEAL OF SEPARATE WELFARE-TO-WORK 
CREDIT.— 

(A) IN GENERAL.—Section 51A is hereby re-
pealed. 

(B) CLERICAL AMENDMENT.—The table of 
sections for subpart F of part IV of sub-
chapter A of chapter 1 is amended by strik-
ing the item relating to section 51A. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to individ-
uals who begin work for the employer after 
December 31, 2005. 

SEC. 216. QUALIFIED ZONE ACADEMY BONDS. 
(a) IN GENERAL.—Paragraph (1) of section 

1397E(e) is amended by striking ‘‘and 2005’’ 
and inserting ‘‘2005, and 2006’’. 

(b) FORM OF PRIVATE BUSINESS CONTRIBU-
TIONS.—Section 1397E(d)(2)(B) is amended by 
striking ‘‘any contribution’’ and all that fol-
lows and inserting ‘‘any cash or cash equiva-
lent contribution’’. 

(c) SPECIAL RULES RELATING TO AMORTIZA-
TION, EXPENDITURES, ARBITRAGE, AND RE-
PORTING.— 

(1) IN GENERAL.—Section 1397E is amend-
ed— 

(A) in subsection (d)(1), by striking ‘‘and’’ 
at the end of subparagraph (C)(iii), by strik-
ing the period at the end of subparagraph (D) 
and inserting ‘‘, and’’, and by adding at the 
end the following new subparagraph: 

‘‘(E) the issue meets the requirements of 
subsections (f), (g), (h), and (i).’’, and 

(B) by redesignating subsections (f), (g), 
(h), and (i) as subsection (j), (k), (l), and (m), 
respectively, and by inserting after sub-
section (e) the following new subsections: 

‘‘(f) RATABLE PRINCIPAL AMORTIZATION RE-
QUIRED.—An issue shall be treated as meet-
ing the requirements of this subsection if 
such issue provides for an equal amount of 
principal to be paid by the issuer during each 
calendar year that the issue is outstanding. 

‘‘(g) SPECIAL RULES RELATING TO EXPENDI-
TURES.— 

‘‘(1) IN GENERAL.—An issue shall be treated 
as meeting the requirements of this sub-
section if, as of the date of issuance, the 
issuer reasonably expects— 

‘‘(A) at least 95 percent of the proceeds 
from the sale of the issue are to be spent for 
1 or more qualified purposes with respect to 
qualified zone academies within the 5-year 
period beginning on the date of issuance of 
the qualified zone academy bond, 

‘‘(B) a binding commitment with a third 
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be in-
curred within the 6-month period beginning 
on the date of issuance of the qualified zone 
academy bond, and 

‘‘(C) such purposes will be completed with 
due diligence and the proceeds from the sale 
of the issue will be spent with due diligence. 

‘‘(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of 
the period described in paragraph (1)(A), the 
Secretary may extend such period if the 
issuer establishes that the failure to satisfy 
the 5-year requirement is due to reasonable 
cause and the related purposes will continue 
to proceed with due diligence. 

‘‘(3) FAILURE TO SPEND REQUIRED AMOUNT OF 
BOND PROCEEDS WITHIN 5 YEARS.—To the ex-
tent that less than 95 percent of the proceeds 
of such issue are expended by the close of the 
5-year period beginning on the date of 
issuance (or if an extension has been ob-
tained under paragraph (2), by the close of 
the extended period), the issuer shall redeem 
all of the nonqualified bonds within 90 days 
after the end of such period. For purposes of 
this paragraph, the amount of the non-
qualified bonds required to be redeemed shall 
be determined in the same manner as under 
section 142. 

‘‘(h) SPECIAL RULES RELATING TO ARBI-
TRAGE.—An issue shall be treated as meeting 
the requirements of this subsection if the 
issuer satisfies the arbitrage requirements of 
section 148 with respect to proceeds of the 
issue. 

‘‘(i) REPORTING.—Issuers of qualified acad-
emy zone bonds shall submit reports similar 
to the reports required under section 
149(e).’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 1397E(d)(3) is amended by in-

serting ‘‘without regard to the requirements 
of subsection (f) and’’ after ‘‘Such present 
value shall be determined’’. 

(B) Section 54(l)(3)(B) is amended by strik-
ing ‘‘section 1397E(i)’’ and inserting ‘‘section 
1397E(l)’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to obliga-
tions issued after December 31, 2005. 
SEC. 217. DEDUCTION FOR CORPORATE DONA-

TIONS OF COMPUTER TECHNOLOGY 
AND EQUIPMENT. 

Section 170(e)(6)(G) is amended by striking 
‘‘2005’’ and inserting ‘‘2006’’. 
SEC. 218. ABOVE-THE-LINE DEDUCTION FOR CER-

TAIN EXPENSES OF ELEMENTARY 
AND SECONDARY SCHOOL TEACH-
ERS. 

Subparagraph (D) of section 62(a)(2) is 
amended by striking ‘‘or 2005’’ and inserting 
‘‘2005, or 2006’’. 
SEC. 219. EXPENSING OF BROWNFIELDS REMEDI-

ATION COSTS. 
(a) EXTENSION.—Subsection (h) of section 

198 is amended by striking ‘‘2005’’ and insert-
ing ‘‘2006’’. 

(b) EXPANSION.— 
(1) IN GENERAL.—Section 198(d)(1) (defining 

hazardous substance) is amended by striking 
‘‘and’’ at the end of subparagraph (A), by 
striking the period at the end of subpara-
graph (B) and inserting ‘‘, and’’, and by add-
ing at the end the following new subpara-
graph: 

‘‘(C) any petroleum product (as defined in 
section 4612(a)(3)).’’. 

(2) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to ex-
penditures paid or incurred after December 
31, 2005. 
SEC. 220. TAX INCENTIVES FOR INVESTMENT IN 

THE DISTRICT OF COLUMBIA. 
(a) DESIGNATION OF ZONE.—Subsection (f) of 

section 1400 is amended by striking ‘‘2005’’ 
both places it appears and inserting ‘‘2006’’. 

(b) TAX-EXEMPT ECONOMIC DEVELOPMENT 
BONDS.—Subsection (b) of section 1400A is 
amended by striking ‘‘2005’’ and inserting 
‘‘2006’’. 

(c) ZERO PERCENT CAPITAL GAINS RATE.— 
(1) IN GENERAL.—Subsection (b) of section 

1400B is amended by striking ‘‘2006’’ each 
place it appears and inserting ‘‘2007’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 1400B(e)(2) is amended— 
(i) by striking ‘‘2010’’ and inserting ‘‘2011’’, 

and 
(ii) by striking ‘‘2010’’ in the heading and 

inserting ‘‘2011’’. 
(B) Section 1400B(g)(2) is amended by strik-

ing ‘‘2010’’ and inserting ‘‘2011’’. 
(C) Section 1400F(d) is amended by striking 

‘‘2010’’ and inserting ‘‘2011’’. 
(d) FIRST-TIME HOMEBUYER CREDIT.—Sub-

section (i) of section 1400C is amended by 
striking ‘‘2006’’ and inserting ‘‘2007’’. 
SEC. 221. INDIAN EMPLOYMENT TAX CREDIT. 

Section 45A(f) is amended by striking 
‘‘2005’’ and inserting ‘‘2006’’. 
SEC. 222. ACCELERATED DEPRECIATION FOR 

BUSINESS PROPERTY ON INDIAN 
RESERVATION. 

Section 168(j)(8) is amended by striking 
‘‘2005’’ and inserting ‘‘2006’’. 
SEC. 223. FIFTEEN-YEAR STRAIGHT-LINE COST 

RECOVERY FOR QUALIFIED LEASE-
HOLD IMPROVEMENTS AND QUALI-
FIED RESTAURANT IMPROVEMENTS. 

Clauses (iv) and (v) of section 168(e)(3)(E) 
are each amended by striking ‘‘2006’’ and in-
serting ‘‘2007’’. 
SEC. 224. EXTENSION OF FULL CREDIT FOR 

QUALIFIED ELECTRIC VEHICLES. 
(a) IN GENERAL.—Section 30(b) (relating to 

limitations) is amended by striking para-
graph (2) and by redesignating paragraph (3) 
as paragraph (2). 

(b) EFFECTIVE DATE.—The amendments 
made by subsection (a) shall apply to taxable 
years beginning after December 31, 2005. 
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Subtitle C—Application of EGTRRA Sunset 

SEC. 231. APPLICATION OF EGTRRA SUNSET TO 
THIS TITLE. 

Each amendment made by this title shall 
be subject to title IX of the Economic 
Growth and Tax Relief Reconciliation Act of 
2001 to the same extent and in the same man-
ner as the provision of such Act to which 
such amendment relates. 

TITLE III—PROVISIONS RELATING TO 
CHARITABLE DONATIONS 

Subtitle A—Charitable Giving Incentives 
SEC. 301. CHARITABLE DEDUCTION FOR NON-

ITEMIZERS. 
(a) IN GENERAL.—Section 170 (relating to 

charitable, etc., contributions and gifts) is 
amended by redesignating subsection (o) as 
subsection (p) and by inserting after sub-
section (n) the following new subsection: 

‘‘(o) DEDUCTION FOR INDIVIDUALS NOT 
ITEMIZING DEDUCTIONS.—In the case of an in-
dividual who does not itemize deductions for 
any taxable year beginning after December 
31, 2005, and before January 1, 2008, there 
shall be taken into account as a direct chari-
table deduction under section 63 an amount 
equal to the amount allowable under sub-
section (a) for the taxable year for cash con-
tributions (determined without regard to 
any carryover).’’. 

(b) DIRECT CHARITABLE DEDUCTION.— 
(1) IN GENERAL.—Subsection (b) of section 

63 (defining taxable income) is amended by 
striking ‘‘and’’ at the end of paragraph (1), 
by striking the period at the end of para-
graph (2) and inserting ‘‘, and’’, and by add-
ing at the end the following new paragraph: 

‘‘(3) the direct charitable deduction.’’. 
(2) DEFINITION.—Section 63 is amended by 

redesignating subsection (g) as subsection 
(h) and by inserting after subsection (f) the 
following new subsection: 

‘‘(g) DIRECT CHARITABLE DEDUCTION.—For 
purposes of this section, the term ‘direct 
charitable deduction’ means that portion of 
the amount allowable under section 170(a) 
which is taken as a direct charitable deduc-
tion for the taxable year under section 
170(o).’’. 

(3) CONFORMING AMENDMENT.—Subsection 
(d) of section 63 is amended by striking 
‘‘and’’ at the end of paragraph (1), by strik-
ing the period at the end of paragraph (2) and 
inserting ‘‘, and’’, and by adding at the end 
the following new paragraph: 

‘‘(3) the direct charitable deduction.’’. 
(c) FLOOR ON CHARITABLE CONTRIBUTIONS BY 

INDIVIDUALS.—Section 170(a) is amended by 
adding at the end the following new para-
graph: 

‘‘(4) DOLLAR FLOOR ON CHARITABLE CON-
TRIBUTIONS BY INDIVIDUALS.—In the case of 
an individual, the charitable contributions of 
the taxpayer for any taxable year shall be 
taken into account for purposes of deter-
mining the deduction under paragraph (1) 
only to the extent that the aggregate of such 
contributions exceeds $210 ($420 in the case of 
a joint return).’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 
SEC. 302. TAX-FREE DISTRIBUTIONS FROM INDI-

VIDUAL RETIREMENT PLANS FOR 
CHARITABLE PURPOSES. 

(a) IN GENERAL.—Subsection (d) of section 
408 (relating to individual retirement ac-
counts) is amended by adding at the end the 
following new paragraph: 

‘‘(8) DISTRIBUTIONS FOR CHARITABLE PUR-
POSES.— 

‘‘(A) IN GENERAL.—No amount shall be in-
cludible in gross income by reason of a quali-
fied charitable distribution. 

‘‘(B) QUALIFIED CHARITABLE DISTRIBUTION.— 
For purposes of this paragraph, the term 
‘qualified charitable distribution’ means any 
distribution from an individual retirement 

plan (other than a plan described in sub-
section (k) or (p) of section 408)— 

‘‘(i) which is made on or after the date that 
the individual for whose benefit the plan is 
maintained has attained age 701⁄2, and 

‘‘(ii) which is made directly by the trust-
ee— 

‘‘(I) to an organization described in section 
170(c), or 

‘‘(II) to a split-interest entity. 

A distribution shall be treated as a qualified 
charitable distribution only to the extent 
that the distribution would be includible in 
gross income without regard to subpara-
graph (A) and, in the case of a distribution to 
a split-interest entity, only if no person 
holds an income interest in the amounts in 
the split-interest entity attributable to such 
distribution other than one or more of the 
following: the individual for whose benefit 
such plan is maintained, the spouse of such 
individual, or any organization described in 
section 170(c). 

‘‘(C) CONTRIBUTIONS MUST BE OTHERWISE DE-
DUCTIBLE.—For purposes of this paragraph— 

‘‘(i) DIRECT CONTRIBUTIONS.—A distribution 
to an organization described in section 170(c) 
shall be treated as a qualified charitable dis-
tribution only if a deduction for the entire 
distribution would be allowable under sec-
tion 170 (determined without regard to sub-
sections (a)(4) and (b) thereof and this para-
graph). 

‘‘(ii) SPLIT-INTEREST GIFTS.—A distribution 
to a split-interest entity shall be treated as 
a qualified charitable distribution only if a 
deduction for the entire value of the interest 
in the distribution for the use of an organiza-
tion described in section 170(c) would be al-
lowable under section 170 (determined with-
out regard to subsections (a)(4) and (b) there-
of and this paragraph). 

‘‘(D) APPLICATION OF SECTION 72.—Notwith-
standing section 72, in determining the ex-
tent to which a distribution is a qualified 
charitable distribution, the entire amount of 
the distribution shall be treated as includ-
ible in gross income without regard to sub-
paragraph (A) to the extent that such 
amount does not exceed the aggregate 
amount which would have been so includible 
if all amounts distributed from all individual 
retirement plans were treated as 1 contract 
under paragraph (2)(A) for purposes of deter-
mining the inclusion of such distribution 
under section 72. Proper adjustments shall be 
made in applying section 72 to other dis-
tributions in such taxable year and subse-
quent taxable years. 

‘‘(E) SPECIAL RULES FOR SPLIT-INTEREST EN-
TITIES.— 

‘‘(i) CHARITABLE REMAINDER TRUSTS.—Not-
withstanding section 664(b), distributions 
made from a trust described in subparagraph 
(G)(i) shall be treated as ordinary income in 
the hands of the beneficiary to whom is paid 
the annuity described in section 664(d)(1)(A) 
or the payment described in section 
664(d)(2)(A). 

‘‘(ii) POOLED INCOME FUNDS.—No amount 
shall be includible in the gross income of a 
pooled income fund (as defined in subpara-
graph (G)(ii)) by reason of a qualified chari-
table distribution to such fund, and all dis-
tributions from the fund which are attrib-
utable to qualified charitable distributions 
shall be treated as ordinary income to the 
beneficiary. 

‘‘(iii) CHARITABLE GIFT ANNUITIES.—Quali-
fied charitable distributions made for a char-
itable gift annuity shall not be treated as an 
investment in the contract. 

‘‘(F) DENIAL OF DEDUCTION.—Qualified char-
itable distributions shall not be taken into 
account in determining the deduction under 
section 170. 

‘‘(G) SPLIT-INTEREST ENTITY DEFINED.—For 
purposes of this paragraph, the term ‘split- 
interest entity’ means— 

‘‘(i) a charitable remainder annuity trust 
or a charitable remainder unitrust (as such 
terms are defined in section 664(d)) which 
must be funded exclusively by qualified char-
itable distributions, 

‘‘(ii) a pooled income fund (as defined in 
section 642(c)(5)), but only if the fund ac-
counts separately for amounts attributable 
to qualified charitable distributions, and 

‘‘(iii) a charitable gift annuity (as defined 
in section 501(m)(5)).’’. 

(b) MODIFICATIONS RELATING TO INFORMA-
TION RETURNS BY CERTAIN TRUSTS.— 

(1) RETURNS.—Section 6034 (relating to re-
turns by trusts described in section 4947(a)(2) 
or claiming charitable deductions under sec-
tion 642(c)) is amended to read as follows: 

‘‘SEC. 6034. RETURNS BY CERTAIN TRUSTS. 

‘‘(a) SPLIT-INTEREST TRUSTS.—Every trust 
described in section 4947(a)(2) shall furnish 
such information with respect to the taxable 
year as the Secretary may by forms or regu-
lations require. 

‘‘(b) TRUSTS CLAIMING CERTAIN CHARITABLE 
DEDUCTIONS.— 

‘‘(1) IN GENERAL.—Every trust not required 
to file a return under subsection (a) but 
claiming a deduction under section 642(c) for 
the taxable year shall furnish such informa-
tion with respect to such taxable year as the 
Secretary may by forms or regulations pre-
scribe, including— 

‘‘(A) the amount of the deduction taken 
under section 642(c) within such year, 

‘‘(B) the amount paid out within such year 
which represents amounts for which deduc-
tions under section 642(c) have been taken in 
prior years, 

‘‘(C) the amount for which such deductions 
have been taken in prior years but which has 
not been paid out at the beginning of such 
year, 

‘‘(D) the amount paid out of principal in 
the current and prior years for the purposes 
described in section 642(c), 

‘‘(E) the total income of the trust within 
such year and the expenses attributable 
thereto, and 

‘‘(F) a balance sheet showing the assets, li-
abilities, and net worth of the trust as of the 
beginning of such year. 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to a trust for any taxable year if— 

‘‘(A) all the net income for such year, de-
termined under the applicable principles of 
the law of trusts, is required to be distrib-
uted currently to the beneficiaries, or 

‘‘(B) the trust is described in section 
4947(a)(1).’’. 

(2) INCREASE IN PENALTY RELATING TO FIL-
ING OF INFORMATION RETURN BY SPLIT-INTER-
EST TRUSTS.—Paragraph (2) of section 6652(c) 
(relating to returns by exempt organizations 
and by certain trusts) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) SPLIT-INTEREST TRUSTS.—In the case 
of a trust which is required to file a return 
under section 6034(a), subparagraphs (A) and 
(B) of this paragraph shall not apply and 
paragraph (1) shall apply in the same manner 
as if such return were required under section 
6033, except that— 

‘‘(i) the 5 percent limitation in the second 
sentence of paragraph (1)(A) shall not apply, 

‘‘(ii) in the case of any trust with gross in-
come in excess of $250,000, the first sentence 
of paragraph (1)(A) shall be applied by sub-
stituting ‘$100’ for ‘$20’, and the second sen-
tence thereof shall be applied by substituting 
‘$50,000’ for ‘$10,000’, and 

‘‘(iii) the third sentence of paragraph (1)(A) 
shall be disregarded. 
In addition to any penalty imposed on the 
trust pursuant to this subparagraph, if the 
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person required to file such return know-
ingly fails to file the return, such penalty 
shall also be imposed on such person who 
shall be personally liable for such penalty.’’. 

(3) CONFIDENTIALITY OF NONCHARITABLE 
BENEFICIARIES.—Subsection (b) of section 
6104 (relating to inspection of annual infor-
mation returns) is amended by adding at the 
end the following new sentence: ‘‘In the case 
of a trust which is required to file a return 
under section 6034(a), this subsection shall 
not apply to information regarding bene-
ficiaries which are not organizations de-
scribed in section 170(c).’’. 

(c) EFFECTIVE DATES.— 
(1) SUBSECTION (a).—The amendment made 

by subsection (a) shall apply to distributions 
made in taxable years beginning after De-
cember 31, 2005, and before January 1, 2008. 

(2) SUBSECTION (b).—The amendments made 
by subsection (b) shall apply to returns for 
taxable years beginning after December 31, 
2005. 
SEC. 303. MODIFICATION OF CHARITABLE DE-

DUCTION FOR CONTRIBUTIONS OF 
FOOD INVENTORY. 

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 170(e)(3) (relating to special rule for cer-
tain contributions of inventory and other 
property), as added by section 305 of the 
Katrina Emergency Tax Relief Act of 2005, is 
amended to read as follows: 

‘‘(C) SPECIAL RULE FOR CONTRIBUTIONS OF 
FOOD INVENTORY.— 

‘‘(i) GENERAL RULE.—In the case of a chari-
table contribution of food from any trade or 
business of the taxpayer, this paragraph 
shall be applied— 

‘‘(I) without regard to whether the con-
tribution is made by a C corporation, and 

‘‘(II) only to food that is apparently whole-
some food. 

‘‘(ii) LIMITATION.—In the case of a taxpayer 
other than a C corporation, the aggregate 
amount of such contributions for any tax-
able year which may be taken into account 
under this section shall not exceed 10 percent 
of the taxpayer’s aggregate net income for 
such taxable year from all trades or busi-
nesses from which such contributions were 
made for such year, computed without re-
gard to this section. 

‘‘(iii) LIMITATION ON REDUCTION.—In the 
case of any such contribution, notwith-
standing subparagraph (B), the amount of 
the reduction determined under paragraph 
(1)(A) shall not exceed the amount by which 
the fair market value of the apparently 
wholesome food exceeds twice the basis of 
such food. 

‘‘(iv) DETERMINATION OF BASIS.—If a tax-
payer— 

‘‘(I) does not account for inventories under 
section 471, and 

‘‘(II) is not required to capitalize indirect 
costs under section 263A, 

the taxpayer may elect, solely for purposes 
of subparagraph (B), to treat the basis of any 
apparently wholesome food as being equal to 
25 percent of the fair market value of such 
food. 

‘‘(v) DETERMINATION OF FAIR MARKET 
VALUE.—In the case of any such contribution 
of apparently wholesome food which, solely 
by reason of internal standards of the tax-
payer or lack of market, cannot or will not 
be sold, the fair market value of such con-
tribution shall be determined— 

‘‘(I) without regard to such internal stand-
ards or such lack of market and 

‘‘(II) by taking into account the price at 
which the same or substantially the same 
food items (as to both type and quality) are 
sold by the taxpayer at the time of the con-
tribution (or, if not so sold at such time, in 
the recent past). 

‘‘(vi) APPARENTLY WHOLESOME FOOD.—For 
purposes of this subparagraph, the term ‘ap-

parently wholesome food’ has the meaning 
given to such term by section 22(b)(2) of the 
Bill Emerson Good Samaritan Food Dona-
tion Act (42 U.S.C. 1791(b)(2)), as in effect on 
the date of the enactment of this subpara-
graph.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005, and before January 1, 2008. 
SEC. 304. BASIS ADJUSTMENT TO STOCK OF S 

CORPORATION CONTRIBUTING 
PROPERTY. 

(a) IN GENERAL.—Paragraph (2) of section 
1367(a) (relating to adjustments to basis of 
stock of shareholders, etc.) is amended by 
adding at the end the following new flush 
sentence: 

‘‘The decrease under subparagraph (B) by 
reason of a charitable contribution (as de-
fined in section 170(c)) of property shall be 
the amount equal to the shareholder’s pro 
rata share of the adjusted basis of such prop-
erty.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005, and before January 1, 2008. 
SEC. 305. MODIFICATION OF CHARITABLE DE-

DUCTION FOR CONTRIBUTIONS OF 
BOOK INVENTORY. 

(a) IN GENERAL.—Subparagraph (D) of sec-
tion 170(e)(3) (relating to special rule for cer-
tain contributions of inventory and other 
property), as added by section 305 of the 
Katrina Emergency Tax Relief Act of 2005, is 
amended to read as follows: 

‘‘(D) SPECIAL RULE FOR CONTRIBUTIONS OF 
BOOK INVENTORY FOR EDUCATIONAL PUR-
POSES.— 

‘‘(i) CONTRIBUTIONS OF BOOK INVENTORY.—In 
determining whether a qualified book con-
tribution is a qualified contribution, sub-
paragraph (A) shall be applied without re-
gard to whether— 

‘‘(I) the donee is an organization described 
in the matter preceding clause (i) of subpara-
graph (A), and 

‘‘(II) the property is to be used by the 
donee solely for the care of the ill, the needy, 
or infants. 

‘‘(ii) AMOUNT OF REDUCTION.—Notwith-
standing subparagraph (B), the amount of 
the reduction determined under paragraph 
(1)(A) shall not exceed the amount by which 
the fair market value of the contributed 
property (as determined by the taxpayer 
using a bona fide published market price for 
such book) exceeds twice the basis of such 
property. 

‘‘(iii) QUALIFIED BOOK CONTRIBUTION.—For 
purposes of this paragraph, the term ‘quali-
fied book contribution’ means a charitable 
contribution of books, but only if the re-
quirements of clauses (iv) and (v) are met. 

‘‘(iv) IDENTITY OF DONEE.—The requirement 
of this clause is met if the contribution is to 
an organization— 

‘‘(I) described in subclause (I) or (III) of 
paragraph (6)(B)(i), or 

‘‘(II) described in section 501(c)(3) and ex-
empt from tax under section 501(a) (other 
than a private foundation, as defined in sec-
tion 509(a), which is not an operating founda-
tion, as defined in section 4942(j)(3)), which is 
organized primarily to make books available 
to the general public at no cost or to operate 
a literacy program. 

‘‘(v) CERTIFICATION BY DONEE.—The require-
ment of this clause is met if, in addition to 
the certifications required by subparagraph 
(A) (as modified by this subparagraph), the 
donee certifies in writing that— 

‘‘(I) the books are suitable, in terms of cur-
rency, content, and quantity, for use in the 
donee’s educational programs, and 

‘‘(II) the donee will use the books in its 
educational programs. 

‘‘(vi) BONA FIDE PUBLISHED MARKET PRICE.— 
For purposes of this subparagraph, the term 
‘bona fide published market price’ means, 
with respect to any book, a price— 

‘‘(I) determined using the same printing 
and edition, 

‘‘(II) determined in the usual market in 
which such a book has been customarily sold 
by the taxpayer, and 

‘‘(III) for which the taxpayer can dem-
onstrate to the satisfaction of the Secretary 
that the taxpayer customarily sold such 
books in arm’s length transactions within 7 
years preceding the contribution of such a 
book.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005, and before January 1, 2008. 

SEC. 306. MODIFICATION OF TAX TREATMENT OF 
CERTAIN PAYMENTS TO CONTROL-
LING EXEMPT ORGANIZATIONS AND 
PUBLIC DISCLOSURE OF INFORMA-
TION RELATING TO UNRELATED 
BUSINESS INCOME. 

(a) MODIFICATION OF SECTION 512(B)(13).— 
(1) IN GENERAL.—Paragraph (13) of section 

512(b) (relating to special rules for certain 
amounts received from controlled entities) is 
amended by redesignating subparagraph (E) 
as subparagraph (F) and by inserting after 
subparagraph (D) the following new subpara-
graph: 

‘‘(E) PARAGRAPH TO APPLY ONLY TO EXCESS 
PAYMENTS.— 

‘‘(i) IN GENERAL.—Subparagraph (A) shall 
apply only to the portion of a specified pay-
ment received or accrued by the controlling 
organization that exceeds the amount which 
would have been paid or accrued if such pay-
ment met the requirements prescribed under 
section 482. 

‘‘(ii) ADDITION TO TAX FOR VALUATION 
MISSTATEMENTS.—The tax imposed by this 
chapter on the controlling organization shall 
be increased by an amount equal to 20 per-
cent of the larger of— 

‘‘(I) such excess determined without regard 
to any amendment or supplement to a return 
of tax, or 

‘‘(II) such excess determined with regard to 
all such amendments and supplements.’’. 

(2) EFFECTIVE DATE.— 
(A) IN GENERAL.—The amendment made by 

this subsection shall apply to payments re-
ceived or accrued after December 31, 2000. 

(B) PAYMENTS SUBJECT TO BINDING CON-
TRACT TRANSITION RULE.—If the amendments 
made by section 1041 of the Taxpayer Relief 
Act of 1997 did not apply to any amount re-
ceived or accrued in the first 2 taxable years 
beginning on or after the date of the enact-
ment of the Taxpayer Relief Act of 1997 
under any contract described in subsection 
(b)(2) of such section, such amendments also 
shall not apply to amounts received or ac-
crued under such contract before January 1, 
2001. 

(b) PUBLIC AVAILABILITY OF UNRELATED 
BUSINESS INCOME TAX RETURNS.— 

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 6104(d)(1) is amended by redesignating 
clauses (ii) and (iii) as clauses (iii) and (iv), 
respectively, and by inserting after clause (i) 
the following new clause: 

‘‘(ii) any annual return filed under section 
6011 which relates to any tax imposed by sec-
tion 511 (relating to imposition of tax on un-
related business income of charitable, etc., 
organizations) by such organization,’’. 

(2) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-
turns filed after the date of the enactment of 
this Act. 

(c) CERTIFICATION OF UNRELATED BUSINESS 
TAXABLE INCOME FOR CERTAIN ORGANIZA-
TIONS.— 
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(1) IN GENERAL.—Section 6011, as amended 

by section 311 of this Act, is amended by re-
designating subsection (h) as subsection (i) 
and by inserting after subsection (g) the fol-
lowing new subsection: 

‘‘(h) RETURNS OF CERTAIN ORGANIZATIONS 
RELATING TO UNRELATED BUSINESS TAXABLE 
INCOME.— 

‘‘(1) IN GENERAL.—Every applicable exempt 
organization shall include with the return 
under subsection (a) for the taxable year a 
statement by an independent auditor or an 
independent counsel which meets the re-
quirements of paragraph (2). 

‘‘(2) STATEMENT.—A statement meets the 
requirement of this paragraph if the state-
ment— 

‘‘(A) contains a certification that— 
‘‘(i) the information contained in the re-

turn— 
‘‘(I) has been reviewed by the auditor or 

counsel, and 
‘‘(II) to the best of the auditor’s or coun-

sel’s knowledge, is accurate, and 
‘‘(ii) to the best of the auditor’s or coun-

sel’s knowledge, the allocation of expenses 
between the unrelated trades and business of 
the organization and the activities related to 
the purpose or function constituting the 
basis of the organization’s exemption under 
section 501 complies with the requirements 
set forth by the Secretary under section 512, 
and 

‘‘(B) indicates— 
‘‘(i) whether the auditor or counsel has 

provided a tax opinion to the organization 
regarding— 

‘‘(I) the classification of any trade or busi-
ness of the organization as an unrelated 
trade or business, or 

‘‘(II) the treatment of any income as unre-
lated business taxable income, and 

‘‘(ii) a description of any material facts 
with respect to any such opinion. 

‘‘(3) APPLICABLE EXEMPT ORGANIZATION.— 
For purposes of this subsection, the term 
‘applicable exempt organization’ means any 
organization which— 

‘‘(A) is described in section 501(c)(3), 
‘‘(B) has— 
‘‘(i) gross income and receipts of not less 

than $10,000,000 for the taxable year, or 
‘‘(ii) gross assets of not less than $10,000,000 

on the last day of the taxable year, and 
‘‘(C) is subject to the tax imposed under 

section 511 for the taxable year.’’. 
(2) PENALTY.— 
(A) IN GENERAL.—Part I of subchapter B of 

chapter 68 (relating to assessable penalties), 
as amended by section 316 of this Act, is 
amended by adding at the end the following 
new section: 
‘‘SEC. 6720C. UNRELATED BUSINESS INCOME RE-

QUIREMENTS. 
‘‘(a) IN GENERAL.—Any applicable exempt 

organization (as defined in section 6011(h)(3)) 
which fails to file a statement required 
under section 6011(h) shall pay a penalty in 
an amount equal to 1⁄2 percent of the gross 
revenue amount of such organization for the 
taxable year to which such statement re-
lates. 

‘‘(b) GROSS REVENUE AMOUNT.—For pur-
poses of subsection (a), the term ‘gross rev-
enue amount’ means, with respect to any 
taxable year, the gross income and receipts 
of the organization determined without re-
gard to any contributions or grants received 
by the organization. 

‘‘(c) REASONABLE CAUSE.—No penalty shall 
be imposed under this section with respect to 
any failure if it is shown that such failure is 
due to reasonable cause.’’. 

(B) CONFORMING AMENDMENT.—The table of 
sections of part I of subchapter B of chapter 
68, as amended by section 316 of this Act, is 
amended by adding after the item relating to 
section 6720B the following new item: 

‘‘Sec. 6720C. Unrelated business income re-
quirements.’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-
turns for taxable years beginning after the 
date of the enactment of this Act. 
SEC. 307. ENCOURAGEMENT OF CONTRIBUTIONS 

OF CAPITAL GAIN REAL PROPERTY 
MADE FOR CONSERVATION PUR-
POSES. 

(a) IN GENERAL.— 
(1) INDIVIDUALS.—Paragraph (1) of sub-

section 170(b) (relating to percentage limita-
tions) is amended by redesignating subpara-
graphs (E) and (F) as subparagraphs (F) and 
(G), respectively, and by inserting after sub-
paragraph (D) the following new subpara-
graph: 

‘‘(E) CONTRIBUTIONS OF QUALIFIED CON-
SERVATION CONTRIBUTIONS.— 

‘‘(i) IN GENERAL.—Any qualified conserva-
tion contribution (as defined in subsection 
(h)(1)) to an organization described in sub-
paragraph (A) shall be allowed to the extent 
the aggregate of such contributions does not 
exceed the excess of 50 percent of the tax-
payer’s contribution base over the amount of 
all other charitable contributions allowable 
under this paragraph. 

‘‘(ii) CARRYOVER.—If the aggregate amount 
of contributions described in clause (i) ex-
ceeds the limitation of clause (i), such excess 
shall be treated (in a manner consistent with 
the rules of subsection (d)(1)) as a charitable 
contribution to which clause (i) applies in 
each of the 15 succeeding years in order of 
time. 

‘‘(iii) COORDINATION WITH OTHER SUBPARA-
GRAPHS.—For purposes of applying this sub-
section and subsection (d)(1), contributions 
described in clause (i) shall not be treated as 
described in subparagraph (A), (B), (C), or 
(D). 

‘‘(iv) QUALIFIED FARMER OR RANCHER.— 
‘‘(I) IN GENERAL.—If the individual is a 

qualified farmer or rancher for the taxable 
year in which the contribution is made, 
clause (i) shall be applied by substituting ‘100 
percent’ for ‘50 percent’. 

‘‘(II) DEFINITION.—For purposes of sub-
clause (I), the term ‘qualified farmer or 
rancher’ means a taxpayer whose gross in-
come from the trade or business of farming 
(within the meaning of section 2032A(e)(5)) is 
greater than 50 percent of the taxpayer’s 
gross income for the taxable year.’’. 

(2) CORPORATIONS.—Paragraph (2) of sec-
tion 170(b) is amended to read as follows: 

‘‘(2) CORPORATIONS.—In the case of a cor-
poration— 

‘‘(A) IN GENERAL.—The total deductions 
under subsection (a) for any taxable year 
(other than for contributions to which sub-
paragraph (B) applies) shall not exceed 10 
percent of the taxpayer’s taxable income. 

‘‘(B) QUALIFIED CONSERVATION CONTRIBU-
TIONS BY CERTAIN CORPORATE FARMERS AND 
RANCHERS.— 

‘‘(i) IN GENERAL.—Any qualified conserva-
tion contribution (as defined in subsection 
(h)(1)) made— 

‘‘(I) by a corporation which, for the taxable 
year during which the contribution is made, 
is a qualified farmer or rancher (as defined in 
paragraph (1)(E)(iv)(II)) and the stock of 
which is not readily tradable on an estab-
lished securities market at any time during 
such year, and 

‘‘(II) to an organization described in para-
graph (1)(A), 

shall be allowed to the extent the aggregate 
of such contributions does not exceed the ex-
cess of the taxpayer’s taxable income over 
the amount of charitable contributions al-
lowable under subparagraph (A). 

‘‘(ii) CARRYOVER.—If the aggregate amount 
of contributions described in clause (i) ex-

ceeds the limitation of clause (i), such excess 
shall be treated (in a manner consistent with 
the rules of subsection (d)(2)) as a charitable 
contribution to which clause (i) applies in 
each of the 15 succeeding years in order of 
time. 

‘‘(C) TAXABLE INCOME.—For purposes of 
this paragraph, taxable income shall be com-
puted without regard to— 

‘‘(i) this section, 
‘‘(ii) part VIII (except section 248), 
‘‘(iii) any net operating loss carrryback to 

the taxable year under section 172, 
‘‘(iv) section 199, and 
‘‘(v) any capital loss carryback to the tax-

able year under section 1212(a)(1).’’. 
(b) CONFORMING AMENDMENTS.— 
(1) The second sentence of clause (i) of sec-

tion 170(b)(1)(C) is amended by striking ‘‘sub-
paragraph (D)’’ and inserting ‘‘subparagraph 
(D) or (E)’’. 

(2) Clause (i) of section 170(b)(1)(D) is 
amended by striking ‘‘subparagraph (A)’’ and 
inserting ‘‘subparagraphs (A) or (E)’’. 

(3) Paragraph (2) of section 170(d) is amend-
ed by striking ‘‘subsection (b)(2)’’ each place 
it appears and inserting ‘‘subsection 
(b)(2)(A)’’. 

(4) Section 545(b)(2) is amended by striking 
‘‘and (D)’’ and inserting ‘‘(D), and (E)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005, and before January 1, 2008. 
SEC. 308. ENHANCED DEDUCTION FOR CHARI-

TABLE CONTRIBUTION OF LIT-
ERARY, MUSICAL, ARTISTIC, AND 
SCHOLARLY COMPOSITIONS. 

(a) IN GENERAL.—Subsection (e) of section 
170 (relating to certain contributions of ordi-
nary income and capital gain property), as 
amended by this section 33 of this Act, is 
amended by adding at the end the following 
new paragraph: 

‘‘(18) SPECIAL RULE FOR CERTAIN CONTRIBU-
TIONS OF LITERARY, MUSICAL, ARTISTIC, OR 
SCHOLARLY COMPOSITIONS.— 

‘‘(A) IN GENERAL.—In the case of a qualified 
artistic charitable contribution— 

‘‘(i) the amount of such contribution taken 
into account under this section shall be the 
fair market value of the property contrib-
uted (determined at the time of such con-
tribution), and 

‘‘(ii) no reduction in the amount of such 
contribution shall be made under paragraph 
(1). 

‘‘(B) QUALIFIED ARTISTIC CHARITABLE CON-
TRIBUTION.—For purposes of this paragraph, 
the term ‘qualified artistic charitable con-
tribution’ means a charitable contribution of 
any literary, musical, artistic, or scholarly 
composition, or similar property, or the 
copyright thereon (or both), but only if— 

‘‘(i) such property was created by the per-
sonal efforts of the taxpayer making such 
contribution no less than 18 months prior to 
such contribution, 

‘‘(ii) the taxpayer— 
‘‘(I) has received a qualified appraisal of 

the fair market value of such property in ac-
cordance with the regulations under this sec-
tion, and 

‘‘(II) attaches to the taxpayer’s income tax 
return for the taxable year in which such 
contribution was made a copy of such ap-
praisal, 

‘‘(iii) the donee is an organization de-
scribed in subsection (b)(1)(A), 

‘‘(iv) the use of such property by the donee 
is related to the purpose or function consti-
tuting the basis for the donee’s exemption 
under section 501 (or, in the case of a govern-
mental unit, to any purpose or function de-
scribed under section 501(c)), 

‘‘(v) the taxpayer receives from the donee a 
written statement representing that the 
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donee’s use of the property will be in accord-
ance with the provisions of clause (iv), and 

‘‘(vi) the written appraisal referred to in 
clause (ii) includes evidence of the extent (if 
any) to which property created by the per-
sonal efforts of the taxpayer and of the same 
type as the donated property is or has been— 

‘‘(I) owned, maintained, and displayed by 
organizations described in subsection 
(b)(1)(A), and 

‘‘(II) sold to or exchanged by persons other 
than the taxpayer, donee, or any related per-
son (as defined in section 465(b)(3)(C)). 

‘‘(C) MAXIMUM DOLLAR LIMITATION; NO CAR-
RYOVER OF INCREASED DEDUCTION.—The in-
crease in the deduction under this section by 
reason of this paragraph for any taxable 
year— 

‘‘(i) shall not exceed the artistic adjusted 
gross income of the taxpayer for such tax-
able year, and 

‘‘(ii) shall not be taken into account in de-
termining the amount which may be carried 
from such taxable year under subsection (d). 

‘‘(D) ARTISTIC ADJUSTED GROSS INCOME.— 
For purposes of this paragraph, the term ‘ar-
tistic adjusted gross income’ means that por-
tion of the adjusted gross income of the tax-
payer for the taxable year attributable to— 

‘‘(i) income from the sale or use of prop-
erty created by the personal efforts of the 
taxpayer which is of the same type as the do-
nated property, and 

‘‘(ii) income from teaching, lecturing, per-
forming, or similar activity with respect to 
property described in clause (i). 

‘‘(E) PARAGRAPH NOT TO APPLY TO CERTAIN 
CONTRIBUTIONS.—Subparagraph (A) shall not 
apply to any charitable contribution of any 
letter, memorandum, or similar property 
which was written, prepared, or produced by 
or for an individual while the individual is 
an officer or employee of any person (includ-
ing any government agency or instrumen-
tality) unless such letter, memorandum, or 
similar property is entirely personal. 

‘‘(F) COPYRIGHT TREATED AS SEPARATE 
PROPERTY FOR PARTIAL INTEREST RULE.—In 
the case of a qualified artistic charitable 
contribution, the tangible literary, musical, 
artistic, or scholarly composition, or similar 
property and the copyright on such work 
shall be treated as separate properties for 
purposes of this paragraph and subsection 
(f)(3). 

‘‘(G) TERMINATION.—This paragraph shall 
not apply to contributions made after De-
cember 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after December 31, 2005. 
SEC. 309. MILEAGE REIMBURSEMENTS TO CHARI-

TABLE VOLUNTEERS EXCLUDED 
FROM GROSS INCOME. 

(a) IN GENERAL.—Part III of subchapter B 
of chapter 1 is amended by inserting after 
section 139A the following new section: 
‘‘SEC. 139B. MILEAGE REIMBURSEMENTS TO 

CHARITABLE VOLUNTEERS. 
‘‘(a) IN GENERAL.—Gross income of an indi-

vidual does not include amounts received, 
from an organization described in section 
170(c), as reimbursement of operating ex-
penses with respect to use of a passenger 
automobile for the benefit of such organiza-
tion. The preceding sentence shall apply only 
to the extent that the expenses which are re-
imbursed would be deductible under this 
chapter if section 274(d) were applied— 

‘‘(1) by using the standard business mileage 
rate established under such section, and 

‘‘(2) as if the individual were an employee 
of an organization not described in section 
170(c). 

‘‘(b) APPLICATION TO VOLUNTEER SERVICES 
ONLY.—Subsection (a) shall not apply with 
respect to any expenses relating to the per-
formance of services for compensation. 

‘‘(c) NO DOUBLE BENEFIT.—A taxpayer may 
not claim a deduction or credit under any 
other provision of this title with respect to 
the expenses under subsection (a). 

‘‘(d) EXEMPTION FROM REPORTING REQUIRE-
MENTS.—Section 6041 shall not apply with re-
spect to reimbursements excluded from in-
come under subsection (a). 

‘‘(e) TERMINATION.—This section shall not 
apply to taxable years beginning after De-
cember 31, 2007.’’. 

(b) CLERICAL AMENDMENT.—The table of 
sections for part III of subchapter B of chap-
ter 1 is amended by inserting after the item 
relating to section 139 the following new 
item: 

‘‘Sec. 139A. Mileage reimbursements to 
charitable volunteers.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

SEC. 310. ALTERNATIVE PERCENTAGE LIMITA-
TION FOR CORPORATE CHARITABLE 
CONTRIBUTIONS TO THE MATHE-
MATICS AND SCIENCE PARTNERSHIP 
PROGRAM. 

(a) IN GENERAL.—Section 170(b) (related to 
percentage limitations) is amended by add-
ing at the end the following new paragraph: 

‘‘(3) SPECIAL RULE FOR CORPORATE CON-
TRIBUTIONS TO THE MATHEMATICS AND SCIENCE 
PARTNERSHIP PROGRAM.— 

‘‘(A) IN GENERAL.—In the case of a corpora-
tion which makes an eligible mathematics 
and science contribution— 

‘‘(i) the limitation under paragraph (2) 
shall apply separately with respect to all 
such contributions and all other charitable 
contributions, and 

‘‘(ii) paragraph (2) shall be applied with re-
spect to all eligible mathematics and science 
contributions by substituting ‘15 percent’ for 
‘10 percent’. 

‘‘(B) ELIGIBLE MATHEMATICS AND SCIENCE 
CONTRIBUTION.— 

‘‘(i) IN GENERAL.—For purposes of this 
paragraph, the term ‘eligible mathematics 
and science contribution’ means a charitable 
contribution (other than a contribution of 
used equipment) to a qualified partnership 
for the purpose of an activity described in 
section 2202(c) of the Elementary and Sec-
ondary Education Act of 1965. 

‘‘(ii) QUALIFIED PARTNERSHIP.—The term 
‘qualified partnership’ means an eligible 
partnership (within the meaning of section 
2201(b)(1) of the Elementary and Secondary 
Education Act of 1965), but only to the ex-
tent that such partnership does not include a 
person other than a person described in para-
graph (1)(A). 

‘‘(C) TERMINATION.—This paragraph shall 
not apply to any contributions made in tax-
able years beginning after December 31, 
2006.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 

Subtitle B—Reforming Charitable 
Organizations 

PART I—GENERAL REFORMS 

SEC. 311. TAX INVOLVEMENT BY EXEMPT ORGA-
NIZATIONS IN TAX SHELTER TRANS-
ACTIONS. 

(a) IMPOSITION OF EXCISE TAX.— 
(1) IN GENERAL.—Chapter 42 (relating to 

private foundations and certain other tax-ex-
empt organizations) is amended by adding at 
the end the following new subchapter: 

‘‘Subchapter F—Tax Shelter Transactions 

‘‘Sec. 4965. Excise tax on certain tax-exempt 
entities entering into prohib-
ited tax shelter transactions 

‘‘SEC. 4965. EXCISE TAX ON CERTAIN TAX-EXEMPT 
ENTITIES ENTERING INTO PROHIB-
ITED TAX SHELTER TRANSACTIONS. 

‘‘(a) PARTICIPATION IN AND APPROVAL OF 
PROHIBITED TRANSACTIONS.— 

‘‘(1) TAX-EXEMPT ENTITY.— 
‘‘(A) IN GENERAL.—If any tax-exempt entity 

(other than a tax-exempt entity described in 
paragraph (4), (5), (6), or (7) of subsection (c)) 
is a party to a prohibited tax shelter trans-
action at any time during the taxable year 
and knows or has reason to know such trans-
action is a prohibited tax shelter trans-
action, such entity shall pay a tax for such 
taxable year in the amount determined 
under subsection (b)(1)(A). 

‘‘(B) POST-TRANSACTION DETERMINATION.—If 
any tax-exempt entity (other than a tax-ex-
empt entity described in paragraph (4), (5), 
(6), or (7) of subsection (c)) is a party to a 
subsequently listed transaction at any time 
during the taxable year, such entity shall 
pay a tax in the amount determined under 
subsection (b)(1)(B). 

‘‘(2) ENTITY MANAGER.—If any entity man-
ager of a tax-exempt entity approves such 
entity as (or otherwise causes such entity to 
be) a party to a prohibited tax shelter trans-
action at any time during the taxable year 
and knows or has reason to know that the 
transaction is a prohibited tax shelter trans-
action, such manager shall pay a tax for 
such taxable year in the amount determined 
under subsection (b)(2). 

‘‘(3) REASONABLE CAUSE EXCEPTION.—No tax 
shall be imposed under paragraph (1)(A) or 
(2) if it is shown that the participation of the 
tax-exempt entity in the transaction was not 
willful and was due to reasonable cause. 

‘‘(b) AMOUNT OF TAX.— 
‘‘(1) ENTITY.—In the case of a tax-exempt 

entity— 
‘‘(A) IN GENERAL.—The amount of the tax 

imposed under subsection (a)(1)(A) on the en-
tity with respect to a taxable year shall be 
the greater of— 

‘‘(i) 100 percent of the entity’s net income 
(after taking into account any tax imposed 
by this subtitle with respect to the prohib-
ited tax shelter transaction) for such taxable 
year which is attributable to the prohibited 
tax shelter transaction, or 

‘‘(ii) 75 percent of the proceeds received by 
the entity which are attributable to the pro-
hibited tax shelter transaction. 

‘‘(B) POST-TRANSACTION DETERMINATION.— 
The amount of the tax imposed under sub-
section (a)(1)(B) on the entity with respect to 
any taxable year shall be an amount equal to 
the product of— 

‘‘(i) the highest rate of tax under section 
11, and 

‘‘(ii) the greater of— 
‘‘(I) the entity’s net income (after taking 

into account any tax imposed by this sub-
title with respect to the subsequently listed 
transaction) for such taxable year which is 
attributable to the subsequently listed 
transaction and which is properly allocable 
to the period beginning on the later of the 
date such transaction is identified by guid-
ance as a listed transaction by the Secretary 
or the first day of the taxable year, or 

‘‘(II) 75 percent of the proceeds received by 
the entity which are attributable to the sub-
sequently listed transaction and which are 
properly allocable to the period beginning on 
the later of the date such transaction is 
identified by guidance as a listed transaction 
by the Secretary or the first day of the tax-
able year. 

‘‘(2) ENTITY MANAGER.—In the case of each 
entity manager to whom subsection (a)(2) ap-
plies, the amount of the tax under such sub-
section shall be $20,000 for each approval. 

‘‘(c) TAX-EXEMPT ENTITY.—For purposes of 
this section, the term ‘tax-exempt entity’ 
means an entity which is— 
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‘‘(1) described in section 501(c) or 501(d), 
‘‘(2) described in section 170(c) (other than 

an agency or instrumentality of the United 
States) to which paragraph (1) of this sub-
section does not apply, 

‘‘(3) an Indian tribal government (within 
the meaning of section 7701(a)(40)), 

‘‘(4) described in paragraph (1), (2), or (3) of 
section 4979(e), 

‘‘(5) a program described in section 529, 
‘‘(6) an eligible deferred compensation plan 

described in section 457(b) which is main-
tained by an employer described in section 
4457(e)(1)(A), or 

‘‘(7) an arrangement described in section 
4973(a). 

‘‘(d) ENTITY MANAGER.—For purposes of 
this section, the term ‘entity manager’ 
means— 

‘‘(1) with respect to a tax-exempt entity 
described in paragraph (3) or (4) of section 
501(c)— 

‘‘(A) in the case of an entity other than a 
private foundation, an organization manager 
(as defined in section 4958(f)(2)), and 

‘‘(B) in the case of a private foundation, a 
foundation manager (as defined in section 
4946(b)), and 

‘‘(2) in all other cases, the person with au-
thority or responsibility similar to that ex-
ercised by an officer, director, or trustee of 
an organization. 

‘‘(e) PROHIBITED TAX SHELTER TRANS-
ACTION; SUBSEQUENTLY LISTED TRANS-
ACTION.—For purposes of this section— 

‘‘(1) PROHIBITED TAX SHELTER TRANS-
ACTION.— 

‘‘(A) IN GENERAL.—The term ‘prohibited 
tax shelter transaction’ means— 

‘‘(i) any listed transaction, or 
‘‘(ii) any prohibited reportable transaction 

if the tax-exempt entity knows or has reason 
to know that such transaction is a report-
able transaction. 

‘‘(B) LISTED TRANSACTION.—The term ‘list-
ed transaction’ has the meaning given such 
term by section 6707A(c)(2). 

‘‘(C) PROHIBITED REPORTABLE TRANS-
ACTION.—The term ‘prohibited reportable 
transaction’ means any confidential trans-
action or any transaction with contractual 
protection (as defined under regulations pre-
scribed by the Secretary) which is a report-
able transaction (as defined in section 
6707A(c)(1)). 

‘‘(2) SUBSEQUENTLY LISTED TRANSACTION.— 
The term ‘subsequently listed transaction’ 
means any transaction to which a tax-ex-
empt entity is a party and which is deter-
mined by the Secretary to be a listed trans-
action at any time after the entity has en-
tered into the transaction. 

‘‘(f) REGULATORY AUTHORITY.—The Sec-
retary is authorized to promulgate regula-
tions which provide guidance regarding the 
determination of the allocation of net in-
come of a tax-exempt entity attributable to 
a transaction to various periods, including 
before and after the listing of the trans-
action or the date which is 90 days after the 
date of the enactment of this section. 

‘‘(g) COORDINATION WITH OTHER TAXES AND 
PENALTIES.—The tax imposed by this section 
is in addition to any other tax, addition to 
tax, or penalty imposed under this title.’’. 

(2) CONFORMING AMENDMENT.—The table of 
subchapters of chapter 42 is amended by add-
ing at the end the following new item: 

‘‘SUBCHAPTER F. TAX SHELTER 
TRANSACTIONS.’’. 

(b) DISCLOSURE REQUIREMENTS.— 
(1) DISCLOSURE BY ORGANIZATION TO THE IN-

TERNAL REVENUE SERVICE.— 
(A) IN GENERAL.—Section 6033(a) (relating 

to organizations required to file) is amended 
by redesignating paragraph (2) as paragraph 
(3), and by inserting after paragraph (1) the 
following new paragraph: 

‘‘(2) PARTICIPATION IN CERTAIN REPORTABLE 
TRANSACTIONS.—Every tax-exempt entity de-
scribed in section 4965(c) shall file (in such 
form and manner and at such time as deter-
mined by the Secretary) a disclosure of— 

‘‘(A) such entity’s participation in any pro-
hibited tax shelter transaction (as defined in 
section 4965(e)), and 

‘‘(B) the identity of any other party par-
ticipating in such transaction which is 
known by such tax-exempt entity.’’. 

(B) CONFORMING AMENDMENT.—Section 
6033(a)(1) is amended by striking ‘‘paragraph 
(2)’’ and inserting ‘‘paragraph (3)’’. 

(2) DISCLOSURE BY OTHER TAXPAYERS TO THE 
TAX-EXEMPT ENTITY.—Section 6011 (relating 
to general requirement of return, statement, 
or list) is amended by redesignating sub-
section (g) as subsection (h) and by inserting 
after subsection (f) the following new sub-
section: 

‘‘(g) DISCLOSURE OF REPORTABLE TRANS-
ACTION TO TAX-EXEMPT ENTITY.—Any taxable 
party to a prohibited tax shelter transaction 
(as defined in section 4965(e)(1)) shall by 
statement disclose to any tax-exempt entity 
(as defined in section 4965(c)) which is a 
party to such transaction that such trans-
action is such a prohibited tax shelter trans-
action.’’. 

(c) PENALTY FOR NONDISCLOSURE.— 
(1) IN GENERAL.—Section 6652(c) (relating 

to returns by exempt organizations and by 
certain trusts), as amended by section 302, is 
amended by redesignating paragraphs (2), (3), 
and (4) as paragraphs (3), (4), and (5), respec-
tively, and by inserting after paragraph (1) 
the following new paragraph: 

‘‘(2) DISCLOSURE UNDER SECTION 6033.— 
‘‘(A) PENALTY ON ORGANIZATIONS.—In the 

case of a failure to file a disclosure required 
under section 6033(a)(2), there shall be paid 
by the tax-exempt entity (the entity man-
ager in the case of a tax-exempt entity de-
scribed in paragraph (4), (5), (6), or (7) of sec-
tion 4965(c)) $100 for each day during which 
such failure continues. The maximum pen-
alty under this subparagraph on failures 
with respect to any 1 disclosure shall not ex-
ceed $50,000. 

‘‘(B) PERSONS.— 
‘‘(i) IN GENERAL.—The Secretary may make 

a written demand on any tax-exempt entity 
subject to penalty under subparagraph (A) 
specifying therein a reasonable future date 
by which the disclosure shall be filed for pur-
poses of this subparagraph. 

‘‘(ii) FAILURE TO COMPLY WITH DEMAND.—If 
any person fails to comply with any demand 
under clause (i) on or before the date speci-
fied in such demand, there shall be paid by 
such person failing to so comply $100 for each 
day after the expiration of the time specified 
in such demand during which such failure 
continues. The maximum penalty imposed 
under this subparagraph on all tax-exempt 
entities for failures with respect to any 1 dis-
closure shall not exceed $10,000. 

‘‘(C) DEFINITIONS.—Any term used in this 
section which is also used in section 4965 
shall have the meaning given such term 
under section 4965.’’. 

(2) CONFORMING AMENDMENT.—Subpara-
graph (A) of section 6652(c)(1) of such Code is 
amended by striking ‘‘6033’’ each place it ap-
pears in the text and heading thereof and in-
serting ‘‘6033(a)(1)’’. 

(d) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to transactions after the 
date of the enactment of this Act, except 
that no tax under section 4965(a) of the Inter-
nal Revenue Code of 1986 (as added by this 
section) shall apply with respect to income 
that is properly allocable to any period on or 
before the date which is 90 days after such 
date of enactment. 

(2) DISCLOSURE.—The amendments made by 
subsections (b) and (c) shall apply to disclo-
sures the due date for which are after the 
date of the enactment of this Act. 

SEC. 312. EXCISE TAX ON CERTAIN ACQUISITIONS 
OF INTERESTS IN INSURANCE CON-
TRACTS IN WHICH CERTAIN EXEMPT 
ORGANIZATIONS HOLD AN INTER-
EST. 

(a) IMPOSITION OF TAX.— 
(1) IN GENERAL.—Subchapter F of chapter 

42 (relating to tax shelter transactions), as 
added by this Act, is amended by adding at 
the end the following new section: 

‘‘SEC. 4966. EXCISE TAX ON ACQUISITION OF IN-
TERESTS IN INSURANCE CON-
TRACTS IN WHICH CERTAIN EXEMPT 
ORGANIZATIONS HOLD AN INTER-
EST. 

‘‘(a) IMPOSITION OF TAX.—If there is a tax-
able acquisition of any interest in an appli-
cable insurance contract, there is hereby im-
posed on the person acquiring the interest a 
tax equal to 100 percent of the acquisition 
costs of the interest. 

‘‘(b) TAXABLE ACQUISITION.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—The term ‘taxable acqui-
sition’ means the acquisition of any direct or 
indirect interest in an applicable insurance 
contract by— 

‘‘(A) an applicable exempt organization, or 
‘‘(B) a person other than an applicable ex-

empt organization if such interest in the 
hands of such person is not an interest de-
scribed in clause (i), (ii), (iii), or (iv) of para-
graph (2)(B). 

‘‘(2) APPLICABLE INSURANCE CONTRACT.— 
‘‘(A) IN GENERAL.—The term ‘applicable in-

surance contract’ means any life insurance, 
annuity, or endowment contract with re-
spect to which both an applicable exempt or-
ganization and a person other than an appli-
cable exempt organization have directly or 
indirectly held an interest in the contract 
(whether or not at the same time). 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a life insurance, annuity, or endow-
ment contract if— 

‘‘(i) all persons directly or indirectly hold-
ing any interest in the contract (other than 
applicable exempt organizations) have an in-
surable interest in the insured under the 
contract independent of any interest of an 
applicable exempt organization in the con-
tract, 

‘‘(ii) the sole interest in the contract of 
each person other than an applicable exempt 
organization is as a named beneficiary, 

‘‘(iii) the sole interest in the contract of 
each person other than an applicable exempt 
organization is— 

‘‘(I) as a beneficiary of a trust holding an 
interest in the contract, but only if the per-
son’s designation as such beneficiary was 
made without consideration and solely on a 
purely gratuitous basis, or 

‘‘(II) as a trustee who holds an interest in 
the contract in a fiduciary capacity solely 
for the benefit of applicable exempt organi-
zations or persons otherwise described in 
clauses (i), (ii), and (iv) or subclause (I) of 
this clause, or 

‘‘(iv) except as provided in subparagraph 
(C), the sole interest in the contract of each 
person other than an applicable exempt orga-
nization is as a lender with respect to the 
contract and the contract covers only 1 indi-
vidual and such individual is an officer, di-
rector, or employee of the applicable exempt 
organization with an interest in the con-
tract. 

‘‘(C) RESTRICTIONS ON EXCEPTION FOR LEND-
ERS.— 

‘‘(i) NUMERICAL LIMIT.—The number of con-
tracts that may be taken into account under 
subparagraph (B)(iv) with respect to officers, 
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directors, or employees of the applicable ex-
empt organization with interests in the con-
tracts shall not exceed the greater of— 

‘‘(I) the lesser of 5 percent of the total offi-
cers, directors, and employees of the organi-
zation or 20, or 

‘‘(II) 5. 
‘‘(ii) AGGREGATE INDEBTEDNESS.—The ex-

ception under subparagraph (B)(iv) shall 
apply only to the extent that the aggregate 
amount of the indebtedness with respect to 1 
or more contracts covering a single indi-
vidual does not exceed $50,000. 

‘‘(D) SECRETARIAL AUTHORITY.—The Sec-
retary may exempt a contract from treat-
ment as an applicable insurance contract 
based on specific factors, including factors 
such as whether the transaction is at arms 
length, whether economic benefits to the ap-
plicable exempt organization substantially 
exceed the economic benefits to all other 
persons with an interest in the contract (de-
termined without regard to whether, or the 
extent to which, such organization has paid 
or contributed with respect to the contract), 
and the likelihood of abuse. 

‘‘(3) DEFINITION AND RULE RELATING TO AC-
QUISITION COSTS.— 

‘‘(A) ACQUISITION COSTS DEFINED.—The 
term ‘acquisition costs’ means the direct or 
indirect costs of acquiring an interest in an 
applicable insurance contract. Such term 
shall include any fees, commissions, charges, 
or other amounts paid in connection with 
the acquisition, whether or not paid to the 
issuer of the contract. 

‘‘(B) TIMING OF PAYMENTS.—Except as pro-
vided in regulations, if acquisition costs of 
any acquisition are paid or incurred in more 
than 1 calendar year, the tax imposed by 
subsection (a) with respect to the acquisition 
shall be imposed each time the costs are so 
paid or incurred. 

‘‘(4) RULES RELATING TO INTERESTS.— 
‘‘(A) IN GENERAL.—An interest in the con-

tract includes any right with respect to the 
contract, whether as an owner, beneficiary, 
or otherwise. 

‘‘(B) INDIRECT INTERESTS.— 
‘‘(i) IN GENERAL.—Except as provided in 

clause (ii), an indirect interest in a contract 
includes an interest in an entity which di-
rectly or indirectly holds an interest in the 
contract. 

‘‘(ii) PORTFOLIO INVESTMENTS.—If an appli-
cable exempt organization holds an interest 
in a contract solely because the organization 
holds, as part of a diversified investment 
strategy, a de minimis interest in an entity 
which directly or indirectly holds the inter-
est in the contract, such indirect interest in 
the contract shall not be taken into account 
for purposes of this section. 

‘‘(C) EXCHANGED CONTRACTS.—In the case of 
an exchange of an applicable insurance con-
tract on which no gain or loss is recognized 
under section 1035, any interest in any of the 
contracts involved in the exchange shall be 
treated as an interest in all such contracts. 

‘‘(5) INCREASE IN INTEREST.—If a person in-
creases an interest in an applicable insur-
ance contract, the increase shall be treated 
as a separate acquisition for purposes of this 
section. 

‘‘(6) PRIOR ACQUISITIONS.—Except as pro-
vided in regulations, if a person acquires an 
interest in a contract before the contract is 
treated as an applicable insurance contract, 
the acquisition shall be treated as a taxable 
acquisition of an interest in an applicable in-
surance contract as of the date the contract 
becomes an applicable insurance contract. 

‘‘(c) APPLICABLE EXEMPT ORGANIZATION.— 
For purposes of this section, the term ‘appli-
cable exempt organization’ means— 

‘‘(1) an organization described in section 
170(c), 

‘‘(2) an organization described in section 
168(h)(2)(A)(iv), or 

‘‘(3) an organization not described in para-
graph (1) or (2) which is described in section 
2055(a) or section 2522(a). 

‘‘(d) TAX NOT TREATED AS INVESTMENT IN 
THE CONTRACT.—For purposes of section 72, 
the tax imposed by this section shall not be 
included in investment in the contract. 

‘‘(e) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out the provisions of this sec-
tion. Such regulations may include regula-
tions which— 

‘‘(1) provide, for purposes of subsection 
(b)(6), appropriate rules for the application 
of this section in any case where an interest 
is acquired before a contract becomes an ap-
plicable insurance contract, 

‘‘(2) prevent, in cases the Secretary deter-
mines appropriate, the imposition of more 
than one tax under this section if the same 
interest is acquired more than once, and 

‘‘(3) are designed to prevent avoidance of 
the purposes of this section, including 
through the use of intermediaries.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subchapter F of chapter 42, as 
added by this Act, is amended by adding at 
the end the following new item: 
‘‘Sec. 4966. Excise tax on acquisition of in-

terests in insurance contracts 
in which certain exempt organi-
zations hold an interest.’’. 

(b) REPORTING REQUIREMENTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 (relating to infor-
mation concerning transactions with other 
persons), as amended by this Act, is amended 
by adding at the end the following new sec-
tion: 
‘‘SEC. 6050V. RETURNS RELATING TO APPLICA-

BLE INSURANCE CONTRACTS IN 
WHICH CERTAIN EXEMPT ORGANI-
ZATIONS HOLD INTERESTS. 

‘‘(a) REQUIREMENTS OF REPORTING.— 
‘‘(1) EXEMPT ORGANIZATIONS.—Each— 
‘‘(A) applicable exempt organization which 

acquires (within the meaning of section 4966) 
an interest in any applicable insurance con-
tract, and 

‘‘(B) other person which makes an acquisi-
tion of such an interest if such acquisition is 
taxable under section 4966, 

shall make the return described in sub-
section (c). 

‘‘(2) TRANSFERS.—If a person (including an 
applicable exempt organization) acquires an 
interest in an applicable insurance contract 
in an acquisition which is taxable under sec-
tion 4966 and then transfers such interest to 
1 or more other persons, each person acquir-
ing all or a portion of such interest shall 
make the return described in subsection (c). 

‘‘(b) TIME FOR MAKING RETURN.—Any orga-
nization or person required to make a return 
under subsection (a) shall file such return at 
such time as may be established by the Sec-
retary with respect to— 

‘‘(1) in the case of a person described in 
subsection (a)(1), the calendar year in which 
the acquisition occurs, any calendar year in 
which acquisition costs are paid or incurred, 
and any other calendar years specified by the 
Secretary, and 

‘‘(2) in the case of a person described in 
subsection (a)(2), the calendar year in which 
the transfer occurs. 

‘‘(c) FORM AND MANNER OF RETURNS.—A re-
turn is described in this subsection if such 
return— 

‘‘(1) is in such form as the Secretary pre-
scribes, 

‘‘(2) in the case of— 
‘‘(A) a return required under subsection 

(a)(1)(A), contains the name, address, and 
taxpayer identification number of the appli-

cable exempt organization, the issuer of the 
applicable insurance contract, and any per-
son acquiring an interest in the contract if 
the acquisition is taxable under section 4966, 

‘‘(B) a return required under subsection 
(a)(1)(B), contains the name, address, and 
taxpayer identification number of the person 
acquiring an interest in the applicable insur-
ance contract if the acquisition is taxable 
under section 4966, any applicable exempt or-
ganization holding an interest in the con-
tract, and the issuer of the contract, and 

‘‘(C) a return required under subsection 
(a)(2), contains the name, address, and tax-
payer identification number of the transferor 
and transferee, and 

‘‘(3) contains such other information as the 
Secretary may prescribe. 

‘‘(d) STATEMENTS TO BE FURNISHED TO PER-
SONS WITH RESPECT TO WHOM INFORMATION IS 
REQUIRED.—Every person required to make a 
return under subsection (a) shall furnish to 
each person whose taxpayer identification 
information is required to be included in 
such return under subsection (c) a written 
statement showing— 

‘‘(1) the name and address of the person re-
quired to make such return and the tele-
phone number of the information contact for 
such person, and 

‘‘(2) the taxpayer identity and other infor-
mation required to be shown on the return 
with respect to such person. 
The written statement required under the 
preceding sentence shall be furnished on or 
before the date specified by the Secretary. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion, any term used in this section which is 
also used in section 4966 shall have the mean-
ing given such term by section 4966.’’. 

(2) PENALTIES.— 
(A) IN GENERAL.—Section 6724(d) is amend-

ed— 
(i) in paragraph (1)(B), by redesignating 

clauses (xiii) through (xviii) as clauses (xiv) 
through (xix) and by inserting after clause 
(xii) the following new clause: 

‘‘(xiii) section 6050V (relating to returns re-
lating to applicable insurance contracts in 
which certain exempt organizations hold in-
terests),’’, and 

(ii) in paragraph (3), by striking ‘‘and’’ at 
the end of subparagraph (C), by striking the 
period at the end of subparagraph (D) and in-
serting ‘‘, and’’, and by adding at the end the 
following new subparagraph: 

‘‘(E) the statement required by subsection 
(d) of section 6050V (relating to returns relat-
ing to applicable insurance contracts in 
which certain exempt organizations hold in-
terests).’’. 

(B) INTENTIONAL DISREGARD.—Section 
6721(e)(2) is amended by striking ‘‘or’’ at the 
end of subparagraph (B), by striking ‘‘and’’ 
at the end of subparagraph (C) and inserting 
‘‘or’’, and by adding at the end the following 
new subparagraph: 

‘‘(D) in the case of a return required to be 
filed under section 6050V, the amount of tax 
imposed under section 4966 which has not 
been paid with respect to items required to 
be included on the return, and’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61, as amended by this 
Act, is amended by adding at the end the fol-
lowing new item: 
‘‘Sec. 6050V. Returns relating to applicable 

insurance contracts in which 
certain exempt organizations 
hold interests.’’. 

(c) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to contracts issued 
after May 3, 2005. 

(2) REPORTING OF EXISTING CONTRACTS.—In 
the case of any life insurance, annuity, or 
endowment contract— 
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(A) which was issued on or before May 3, 

2005, 
(B) with respect to which an applicable ex-

empt organization (as defined in section 4966 
of the Internal Revenue Code of 1986, as 
added by this section) holds an interest on 
May 3, 2005, and 

(C) which would be treated as an applicable 
insurance contract (as so defined) if issued 
after May 3, 2005, 
such organization shall, not later than the 
date which is 1 year after the date of the en-
actment of this Act, report to the Secretary 
of the Treasury with respect to such con-
tract. Such report shall be in such form and 
manner, and contain such information, as 
the Secretary may prescribe. The Secretary 
shall submit such reports, along with any 
recommendations for legislation as the Sec-
retary considers appropriate, to the Com-
mittee on Ways and Means of the House of 
Representatives and to the Committee on Fi-
nance of the Senate within 6 months of the 
date such reports are required to be filed. 
SEC. 313. INCREASE IN PENALTY EXCISE TAXES 

ON PUBLIC CHARITIES, SOCIAL WEL-
FARE ORGANIZATIONS, AND PRI-
VATE FOUNDATIONS. 

(a) TAXES ON SELF-DEALING AND EXCESS 
BENEFIT TRANSACTIONS.— 

(1) IN GENERAL.—Section 4941(a) (relating 
to initial taxes) is amended— 

(A) in paragraph (1), by striking ‘‘5 per-
cent’’ and inserting ‘‘10 percent’’, and 

(B) in paragraph (2), by striking ‘‘21⁄2 per-
cent’’ and inserting ‘‘5 percent’’. 

(2) INCREASE IN TAX IF SELF-DEALING IN-
CLUDES COMPENSATION TO DISQUALIFIED PER-
SON.—Section 4941(a)(1) is amended by adding 
at the end the following new sentence: ‘‘If 
the act of self-dealing includes acts described 
in subsection (d)(1)(D), ‘25 percent’ shall be 
substituted for ‘10 percent’, except that the 
Secretary may abate under section 4962 (de-
termined without regard to the exception 
under subsection (b) thereof) not more than 
15 percentage points of such tax.’’. 

(3) INCREASED LIMITATION FOR MANAGERS ON 
SELF-DEALING.—Section 4941(c)(2) is amended 
by striking ‘‘$10,000’’ each place it appears in 
the text and in the heading and inserting 
‘‘$20,000’’. 

(4) INCREASED LIMITATION FOR MANAGERS ON 
EXCESS BENEFIT TRANSACTIONS.—Section 
4958(d)(2) is amended by striking ‘‘$10,000’’ 
and inserting ‘‘$20,000’’. 

(b) TAXES ON FAILURE TO DISTRIBUTE IN-
COME.—Section 4942(a) (relating to initial 
tax) is amended by striking ‘‘15 percent’’ and 
inserting ‘‘30 percent’’. 

(c) TAXES ON EXCESS BUSINESS HOLDINGS.— 
Section 4943(a)(1) (relating to imposition) is 
amended by striking ‘‘5 percent’’ and insert-
ing ‘‘10 percent’’. 

(d) TAXES ON INVESTMENTS WHICH JEOP-
ARDIZE CHARITABLE PURPOSE.— 

(1) IN GENERAL.—Section 4944(a) (relating 
to initial taxes) is amended by striking ‘‘5 
percent’’ both places it appears and inserting 
‘‘10 percent’’. 

(2) INCREASED LIMITATION FOR MANAGERS.— 
Section 4944(d)(2) is amended— 

(A) by striking ‘‘$5,000,’’ and inserting 
‘‘$10,000,’’, and 

(B) by striking ‘‘$10,000.’’ and inserting 
‘‘$20,000.’’. 

(e) TAXES ON TAXABLE EXPENDITURES.— 
(1) IN GENERAL.—Section 4945(a) (relating 

to initial taxes) is amended— 
(A) in paragraph (1), by striking ‘‘10 per-

cent’’ and inserting ‘‘20 percent’’, and 
(B) in paragraph (2), by striking ‘‘21⁄2 per-

cent’’ and inserting ‘‘5 percent’’. 
(2) INCREASED LIMITATION FOR MANAGERS.— 

Section 4945(c)(2) is amended— 
(A) by striking ‘‘$5,000,’’ and inserting 

‘‘$10,000,’’, and 
(B) by striking ‘‘$10,000.’’ and inserting 

‘‘$20,000.’’. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 314. REFORM OF CHARITABLE CONTRIBU-

TIONS OF CERTAIN EASEMENTS ON 
BUILDINGS IN REGISTERED HIS-
TORIC DISTRICTS. 

(a) SPECIAL RULES WITH RESPECT TO BUILD-
INGS IN REGISTERED HISTORIC DISTRICTS.— 

(1) IN GENERAL.—Paragraph (4) of section 
170(h) (relating to definition of conservation 
purpose) is amended by redesignating sub-
paragraph (B) as subparagraph (C) and by in-
serting after subparagraph (A) the following 
new subparagraph: 

‘‘(B) SPECIAL RULES WITH RESPECT TO BUILD-
INGS IN REGISTERED HISTORIC DISTRICTS.—In 
the case of any contribution of a qualified 
real property interest which is a restriction 
with respect to the exterior of a building de-
scribed in subparagraph (C)(ii), such con-
tribution shall not be considered to be exclu-
sively for conservation purposes unless— 

‘‘(i) such interest— 
‘‘(I) includes a restriction which preserves 

the entire exterior of the building (including 
the front, sides, rear, and height of the build-
ing), and 

‘‘(II) prohibits any change in the exterior 
of the building which is inconsistent with 
the historical character of such exterior, 

‘‘(ii) the donor and donee enter into a writ-
ten agreement certifying, under penalty of 
perjury, that the donee— 

‘‘(I) is a qualified organization (as defined 
in paragraph (3)) with a purpose of environ-
mental protection, land conservation, open 
space preservation, or historic preservation, 
and 

‘‘(II) has the resources to manage and en-
force the restriction and a commitment to 
do so, and 

‘‘(iii) in the case of any contribution made 
in a taxable year beginning after the date of 
the enactment of this subparagraph, the tax-
payer includes with the taxpayer’s return for 
the taxable year of the contribution— 

‘‘(I) a qualified appraisal (within the mean-
ing of subsection (f)(11)(E)) of the qualified 
property interest, 

‘‘(II) photographs of the entire exterior of 
the building, and 

‘‘(III) a description of all restrictions on 
the development of the building.’’. 

(b) DISALLOWANCE OF DEDUCTION FOR 
STRUCTURES AND LAND IN REGISTERED HIS-
TORIC DISTRICTS.—Subparagraph (C) of sec-
tion 170(h)(4), as redesignated by subsection 
(a), is amended— 

(1) by striking ‘‘any building, structure, or 
land area which’’, 

(2) by inserting ‘‘any building, structure, 
or land area which’’ before ‘‘is listed’’ in 
clause (i), and 

(3) by inserting ‘‘any building which’’ be-
fore ‘‘is located’’ in clause (ii). 

(c) FILING FEE FOR CERTAIN CONTRIBU-
TIONS.—Subsection (f) of section 170 (relating 
to disallowance of deduction in certain cases 
and special rules) is amended by inserting at 
the end the following new paragraph: 

‘‘(13) CONTRIBUTIONS OF CERTAIN INTERESTS 
IN BUILDINGS LOCATED IN REGISTERED HISTORIC 
DISTRICTS.— 

‘‘(A) IN GENERAL.—No deduction shall be 
allowed with respect to any contribution de-
scribed in subparagraph (B) unless the tax-
payer includes with the return for the tax-
able year of the contribution a $500 filing fee. 

‘‘(B) CONTRIBUTION DESCRIBED.—A contribu-
tion is described in this subparagraph if such 
contribution is a qualified conservation con-
tribution (as defined in subsection (h)) which 
is a restriction with respect to the exterior 
of a building described in subsection 
(h)(4)(C)(ii) and for which a deduction is 
claimed in excess of the greater of— 

‘‘(i) 3 percent of the fair market value of 
the building (determined immediately before 
such contribution), or 

‘‘(ii) $10,000. 
‘‘(C) DEDICATION OF FEE.—Any fee collected 

under this paragraph shall be used for the 
enforcement of the provisions of subsection 
(h).’’. 

(d) EFFECTIVE DATE.— 
(1) SPECIAL RULES FOR BUILDINGS IN REG-

ISTERED HISTORIC DISTRICTS.—The amend-
ments made by subsection (a) shall apply to 
contributions made after November 15, 2005. 

(2) DISALLOWANCE OF DEDUCTION FOR STRUC-
TURES AND LAND.—The amendments made by 
subsection (b) shall apply to contributions 
made after the date of the enactment of this 
Act. 

(3) FILING FEE.—The amendment made by 
subsection (c) shall apply to contributions 
made 180 days after the date of the enact-
ment of this Act. 
SEC. 315. CHARITABLE CONTRIBUTIONS OF TAXI-

DERMY PROPERTY. 
(a) IN GENERAL.—Subsection (f) of section 

170, as amended by section 314 of this Act, is 
amended by adding at the end the following 
new paragraph: 

‘‘(14) CONTRIBUTIONS OF TAXIDERMY PROP-
ERTY.— 

‘‘(A) CONTRIBUTIONS OF MORE THAN $500.—In 
the case of any contribution of taxidermy 
property for which a deduction of more than 
$500 is claimed, no deduction shall be allowed 
under subsection (a) unless the donor in-
cludes with the return for the taxable year 
in which the contribution is made a photo-
graph of the taxidermy property and data 
with respect to the sales prices of similar 
taxidermy property. 

‘‘(B) CONTRIBUTIONS OF MORE THAN $5,000.— 
In the case of any contribution of taxidermy 
property for which a deduction of more than 
$5,000 is claimed, no deduction shall be al-
lowed under subsection (a) unless the 
donor— 

‘‘(i) notifies the Internal Revenue Service 
of such deduction, and 

‘‘(ii) includes with the return for the tax-
able year in which the contribution is 
made— 

‘‘(I) a statement of value from the Internal 
Revenue Service, or 

‘‘(II) a request for a statement of value 
from the Internal Revenue Service and a $500 
fee. 

‘‘(C) TAXIDERMY PROPERTY.—For purposes 
of this section, the term ‘taxidermy prop-
erty’ means a mounted work of art which 
contains any part of a dead animal.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after November 15, 2005. 
SEC. 316. RECAPTURE OF TAX BENEFIT FOR 

CHARITABLE CONTRIBUTIONS OF 
EXEMPT USE PROPERTY NOT USED 
FOR AN EXEMPT USE. 

(a) RECAPTURE OF DEDUCTION ON CERTAIN 
SALES OF EXEMPT USE PROPERTY.— 

(1) IN GENERAL.—Clause (i) of section 
170(e)(1)(B) (related to certain contributions 
of ordinary income and capital gain prop-
erty) is amended to read as follows: 

‘‘(i) of tangible personal property— 
‘‘(I) if the use by the donee is unrelated to 

the purpose or function constituting the 
basis for its exemption under section 501 (or, 
in the case of a governmental unit, to any 
purpose or function described in subsection 
(c)), or 

‘‘(II) which is applicable property (as de-
fined in paragraph (7)(C)) which is sold, ex-
changed, or otherwise disposed of by the 
donee before the last day of the taxable year 
in which the contribution was made and with 
respect to which the donee has not made a 
certification in accordance with paragraph 
(7)(D),’’. 
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(2) DISPOSITIONS AFTER CLOSE OF TAXABLE 

YEAR.—Section 170(e) is amended by adding 
at the end the following new paragraph: 

‘‘(7) RECAPTURE OF DEDUCTION ON CERTAIN 
DISPOSITIONS OF EXEMPT USE PROPERTY.— 

‘‘(A) IN GENERAL.—In the case of an appli-
cable disposition of applicable property, 
there shall be included in the income of the 
donor of such property for the taxable year 
of such donor in which the applicable dis-
position occurs an amount equal to the ex-
cess (if any) of— 

‘‘(i) the amount of the deduction allowed 
to the donor under this section with respect 
to such property, over 

‘‘(ii) the donor’s basis in such property at 
the time such property was contributed. 

‘‘(B) APPLICABLE DISPOSITION.—For pur-
poses of this paragraph, the term ‘applicable 
disposition’ means any sale, exchange, or 
other disposition by the donee of applicable 
property— 

‘‘(i) after the last day of the taxable year 
of the donor in which such property was con-
tributed, and 

‘‘(ii) before the last day of the 3-year pe-
riod beginning on the date of the contribu-
tion of such property, 
unless the donee makes a certification in ac-
cordance with subparagraph (D). 

‘‘(C) APPLICABLE PROPERTY.—For purposes 
of this paragraph, the term ‘applicable prop-
erty’ means charitable deduction property 
(as defined in section 6050L(a)(2)(A))— 

‘‘(i) which is tangible personal property the 
use of which is identified by the donee as re-
lated to the purpose or function constituting 
the basis of the donee’s exemption under sec-
tion 501, and 

‘‘(ii) for which a deduction in excess of the 
donor’s basis is allowed. 

‘‘(D) CERTIFICATION.—A certification meets 
the requirements of this subparagraph if it is 
a written statement which is signed under 
penalty of perjury by an officer of the donee 
organization and— 

‘‘(i) which— 
‘‘(I) certifies that the use of the property 

by the donee was related to the purpose or 
function constituting the basis for the 
donee’s exemption under section 501, and 

‘‘(II) describes how the property was used 
and how such use furthered such purpose or 
function, or 

‘‘(ii) which— 
‘‘(I) states the intended use of the property 

by the donee at the time of the contribution, 
and 

‘‘(II) certifies that such intended use has 
become impossible or infeasible to imple-
ment.’’. 

(b) REPORTING REQUIREMENTS.—Paragraph 
(1) of section 6050L(a) (relating to returns re-
lating to certain dispositions of donated 
property) is amended— 

(1) by striking ‘‘2 years’’ and inserting ‘‘3 
years’’, and 

(2) by striking ‘‘and’’ at the end of subpara-
graph (D), by striking the period at the end 
of subparagraph (E) and inserting a comma, 
and by inserting at the end the following: 

‘‘(F) a description of the donee’s use of the 
property, and 

‘‘(G) a statement indicating whether the 
use of the property was related to the pur-
pose or function constituting the basis for 
the donee’s exemption under section 501. 

‘‘In any case in which the donee indicates 
that the use of applicable property (as de-
fined in section 170(e)(1)(C)) was related to 
the purpose or function constituting the 
basis for the exemption of the donee under 
section 501 under subparagraph (G), the 
donee shall include with the return the cer-
tification described in section 170(e)(7)(D) if 
such certification is required under section 
170(e)(7).’’. 

(c) PENALTY.— 

(1) IN GENERAL.—Part I of subchapter B of 
chapter 68 (relating to assessable penalties) 
is amended by inserting after section 6720A 
the following new section: 
‘‘SEC. 6720B. FRAUDULENT IDENTIFICATION OF 

EXEMPT USE PROPERTY. 
‘‘In addition to any criminal penalty pro-

vided by law, any person who identifies ap-
plicable property (as defined in section 
170(e)(7)(C)) as having a use which is related 
to a purpose or function constituting the 
basis for the donee’s exemption under sec-
tion 501 and who knows that such property is 
not intended for such a use shall pay a pen-
alty of $10,000.’’. 

(2) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by adding after the item relat-
ing to section 6720A the following new item: 
‘‘Sec. 6720B. Fraudulent identification of ex-

empt use property.’’. 
(d) EFFECTIVE DATE.— 
(1) RECAPTURE.—The amendments made by 

subsection (a) shall apply to contributions 
after June 1, 2006. 

(2) REPORTING.—The amendments made by 
subsection (b) shall apply to returns filed 
after June 1, 2006. 

(3) PENALTY.—The amendments made by 
subsection (c) shall apply to identifications 
made after the date of the enactment of this 
Act. 
SEC. 317. LIMITATION OF DEDUCTION FOR CHAR-

ITABLE CONTRIBUTIONS OF CLOTH-
ING AND HOUSEHOLD ITEMS. 

(a) IN GENERAL.—Subsection (f) of section 
170, as amended by section 315 of this Act, is 
amended by adding at the end the following 
new paragraph: 

‘‘(15) CONTRIBUTIONS OF CLOTHING AND 
HOUSEHOLD ITEMS.— 

‘‘(A) IN GENERAL.—In the case of an indi-
vidual, partnership, or S corporation, the de-
duction allowed under subsection (a) for any 
contribution of clothing or household items 
with respect to which the donor has obtained 
a qualified appraisal shall be— 

‘‘(i) in the case of an item which is in good 
used condition or better, no more than the 
amount assigned to such item under sub-
paragraph (B) for such year, 

‘‘(ii) except as provided by clause (iii), in 
the case of an item which is not in good used 
condition or better, no more than 20 percent 
of the amount assigned to such item under 
subparagraph (B) for such year, and 

‘‘(iii) in the case of an item which is not 
functional with respect to the use for which 
it was designed, zero. 

‘‘(B) ASSIGNED VALUES.—Each year the Sec-
retary shall publish an itemized list of cloth-
ing and household items and shall assign an 
amount with respect to each item on the list 
which represents the fair market value of 
such item in good used condition. 

‘‘(C) EXCEPTION FOR ITEMS SOLD BY THE 
DONEE.—Subparagraph (A) shall not apply to 
any contribution of clothing or household 
items for which a deduction of more than 
$500 is claimed if— 

‘‘(i) the donee sells the clothing or house-
hold items before the earlier of— 

‘‘(I) the due date (including extensions) for 
filing the return of tax for the taxable year 
of the donor in which the contribution was 
made, or 

‘‘(II) the date on which such return was 
filed, 

‘‘(ii) the donee reports the sales price of 
the clothing or household items to the 
donor, and 

‘‘(iii) the amount claimed as a deduction 
with respect to such clothing or household 
items does not exceed the amount of the 
sales price reported to the donor. 

‘‘(D) HOUSEHOLD ITEMS.—For purposes of 
this paragraph— 

‘‘(i) IN GENERAL.—The term ‘household 
items’ includes furniture, furnishings, elec-
tronics, appliances, linens, and other similar 
items. 

‘‘(ii) EXCLUDED ITEMS.—Such term does not 
include— 

‘‘(I) food, 
‘‘(II) paintings, antiques, and other objects 

of art, 
‘‘(III) jewelry and gems, and 
‘‘(IV) collections. 
‘‘(E) SPECIAL RULE FOR PASS-THRU ENTI-

TIES.—In the case of a partnership or S cor-
poration, this paragraph shall be applied at 
the entity level, except that the deduction 
shall be denied at the partner or shareholder 
level.’’. 

(b) SUBSTANTIATION.— 
(1) ITEMS OF $250 OR MORE.—Subparagraph 

(B) of section 170(f)(8) is amended by insert-
ing after clause (iii) the following new 
clause: 

‘‘(iv) In the case of a contribution con-
sisting of clothing or household items, the 
number of items contributed, an indication 
of the condition of each item, a description 
of the type of item contributed, and a copy 
of the list published under paragraph (15)(B) 
or an instruction on how to obtain such 
list.’’. 

(2) ITEMS OF $500 OR MORE.—Subparagraph 
(B) of section 170(f)(11) is amended by insert-
ing ‘‘, the information contained in the ac-
knowledgment required under paragraph (8) 
in the case of any contribution of clothing or 
household items,’’ after ‘‘a description of 
such property’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made after December 31, 2006. 
SEC. 318. MODIFICATION OF RECORDKEEPING 

REQUIREMENTS FOR CERTAIN 
CHARITABLE CONTRIBUTIONS. 

(a) RECORDKEEPING REQUIREMENT.—Sub-
section (f) of section 170, as amended by sec-
tion 317 of this Act, is amended by adding at 
the end the following new paragraph: 

‘‘(16) RECORDKEEPING.—No deduction shall 
be allowed under subsection (a) for any con-
tribution of a cash, check, or other monetary 
gift unless the donor maintains as a record 
of such contribution— 

‘‘(A) a cancelled check, or 
‘‘(B) a receipt or a letter or other written 

communication from the donee showing the 
name of the donee organization, the date of 
the contribution, and the amount of the con-
tribution.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
the date of the enactment of this Act. 
SEC. 319. CONTRIBUTIONS OF FRACTIONAL IN-

TERESTS IN TANGIBLE PERSONAL 
PROPERTY. 

(a) INCOME TAX.—Section 170 (relating to 
charitable, etc., contributions and gifts), as 
amended by section 301 of this Act, is amend-
ed by redesignating subsection (p) as sub-
section (q) and by inserting after subsection 
(o) the following new subsection: 

‘‘(q) SPECIAL RULES FOR FRACTIONAL 
GIFTS.— 

‘‘(1) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(A) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(i) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(ii) the fair market value of the property 
at the time of the additional contribution. 

‘‘(B) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(i) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means any chari-
table contribution by the taxpayer of any in-
terest in property with respect to which the 
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taxpayer has previously made an initial frac-
tional contribution. 

‘‘(ii) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any taxpayer, the 
first charitable contribution of an undivided 
portion of the taxpayer’s entire interest in 
any tangible personal property. 

‘‘(2) RECAPTURE OF DEDUCTION IN CERTAIN 
CASES.— 

‘‘(A) IN GENERAL.—The Secretary shall pro-
vide for the recapture of an amount equal to 
the amount of any deduction allowed under 
this section (plus interest) with respect to 
any contribution of an undivided interest of 
a taxpayer’s entire interest in property in 
any case where such property is not in the 
physical possession of the donee during any 
applicable period for a period of time which 
bears substantially the same ratio to 1 year 
as— 

‘‘(i) the percentage of the undivided inter-
est of the donee in the property (determined 
on the day after such contribution was 
made), bears to 

‘‘(ii) 100 percent. 
‘‘(B) APPLICABLE PERIOD.—For purposes of 

subparagraph (A), the term ‘applicable pe-
riod’ means any 1-year period which begins 
on— 

‘‘(i) in the year of the contribution, the 
date of the contribution, and 

‘‘(ii) in any subsequent calendar year, the 
date which corresponds to the date described 
in clause (i). 

‘‘(C) ANTI-ABUSE RULES.—The Secretary 
shall prescribe such regulations as necessary 
to prevent the avoidance of the purposes of 
this paragraph through the transfer of any 
such undivided interest to a third party con-
trolled by the taxpayer.’’. 

(b) ESTATE TAX.—Section 2055 (relating to 
transfers for public, charitable, and religious 
uses) is amended by redesignating subsection 
(g) as subsection (h) and by inserting after 
subsection (f) the following new subsection: 

‘‘(g) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(1) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(A) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(B) the fair market value of the property 
at the time of the additional contribution. 

‘‘(2) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(A) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means a bequest, 
legacy, devise, or transfer described in sub-
section (a) of any interest in a property with 
respect to which the decedent had previously 
made an initial fractional contribution. 

‘‘(B) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any decedent, any 
charitable contribution of an undivided por-
tion of the decedent’s entire interest in any 
tangible personal property for which a de-
duction was allowed under section 170.’’. 

(c) GIFT TAX.—Section 2522 (relating to 
charitable and similar gifts) is amended by 
redesignating subsection (e) as subsection (f) 
and by inserting after subsection (d) the fol-
lowing new subsection: 

‘‘(e) SPECIAL RULES FOR FRACTIONAL 
GIFTS.— 

‘‘(1) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(A) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(i) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(ii) the fair market value of the property 
at the time of the additional contribution. 

‘‘(B) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(i) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means any gift for 
which a deduction is allowed under sub-
section (a) or (b) of any interest in a prop-
erty with respect to which the donor has pre-
viously made an initial fractional contribu-
tion. 

‘‘(ii) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any donor, the first 
gift of an undivided portion of the donor’s 
entire interest in any tangible personal prop-
erty for which a deduction is allowed under 
subsection (a) or (b). 

‘‘(2) RECAPTURE OF DEDUCTION IN CERTAIN 
CASES.— 

‘‘(A) IN GENERAL.—The Secretary shall pro-
vide for the recapture of an amount equal to 
the amount of any deduction allowed under 
this section (plus interest) with respect to 
any contribution of an undivided interest of 
a donor’s entire interest in property in any 
case where such property is not in the phys-
ical possession of the donee during any appli-
cable period for a period of time which bears 
substantially the same ratio to 1 year as— 

‘‘(i) the percentage of the undivided inter-
est of the donee in the property (determined 
on the day after such contribution was 
made), bears to 

‘‘(ii) 100 percent. 
‘‘(B) APPLICABLE PERIOD.—For purposes of 

subparagraph (A), the term ‘applicable pe-
riod’ means any 1-year period which begins 
on— 

‘‘(i) in the year of the contribution, the 
date of the contribution, and 

‘‘(ii) in any subsequent calendar year, the 
date which corresponds to the date described 
in clause (i). 

‘‘(C) ANTI-ABUSE RULES.—The Secretary 
shall prescribe such regulations as necessary 
to prevent the avoidance of the purposes of 
this paragraph though the transfer of any 
such undivided interest to a third party con-
trolled by the donor.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions, bequests, and gifts made after the date 
of the enactment of this Act. 
SEC. 320. PROVISIONS RELATING TO SUBSTAN-

TIAL AND GROSS OVERSTATEMENTS 
OF VALUATIONS OF CHARITABLE 
DEDUCTION PROPERTY. 

(a) SUBSTANTIAL AND GROSS OVERSTATE-
MENTS OF VALUATIONS OF CHARITABLE DEDUC-
TION PROPERTY.— 

(1) IN GENERAL.—Section 6662 (relating to 
imposition of accuracy-related penalties) is 
amended by adding at the end the following 
new subsection: 

‘‘(i) SPECIAL RULES FOR CHARITABLE DEDUC-
TION PROPERTY.—In the case of charitable de-
duction property (as defined in section 
6664(c)(3)(A))— 

‘‘(1) the determination under subsection 
(e)(1)(A) as to whether there is a substantial 
valuation misstatement under chapter 1 with 
respect to the value of the property shall be 
made by substituting ‘150 percent’ for ‘200 
percent’, and 

‘‘(2) the determination under subsection 
(h)(2)(A)(i) as to whether there is a gross 
valuation misstatement with respect to the 
value of the property shall be made by sub-
stituting ‘200 percent’ for ‘400 percent’ and by 
substituting ‘150 percent’ for ‘200 percent’ in 
applying subsection (e)(1)(A) for purposes of 
such determination.’’. 

(2) ELIMINATION OF REASONABLE CAUSE EX-
CEPTION FOR GROSS MISSTATEMENTS.—Section 
6664(c)(2) (relating to reasonable cause excep-
tion for underpayments) is amended by 
striking ‘‘paragraph (1) shall not apply un-
less’’ and inserting ‘‘paragraph (1) shall not 
apply. The preceding sentence shall not 

apply to a substantial valuation overstate-
ment under chapter 1 if’’. 

(b) PENALTY ON APPRAISERS WHOSE AP-
PRAISALS RESULT IN SUBSTANTIAL OR GROSS 
VALUATION MISSTATEMENTS.— 

(1) IN GENERAL.—Part I of subchapter B of 
chapter 68 (relating to assessable penalties) 
is amended by inserting after section 6695 
the following new section: 
‘‘SEC. 6695A. SUBSTANTIAL AND GROSS VALU-

ATION MISSTATEMENTS ATTRIB-
UTABLE TO INCORRECT APPRAIS-
ALS. 

‘‘(a) IMPOSITION OF PENALTY.—If— 
‘‘(1) a person prepares an appraisal of the 

value of property and such person knows, or 
reasonably should have known, that the ap-
praisal would be used in connection with a 
return or a claim for refund, and 

‘‘(2) the claimed value of the property on a 
return or claim for refund which is based on 
such appraisal results in a substantial valu-
ation misstatement under chapter 1 (within 
the meaning of section 6662(e)), or a gross 
valuation misstatement (within the meaning 
of section 6662(h)), with respect to such prop-
erty, 
then such person shall pay a penalty in the 
amount determined under subsection (b). 

‘‘(b) AMOUNT OF PENALTY.—The amount of 
the penalty imposed under subsection (a) on 
any person with respect to an appraisal shall 
be equal to the lesser of— 

‘‘(1) the greater of— 
‘‘(A) 10 percent of the amount of the under-

payment (as defined in section 6664(a)) at-
tributable to the misstatement described in 
subsection (a)(2), or 

‘‘(B) $1,000, or 
‘‘(2) 125 percent of the gross income re-

ceived by the person described in subsection 
(a)(1) from the preparation of the appraisal. 

‘‘(c) EXCEPTION.—No penalty shall be im-
posed under subsection (a) if the person es-
tablishes to the satisfaction of the Secretary 
that the value established in the appraisal 
was more likely than not the proper value.’’. 

(2) RULES APPLICABLE TO PENALTY.—Sec-
tion 6696 (relating to rules applicable with 
respect to sections 6694 and 6695) is amend-
ed— 

(A) by striking ‘‘6694 and 6695’’ each place 
it appears in the text and heading and insert-
ing ‘‘6694, 6695, and 6695A’’, and 

(B) by striking ‘‘6694 or 6695’’ each place it 
appears in the text and inserting ‘‘6694, 6695, 
or 6695A’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6696 and inserting the following 
new items: 

‘‘Sec. 6695A. Substantial and gross valuation 
misstatements attributable to 
incorrect appraisals. 

‘‘Sec. 6696. Rules applicable with respect to 
sections 6694, 6695, and 6695A.’’. 

(c) QUALIFIED APPRAISERS AND APPRAIS-
ALS.— 

(1) IN GENERAL.—Subparagraph (E) of sec-
tion 170(f)(11) is amended to read as follows: 

‘‘(E) QUALIFIED APPRAISAL AND AP-
PRAISER.—For purposes of this paragraph— 

‘‘(i) QUALIFIED APPRAISAL.—The term 
‘qualified appraisal’ means, with respect to 
any property, an appraisal of such property 
which— 

‘‘(I) is treated for purposes of this para-
graph as a qualified appraisal under regula-
tions or other guidance prescribed by the 
Secretary, and 

‘‘(II) is conducted by a qualified appraiser 
in accordance with generally accepted ap-
praisal standards and any regulations or 
other guidance prescribed under subclause 
(I). 
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‘‘(ii) QUALIFIED APPRAISER.—Except as pro-

vided in clause (iii), the term ‘qualified ap-
praiser’ means an individual who— 

‘‘(I) has earned an appraisal designation 
from a recognized professional appraiser or-
ganization or has otherwise met minimum 
education and experience requirements set 
forth in regulations prescribed by the Sec-
retary, 

‘‘(II) regularly performs appraisals for 
which the individual receives compensation, 
and 

‘‘(III) meets such other requirements as 
may be prescribed by the Secretary in regu-
lations or other guidance. 

‘‘(iii) SPECIFIC APPRAISALS.—An individual 
shall not be treated as a qualified appraiser 
with respect to any specific appraisal un-
less— 

‘‘(I) the individual demonstrates verifiable 
education and experience in valuing the type 
of property subject to the appraisal, and 

‘‘(II) the individual has not been prohibited 
from practicing before the Internal Revenue 
Service by the Secretary under section 330(c) 
of title 31, United States Code, at any time 
during the 3-year period ending on the date 
of the appraisal.’’. 

(2) REASONABLE CAUSE EXCEPTION.—Sub-
paragraphs (B) and (C) of section 6664(c)(3) 
are amended to read as follows: 

‘‘(B) QUALIFIED APPRAISAL.—The term 
‘qualified appraisal’ has the meaning given 
such term by section 170(f)(11)(E)(i). 

‘‘(C) QUALIFIED APPRAISER.—The term 
‘qualified appraiser’ has the meaning given 
such term by section 170(f)(11)(E)(ii).’’. 

(d) DISCIPLINARY ACTIONS AGAINST AP-
PRAISERS.—Section 330(c) of title 31, United 
States Code, is amended by striking ‘‘with 
respect to whom a penalty has been assessed 
under section 6701(a) of the Internal Revenue 
Code of 1986’’. 

(e) EFFECTIVE DATES.— 
(1) MISSTATEMENT PENALTIES.—Except as 

provided in paragraph (3), the amendments 
made by subsection (a) shall apply to returns 
filed after the date of the enactment of this 
Act. 

(2) APPRAISER PROVISIONS.—Except as pro-
vided in paragraph (3), the amendments 
made by subsections (b), (c), and (d) shall 
apply to appraisals prepared with respect to 
returns or submissions filed after the date of 
the enactment of this Act. 

(3) SPECIAL RULE FOR CERTAIN EASEMENTS.— 
In the case of a contribution of a qualified 
real property interest which is a restriction 
with respect to the exterior of a building de-
scribed in section 170(h)(4)(C)(ii) of the Inter-
nal Revenue Code of 1986, and an appraisal 
with respect to the contribution, the amend-
ments made by subsections (a) and (b) shall 
apply to returns filed after December 16, 
2004. 
SEC. 321. ADDITIONAL STANDARDS FOR CREDIT 

COUNSELING ORGANIZATIONS. 
(a) IN GENERAL.—Section 501 (relating to 

exemption from tax on corporations, certain 
trusts, etc.) is amended by redesignating 
subsection (q) as subsection (r) and by insert-
ing after subsection (p) the following new 
subsection: 

‘‘(q) SPECIAL RULES FOR CREDIT COUN-
SELING ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—An organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose shall 
not be exempt from tax under subsection (a) 
unless such organization is described in para-
graph (3) or (4) of subsection (c) and such or-
ganization is organized and operated in ac-
cordance with the following requirements: 

‘‘(A) The organization— 
‘‘(i) provides credit counseling services tai-

lored to the specific needs and circumstances 
of consumers, 

‘‘(ii) makes no loans to debtors and does 
not negotiate the making of loans on behalf 
of debtors, and 

‘‘(iii) does not promote, or charge any sep-
arate fee for, any service for the purpose of 
improving any consumer’s credit record, 
credit history, or credit rating. 

‘‘(B) The organization does not refuse to 
provide credit counseling services to a con-
sumer due to the inability of the consumer 
to pay, the ineligibility of the consumer for 
debt management plan enrollment, or the 
unwillingness of the consumer to enroll in a 
debt management plan. 

‘‘(C) The organization establishes and im-
plements a fee policy which— 

‘‘(i) requires that any fees charged to a 
consumer for services are reasonable, and 

‘‘(ii) prohibits charging any fee based in 
whole or in part on a percentage of the con-
sumer’s debt, the consumer’s payments to be 
made pursuant to a debt management plan, 
or the projected or actual savings to the con-
sumer resulting from enrolling in a debt 
management plan. 

‘‘(D) At all times the organization has a 
board of directors or other governing body— 

‘‘(i) which is controlled by persons who 
represent the broad interests of the public, 
such as public officials acting in their capac-
ities as such, persons having special knowl-
edge or expertise in credit or financial edu-
cation, and community leaders, 

‘‘(ii) not more than 20 percent of the voting 
power of which is vested in persons who are 
employed by the organization or who will 
benefit financially, directly or indirectly, 
from the organization’s activities (other 
than through the receipt of reasonable direc-
tors’ fees or the repayment of consumer debt 
to creditors other than the credit counseling 
organization or its affiliates), and 

‘‘(iii) not more than 49 percent of the vot-
ing power of which is vested in persons who 
are employed by the organization or who will 
benefit financially, directly or indirectly, 
from the organization’s activities (other 
than through the receipt of reasonable direc-
tors’ fees). 

‘‘(E) The organization does not own more 
than 35 percent of— 

‘‘(i) the total combined voting power of a 
corporation which is in the business of lend-
ing money, repairing credit, or providing 
debt management plan services, payment 
processing, or similar services, 

‘‘(ii) the profits interest of a partnership 
which is in the business of lending money, 
repairing credit, or providing debt manage-
ment plan services, payment processing, or 
similar services, and 

‘‘(iii) the beneficial interest of a trust or 
estate which is in the business of lending 
money, repairing credit, or providing debt 
management plan services, payment proc-
essing, or similar services. 

‘‘(F) The organization receives no amount 
for providing referrals to others for financial 
services (including debt management serv-
ices) or credit counseling services to be pro-
vided to consumers, and pays no amount to 
others for obtaining referrals of consumers. 

‘‘(2) REQUIREMENTS UNDER SUBSECTION 
(c)(3).—In addition to the requirements 
under paragraph (1), an organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose and 
which is described in paragraph (3) of sub-
section (c) shall not be exempt from tax 
under subsection (a) unless such organiza-
tion is organized and operated in accordance 
with the following requirements: 

‘‘(A) The organization— 
‘‘(i) charges no fees (other than nominal 

fees) for debt management plan services or 
credit counseling services and waives any 
fees if the consumer is unable to pay such 
fees, and 

‘‘(ii) does not solicit contributions from 
consumers during the initial counseling 
process or while the consumer is receiving 
services from the organization. 

‘‘(B) The activities of the organization re-
lated to debt management plan services (in 
the aggregate) do not exceed 25 percent of 
the total activities of the organization ac-
tivities measured by any of the following: 

‘‘(i) The time spent on activities. 
‘‘(ii) The resources dedicated to activities. 
‘‘(iii) The effort expended by the organiza-

tion with respect to activities. 
‘‘(iv) The sources of revenue of the organi-

zation. 
‘‘(v) Any other measures prescribed by the 

Secretary. 
‘‘(3) REQUIREMENTS UNDER SUBSECTION 

(c)(4).—In addition to the requirements 
under paragraph (1), an organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose and 
which is described in paragraph (4) of sub-
section (c) shall not be exempt from tax 
under subsection (a) unless such organiza-
tion— 

‘‘(A) is organized and operated such that it 
charges no fees (other than nominal fees) for 
credit counseling services and waives any 
fees if the consumer is unable to pay such 
fees, and 

‘‘(B) notifies the Secretary, in such manner 
as the Secretary may by regulations pre-
scribe, that it is applying for recognition as 
a credit counseling organization. 

‘‘(4) SECRETARIAL AUTHORITY.—The Sec-
retary may require any organization de-
scribed in paragraph (1) to submit such infor-
mation as the Secretary requires to verify 
that such organization meets the require-
ments of this section. 

‘‘(5) CREDIT COUNSELING SERVICES; DEBT 
MANAGEMENT PLAN SERVICES.—For purposes 
of this subsection— 

‘‘(A) CREDIT COUNSELING SERVICES.—The 
term ‘credit counseling services’ means— 

‘‘(i) the providing of educational informa-
tion to the general public on budgeting, per-
sonal finance, financial literacy, saving and 
spending practices, and the sound use of con-
sumer credit, 

‘‘(ii) the assisting of individuals and fami-
lies with financial problems by providing 
them with counseling, or 

‘‘(iii) a combination of the activities de-
scribed in clauses (i) and (ii). 

‘‘(B) DEBT MANAGEMENT PLAN SERVICES.— 
The term ‘debt management plan services’ 
means services related to the repayment, 
consolidation, or restructuring of a con-
sumer’s debt, and includes the negotiation 
with creditors of lower interest rates, the 
waiver or reduction of fees, and the mar-
keting and processing of debt management 
plans.’’. 

(b) DEBT MANAGEMENT PLAN SERVICES 
TREATED AS AN UNRELATED BUSINESS.—Sec-
tion 513 (relating to unrelated trade or busi-
ness) is amended by adding at the end the 
following: 

‘‘(j) DEBT MANAGEMENT PLAN SERVICES.— 
The term ‘unrelated trade or business’ in-
cludes— 

‘‘(1) the provision of debt management plan 
services (as defined in section 501(q)(4)(B)) by 
an organization described in section 501(q) to 
the extent such services are not substan-
tially related to the provision of credit coun-
seling services (as defined in section 
501(q)(4)(A)) to a consumer, and 

‘‘(2) the provision of debt management plan 
services (as so defined) by any organization 
other than an organization which meets the 
requirements of section 501(q).’’. 

(c) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
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section shall apply to taxable years begin-
ning after the date of the enactment of this 
Act. 

(2) TRANSITION RULE FOR EXISTING ORGANI-
ZATIONS.—In the case of any organization de-
scribed in paragraph (3) or (4) section 501(c) 
of the Internal Revenue Code of 1986 and 
with respect to which the provision of credit 
counseling services is a substantial purpose 
on the date of the enactment of this Act, the 
amendments made by this section shall 
apply to taxable years beginning after the 
date which is 1 year after the date of the en-
actment of this Act. 
SEC. 322. EXPANSION OF THE BASE OF TAX ON 

PRIVATE FOUNDATION NET INVEST-
MENT INCOME. 

(a) GROSS INVESTMENT INCOME.— 
(1) IN GENERAL.—Paragraph (2) of section 

4940(c) (relating to gross investment income) 
is amended by adding at the end the fol-
lowing new sentence: ‘‘Such term shall also 
include income from sources similar to those 
in the preceding sentence.’’. 

(2) CONFORMING AMENDMENT.—Subsection 
(e) of section 509 (relating to gross invest-
ment income) is amended by adding at the 
end the following new sentence: ‘‘Such term 
shall also include income from sources simi-
lar to those in the preceding sentence.’’. 

(b) CAPITAL GAIN NET INCOME.—Paragraph 
(4) of section 4940(c) (relating to capital 
gains and losses) is amended— 

(1) in subparagraph (A), by striking ‘‘used 
for the production of interest, dividends, 
rents, and royalties’’ and inserting ‘‘used for 
the production of gross investment income 
(as defined in paragraph (2))’’, and 

(2) in subparagraph (C), by inserting ‘‘or 
carrybacks’’ after ‘‘carryovers’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 323. DEFINITION OF CONVENTION OR ASSO-

CIATION OF CHURCHES. 
Section 7701 (relating to definitions) is 

amended by redesignating subsection(o) as 
subsection (p) and by inserting after sub-
section (n) the following new subsection: 

‘‘(o) CONVENTION OR ASSOCIATION OF 
CHURCHES.—For purposes of this title, any 
organization which is otherwise a convention 
or association of churches shall not fail to so 
qualify merely because the membership of 
such organization includes individuals as 
well as churches or because individuals have 
voting rights in such organization.’’. 
SEC. 324. NOTIFICATION REQUIREMENT FOR EN-

TITIES NOT CURRENTLY REQUIRED 
TO FILE. 

(a) IN GENERAL.—Section 6033 (relating to 
returns by exempt organizations), as amend-
ed by section 346 of this Act, is amended by 
redesignating subsection (j) as subsection (k) 
and by inserting after subsection (i) the fol-
lowing new subsection: 

‘‘(j) ADDITIONAL NOTIFICATION REQUIRE-
MENTS.—Any organization the gross receipts 
of which in any taxable year result in such 
organization being referred to in subsection 
(a)(3)(A)(ii) or (a)(3)(B)— 

‘‘(1) shall furnish annually, at such time 
and in such manner as the Secretary may by 
forms or regulations prescribe, information 
setting forth— 

‘‘(A) the legal name of the organization, 
‘‘(B) any name under which such organiza-

tion operates or does business, 
‘‘(C) the organization’s mailing address and 

Internet web site address (if any), 
‘‘(D) the organization’s taxpayer identi-

fication number, 
‘‘(E) the name and address of a principal 

officer, and 
‘‘(F) evidence of the continuing basis for 

the organization’s exemption from the filing 
requirements under subsection (a)(1), and 

‘‘(2) upon the termination of the existence 
of the organization, shall furnish notice of 
such termination.’’. 

(b) LOSS OF EXEMPT STATUS FOR FAILURE 
TO FILE RETURN OR NOTICE.—Section 6033 (re-
lating to returns by exempt organizations), 
as amended by subsection (a), is amended by 
redesignating subsection (k) as subsection (l) 
and by inserting after subsection (j) the fol-
lowing new subsection: 

‘‘(k) LOSS OF EXEMPT STATUS FOR FAILURE 
TO FILE RETURN OR NOTICE.— 

‘‘(1) IN GENERAL.—If an organization de-
scribed in subsection (a)(1) or (i) fails to file 
an annual return or notice required under ei-
ther subsection for 3 consecutive years, such 
organization’s status as an organization ex-
empt from tax under section 501(a) shall be 
considered revoked on and after the date set 
by the Secretary for the filing of the third 
annual return or notice. The Secretary shall 
publish and maintain a list of any organiza-
tion the status of which is so revoked. 

‘‘(2) APPLICATION NECESSARY FOR REIN-
STATEMENT.—Any organization the tax-ex-
empt status of which is revoked under para-
graph (1) must apply in order to obtain rein-
statement of such status regardless of 
whether such organization was originally re-
quired to make such an application. 

‘‘(3) RETROACTIVE REINSTATEMENT IF REA-
SONABLE CAUSE SHOWN FOR FAILURE.—If upon 
application for reinstatement of status as an 
organization exempt from tax under section 
501(a), an organization described in para-
graph (1) can show to the satisfaction of the 
Secretary evidence of reasonable cause for 
the failure described in such paragraph, the 
organization’s exempt status may, in the dis-
cretion of the Secretary, be reinstated effec-
tive from the date of the revocation under 
such paragraph.’’. 

(c) NO DECLARATORY JUDGMENT RELIEF.— 
Section 7428(b) (relating to limitations) is 
amended by adding at the end the following 
new paragraph: 

‘‘(4) NONAPPLICATION FOR CERTAIN REVOCA-
TIONS.—No action may be brought under this 
section with respect to any revocation of 
status described in section 6033(k)(1).’’. 

(d) NO INSPECTION REQUIREMENT.—Section 
6104(b) (relating to inspection of annual in-
formation returns) is amended by inserting 
‘‘(other than subsection (j) thereof)’’ after 
‘‘6033’’. 

(e) NO DISCLOSURE REQUIREMENT.—Section 
6104(d)(3) (relating to exceptions from disclo-
sure requirements) is amended by redesig-
nating subparagraph (B) as subparagraph (C) 
and by inserting after subparagraph (A) the 
following new subparagraph: 

‘‘(B) NONDISCLOSURE OF ANNUAL NOTICES.— 
Paragraph (1) shall not require the disclosure 
of any notice required under section 6033(j).’’. 

(f) NO MONETARY PENALTY FOR FAILURE TO 
NOTIFY.—Section 6652(c)(1) (relating to an-
nual returns under section 6033 or 6012(a)(6)) 
is amended by adding at the end the fol-
lowing new subparagraph: 

‘‘(E) NO PENALTY FOR CERTAIN ANNUAL NO-
TICES.—This paragraph shall not apply with 
respect to any notice required under section 
6033(j).’’. 

(g) SECRETARIAL OUTREACH REQUIRE-
MENTS.— 

(1) NOTICE REQUIREMENT.—The Secretary of 
the Treasury shall notify in a timely manner 
every organization described in section 
6033(j) of the Internal Revenue Code of 1986 
(as added by this section) of the requirement 
under such section 6033(j) and of the penalty 
established under section 6033(k)— 

(A) by mail, in the case of any organization 
the identity and address of which is included 
in the list of exempt organizations main-
tained by the Secretary, and 

(B) by Internet or other means of outreach, 
in the case of any other organization. 

(2) LOSS OF STATUS PENALTY FOR FAILURE 
TO FILE RETURN.—The Secretary of the Treas-
ury shall publicize in a timely manner in ap-
propriate forms and instructions and 
through other appropriate means, the pen-
alty established under section 6033(k) of such 
Code for the failure to file a return under 
section 6033(a)(1) of such Code. 

(h) EFFECTIVE DATE.—The amendments 
made by this section shall apply to notices 
and returns with respect to annual periods 
beginning after 2005. 
SEC. 325. DISCLOSURE TO STATE OFFICIALS OF 

PROPOSED ACTIONS RELATED TO 
EXEMPT ORGANIZATIONS. 

(a) IN GENERAL.—Subsection (c) of section 
6104 is amended by striking paragraph (2) and 
inserting the following new paragraphs: 

‘‘(2) DISCLOSURE OF PROPOSED ACTIONS RE-
LATED TO CHARITABLE ORGANIZATIONS.— 

‘‘(A) SPECIFIC NOTIFICATIONS.—In the case 
of an organization to which paragraph (1) ap-
plies, the Secretary may disclose to the ap-
propriate State officer— 

‘‘(i) a notice of proposed refusal to recog-
nize such organization as an organization de-
scribed in section 501(c)(3) or a notice of pro-
posed revocation of such organization’s rec-
ognition as an organization exempt from 
taxation, 

‘‘(ii) the issuance of a letter of proposed de-
ficiency of tax imposed under section 507 or 
chapter 41 or 42, and 

‘‘(iii) the names, addresses, and taxpayer 
identification numbers of organizations 
which have applied for recognition as organi-
zations described in section 501(c)(3). 

‘‘(B) ADDITIONAL DISCLOSURES.—Returns 
and return information of organizations with 
respect to which information is disclosed 
under subparagraph (A) may be made avail-
able for inspection by or disclosed to an ap-
propriate State officer. 

‘‘(C) PROCEDURES FOR DISCLOSURE.—Infor-
mation may be inspected or disclosed under 
subparagraph (A) or (B) only— 

‘‘(i) upon written request by an appropriate 
State officer, and 

‘‘(ii) for the purpose of, and only to the ex-
tent necessary in, the administration of 
State laws regulating such organizations. 
Such information may only be inspected by 
or disclosed to representatives of the appro-
priate State officer designated as the indi-
viduals who are to inspect or to receive the 
returns or return information under this 
paragraph on behalf of such officer. Such 
representatives shall not include any con-
tractor or agent. 

‘‘(D) DISCLOSURES OTHER THAN BY RE-
QUEST.—The Secretary may make available 
for inspection or disclose returns and return 
information of an organization to which 
paragraph (1) applies to an appropriate State 
officer of any State if the Secretary deter-
mines that such inspection or disclosure may 
facilitate the resolution of Federal or State 
issues relating to the tax-exempt status of 
such organization. 

‘‘(3) DISCLOSURE WITH RESPECT TO CERTAIN 
OTHER EXEMPT ORGANIZATIONS.—Upon written 
request by an appropriate State officer, the 
Secretary may make available for inspection 
or disclosure returns and return information 
of an organization described in paragraph (2), 
(4), (6), (7), (8), (10), or (13) of section 501(c) for 
the purpose of, and to the extent necessary 
in, the administration of State laws regu-
lating the solicitation or administration of 
the charitable funds or charitable assets of 
such organizations. Such information may 
be inspected only by or disclosed only to rep-
resentatives of the appropriate State officer 
designated as the individuals who are to in-
spect or to receive the returns or return in-
formation under this paragraph on behalf of 
such officer. Such representatives shall not 
include any contractor or agent. 
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CONGRESSIONAL RECORD — SENATE S551 February 2, 2006 
‘‘(4) USE IN CIVIL JUDICIAL AND ADMINISTRA-

TIVE PROCEEDINGS.—Returns and return in-
formation disclosed pursuant to this sub-
section may be disclosed in civil administra-
tive and civil judicial proceedings pertaining 
to the enforcement of State laws regulating 
such organizations in a manner prescribed by 
the Secretary similar to that for tax admin-
istration proceedings under section 
6103(h)(4). 

‘‘(5) NO DISCLOSURE IF IMPAIRMENT.—Re-
turns and return information shall not be 
disclosed under this subsection, or in any 
proceeding described in paragraph (4), to the 
extent that the Secretary determines that 
such disclosure would seriously impair Fed-
eral tax administration. 

‘‘(6) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) RETURN AND RETURN INFORMATION.— 
The terms ‘return’ and ‘return information’ 
have the respective meanings given to such 
terms by section 6103(b). 

‘‘(B) APPROPRIATE STATE OFFICER.—The 
term ‘appropriate State officer’ means— 

‘‘(i) the State attorney general, 
‘‘(ii) the State tax officer, 
‘‘(iii) in the case of an organization to 

which paragraph (1) applies, any other State 
official charged with overseeing organiza-
tions of the type described in section 
501(c)(3), and 

‘‘(iv) in the case of an organization to 
which paragraph (3) applies, the head of an 
agency designated by the State attorney 
general as having primary responsibility for 
overseeing the solicitation of funds for chari-
table purposes.’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Subparagraph (A) of section 6103(p)(3) is 

amended by inserting ‘‘an section 6104(c)’’ 
after ‘‘section’’ in the first sentence. 

(2) Paragraph (4) of section 6103(p) is 
amended— 

(A) in the matter preceding subparagraph 
(A), by inserting ‘‘, or any appropriate State 
officer (as defined in section 6104(c)),’’ before 
‘‘or any other person’’, 

(B) in subparagraph (F)(i), by inserting ‘‘or 
any appropriate State officer (as defined in 
section 6104(c)),’’ before ‘‘or any other per-
son’’, and 

(C) in the matter following subparagraph 
(F), by inserting ‘‘, an appropriate State offi-
cer (as defined in section 6104(c)),’’ after ‘‘in-
cluding an agency’’ each place it appear. 

(3) The heading for paragraph (1) of section 
6104(c) is amended by inserting ‘‘FOR CHARI-
TABLE ORGANIZATIONS’’ after ‘‘RULE’’. 

(4) Paragraph (2) of section 7213(a) is 
amended by inserting ‘‘or under section 
6104(c)’’ after ‘‘6103’’. 

(5) Paragraph (2) of section 7213A(a) is 
amended by inserting ‘‘or 6104(c)’’ after 
‘‘6103’’. 

(6) Paragraph (2) of section 7431(a) is 
amended by inserting ‘‘(including any disclo-
sure in violation of section 6014(c)’’ after 
‘‘6103’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on the 
date of the enactment of this Act but shall 
not apply to requests made before such date. 

PART II—IMPROVED ACCOUNTABILITY OF 
DONOR ADVISED FUNDS 

SEC. 331. EXCISE TAX ON SPONSORING ORGANI-
ZATIONS OF DONOR ADVISED FUNDS 
FOR FAILURE TO MEET DISTRIBU-
TION REQUIREMENTS. 

(a) IN GENERAL.—Chapter 42 (relating to 
private foundations and certain other tax-ex-
empt organizations), as amended by section 
311, is amended by adding at the end the fol-
lowing new subchapter: 

‘‘Subchapter G—Donor Advised Funds 
‘‘Sec. 4967. Taxes on sponsoring organiza-

tions of donor advised funds for 
failure to meet distributions re-
quirements 

‘‘Sec. 4968. Taxes on prohibited distributions 
‘‘Sec. 4969. Taxes on prohibited benefits 
‘‘SEC. 4967. TAXES ON SPONSORING ORGANIZA-

TIONS OF DONOR ADVISED FUNDS 
FOR FAILURE TO MEET DISTRIBU-
TION REQUIREMENTS. 

‘‘(a) INITIAL TAX.—There is hereby imposed 
on any sponsoring organization a tax equal 
to 30 percent of each of the following 
amounts: 

‘‘(1) The organization level undistributed 
amount of such sponsoring organization 
(other than any organization subject to tax 
under section 4942) for any taxable year 
which has not been distributed before the 
first day of the second (or any succeeding) 
taxable year following such taxable year (if 
such first day falls within the taxable pe-
riod). 

‘‘(2) The fund level undistributed amount 
of any donor advised fund of such sponsoring 
organization for any taxable year which has 
not been distributed before the 181st day of 
the first (or any succeeding) taxable year fol-
lowing the applicable period (if such 181st 
day falls within the taxable period). 

‘‘(3) The illiquid fund undistributed 
amount of any illiquid asset donor advised 
fund of such sponsoring organization for any 
taxable year which has not been distributed 
before the 181st day of the second (or any 
succeeding) taxable year following such tax-
able year (if such 181st day falls within the 
taxable period). 

‘‘(b) ADDITIONAL TAX.—In any case in 
which an initial tax is imposed under sub-
section (a) on any amount, if any portion of 
such amount remains undistributed at the 
close of the taxable period, there is hereby 
imposed a tax equal to 100 percent of the 
amount remaining undistributed at such 
time. 

‘‘(c) ORGANIZATION LEVEL UNDISTRIBUTED 
AMOUNT; FUND LEVEL UNDISTRIBUTED 
AMOUNT; ILLIQUID FUND UNDISTRIBUTED 
AMOUNT.—For purposes of this section— 

‘‘(1) ORGANIZATION LEVEL UNDISTRIBUTED 
AMOUNT.—The term ‘organization level un-
distributed amount’ means, with respect to 
any sponsoring organization for any taxable 
year, the amount by which— 

‘‘(A) the organization level distributable 
amount for such taxable year, exceeds 

‘‘(B) the qualifying distributions made dur-
ing such taxable year and designated for the 
purpose of reducing such amount. 

‘‘(2) FUND LEVEL UNDISTRIBUTED AMOUNT.— 
The term ‘fund level undistributed amount’ 
means, with respect to any donor advised 
fund of a sponsoring organization for any ap-
plicable period, the amount by which— 

‘‘(A) the fund level distributable amount 
for such applicable period, exceeds 

‘‘(B) the qualifying distributions made dur-
ing such applicable period and designated for 
the purpose of reducing such amount. 

‘‘(3) ILLIQUID FUND UNDISTRIBUTED 
AMOUNT.— 

‘‘(A) IN GENERAL.—The term ‘illiquid fund 
undistributed amount’ means, with respect 
to any illiquid asset donor advised fund of a 
sponsoring organization for any taxable 
year, the amount by which— 

‘‘(i) the illiquid fund distributable amount 
for such taxable year, exceeds 

‘‘(ii) the qualifying distributions made dur-
ing such taxable year and designated for the 
purpose of reducing such amount. 

‘‘(B) ILLIQUID ASSET DONOR ADVISED FUND.— 
The term ‘illiquid asset donor advised fund’ 
means for any taxable year a donor advised 
fund the value of the illiquid assets of which 
(as of the end of the preceding taxable year) 

exceeds 10 percent of the value of the total 
assets of such fund. 

‘‘(C) ILLIQUID ASSET.—The term ‘illiquid 
asset’ means for any taxable year any asset 
other than cash and marketable securities 
the value of which is held for the entire tax-
able year as such asset or any other illiquid 
asset. 

‘‘(d) ORGANIZATION LEVEL DISTRIBUTABLE 
AMOUNT; FUND LEVEL DISTRIBUTABLE 
AMOUNT; ILLIQUID FUND DISTRIBUTABLE 
AMOUNT.—For purposes of this section— 

‘‘(1) ORGANIZATION LEVEL DISTRIBUTABLE 
AMOUNT.—The term ‘organization level dis-
tributable amount’ means, with respect to 
any sponsoring organization for any taxable 
year, an amount equal to the applicable per-
centage of the fair market value of the ag-
gregate assets of all donor advised funds 
maintained by such organization as deter-
mined on the last day of the preceding tax-
able year (other than such funds which have 
been in existence for less than 1 year as so 
determined). 

‘‘(2) FUND LEVEL DISTRIBUTABLE AMOUNT.— 
The term ‘fund level distributable amount’ 
means, with respect to any donor advised 
fund of any sponsoring organization for any 
applicable 3-consecutive taxable year period, 
an amount equal to the greater of— 

‘‘(A) $250, or 
‘‘(B) 2.5 percent of the greater of— 
‘‘(i) the average of the sponsoring organiza-

tion’s required minimum initial contribution 
amount for such period, or 

‘‘(ii) the average of the sponsoring organi-
zation’s required minimum balance for such 
period, 
for the type of donor with respect to such 
donor advised fund. 

‘‘(3) ILLIQUID FUND DISTRIBUTABLE 
AMOUNT.—The term ‘illiquid fund distribut-
able amount’ means, with respect to any il-
liquid asset donor advised fund of any spon-
soring organization for any taxable year, an 
amount equal to the applicable percentage of 
the value of the assets in such fund as deter-
mined at the end of the preceding taxable 
year. 

‘‘(4) APPLICABLE PERCENTAGE.—For pur-
poses of paragraphs (1) and (3), the applicable 
percentage is— 

‘‘(A) 3 percent for the first taxable year be-
ginning after the date of the enactment of 
this section, 

‘‘(B) 4 percent for the second taxable year 
beginning after such date, and 

‘‘(C) 5 percent for any taxable year begin-
ning after the second taxable year beginning 
after such date. 

‘‘(e) QUALIFYING DISTRIBUTION.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying dis-
tribution’ means— 

‘‘(A) any amount paid by the sponsoring 
organization from a donor advised fund— 

‘‘(i) to any organization described in sec-
tion 170(b)(1)(A) (other than any organization 
described in section 509(a)(3)) or any spon-
soring organization if such amount is for 
maintenance in a donor advised fund), and 

‘‘(ii) notwithstanding clause (i), to any or-
ganization described section 170(f)(17)(B)(ii), 
but only to the extent not prohibited by reg-
ulations, and 

‘‘(B) any amount set aside in such donor 
advised fund for purposes, and under proce-
dures similar to those, described in section 
4942(g)(2). 
Such term shall also include any amount 
paid during any taxable year for reasonable 
and necessary administrative expenses 
charged to a donor advised fund by a spon-
soring organization. 

‘‘(2) DISTRIBUTIONS TO SPONSORING ORGANI-
ZATIONS.— 

‘‘(A) IN GENERAL.—Except as provided in 
subparagraph (B), such term shall include 
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any distribution to a sponsoring organiza-
tion. 

‘‘(B) ORGANIZATION LEVEL DISTRIBUTIONS.— 
For purposes of subsection (c)(1)(B), such 
term shall not include any distribution to a 
sponsoring organization unless such distribu-
tion is designated for use in connection with 
a charitable program of such organization. 

‘‘(3) PURPOSE OF DISTRIBUTION.—Each quali-
fying distribution shall be taken into ac-
count in determining whether each of the re-
quirements of paragraphs (1), (2), and (3) of 
subsection (a) are met, except that only 
qualifying distributions from a donor advised 
fund shall be taken into account in deter-
mining whether the requirements of para-
graphs (2) and (3) of subsection (a) are met 
with respect to the fund. 

‘‘(4) DESIGNATION OF TAXABLE YEAR.— 
‘‘(A) IN GENERAL.—A sponsoring organiza-

tion shall designate the taxable years or ap-
plicable periods with respect to which any 
qualifying distribution shall be applied for 
purposes of satisfying the distribution re-
quirements of such taxable year or applica-
ble period. 

‘‘(B) CARRYOVER OF EXCESS DISTRIBUTION 
DESIGNATIONS.—If a sponsoring organization 
designates an amount of qualifying distribu-
tions in excess of the amount necessary to 
meet the distribution requirements for all 
taxable years and all applicable periods, the 
sponsoring organization may designate such 
excess as a carryover distribution which may 
be applied for purposes of satisfying the dis-
tribution requirements of the succeeding 5 
taxable years. 

‘‘(f) VALUATION RULES.—For purposes of de-
termining the value of any asset held by a 
donor advised fund, the following rules shall 
apply: 

‘‘(1) Securities for which market 
quotations are readily available shall be val-
ued at fair market value determined on a 
monthly basis. 

‘‘(2) Cash shall be determined on an aver-
age monthly basis. 

‘‘(3) Any illiquid asset transferred by a 
donor to a sponsoring organization for main-
tenance in such donor advised fund shall be 
valued in an amount equal to the sum of— 

‘‘(A) the value of such asset claimed by the 
donor for purposes of determining the do-
nor’s deduction under section 170, 2055, or 
2522 with respect to such transfer and re-
ported by the donor to the sponsoring orga-
nization (in any manner specified by the Sec-
retary), and 

‘‘(B) an assumed annual rate of return of 5 
percent of such value. 

‘‘(4) Any illiquid asset purchased by such 
fund shall be valued in an amount equal to— 

‘‘(A) the purchase price paid for such asset 
by such fund, and 

‘‘(B) an assumed annual rate of return of 5 
percent of such value. 

‘‘(g) SPONSORING ORGANIZATION; DONOR AD-
VISED FUND.—For purposes of this sub-
chapter— 

‘‘(1) SPONSORING ORGANIZATION.—The term 
‘sponsoring organization’ means any organi-
zation which— 

‘‘(A) is described in section 170(c) (other 
than in paragraph (1) thereof, and without 
regard to paragraph (2)(A) thereof), and 

‘‘(B) maintains 1 or more donor advised 
funds. 

‘‘(2) DONOR ADVISED FUND.— 
‘‘(A) IN GENERAL.—Except as provided in 

subparagraph (B), the term ‘donor advised 
fund’ means a fund or account— 

‘‘(i) which is separately identified by ref-
erence to contributions of a donor or donors, 

‘‘(ii) which is owned and controlled by a 
sponsoring organization, and 

‘‘(iii) with respect to which a donor or any 
person appointed or designated by such per-
son) has, or reasonably expects to have, advi-

sory privileges with respect to the distribu-
tion or investment of amounts held in such 
fund or account by reason of the donor’s sta-
tus as a donor. 

‘‘(B) EXCEPTION.—The term ‘donor advised 
fund’ shall not include any fund or account 
with respect to which a person described in 
subparagraph (A)(iii) advises as to which in-
dividuals receive grants for travel, study, or 
other similar purposes, but only if— 

‘‘(i) such person’s advisory privileges are 
performed exclusively by such person in the 
person’s capacity as a member of a com-
mittee appointed by the sponsoring organiza-
tion, 

‘‘(ii) no combination of persons described 
in subparagraph (A)(iii) (or persons related 
to such persons) control, directly or indi-
rectly, such committee, and 

‘‘(iii) all grants from such fund or account 
satisfy requirements similar to those de-
scribed in section 4945(g) (concerning grants 
to individuals by private foundations). 

‘‘(C) SECRETARIAL AUTHORITY.—The Sec-
retary may exempt a fund or account from 
treatment as a donor advised fund which— 

‘‘(i) is advised by committee not directly 
or indirectly controlled by the donor or advi-
sor (and any related parties), or 

‘‘(ii) will benefit a single identified organi-
zation or governmental entity or a single 
identified charitable purpose. 

‘‘(h) OTHER DEFINITIONS.—For purposes of 
this section— 

‘‘(1) TAXABLE PERIOD.—The term ‘taxable 
period’ means, with respect to the undistrib-
uted amount for any taxable year, the period 
beginning with the first day of the taxable 
year and ending on the earlier of— 

‘‘(A) the date of mailing of a notice of defi-
ciency with respect to the tax imposed by 
subsection (a) under section 6212, or 

‘‘(B) the date on which the tax imposed by 
subsection (a) is assessed. 

‘‘(2) APPLICABLE PERIOD.—The term ‘appli-
cable period’ means, with respect to any 
donor advised fund of any sponsoring organi-
zation, a 3-consecutive taxable year period 
determined under the following rules: 

‘‘(A) The first applicable 3-consecutive tax-
able year period for any donor advised fund 
shall begin on the first day of the first tax-
able year of the sponsoring organization be-
ginning after the date such fund has been in 
existence for 1 year. 

‘‘(B) Any applicable 3-consecutive taxable 
year period after the first such period shall 
begin on the day after the termination of 
any preceding applicable 3-consecutive tax-
able year period with respect to such donor 
advised fund. 

‘‘(i) REGULATIONS.—The Secretary may 
issue such regulations as are necessary to 
carry out the purposes of this section, in-
cluding regulations regarding— 

‘‘(1) the acceptable methods for calculating 
the organization level undistributed amount 
for sponsoring organizations, 

‘‘(2) the allowable adjustments in the de-
termination of the value of any illiquid asset 
where the asset value has declined signifi-
cantly after a contribution to, or purchase 
by, the donor advised fund, and 

‘‘(3) the treatment or disregard of trans-
actions designed to avoid the application of 
the illiquid asset rules, such as through ex-
changes of illiquid assets for other assets. 
‘‘SEC. 4968. TAXES ON PROHIBITED DISTRIBU-

TIONS. 
‘‘(a) IMPOSITION OF TAXES.— 
‘‘(1) ON THE DONOR OR DONOR ADVISOR.— 

There is hereby imposed on the advice of any 
person described in section 4967(g)(2)(A)(iii) 
to have a sponsoring organization of a donor 
advised fund make a taxable distribution 
from such fund a tax equal to 20 percent of 
the amount thereof. The tax imposed by this 
paragraph shall be paid by such person who 

advised the sponsoring organization of the 
donor advised fund to make the distribution. 

‘‘(2) ON THE FUND MANAGEMENT.—There is 
hereby imposed on the agreement of any 
fund manager to the making of a distribu-
tion, knowing that it is a taxable distribu-
tion, a tax equal to 5 percent of the amount 
thereof, unless such agreement is not willful 
and is due to reasonable cause. The tax im-
posed by this paragraph shall be paid by any 
fund manager who agreed to the making of 
the distribution. 

‘‘(b) JOINT AND SEVERAL LIABILITY.—For 
purposes of subsection (a), if more than one 
person is liable under subsection (a)(1) or 
(a)(2) with respect to the making of a taxable 
distribution, all such persons shall be jointly 
and severally liable under such paragraph 
with respect to such distribution. 

‘‘(c) TAXABLE DISTRIBUTION.—For purposes 
of this subsection— 

‘‘(1) IN GENERAL.—The term ‘taxable dis-
tribution’ means any distribution from a 
donor advised fund to any person other than 
the sponsoring organization’s non donor ad-
vised funds or accounts or organizations de-
scribed in section 170(b)(1)(A) (other than 
any organization described in section 
509(a)(3) or any sponsoring organization if 
such amount is for maintenance in a donor 
advised fund). 

‘‘(2) EXCEPTION.—Notwithstanding para-
graph (1), such term shall not include any 
distribution from a donor advised fund to 
any organization described section 
170(f)(17)(B)(ii) to the extent such distribu-
tion is not prohibited under regulations. 

‘‘(d) FUND MANAGER.—For purposes of this 
subchapter, the term ‘fund manager’ means, 
with respect to any sponsoring organization 
of a donor advised fund— 

‘‘(1) an officer, director, or trustee of such 
sponsoring organization (or an individual 
having powers or responsibilities similar to 
those of officers, directors, or trustees of the 
sponsoring organization), and 

‘‘(2) with respect to any act (or failure to 
act), the employees of the sponsoring organi-
zation having authority or responsibility 
with respect to such act (or failure to act). 
‘‘SEC. 4969. TAXES ON PROHIBITED BENEFITS. 

‘‘(a) IMPOSITION OF TAXES.— 
‘‘(1) ON THE DONOR, DONOR ADVISOR, OR RE-

LATED PERSON.—There is hereby imposed on 
the advice of any person described in sub-
section (c) to have a sponsoring organization 
of a donor advised fund make a distribution 
from such fund which results in such a per-
son receiving, directly or indirectly, a more 
than incidental benefit as a result of such 
distribution, a tax equal to 25 percent of the 
amount of such distribution. The tax im-
posed by this paragraph shall be paid by such 
person who advised the sponsoring organiza-
tion of the donor advised fund to make the 
distribution. 

‘‘(2) ON THE RECIPIENT OF THE BENEFIT.— 
There is hereby imposed on any person de-
scribed in subsection (c) who receives a ben-
efit described in paragraph (1), a tax equal to 
25 percent of the amount of the distribution 
described in paragraph (1). 

‘‘(3) ON THE FUND MANAGEMENT.—There is 
hereby imposed on the agreement of any 
fund manager to the making of a distribu-
tion, knowing that such distribution would 
confer a benefit described in paragraph (1), a 
tax equal to 10 percent of the amount of such 
distribution, unless such agreement is not 
willful and is due to reasonable cause. The 
tax imposed by this paragraph shall be paid 
by any fund manager who agreed to the mak-
ing of the distribution. 

‘‘(b) JOINT AND SEVERAL LIABILITY.—For 
purposes of subsection (a), if more than one 
person is liable under subsection (a)(1), (a)(2), 
or (a)(3) with respect to the making of a dis-
tribution described in subsection (a), all such 
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persons shall be jointly and severally liable 
under such paragraph with respect to such 
distribution. 

‘‘(c) DONOR, DONOR ADVISOR, OR RELATED 
PERSON.—A person is described in this sub-
section if such person is described in section 
4958(f)(1)(D) (determined without regard to 
any investment advisor).’’. 

(b) ABATEMENT OF TAXES ALLOWED.—Sec-
tion 4963 is amended— 

(1) by inserting ‘‘4967, 4968, 4969,’’ after 
‘‘4958,’’ each place it appears in subsections 
(a) and (c), 

(2) by inserting ‘‘4967,’’ after ‘‘4958,’’ in sub-
section (b), 

(3) in subsection (d)(2), by striking ‘‘and’’ 
at the end of subparagraph (B), by striking 
the period at the end of subparagraph (C) and 
inserting ‘‘, and’’, and by adding at the end 
the following new subparagraph: 

‘‘(D) in the case of the second tier tax im-
posed by section 4967(b), reducing the 
amount of the undistributed amount to 
zero.’’, and 

(4) in subsection (e)(2), by redesignating 
subparagraphs (C) and (D) as subparagraphs 
(E) and (F), respectively, and by inserting 
after subparagraph (B) the following new 
subparagraphs: 

‘‘(C) in the case of section 4967(a)(1), on the 
first day of the taxable year for which there 
was a failure to distribute, 

‘‘(D) in the case of paragraph (2) or (3) of 
section 4967(a), on the 181st day of the tax-
able year for which there was a failure to 
distribute,’’. 

(c) CONFORMING AMENDMENT.—The table of 
subchapters of chapter 42 is amended by add-
ing at the end the following new item: 

‘‘SUBCHAPTER G. DONOR ADVISED FUNDS.’’. 
(d) EFFECTIVE DATE.—The amendments 

made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 332. PROHIBITED TRANSACTIONS. 

(a) DISQUALIFIED PERSONS.— 
(1) IN GENERAL.—Paragraph (1) of section 

4958(f) is amended by striking ‘‘and’’ at the 
end of subparagraph (B), by striking the pe-
riod at the end of subparagraph (C) and in-
serting ‘‘, and’’, and by adding after subpara-
graph (C) the following new subparagraph: 

‘‘(D) any person who is described in para-
graph (7) with respect to any sponsoring or-
ganization (as defined in section 4967(g)(1)).’’. 

(2) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS TREATED AS DISQUALIFIED 
PERSONS.—Section 4958(f) is amended by add-
ing at the end the following new paragraph: 

‘‘(7) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS WITH RESPECT TO SPONSORING 
ORGANIZATIONS.—For purposes of paragraph 
(1)(D)— 

‘‘(A) IN GENERAL.—A person is described in 
this paragraph if such person— 

‘‘(i) is described in section 4967(g)(2)(A)(iii), 
‘‘(ii) is an investment advisor, 
‘‘(iii) is a member of the family of an indi-

vidual described in clause (i) or (ii), or 
‘‘(iv) is a 35-percent controlled entity (as 

defined in paragraph (3) by substituting ‘per-
sons described in clause (i), (ii), or (iii) of 
paragraph (7)(A)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(B) INVESTMENT ADVISOR.—The term ‘in-
vestment advisor’ means, with respect to 
any sponsoring organization (as defined in 
section 4967(g)(1)), any person (other than an 
employee of such organization) compensated 
by such organization for managing the in-
vestment of, or providing investment advice 
with respect to, assets maintained in donor 
advised funds (as defined in section 
4967(g)(2)) owned by such organization.’’. 

(3) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS TREATED AS DISQUALIFIED 

PERSONS WITH RESPECT TO A SPONSORING OR-
GANIZATION WHICH IS A PRIVATE FOUNDATION.— 
Section 4946(a)(1) is amended by striking 
‘‘and’’ at the end of subparagraph (H), by 
striking the period at the end of subpara-
graph (I) and inserting ‘‘, and’’, and by add-
ing at the end the following new subpara-
graph: 

‘‘(J) a person described in section 
4958(f)(1)(D).’’. 

(b) CERTAIN TRANSACTIONS TREATED AS EX-
CESS BENEFIT TRANSACTIONS.— 

(1) IN GENERAL.—Section 4958(c) is amended 
by redesignating paragraph (2) as paragraph 
(3) and by inserting after paragraph (1) the 
following new paragraph: 

‘‘(2) SPECIAL RULES FOR DONOR ADVISED 
FUNDS OWNED BY SPONSORING ORGANIZA-
TIONS.—In the case of any donor advised fund 
(as defined in section 4967(g)(2)) of a spon-
soring organization (as defined in section 
4967(g)(1))— 

‘‘(A) the term ‘excess benefit transaction’ 
includes any grant, loan, compensation, or 
other payment from such fund to a person 
described in subsection (f)(1)(D) (determined 
without regard to any investment advisor) 
with respect to such fund, and 

‘‘(B) the term ‘excess benefit’ includes, 
with respect to any transaction described in 
subparagraph (A), the amount of any such 
grant, loan, compensation, or other pay-
ment. 

‘‘Notwithstanding the last sentence of sub-
section (e), a sponsoring organization shall 
be treated as an applicable tax-exempt orga-
nization to the extent necessary to carry out 
this paragraph.’’. 

(2) SPECIAL RULE FOR CORRECTION OF TRANS-
ACTION.—Section 4958(f)(6) is amended by in-
serting ‘‘, except that in the case of any cor-
rection of an excess benefit transaction de-
scribed in subsection (c)(2), no amount re-
paid in a manner prescribed by the Secretary 
may be held in, or credited to, any donor ad-
vised fund’’ after ‘‘standards’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 333. TREATMENT OF CHARITABLE CON-

TRIBUTION DEDUCTIONS TO DONOR 
ADVISED FUNDS. 

(a) INCOME.—Section 170(f) (relating to dis-
allowance of deduction in certain cases and 
special rules), as amended by section 318 of 
this Act, is amended by adding at the end 
the following new paragraph: 

‘‘(17) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3), (4), or (5) of sub-
section (c) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of paragraph 
(8)(C) from the sponsoring organization that 
such organization has exclusive legal control 
over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-

nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(b) ESTATE.—Section 2055(e) is amended by 
adding at the end the following new para-
graph: 

‘‘(5) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3) or(4) of subsection 
(a) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of section 
170(f)(8)(C)) from the sponsoring organization 
that such organization has exclusive legal 
control over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-
nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(c) GIFT.—Section 2522(c) is amended by 
adding at the end the following new para-
graph: 

‘‘(13) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3) or (4) of subsection 
(a) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of section 
170(f)(8)(C)) from the sponsoring organization 
that such organization has exclusive legal 
control over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-
nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(d) REGULATIONS.—The regulations pre-
scribed under sections 170(f)(17)(B)(i), 
2055(e)(5)(B)(i), 2522(c)(13)(B)(i), 
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4967(e)(i)(A)(ii), and 4968(c)(2) of the Internal 
Revenue Code of 1986 shall deny a deduction 
for contributions to sponsoring organiza-
tions (as defined in section 4967(g)(1) of such 
Code) which are described in section 
170(f)(17)(B)(ii) of such Code and shall apply 
excise taxes to distributions from donor ad-
vised funds (as defined in section 4967(g)(2) of 
such Code) and sponsoring organizations (as 
so defined) to organizations so described in 
cases where the donor of the contributions or 
the donor or donor advisor of the amounts 
distributed directly or indirectly controls a 
supported organization (as defined in section 
509(f)(3) of such Code) of such organization. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made after the date which is 180 days 
after the date of the enactment of this Act. 
SEC. 334. RETURNS OF, AND APPLICATIONS FOR 

RECOGNITION BY, SPONSORING OR-
GANIZATIONS. 

(a) MATTERS INCLUDED ON RETURNS.— 
(1) IN GENERAL.—Section 6033 is amended 

by redesignating subsection (h) as subsection 
(i) and by inserting after subsection (g) the 
following new subsection: 

‘‘(h) ADDITIONAL PROVISIONS RELATING TO 
SPONSORING ORGANIZATIONS.—Every organi-
zation described in section 4967(g)(1) shall, on 
the return required under subsection (a) for 
the taxable year— 

‘‘(1) list the total number of donor advised 
funds (as defined in section 4967(g)(2)) it owns 
at the end of such taxable year, 

‘‘(2) indicate the aggregate value of assets 
held in such funds at the end of such taxable 
year, and 

‘‘(3) indicate the aggregate contributions 
to and grants made from such funds during 
such taxable year.’’. 

(2) EXTENSION OF STATUTE OF LIMITA-
TIONS.—Section 6501(c) is amended by adding 
at the end the following new paragraph: 

‘‘(11) DONOR ADVISED FUNDS.—If a spon-
soring organization (as defined in section 
4967(g)(1)) fails to include on any return for 
any taxable year any information with re-
spect to any donor advised fund of such orga-
nization which is required under section 
6033(h) to be included with such return, the 
time for assessment of any tax imposed 
under subchapter G of chapter 42 with re-
spect to any distribution from such donor 
advised fund shall not expire before the date 
which is 3 years after the date on which the 
secretary is furnished the information so re-
quired.’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-
turns filed for taxable years ending after the 
date of the enactment of this Act. 

(b) MATTERS INCLUDED ON EXEMPT STATUS 
APPLICATION.— 

(1) IN GENERAL.—Section 508 is amended by 
adding at the end the following new sub-
section: 

‘‘(f) ADDITIONAL PROVISIONS RELATING TO 
SPONSORING ORGANIZATIONS.—sponsoring or-
ganization (as defined in section 4967(g)(1)) 
shall give notice to the Secretary (in such 
manner as the Secretary may provide) 
whether such organization maintains or in-
tends to maintain donor advised funds (as de-
fined in section 4967(g)(2)) and the manner in 
which such organization plans to operate 
such funds.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to orga-
nizations applying for tax-exempt status 
after the date of the enactment of this Act. 

PART III—IMPROVED ACCOUNTABILITY 
OF SUPPORTING ORGANIZATIONS 

SEC. 341. REQUIREMENTS FOR SUPPORTING OR-
GANIZATIONS. 

(a) TYPES OF SUPPORTING ORGANIZATIONS.— 
Subparagraph (B) of section 509(a)(3) is 
amended to read as follows: 

‘‘(B) is— 
‘‘(i) operated, supervised, or controlled by 

one or more organizations described in para-
graph (1) or (2), 

‘‘(ii) supervised or controlled in connection 
with one or more such organizations, or 

‘‘(iii) operated in connection with one or 
more such organizations, and’’. 

(b) REQUIREMENTS FOR SUPPORTING ORGANI-
ZATIONS.—Section 509 (relating to private 
foundation defined) is amended by adding at 
the end the following new subsection: 

‘‘(f) REQUIREMENTS FOR SUPPORTING ORGA-
NIZATIONS.— 

‘‘(1) TYPE III SUPPORTING ORGANIZATIONS.— 
For purposes of subsection (a)(3)(B)(iii), an 
organization shall not be considered to be 
operated in connection with any organiza-
tion described in paragraph (1) or (2) of sub-
section (a) unless such organization meets 
the following requirements: 

‘‘(A) APPLICATION REQUIREMENT.—The orga-
nization provides to the Secretary, as a part 
of any notification filed under section 508(a) 
after the date of the enactment of this sub-
section, a letter from each supported organi-
zation acknowledging that the supported or-
ganization has been designated by such orga-
nization as a supported organization. 

‘‘(B) RESPONSIVENESS.—For each taxable 
year beginning after the date of the enact-
ment of this subsection, the organization 
provides to each supported organization such 
information as the Secretary may require to 
ensure that such organization is responsive 
to the needs or demands of the supported or-
ganization. 

‘‘(C) SUPPORTED ORGANIZATIONS.— 
‘‘(i) IN GENERAL.—The organization— 
‘‘(I) is not operated in connection with 

more than 5 supported organizations, and 
‘‘(II) is not operated in connection with 

any supported organization that is not orga-
nized in the United States on any date after 
the date which is 180 days after the date of 
the enactment of this subsection. 

‘‘(ii) SPECIAL RULE FOR EXISTING ORGANIZA-
TIONS.—If the organization is operated in 
connection with more than 5 supported orga-
nizations on the date of the enactment of 
this subsection— 

‘‘(I) clause (i)(I) shall not apply, and 
‘‘(II) the organization may not be operated 

in connection with any other organization 
after such date unless the total number of 
supported organizations is 5 or less. 

‘‘(D) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.—The organization makes no con-
tributions to or for the use of any donor ad-
vised fund (as defined in section 4967(g)(2)). 

‘‘(2) ORGANIZATIONS CONTROLLED BY DO-
NORS.— 

‘‘(A) IN GENERAL.—For purposes of sub-
section (a)(3)(B), an organization shall not be 
considered to be— 

‘‘(i) operated, supervised, or controlled by 
any organization described in paragraph (1) 
or (2) of subsection (a), or 

‘‘(ii) operated in connection with any orga-
nization described in paragraph (1) or (2) of 
subsection (a), 
if such organization accepts any gift or con-
tribution from any person described in sub-
paragraph (B). 

‘‘(B) PERSON DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a person (other than an organization 
described in paragraph (1), (2), or (4) of sec-
tion 509(a)) who controls, directly or indi-
rectly, either alone or together with persons 
described in clauses (ii) and (iii), the gov-
erning body of a supported organization, 

‘‘(ii) a member of the family (determined 
under section 4958(f)(4)) of an individual de-
scribed in clause (i), or 

‘‘(iii) a 35-percent controlled entity (as de-
fined in section 4958(f)(3) by substituting 

‘persons described in clause (i) or (ii) of sec-
tion 509(f)(2)(B)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(3) SUPPORTED ORGANIZATION.—For pur-
poses of this subsection, the term ‘supported 
organization’ means, with respect to an or-
ganization described in subsection (a)(3), an 
organization described in paragraph (1) or (2) 
of subsection (a)— 

‘‘(A) for whose benefit the organization de-
scribed in subsection (a)(3) is organized and 
operated, or 

‘‘(B) with respect to which the organiza-
tion performs the functions of, or carries out 
the purposes of.’’. 

(c) CHARITABLE TRUSTS WHICH ARE TYPE III 
SUPPORTING ORGANIZATIONS.—For purposes of 
section 509(a)(3)(B)(iii) of the Internal Rev-
enue Code of 1986, an organization which is a 
trust shall not be considered to be operated 
in connection with any organization de-
scribed in paragraph (1) or (2) of section 
509(a) of such Code solely because— 

(1) it is a charitable trust under State law, 
(2) the supported organization (as defined 

in section 509(f)(3) of such Code) is a bene-
ficiary of such trust, and 

(3) the supported organization (as so de-
fined) has the power to enforce the trust and 
compel an accounting. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on the 
date of the enactment of this Act. 
SEC. 342. EXCISE TAX ON SUPPORTING ORGANI-

ZATIONS FOR FAILURE TO MEET 
DISTRIBUTION REQUIREMENTS. 

(a) IN GENERAL.—Subchapter D of chapter 
42 (relating to failure by certain charitable 
organizations to meet certain qualification 
requirements) is amended by adding at the 
end the following new section: 
‘‘SEC. 4959. TAXES ON CERTAIN SUPPORTING OR-

GANIZATIONS FAILING TO MEET DIS-
TRIBUTION REQUIREMENTS. 

‘‘(a) INITIAL TAX.—There is hereby imposed 
on the undistributed income of any type III 
supporting organization for any taxable 
year, which has not been distributed before 
the first day of the second (or any suc-
ceeding) taxable year following such taxable 
year (if such first day falls within the tax-
able period), a tax equal to 30 percent of the 
amount of such income remaining undistrib-
uted at the beginning of such second (or suc-
ceeding) taxable year. 

‘‘(b) ADDITIONAL TAX.—In any case in 
which an initial tax is imposed under sub-
section (a) on the undistributed income of a 
type III supporting organization for any tax-
able year, if any portion of such income re-
mains undistributed at the close of the tax-
able period, there is hereby imposed a tax 
equal to 100 percent of the amount remaining 
undistributed at such time. 

‘‘(c) UNDISTRIBUTED INCOME.—For purposes 
of this section, the term ‘undistributed in-
come’ means, with respect to any type III 
supporting organization for any taxable year 
as of any time, the amount by which— 

‘‘(1) the distributable amount for such tax-
able year, exceeds 

‘‘(2) the qualifying distributions made be-
fore such time out of such distributable 
amount. 

‘‘(d) DISTRIBUTABLE AMOUNT.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—the term ‘distributable 
amount’ means, with respect to any type III 
supporting organization for any taxable 
year, an amount equal to the sum of— 

‘‘(A) the greater of— 
‘‘(i) 85 percent of the adjusted net income 

(as defined in section 4942(f)) of the type III 
supporting organization for the preceding 
taxable year, or 

‘‘(ii) the applicable percentage of the fair 
market value of the aggregate assets of such 
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organization (other than assets used or held 
to perform the functions of, or carry out the 
purposes of, a supported organization) on the 
last day of the preceding taxable year, and 

‘‘(B) any amount received during the pre-
ceding taxable year which is a repayment of 
amounts paid by the organization in any 
prior taxable year to a supported organiza-
tion exclusively for the benefit of such sup-
ported organization or to perform the func-
tions of, or carry out the purposes of such 
supported organization. 

‘‘(2) INVESTMENT ASSETS.—For purposes of 
paragraph (1)(A)(ii), assets held for invest-
ment or for the operation of an unrelated 
trade or business shall not be considered as 
assets used or held to perform the functions 
of, or carry out the purposes of, a supported 
organization. 

‘‘(3) APPLICABLE PERCENTAGE.—For pur-
poses of paragraph (1)(A)(ii), the applicable 
percentage is— 

‘‘(A) 3 percent for the first taxable year be-
ginning after the date of the enactment of 
this section, 

‘‘(B) 4 percent for the second taxable year 
beginning after such date, and 

‘‘(C) 5 percent for any taxable year begin-
ning after the second taxable year beginning 
after such date. 

‘‘(e) QUALIFYING DISTRIBUTION.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying dis-
tribution’ means amounts paid by the type 
III supporting organization to or for the use 
of a supported organization. 

‘‘(2) ADMINISTRATIVE AND OPERATING EX-
PENSES.—Reasonable and necessary adminis-
trative expenses of a type III supporting or-
ganization shall be treated as a qualifying 
distribution to a supported organization. 

‘‘(f) TREATMENT OF QUALIFYING DISTRIBU-
TIONS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), any qualifying distribution 
made during a taxable year shall be treated 
as made— 

‘‘(A) first out of the undistributed income 
of the immediately preceding taxable year (if 
the type III supporting organization was sub-
ject to the tax imposed by this section for 
such preceding taxable year) to the extent 
thereof, and 

‘‘(B) second out of the undistributed in-
come for the taxable year to the extent 
thereof. 
For purposes of this paragraph, distributions 
shall be taken into account in the order of 
time in which made. 

‘‘(2) CORRECTION OF DEFICIENT DISTRIBU-
TIONS FOR PRIOR TAXABLE YEARS, ETC.—In the 
case of any qualifying distribution which 
(under paragraph (1)) is not treated as made 
out of the undistributed income of the imme-
diately preceding taxable year, the type III 
supporting organization may elect to treat 
any portion of such distribution as made out 
of the undistributed income of a designated 
prior taxable year. The election shall be 
made by the type III supporting organization 
at such time and in such manner as the Sec-
retary shall by regulations prescribe. 

‘‘(g) ADJUSTMENT OF DISTRIBUTABLE 
AMOUNT WHERE DISTRIBUTIONS DURING PRIOR 
YEARS HAVE EXCEEDED INCOME.— 

‘‘(1) IN GENERAL.—If, for the taxable years 
in the adjustment period for which an orga-
nization is a type III supporting organiza-
tion— 

‘‘(A) the aggregate qualifying distributions 
treated (under subsection (f)) as made out of 
the undistributed income for such taxable 
years, exceed 

‘‘(B) the distributable amounts for such 
taxable years (determined without regard to 
this subsection), 
then, for purposes of this section (other than 
subsection (f)), the distributable amount for 

the taxable year shall be reduced by an 
amount equal to such excess. 

‘‘(2) TAXABLE YEARS IN ADJUSTMENT PE-
RIOD.—For purposes of paragraph (1), with re-
spect to any taxable year of a type III sup-
porting organization, the taxable years in 
the adjustment period are the taxable years 
(not exceeding 5) beginning after the date of 
the enactment of this section and imme-
diately preceding the taxable year. 

‘‘(h) OTHER DEFINITIONS.—For purposes of 
this section— 

‘‘(1) TAXABLE PERIOD.—The term ‘taxable 
period’ means, with respect to the undistrib-
uted income for any taxable year, the period 
beginning with the first day of the taxable 
year and ending on the earlier of— 

‘‘(A) the date of mailing of a notice of defi-
ciency with respect to the tax imposed by 
subsection (a) under section 6212, or 

‘‘(B) the date on which the tax imposed by 
subsection (a) is assessed. 

‘‘(2) TYPE III SUPPORTING ORGANIZATION.— 
The term ‘type III supporting organization’ 
means an organization which meets the re-
quirements of subparagraphs (A) and (C) of 
section 509(a)(3) and which is operated in 
connection with one or more organizations 
described in paragraph (1) or (2) of section 
509(a). 

‘‘(3) SUPPORTED ORGANIZATION.—The term 
‘supported organization’ has the meaning 
given such term under section 509(f)(3).’’. 

(b) CONFORMING AMENDMENT.—The table of 
section for subchapter D of chapter 42 is 
amended by inserting after the item relating 
to section 4958 the following new item: 
‘‘Sec. 4959. Taxes on certain supporting or-

ganizations failing to meet dis-
tribution requirements.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 343. EXCESS BENEFIT TRANSACTIONS. 

(a) IN GENERAL.—Section 4958(c), as amend-
ed by section 332 of this Act, is amended by 
redesignating paragraph (3) as paragraph (4) 
and by inserting after paragraph (2) the fol-
lowing new paragraph: 

‘‘(3) SPECIAL RULES FOR SUPPORTING ORGA-
NIZATIONS.— 

‘‘(A) IN GENERAL.—In the case of any orga-
nization described in section 509(a)(3)— 

‘‘(i) the term ‘excess benefit transaction’ 
includes— 

‘‘(I) any grant, loan, compensation, or 
other payment provided by such organiza-
tion to a person described in subparagraph 
(B), and 

‘‘(II) any loan provided by such organiza-
tion to a disqualified person (other than an 
organization described in paragraph (1), (2), 
or (4) of section 509(a)), and 

‘‘(ii) the term ‘excess benefit’ includes, 
with respect to any transaction described in 
clause (i), the amount of any such grant, 
loan, compensation, or other payment. 

‘‘(B) PERSON DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a substantial contributor to such orga-
nization, 

‘‘(ii) a member of the family (determined 
under section 4958(f)(4)) of an individual de-
scribed in clause (i), or 

‘‘(iii) a 35-percent controlled entity (as de-
fined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 4958(c)(3)(B)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(C) SUBSTANTIAL CONTRIBUTOR.—For pur-
poses of this paragraph— 

‘‘(i) IN GENERAL.—The term ‘substantial 
contributor’ means any person who contrib-
uted or bequeathed an aggregate amount of 

more than $5,000 to the organization, if such 
amount is more than 2 percent of the total 
contributions and bequests received by the 
organization before the close of the taxable 
year of the organization in which the con-
tribution or bequest is received by the orga-
nization from such person. In the case of a 
trust, such term also means the creator of 
the trust. 

‘‘(ii) EXCEPTION.—Such term shall not in-
clude any organization described in para-
graph (1), (2), or (4) of section 509(a).’’. 

(b) DISQUALIFIED PERSONS.—Paragraph (1) 
of section 4958(f), as amended by section 332 
of this Act, is amended by striking ‘‘and’’ at 
the end of subparagraph (D), by striking the 
period at the end of subparagraph (E) and in-
serting ‘‘, and’’, and by adding after subpara-
graph (D) the following new subparagraph: 

‘‘(E) any person who is described in sub-
paragraph (A), (B), or (C) with respect to an 
organization described in section 509(a)(3) 
which is organized and operated exclusively 
for the benefit of, to perform the functions 
of, or to carry out the purposes of the appli-
cable tax-exempt organization.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions occurring after the date of the enact-
ment of this Act. 
SEC. 344. EXCESS BUSINESS HOLDINGS OF SUP-

PORTING ORGANIZATIONS. 
(a) IN GENERAL.—Section 4943 is amended 

by adding at the end the following new sub-
section: 

‘‘(e) APPLICATION OF TAX TO SUPPORTING 
ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, a qualified supporting organization 
shall be treated as a private foundation. 

‘‘(2) EXCEPTION.—The Secretary may ex-
empt any qualified supporting organization 
from the application of this subsection if the 
Secretary determines that the excess busi-
ness holdings of such organization are con-
sistent with the purpose or function consti-
tuting the basis for its exemption under sec-
tion 501. 

‘‘(3) QUALIFIED SUPPORTING ORGANIZATION.— 
For purposes of this subsection, the term 
‘qualified supporting organization’ means 
any— 

‘‘(A) type III supporting organization (as 
defined in section 4959(h)(2)), or 

‘‘(B) organization which meets the require-
ments of subparagraphs (A) and (C) of sec-
tion 509(a)(3) and which is supervised or con-
trolled in connection with or one or more or-
ganizations described in paragraph (1) or (2) 
of section 509(a), but only if such organiza-
tion accepts any gift or contribution from 
any person described in section 509(f)(2)(B). 

‘‘(4) DISQUALIFIED PERSON.— 
‘‘(A) IN GENERAL.—In applying this section 

to any organization described in section 
509(a)(3), the term ‘disqualified person’ 
means, with respect to the organization— 

‘‘(i) any person who was, at any time dur-
ing the 5-year period ending on date de-
scribed in subsection (a)(2)(A), in a position 
to exercise substantial influence over the af-
fairs of the organization, 

‘‘(ii) any member of the family (deter-
mined under section 4958(f)(4)) of an indi-
vidual described in clause (i), 

‘‘(iii) any 35-percent controlled entity (as 
defined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 4943(e)(2)(A)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof), 

‘‘(iv) any person described in section 
4958(c)(3)(B)), and 

‘‘(v) any organization— 
‘‘(I) which is effectively controlled (di-

rectly or indirectly) by the same person or 
persons who control the organization in 
question, or 
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‘‘(II) substantially all of the contributions 

to which were made (directly or indirectly) 
by the same person or persons described in 
subparagraph (B) or a member of their fam-
ily (within the meaning of section 4946(d)) 
who made (directly or indirectly) substan-
tially all of the contributions to the organi-
zation in question. 

‘‘(B) PERSONS DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a substantial contributor to the orga-
nization (as defined in section 4958(c)(3)(C)), 

‘‘(ii) an officer, director, or trustee of the 
organization (or an individual having powers 
or responsibilities similar to those officers, 
directors, or trustees of the organization), or 

‘‘(iii) an owner of more than 20 percent of— 
‘‘(I) the total combined voting power of a 

corporation, 
‘‘(II) the profits interest of a partnership, 

or 
‘‘(III) the beneficial interest of a trust or 

unincorporated enterprise, 
which is a substantial contributor (as so de-
fined) to the organization. 

‘‘(5) SPECIAL RULE FOR CERTAIN HOLDINGS OF 
TYPE III SUPPORTING ORGANIZATIONS.—For 
purposes of this subsection, the term ‘excess 
business holdings’ shall not include any 
holdings of a type III supporting organiza-
tion (as defined in section 4959(h)(2)) in any 
business enterprise if the holdings are held 
for the benefit of the community pursuant to 
the direction of a State attorney general or 
a State official with jurisdiction over the 
type III supporting organization. 

‘‘(6) PRESENT HOLDINGS.—For purposes of 
this subsection, rules similar to the rules of 
paragraphs (4), (5), and (6) of subsection (c) 
shall apply to organizations described in sec-
tion 509(a)(3), except that— 

‘‘(A) ‘the date of the enactment of this sub-
section’ shall be substituted for ‘May 26, 1969’ 
each place it appears in paragraphs (4), (5), 
and (6), and 

‘‘(B) ‘January 1, 2007’ shall be substituted 
for ‘January 1, 1970’ in paragraph (4)(E).’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 345. TREATMENT OF AMOUNTS PAID TO SUP-

PORTING ORGANIZATIONS BY PRI-
VATE FOUNDATIONS. 

(a) QUALIFYING DISTRIBUTIONS.—Paragraph 
(4) of section 4942(g) is amended to read as 
follows: 

‘‘(4) LIMITATION ON DISTRIBUTIONS BY NON-
OPERATING PRIVATE FOUNDATIONS TO SUP-
PORTING ORGANIZATIONS.—For purposes of 
this section, the term ‘qualifying distribu-
tion’ shall not include any amount paid by a 
private foundation which is not an operating 
foundation to an organization described in 
section 509(a)(3).’’. 

(b) TAXABLE EXPENDITURES.— 
(1) IN GENERAL.—Subsection (d) of section 

4945 is amended by redesignating paragraphs 
(4) and (5) as paragraphs (5) and (6), respec-
tively, and by inserting after paragraph (3) 
the following new paragraph: 

‘‘(4) to an organization described in section 
509(a)(3),’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 4945(d)(5), as redesignated by 

subparagraph (A), is amended— 
(i) by striking ‘‘a grant to an organiza-

tion’’ and inserting ‘‘a grant to any other or-
ganization’’, and 

(ii) by striking ‘‘paragraph (1), (2), or (3) of 
section 509(a)’’ in subparagraph (A) and in-
serting ‘‘paragraph (1) or (2) of section 
509(a)’’. 

(B) Section 4945(f) is amended by striking 
‘‘Subsection (d)(4)’’ in the last sentence 
thereof and inserting ‘‘Subsection (d)(5)’’. 

(C) Section 4945(h) is amended by striking 
‘‘subsection (d)(4)’’ and inserting ‘‘subsection 
(d)(5)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to distribu-
tions and expenditures after the date of the 
enactment of this Act. 
SEC. 346. RETURNS OF SUPPORTING ORGANIZA-

TIONS. 
(a) REQUIREMENT TO FILE RETURN.—Sub-

paragraph (B) of section 6033(a)(3), as redesig-
nated by section 311, is amended by inserting 
‘‘(other than an organization described in 
section 509(a)(3))’’ after ‘‘paragraph (1)’’. 

(b) MATTERS INCLUDED ON RETURNS.—Sec-
tion 6033, as amended by section 334 of this 
Act, is amended by redesignating subsection 
(i) as subsection (j) and by inserting after 
subsection (h) the following new subsection: 

‘‘(i) ADDITIONAL PROVISIONS RELATING TO 
SUPPORTING ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—Every organization de-
scribed in section 509(a)(3) shall, on the re-
turn required under subsection (a)— 

‘‘(A) list the organizations described in sec-
tion 509(a)(3)(A) with respect to which such 
organization provides support, 

‘‘(B) indicate whether the organization 
meets the requirements of clause (i), (ii), or 
(iii) of section 509(a)(3)(B), and 

‘‘(C) certify that the organization meets 
the requirements of section 509(a)(3)(C). 

‘‘(2) TYPE III SUPPORTING ORGANIZATIONS.— 
Every type III supporting organization (as 
defined in section 4959(h)(2)) shall indicate on 
the return required under subsection (a) for 
the taxable year whether the organization 
has received a letter from each supported or-
ganization (as defined in section 509(f)(3)) 
during the taxable year which— 

‘‘(A) acknowledges that the supporting or-
ganization has designated such organization 
as a supported organization, 

‘‘(B) details the type of support provided 
by the supporting organization, and 

‘‘(C) explains how such support furthers 
the charitable purpose of the supported orga-
nization.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to returns 
filed for taxable years ending after the date 
of the enactment of this Act. 
TITLE IV—MISCELLANEOUS PROVISIONS 

SEC. 401. RESTRUCTURING OF NEW YORK LIB-
ERTY ZONE TAX CREDITS. 

(a) IN GENERAL.—Subchapter Y of chapter 1 
is amended by adding at the end the fol-
lowing new section: 
‘‘SEC. 1400M. NEW YORK LIBERTY ZONE TAX 

CREDITS. 
‘‘(a) IN GENERAL.—There shall be allowed 

as a credit against any taxes imposed by this 
title (other than by section 3111(a), section 
3403, or subtitle D) paid or incurred by any 
governmental unit of the State of New York 
and the City of New York, New York (includ-
ing any agency or instrumentality thereof) 
for any calendar year an amount equal to 
the lesser of— 

‘‘(1) the total expenditures during such 
year by such governmental unit for quali-
fying projects, or 

‘‘(2) the amount allocated to such govern-
mental unit for such calendar year under 
subsection (b)(2). 

‘‘(b) QUALIFYING PROJECT.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying 
project’ means any transportation infra-
structure project, including highways, mass 
transit systems, railroads, airports, ports, 
and waterways, in or connecting with the 
New York Liberty Zone (as defined in section 
1400L(h)), which is designated as a qualifying 
project under this section jointly by the 
Governor of the State of New York and the 
Mayor of the City of New York, New York. 

‘‘(2) DOLLAR LIMITATION.— 
‘‘(A) IN GENERAL.—The Governor of the 

State of New York and the Mayor of the City 
of New York, New York, shall jointly allo-
cate to a governmental unit the amount of 
expenditures which may be taken into ac-
count under subsection (a) for any calendar 
year in the credit period with respect to a 
qualifying project. 

‘‘(B) AGGREGATE LIMIT.—The aggregate 
amount which may be allocated under sub-
paragraph (A) for all calendar years in the 
credit period shall not exceed $2,000,000,000. 

‘‘(C) ANNUAL LIMIT.—The aggregate 
amount which may be allocated under sub-
paragraph (A) for any calendar year in the 
credit period shall not exceed the sum of— 

‘‘(i) $200,000,000, plus 
‘‘(ii) the aggregate amount authorized to 

be allocated under this paragraph for all pre-
ceding calendar years in the credit period 
which was not so allocated. 

‘‘(D) UNALLOCATED AMOUNTS AT END OF 
CREDIT PERIOD.—If, as of the close of the 
credit period, the amount under subpara-
graph (B) exceeds the aggregate amount allo-
cated under subparagraph (A) for all cal-
endar years in the credit period, the Gov-
ernor of the State of New York and the 
Mayor of the City of New York, New York, 
may jointly allocate for any calendar year 
following the credit period for expenditures 
with respect to qualifying projects which 
may be taken into account under subsection 
(a) an amount equal to such excess, reduced 
by the aggregate amount allocated under 
this subparagraph for all preceding calendar 
years. 

‘‘(c) CARRYOVER OF UNUSED ALLOCATIONS.— 
‘‘(1) IN GENERAL.—If the amount allocated 

under subsection (b)(2) to a governmental 
unit for any calendar year exceeds the total 
expenditures for such year by such govern-
mental unit for qualifying projects, the allo-
cation of such governmental unit for the suc-
ceeding calendar year shall be increased by 
the amount of such excess. 

‘‘(2) REALLOCATION.—If a governmental 
unit does not use an amount allocated to it 
under subsection (b)(2) within the time pre-
scribed by the Governor of the State of New 
York and the Mayor of the City of New York, 
New York, then such amount shall after such 
time be treated for purposes of subsection 
(b)(2) in the same manner as if it had never 
been allocated. 

‘‘(d) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this section— 

‘‘(1) CREDIT PERIOD.—The term ‘credit pe-
riod’ means the 10-year period beginning on 
January 1, 2006. 

‘‘(2) TREATMENT OF FUNDS.—Any expendi-
ture for a qualifying project taken into ac-
count for purposes of the credit under this 
section shall be considered State and local 
funds for the purpose of any Federal pro-
gram. 

‘‘(e) REGULATIONS.—The Secretary may 
prescribe such regulations as are necessary 
to ensure compliance with the purposes of 
this section.’’. 

(b) TERMINATION OF CERTAIN NEW YORK 
LIBERTY ZONE BENEFITS.— 

(1) SPECIAL ALLOWANCE AND EXPENSING.— 
Section 1400L(b)(2)(A)(v) is amended by 
striking ‘‘the termination date’’ and insert-
ing ‘‘the date of the enactment of the Tax 
Relief Act of 2005 or the termination date if 
pursuant to a binding contract in effect on 
such enactment date’’. 

(2) LEASEHOLD.—Section 1400L(c)(2)(B) is 
amended by striking ‘‘before January 1, 
2007’’ and inserting ‘‘on or before the date of 
the enactment of the Tax Relief Act of 2005 
or before January 1, 2007, if pursuant to a 
binding contract in effect on such enactment 
date’’. 
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SEC. 402. MODIFICATION TO S CORPORATION 

PASSIVE INVESTMENT INCOME 
RULES. 

(a) INCREASED PERCENTAGE LIMIT.—Para-
graph (2) of section 1375(a) is amended by 
striking ‘‘25 percent’’ and inserting ‘‘60 per-
cent’’. 

(b) REPEAL OF EXCESSIVE PASSIVE INCOME 
AS A TERMINATION EVENT.— 

(1) IN GENERAL.—Section 1362(d) is amended 
by striking paragraph (3). 

(2) CONFORMING AMENDMENT.—Subsection 
(b) of section 1375 is amended by striking 
paragraphs (3) and (4) and inserting the fol-
lowing new paragraph: 

‘‘(3) PASSIVE INVESTMENT INCOME DE-
FINED.— 

‘‘(A) Except as otherwise provided in this 
paragraph, the term ‘passive investment in-
come’ means gross receipts derived from roy-
alties, rents, dividends, interest, and annu-
ities. 

‘‘(B) EXCEPTION FOR INTEREST ON NOTES 
FROM SALES OF INVENTORY.—The term ‘pas-
sive investment income’ shall not include in-
terest on any obligation acquired in the ordi-
nary course of the corporation’s trade or 
business from its sale of property described 
in section 1221(a)(1). 

‘‘(C) TREATMENT OF CERTAIN LENDING OR FI-
NANCE COMPANIES.—If the S corporation 
meets the requirements of section 542(c)(6) 
for the taxable year, the term ‘passive in-
vestment income’ shall not include gross re-
ceipts for the taxable year which are derived 
directly from the active and regular conduct 
of a lending or finance business (as defined in 
section 542(d)(1)). 

‘‘(D) TREATMENT OF CERTAIN DIVIDENDS.—If 
an S corporation holds stock in a C corpora-
tion meeting the requirements of section 
1504(a)(2), the term ‘passive investment in-
come’ shall not include dividends from such 
C corporation to the extent such dividends 
are attributable to the earnings and profits 
of such C corporation derived from the active 
conduct of a trade or business. 

‘‘(E) EXCEPTION FOR BANKS, ETC.—In the 
case of a bank (as defined in section 581), a 
bank holding company (within the meaning 
of section 2(a) of the Bank Holding Company 
Act of 1956 (12 U.S.C. 1841(a))), or a financial 
holding company (within the meaning of sec-
tion 2(p) of such Act), the term ‘passive in-
vestment income’ shall not include— 

‘‘(i) interest income earned by such bank 
or company, or 

‘‘(ii) dividends on assets required to be held 
by such bank or company, including stock in 
the Federal Reserve Bank, the Federal Home 
Loan Bank, or the Federal Agricultural 
Mortgage Bank or participation certificates 
issued by a Federal Intermediate Credit 
Bank. 

‘‘(F) COORDINATION WITH SECTION 1374.—The 
amount of passive investment income shall 
be determined by not taking into account 
any recognized built-in gain or loss of the S 
corporation for any taxable year in the rec-
ognition period. Terms used in the preceding 
sentence shall have the same respective 
meanings as when used in section 1374.’’. 

(c) CONFORMING AMENDMENTS.— 
(1) Subparagraph (J) of section 26(b)(2) is 

amended by striking ‘‘25 percent’’ and insert-
ing ‘‘60 percent’’. 

(2) Clause (i) of section 1042(c)(4)(A) is 
amended by striking ‘‘section 1362(d)(3)(C)’’ 
and inserting ‘‘section 1375(b)(3)’’. 

(3) Subparagraph (B) of section 1362(f)(1) is 
amended by striking ‘‘or (3)’’. 

(4) Clause (i) of section 1375(b)(1)(A) is 
amended by striking ‘‘25 percent’’ and insert-
ing ‘‘60 percent’’. 

(5) Subsection (d) of section 1375 is amend-
ed by striking ‘‘subchapter C’’ both places it 
appears and inserting ‘‘accumulated’’. 

(6) The heading for section 1375 is amended 
by striking ‘‘25 percent’’ and inserting ‘‘60 per-
cent’’. 

(7) The item relating to section 1375 in the 
table of sections for part III of subchapter S 
of chapter 1 is amended by striking ‘‘25 per-
cent’’ and inserting ‘‘60 percent’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 403. MODIFICATION OF EFFECTIVE DATE OF 

DISREGARD OF CERTAIN CAPITAL 
EXPENDITURES FOR PURPOSES OF 
QUALIFIED SMALL ISSUE BONDS. 

(a) IN GENERAL.—Section 144(a)(4)(G) is 
amended by striking ‘‘September 30, 2009’’ 
and inserting ‘‘December 31, 2006’’. 

(b) CONFORMING AMENDMENT.—Section 
144(a)(4)(F) is amended by striking ‘‘Sep-
tember 30, 2009’’ and inserting ‘‘December 31, 
2006’’. 
SEC. 404. PREMIUMS FOR MORTGAGE INSUR-

ANCE. 
(a) IN GENERAL.—Section 163(h)(3) (relating 

to qualified residence interest) is amended 
by adding at the end the following new sub-
paragraph: 

‘‘(E) MORTGAGE INSURANCE PREMIUMS 
TREATED AS INTEREST.— 

‘‘(i) IN GENERAL.—Premiums paid or ac-
crued for qualified mortgage insurance by a 
taxpayer during the taxable year in connec-
tion with acquisition indebtedness with re-
spect to a qualified residence of the taxpayer 
shall be treated for purposes of this section 
as interest which is qualified residence inter-
est. 

‘‘(ii) PHASEOUT.—The amount otherwise 
treated as interest under clause (i) shall be 
reduced (but not below zero) by 10 percent of 
such amount for each $1,000 ($500 in the case 
of a married individual filing a separate re-
turn) (or fraction thereof) that the tax-
payer’s adjusted gross income for the taxable 
year exceeds $100,000 ($50,000 in the case of a 
married individual filing a separate re-
turn).’’. 

(b) DEFINITION AND SPECIAL RULES.—Sec-
tion 163(h)(4) (relating to other definitions 
and special rules) is amended by adding at 
the end the following new subparagraphs: 

‘‘(E) QUALIFIED MORTGAGE INSURANCE.—The 
term ‘qualified mortgage insurance’ means— 

‘‘(i) mortgage insurance provided by the 
Veterans Administration, the Federal Hous-
ing Administration, or the Rural Housing 
Administration, and 

‘‘(ii) private mortgage insurance (as de-
fined by section 2 of the Homeowners Protec-
tion Act of 1998 (12 U.S.C. 4901), as in effect 
on the date of the enactment of this subpara-
graph). 

‘‘(F) SPECIAL RULES FOR PREPAID QUALIFIED 
MORTGAGE INSURANCE.—Any amount paid by 
the taxpayer for qualified mortgage insur-
ance that is properly allocable to any mort-
gage the payment of which extends to peri-
ods that are after the close of the taxable 
year in which such amount is paid shall be 
chargeable to capital account and shall be 
treated as paid in such periods to which so 
allocated. No deduction shall be allowed for 
the unamortized balance of such account if 
such mortgage is satisfied before the end of 
its term. The preceding sentences shall not 
apply to amounts paid for qualified mortgage 
insurance provided by the Veterans Adminis-
tration or the Rural Housing Administra-
tion.’’. 

(c) INFORMATION RETURNS RELATING TO 
MORTGAGE INSURANCE.—Section 6050H (relat-
ing to returns relating to mortgage interest 
received in trade or business from individ-
uals) is amended by adding at the end the 
following new subsection: 

‘‘(h) RETURNS RELATING TO MORTGAGE IN-
SURANCE PREMIUMS.— 

‘‘(1) IN GENERAL.—The Secretary may pre-
scribe, by regulations, that any person who, 

in the course of a trade or business, receives 
from any individual premiums for mortgage 
insurance aggregating $600 or more for any 
calendar year, shall make a return with re-
spect to each such individual. Such return 
shall be in such form, shall be made at such 
time, and shall contain such information as 
the Secretary may prescribe. 

‘‘(2) STATEMENT TO BE FURNISHED TO INDI-
VIDUALS WITH RESPECT TO WHOM INFORMATION 
IS REQUIRED.—Every person required to make 
a return under paragraph (1) shall furnish to 
each individual with respect to whom a re-
turn is made a written statement showing 
such information as the Secretary may pre-
scribe. Such written statement shall be fur-
nished on or before January 31 of the year 
following the calendar year for which the re-
turn under paragraph (1) was required to be 
made. 

‘‘(3) SPECIAL RULES.—For purposes of this 
subsection— 

‘‘(A) rules similar to the rules of sub-
section (c) shall apply, and 

‘‘(B) the term ‘mortgage insurance’ 
means— 

‘‘(i) mortgage insurance provided by the 
Veterans Administration, the Federal Hous-
ing Administration, or the Rural Housing 
Administration, and 

‘‘(ii) private mortgage insurance (as de-
fined by section 2 of the Homeowners Protec-
tion Act of 1998 (12 U.S.C. 4901), as in effect 
on the date of the enactment of this sub-
section).’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or accrued during the period beginning 
after December 31, 2006, and before January 
1, 2008, and properly allocable to such period, 
with respect to mortgage insurance con-
tracts issued after December 31, 2006. 

SEC. 405. SENSE OF THE SENATE ON USE OF NO- 
BID CONTRACTING BY FEDERAL 
EMERGENCY MANAGEMENT AGEN-
CY. 

(a) FINDINGS.—The Senate finds that— 
(1) on September 8, 2005, the Federal Emer-

gency Management Agency announced that 
it had awarded 4 contracts for emergency 
housing relief following Hurricane Katrina 
to The Shaw Group of Baton Rouge, Lou-
isiana, Fluor Corporation of Aliso Viejo, 
California, Bechtel National of San Fran-
cisco, California, and CH2M Hill of Denver, 
Colorado; 

(2) these contracts were awarded with no 
competition from other capable firms, and 
up to $100,000,000 in taxpayer funds were au-
thorized for each of these contracts; 

(3) in the midst of concerns about abusive 
and irresponsible spending of taxpayer funds, 
the Federal Emergency Management Agency 
pledged to re-bid these noncompetitive con-
tracts, with Acting Under Secretary of 
Emergency Preparedness and Response, R. 
David Paulison, stating before the Com-
mittee on Homeland Security and Govern-
ment Affairs of the Senate that ‘‘[a]ll of 
these no-bid contracts, we are going to go 
back and re-bid’’; 

(4) the Federal Emergency Management 
Agency has yet to reopen these 4 contracts 
to competitive bidding, and declared on No-
vember 11, 2005, that these contracts would 
not be reopened for bidding until February 
2006; 

(5) by February 2006, the majority of the 
contracts will have been completed and the 
majority of taxpayer funds will have been 
spent; 

(6) large and politically-connected firms 
continue to benefit from no-bid and limited- 
competition contracts, and contracts are not 
being awarded to capable, local companies; 

(7) according to an analysis in the Wash-
ington Post, companies outside the States 
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most affected by Hurricane Katrina have re-
ceived more than 90 percent of the Federal 
contracts for recovery and reconstruction; 

(8) the monitoring of Federal contracting 
practices remains difficult, with a report by 
the San Jose Mercury News stating ‘‘The 
database of contracts is incomplete. Infor-
mation released by Federal agencies is spot-
ty and sporadic. And disclosure of many no- 
bid contracts isn’t required by law’’; and 

(9)(A) there is currently no Chief Financial 
Officer charged with monitoring the flow of 
all funds to the affected areas; and 

(B) the task of financial management is 
spread across disparate Federal departments 
and agencies with inadequate oversight of 
taxpayer funds. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that the Federal Emergency 
Management Agency should— 

(1) immediately rebid noncompetitive con-
tracts entered into following Hurricane 
Katrina, consistent with the commitment of 
the Agency made on October 6, 2005, before 
millions of taxpayer dollars are wasted on ir-
responsible and inefficient spending; 

(2)(A) immediately implement the planned 
competitive contracting strategy of the 
Agency for recovery work in all current and 
future reconstruction efforts; and 

(B) in carrying out that strategy, should 
prioritize local and small disadvantaged 
businesses in the contracting and subcon-
tracting process; and 

(3) immediately after the awarding of a 
contract, publicly disclose the amount and 
competitive or noncompetitive nature of the 
contract. 
SEC. 406. DISABILITY PREFERENCE PROGRAM 

FOR TAX COLLECTION CONTRACTS. 
(a) IN GENERAL.—The Secretary of the 

Treasury shall not enter into any qualified 
tax collection contract after April 1, 2006, 
until the Secretary implements a disability 
preference program that meets the require-
ments of subsection (b). 

(b) DISABILITY PREFERENCE PROGRAM RE-
QUIREMENTS.— 

(1) IN GENERAL.—A disability preference 
program meets the requirements of this sub-
section if such program requires that not 
less than 10 percent of the accounts of each 
dollar value category are awarded to persons 
described in paragraph (2). 

(2) PERSON DESCRIBED.—For purposes of 
paragraph (1), a person is described in this 
paragraph if— 

(A) as of the date any qualified tax collec-
tion contract is awarded— 

(i) such person employs not less than 50 se-
verely disabled individuals within the United 
States; or 

(ii) not less than 30 percent of the employ-
ees of such person within the United States 
are severely disabled individuals; 

(B) such person agrees as a condition of the 
qualified tax collection contract that not 
more than 90 days after the date such con-
tract is awarded, not less than 35 percent of 
the employees of such person employed in 
connection with providing services under 
such contract shall— 

(i) be hired after the date such contract is 
awarded; and 

(ii) be severely disabled individuals; and 
(C) such person is otherwise qualified to 

perform the services required. 
(c) DEFINITIONS.—For purposes of this sec-

tion— 
(1) QUALIFIED TAX COLLECTION CONTRACT.— 

The term ‘‘qualified tax collection contract’’ 
shall have the meaning given such term 
under section 6306(b) of the Internal Revenue 
Code of 1986. 

(2) DOLLAR VALUE CATEGORY.—The term 
‘‘dollar value category’’ means the dollar 
ranges of accounts for collection as deter-
mined and assigned by the Secretary under 

section 6306(b)(1)(B) of the Internal Revenue 
Code of 1986 with respect to a qualified tax 
collection contract. 

(3) SEVERELY DISABLED INDIVIDUAL.—The 
term ‘‘severely disabled individual’’ means— 

(A) a veteran of the United States armed 
forces with a disability of 50 percent or 
greater— 

(i) determined by the Secretary of Vet-
erans Affairs to be service-connected; or 

(ii) deemed by law to be service-connected; 
or 

(B) any individual who is a disabled bene-
ficiary (as defined in section 1148(k)(2) of the 
Social Security Act (42 U.S.C. 1320b–19(k)(2))) 
or who would be considered to be such a dis-
abled beneficiary but for having income or 
resources in excess of the income or re-
sources eligibility limits established under 
title XVI of the Social Security Act (42 
U.S.C. 1381 et seq.), respectively. 
SEC. 407. SENSE OF CONGRESS REGARDING 

DOHA ROUND. 

(a) FINDINGS.—The Congress makes the fol-
lowing findings: 

(1) Members of the World Trade Organiza-
tion (WTO) are currently engaged in a round 
of trade negotiations known as the Doha De-
velopment Agenda (Doha Round). 

(2) The Doha Round includes negotiations 
aimed at clarifying and improving dis-
ciplines under the Agreement on Implemen-
tation of Article VI of the General Agree-
ment on Tariffs and Trade 1994 (Antidumping 
Agreement) and the Agreement on Subsidies 
and Countervailing Measures (Subsidies 
Agreement). 

(3) The WTO Ministerial Declaration 
adopted on November 14, 2001 (WTO Paper 
No. WT/MIN(01)/DEC/1) specifically provides 
that the Doha Round negotiations are to pre-
serve the ‘‘basic concepts, principles and ef-
fectiveness’’ of the Antidumping Agreement 
and the Subsidies Agreement. 

(4) In section 2102(b)(14)(A) of the Bipar-
tisan Trade Promotion Authority Act of 2002, 
the Congress mandated that the principal ne-
gotiating objective of the United States with 
respect to trade remedy laws was to ‘‘pre-
serve the ability of the United States to en-
force rigorously its trade laws . . . and avoid 
agreements that lessen the effectiveness of 
domestic and international disciplines on 
unfair trade, especially dumping and sub-
sidies’’. 

(5) The countries that have been the most 
persistent and egregious violators of inter-
national fair trade rules are engaged in an 
aggressive effort to significantly weaken the 
disciplines provided in the Antidumping 
Agreement and the Subsidies Agreement and 
undermine the ability of the United States 
to effectively enforce its trade remedy laws. 

(6) Chronic violators of fair trade dis-
ciplines have put forward proposals that 
would substantially weaken United States 
trade remedy laws and practices, including 
mandating that unfair trade orders termi-
nate after a set number of years even if un-
fair trade and injury are likely to recur, 
mandating that trade remedy duties reflect 
less than the full margin of dumping or sub-
sidization, mandating higher de minimis lev-
els of unfair trade, making cumulation of the 
effects of imports from multiple countries 
more difficult in unfair trade investigations, 
outlawing the critical practice of ‘‘zeroing’’ 
in antidumping investigations, mandating 
the weighing of causes, and mandating other 
provisions that make it more difficult to 
prove injury. 

(7) United States trade remedy laws have 
already been significantly weakened by nu-
merous unjust and activist WTO dispute set-
tlement decisions which have created new 
obligations to which the United States never 
agreed. 

(8) Trade remedy laws remain a critical re-
source for American manufacturers, agricul-
tural producers, and aquacultural producers 
in responding to closed foreign markets, sub-
sidized imports, and other forms of unfair 
trade, particularly in the context of the 
challenges currently faced by these vital sec-
tors of the United States economy. 

(9) The United States had a current ac-
count trade deficit of approximately 
$668,000,000,000 in 2004, including a trade def-
icit of almost $162,000,000,000 with China 
alone, as well as a trade deficit of 
$40,000,000,000 in advanced technology. 

(10) United States manufacturers have lost 
over 3,000,000 jobs since June 2000, and United 
States manufacturing employment is cur-
rently at its lowest level since 1950. 

(11) Many industries critical to United 
States national security are at severe risk 
from unfair foreign competition. 

(12) The Congress strongly believes that 
the proposals put forward by countries seek-
ing to undermine trade remedy disciplines in 
the Doha Round would result in serious harm 
to the United States economy, including sig-
nificant job losses and trade disadvantages. 

(b) SENSE OF CONGRESS.—It is the sense of 
Congress that— 

(1) the United States should not be a signa-
tory to any agreement or protocol with re-
spect to the Doha Development Round of the 
World Trade Organization negotiations, or 
any other bilateral or multilateral trade ne-
gotiations, that— 

(A) adopts any proposal to lessen the effec-
tiveness of domestic and international dis-
ciplines on unfair trade or safeguard provi-
sions, including proposals— 

(i) mandating that unfair trade orders ter-
minate after a set number of years even if 
unfair trade and injury are likely to recur; 

(ii) mandating that trade remedy duties re-
flect less than the full margin of dumping or 
subsidization; 

(iii) mandating higher de minimis levels of 
unfair trade; 

(iv) making cumulation of the effects of 
imports from multiple countries more dif-
ficult in unfair trade investigations; 

(v) outlawing the critical practice of ‘‘zero-
ing’’ in antidumping investigations; or 

(vi) mandating the weighing of causes or 
other provisions making it more difficult to 
prove injury in unfair trade cases; and 

(B) would lessen in any manner the ability 
of the United States to enforce rigorously its 
trade laws, including the antidumping, coun-
tervailing duty, and safeguard laws; 

(2) the United States trade laws and inter-
national rules appropriately serve the public 
interest by offsetting injurious unfair trade, 
and that further ‘‘balancing modifications’’ 
or other similar provisions are unnecessary 
and would add to the complexity and dif-
ficulty of achieving relief against injurious 
unfair trade practices; and 

(3) the United States should ensure that 
any new agreement relating to international 
disciplines on unfair trade or safeguard pro-
visions fully rectifies and corrects decisions 
by WTO dispute settlement panels or the Ap-
pellate Body that have unjustifiably and 
negatively impacted, or threaten to nega-
tively impact, United States law or practice, 
including a law or practice with respect to 
foreign dumping or subsidization. 

SEC. 408. MODIFICATION OF BOND RULE. 

In the case of bonds issued after the date of 
the enactment of this Act and before August 
31, 2009— 

(1) the requirement of paragraph (1) of sec-
tion 648 of the Deficit Reduction Act of 1984 
(98 Stat. 941) shall be treated as met with re-
spect to the securities or obligations referred 
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to in such section if such securities or obli-
gations are held in a fund the annual dis-
tributions from which cannot exceed 7 per-
cent of the average fair market value of the 
assets held in such fund except to the extent 
distributions are necessary to pay debt serv-
ice on the bond issue, 

(2) paragraph (3) of such section shall be 
applied by substituting ‘‘distributions from’’ 
for ‘‘the investment earnings of’’ both places 
it appears, and 

(3) Paragraph (4) of such section shall be 
applied by substituting ‘‘March 1, 1985’’ for 
‘‘October 9, 1969’’. 
SEC. 409. TREATMENT OF CERTAIN STOCK OP-

TION PLANS UNDER NONQUALIFIED 
DEFERRED COMPENSATION RULES. 

(a) IN GENERAL.—The Secretary of the 
Treasury shall modify the regulations under 
section 409A of the Internal Revenue Code of 
1986 to extend to applicable foreign option 
plans the exception under such section for 
incentive stock options under section 422 of 
such Code and options granted under an em-
ployee stock purchase plan meeting the re-
quirements of section 423 of such Code. Such 
extension shall be subject to such terms and 
conditions as may be prescribed in such reg-
ulations. 

(b) APPLICABLE FOREIGN OPTION PLANS.— 
For purposes of subsection (a)— 

(1) IN GENERAL.—The term ‘‘applicable for-
eign option plan’’ means a plan providing for 
the issuance of employee stock options— 

(A) which is established under the laws of 
a foreign jurisdiction, and 

(B) which, under such laws or the terms of 
the plan (or both), is subject to requirements 
substantially similar to the requirements 
under section 422 or 423 of such Code. 

(2) SUBSTANTIALLY SIMILAR.—A plan shall 
not be treated as subject to substantially 
similar requirements under paragraph (1)(B) 
unless— 

(A) the plan is required to cover substan-
tially all employees, 

(B) in the case of an option under an em-
ployee stock purchase plan, the plan is re-
quired to provide an option price which is 
not less than the amount specified in section 
423(b)(6) of such Code, except that such sec-
tion shall be applied by substituting ‘‘80 per-
cent’’ for ‘‘85 percent’’ each place it appears, 

(C) the plan is required to provide coverage 
of individuals who, but for the exception of 
the application of section 409A of such Code 
by reason of this section, would be subject to 
tax under such section with respect to the 
plan, and 

(D) the plan meets such other require-
ments as the Secretary of the Treasury pre-
scribes in the regulations under subsection 
(a). 
SEC. 410. SENSE OF THE SENATE REGARDING 

THE DEDICATION OF EXCESS FUNDS. 
It is the sense of the Senate that any in-

creases in revenues to the Treasury as a re-
sult of this Act and the amendments made 
by this Act that exceed the amounts speci-
fied in the reconciliation instructions shall 
be dedicated to the Low-Income Home En-
ergy Assistance Program, in an amount not 
to exceed the amount which is $2,900,000,000 
more than the funding levels established for 
such Program for fiscal year 2005. 
TITLE V—REVENUE OFFSET PROVISIONS 
Subtitle A—Provisions Designed To Curtail 

Tax Shelters 
SEC. 501. UNDERSTATEMENT OF TAXPAYER’S LI-

ABILITY BY INCOME TAX RETURN 
PREPARER. 

(a) STANDARDS CONFORMED TO TAXPAYER 
STANDARDS.—Section 6694(a) (relating to un-
derstatements due to unrealistic positions) 
is amended— 

(1) by striking ‘‘realistic possibility of 
being sustained on its merits’’ in paragraph 

(1) and inserting ‘‘reasonable belief that the 
tax treatment in such position was more 
likely than not the proper treatment’’, 

(2) by striking ‘‘or was frivolous’’ in para-
graph (3) and inserting ‘‘or there was no rea-
sonable basis for the tax treatment of such 
position’’, and 

(3) by striking ‘‘UNREALISTIC’’ in the head-
ing and inserting ‘‘IMPROPER’’. 

(b) AMOUNT OF PENALTY.—Section 6694 is 
amended— 

(1) by striking ‘‘$250’’ in subsection (a) and 
inserting ‘‘$1,000’’, and 

(2) by striking ‘‘$1,000’’ in subsection (b) 
and inserting ‘‘$5,000’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to docu-
ments prepared after the date of the enact-
ment of this Act. 
SEC. 502. MODIFICATION OF EFFECTIVE DATE OF 

EXCEPTION FROM SUSPENSION 
RULES FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS. 

(a) EFFECTIVE DATE MODIFICATION.— 
(1) IN GENERAL.—Paragraph (2) of section 

903(d) of the American Jobs Creation Act of 
2004 is amended to read as follows: 

‘‘(2) EXCEPTION FOR REPORTABLE OR LISTED 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—The amendments made 
by subsection (c) shall apply with respect to 
interest accruing after October 3, 2004. 

‘‘(B) SPECIAL RULE FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS.— 

‘‘(i) IN GENERAL.—Except as provided in 
clause (ii), the amendments made by sub-
section (c) shall also apply with respect to 
interest accruing on or before October 3, 
2004. 

‘‘(ii) PARTICIPANTS IN SETTLEMENT INITIA-
TIVES.—Clause (i) shall not apply to any 
transaction if, as of January 23, 2006— 

‘‘(I) the taxpayer is participating in a set-
tlement initiative described in Internal Rev-
enue Service Announcement 2005–80 with re-
spect to such transaction, or 

‘‘(II) the taxpayer has entered into a set-
tlement agreement pursuant to such an ini-
tiative. 

‘‘(iii) TERMINATION OF EXCEPTION.—Clause 
(ii)(I) shall not apply to any taxpayer if, 
after January 23, 2006, the taxpayer with-
draws from, or terminates, participation in 
the initiative or the Secretary of the Treas-
ury or the Secretary’s delegate determines 
that a settlement agreement will not be 
reached pursuant to the initiative within a 
reasonable period of time.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall take effect as 
if included in the provisions of the American 
Jobs Creation Act of 2004 to which it relates. 

(b) TREATMENT OF AMENDED RETURNS AND 
OTHER SIMILAR NOTICES OF ADDITIONAL TAX 
OWED.— 

(1) IN GENERAL.—Section 6404(g)(1) (relating 
to suspension) is amended by adding at the 
end the following new sentence: ‘‘If, after the 
return for a taxable year is filed, the tax-
payer provides to the Secretary one or more 
signed written documents showing that the 
taxpayer owes an additional amount of tax 
for the taxable year, clause (i) shall be ap-
plied by substituting the date the last of the 
documents was provided for the date on 
which the return is filed.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to docu-
ments provided on or after the date of the 
enactment of this Act. 
SEC. 503. FRIVOLOUS TAX SUBMISSIONS. 

(a) CIVIL PENALTIES.—Section 6702 is 
amended to read as follows: 
‘‘SEC. 6702. FRIVOLOUS TAX SUBMISSIONS. 

‘‘(a) CIVIL PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of 
$5,000 if— 

‘‘(1) such person files what purports to be a 
return of a tax imposed by this title but 
which— 

‘‘(A) does not contain information on 
which the substantial correctness of the self- 
assessment may be judged, or 

‘‘(B) contains information that on its face 
indicates that the self-assessment is substan-
tially incorrect; and 

‘‘(2) the conduct referred to in paragraph 
(1)— 

‘‘(A) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(B) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(b) CIVIL PENALTY FOR SPECIFIED FRIVO-
LOUS SUBMISSIONS.— 

‘‘(1) IMPOSITION OF PENALTY.—Except as 
provided in paragraph (3), any person who 
submits a specified frivolous submission 
shall pay a penalty of $5,000. 

‘‘(2) SPECIFIED FRIVOLOUS SUBMISSION.—For 
purposes of this section— 

‘‘(A) SPECIFIED FRIVOLOUS SUBMISSION.— 
The term ‘specified frivolous submission’ 
means a specified submission if any portion 
of such submission— 

‘‘(i) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(ii) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(B) SPECIFIED SUBMISSION.—The term 
‘specified submission’ means— 

‘‘(i) a request for a hearing under— 
‘‘(I) section 6320 (relating to notice and op-

portunity for hearing upon filing of notice of 
lien), or 

‘‘(II) section 6330 (relating to notice and 
opportunity for hearing before levy), and 

‘‘(ii) an application under— 
‘‘(I) section 6159 (relating to agreements 

for payment of tax liability in installments), 
‘‘(II) section 7122 (relating to com-

promises), or 
‘‘(III) section 7811 (relating to taxpayer as-

sistance orders). 
‘‘(3) OPPORTUNITY TO WITHDRAW SUBMIS-

SION.—If the Secretary provides a person 
with notice that a submission is a specified 
frivolous submission and such person with-
draws such submission within 30 days after 
such notice, the penalty imposed under para-
graph (1) shall not apply with respect to such 
submission. 

‘‘(c) LISTING OF FRIVOLOUS POSITIONS.—The 
Secretary shall prescribe (and periodically 
revise) a list of positions which the Sec-
retary has identified as being frivolous for 
purposes of this subsection. The Secretary 
shall not include in such list any position 
that the Secretary determines meets the re-
quirement of section 6662(d)(2)(B)(ii)(II). 

‘‘(d) REDUCTION OF PENALTY.—The Sec-
retary may reduce the amount of any pen-
alty imposed under this section if the Sec-
retary determines that such reduction would 
promote compliance with and administra-
tion of the Federal tax laws. 

‘‘(e) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this sec-
tion shall be in addition to any other penalty 
provided by law.’’. 

(b) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS BEFORE LEVY.— 

(1) FRIVOLOUS REQUESTS DISREGARDED.— 
Section 6330 (relating to notice and oppor-
tunity for hearing before levy) is amended by 
adding at the end the following new sub-
section: 

‘‘(g) FRIVOLOUS REQUESTS FOR HEARING, 
ETC.—Notwithstanding any other provision 
of this section, if the Secretary determines 
that any portion of a request for a hearing 
under this section or section 6320 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
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such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(2) PRECLUSION FROM RAISING FRIVOLOUS 
ISSUES AT HEARING.—Section 6330(c)(4) is 
amended— 

(A) by striking ‘‘(A)’’ and inserting 
‘‘(A)(i)’’; 

(B) by striking ‘‘(B)’’ and inserting ‘‘(ii)’’; 
(C) by striking the period at the end of the 

first sentence and inserting ‘‘; or’’; and 
(D) by inserting after subparagraph (A)(ii) 

(as so redesignated) the following: 
‘‘(B) the issue meets the requirement of 

clause (i) or (ii) of section 6702(b)(2)(A).’’. 
(3) STATEMENT OF GROUNDS.—Section 

6330(b)(1) is amended by striking ‘‘under sub-
section (a)(3)(B)’’ and inserting ‘‘in writing 
under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’. 

(c) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS UPON FILING OF NOTICE OF 
LIEN.—Section 6320 is amended— 

(1) in subsection (b)(1), by striking ‘‘under 
subsection (a)(3)(B)’’ and inserting ‘‘in writ-
ing under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’, and 

(2) in subsection (c), by striking ‘‘and (e)’’ 
and inserting ‘‘(e), and (g)’’. 

(d) TREATMENT OF FRIVOLOUS APPLICATIONS 
FOR OFFERS-IN-COMPROMISE AND INSTALL-
MENT AGREEMENTS.—Section 7122 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) FRIVOLOUS SUBMISSIONS, ETC.—Not-
withstanding any other provision of this sec-
tion, if the Secretary determines that any 
portion of an application for an offer-in-com-
promise or installment agreement submitted 
under this section or section 6159 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(e) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6702 and inserting the following 
new item: 
‘‘Sec. 6702. Frivolous tax submissions’’.. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to submis-
sions made and issues raised after the date 
on which the Secretary first prescribes a list 
under section 6702(c) of the Internal Revenue 
Code of 1986, as amended by subsection (a). 
SEC. 504. PENALTY FOR PROMOTING ABUSIVE 

TAX SHELTERS. 
(a) PENALTY FOR PROMOTING ABUSIVE TAX 

SHELTERS.—Section 6700 (relating to pro-
moting abusive tax shelters, etc.) is amend-
ed— 

(1) by redesignating subsections (b) and (c) 
as subsections (d) and (e), respectively, 

(2) by striking ‘‘a penalty’’ and all that fol-
lows through the period in the first sentence 
of subsection (a) and inserting ‘‘a penalty de-
termined under subsection (b)’’, and 

(3) by inserting after subsection (a) the fol-
lowing new subsections: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
be 100 percent of the gross income derived (or 
to be derived) from such activity by the per-
son or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of an activity described in subsection 
(a), each instance in which income was de-
rived by the person or persons subject to 
such penalty, and each person who partici-
pated in such an activity. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 

respect to such activity, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection. 

‘‘(c) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(b) CONFORMING AMENDMENT.—Section 
6700(a) is amended by striking the last sen-
tence. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in paragraphs (1) and (2) of 
section 6700(a) of the Internal Revenue Code 
of 1986 and after the date of the enactment of 
this Act. 
SEC. 505. PENALTY FOR AIDING AND ABETTING 

THE UNDERSTATEMENT OF TAX LI-
ABILITY. 

(a) IN GENERAL.—Section 6701(a) (relating 
to imposition of penalty) is amended— 

(1) by inserting ‘‘, or tax liability reflected 
in,’’ after ‘‘the preparation or presentation 
of’’ in paragraph (1), 

(2) by inserting ‘‘aid, assistance, procure-
ment, or advice with respect to such’’ before 
‘‘portion’’ both places it appears in para-
graphs (2) and (3), and 

(3) by inserting ‘‘instance of aid, assist-
ance, procurement, or advice or each such’’ 
before ‘‘document’’ in the matter following 
paragraph (3). 

(b) AMOUNT OF PENALTY.—Subsection (b) of 
section 6701 (relating to penalties for aiding 
and abetting understatement of tax liability) 
is amended to read as follows: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
be 100 percent of the gross income derived (or 
to be derived) from such aid, assistance, pro-
curement, or advice provided by the person 
or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of aid, assistance, procurement, or ad-
vice described in subsection (a), each in-
stance in which income was derived by the 
person or persons subject to such penalty, 
and each person who made such an under-
statement of the liability for tax. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to providing such aid, assistance, 
procurement, or advice, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection.’’. 

(c) PENALTY NOT DEDUCTIBLE.—Section 6701 
is amended by adding at the end the fol-
lowing new subsection: 

‘‘(g) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in section 6701(a) of the In-
ternal Revenue Code of 1986 after the date of 
the enactment of this Act. 

Subtitle B—Economic Substance Doctrine 
SEC. 511. CLARIFICATION OF ECONOMIC SUB-

STANCE DOCTRINE. 
(a) IN GENERAL.—Section 7701 is amended 

by redesignating subsection (o) as subsection 
(p) and by inserting after subsection (n) the 
following new subsection: 

‘‘(o) CLARIFICATION OF ECONOMIC SUBSTANCE 
DOCTRINE; ETC.— 

‘‘(1) GENERAL RULES.— 
‘‘(A) IN GENERAL.—In any case in which a 

court determines that the economic sub-
stance doctrine is relevant for purposes of 
this title to a transaction (or series of trans-
actions), such transaction (or series of trans-
actions) shall have economic substance only 
if the requirements of this paragraph are 
met. 

‘‘(B) DEFINITION OF ECONOMIC SUBSTANCE.— 
For purposes of subparagraph (A)— 

‘‘(i) IN GENERAL.—A transaction has eco-
nomic substance only if— 

‘‘(I) the transaction changes in a meaning-
ful way (apart from Federal tax effects) the 
taxpayer’s economic position, and 

‘‘(II) the taxpayer has a substantial nontax 
purpose for entering into such transaction 
and the transaction is a reasonable means of 
accomplishing such purpose. 
In applying subclause (II), a purpose of 
achieving a financial accounting benefit 
shall not be taken into account in deter-
mining whether a transaction has a substan-
tial nontax purpose if the origin of such fi-
nancial accounting benefit is a reduction of 
income tax. 

‘‘(ii) SPECIAL RULE WHERE TAXPAYER RELIES 
ON PROFIT POTENTIAL.—A transaction shall 
not be treated as having economic substance 
by reason of having a potential for profit un-
less— 

‘‘(I) the present value of the reasonably ex-
pected pre-tax profit from the transaction is 
substantial in relation to the present value 
of the expected net tax benefits that would 
be allowed if the transaction were respected, 
and 

‘‘(II) the reasonably expected pre-tax profit 
from the transaction exceeds a risk-free rate 
of return. 

‘‘(C) TREATMENT OF FEES AND FOREIGN 
TAXES.—Fees and other transaction expenses 
and foreign taxes shall be taken into account 
as expenses in determining pre-tax profit 
under subparagraph (B)(ii). 

‘‘(2) SPECIAL RULES FOR TRANSACTIONS WITH 
TAX-INDIFFERENT PARTIES.— 

‘‘(A) SPECIAL RULES FOR FINANCING TRANS-
ACTIONS.—The form of a transaction which is 
in substance the borrowing of money or the 
acquisition of financial capital directly or 
indirectly from a tax-indifferent party shall 
not be respected if the present value of the 
deductions to be claimed with respect to the 
transaction is substantially in excess of the 
present value of the anticipated economic re-
turns of the person lending the money or 
providing the financial capital. A public of-
fering shall be treated as a borrowing, or an 
acquisition of financial capital, from a tax- 
indifferent party if it is reasonably expected 
that at least 50 percent of the offering will be 
placed with tax-indifferent parties. 

‘‘(B) ARTIFICIAL INCOME SHIFTING AND BASIS 
ADJUSTMENTS.—The form of a transaction 
with a tax-indifferent party shall not be re-
spected if— 

‘‘(i) it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
such party’s economic income or gain, or 

‘‘(ii) it results in a basis adjustment or 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this subsection— 

‘‘(A) ECONOMIC SUBSTANCE DOCTRINE.—The 
term ‘economic substance doctrine’ means 
the common law doctrine under which tax 
benefits under subtitle A with respect to a 
transaction are not allowable if the trans-
action does not have economic substance or 
lacks a business purpose. 

‘‘(B) TAX-INDIFFERENT PARTY.—The term 
‘tax-indifferent party’ means any person or 
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CONGRESSIONAL RECORD — SENATE S561 February 2, 2006 
entity not subject to tax imposed by subtitle 
A. A person shall be treated as a tax-indif-
ferent party with respect to a transaction if 
the items taken into account with respect to 
the transaction have no substantial impact 
on such person’s liability under subtitle A. 

‘‘(C) EXCEPTION FOR PERSONAL TRANS-
ACTIONS OF INDIVIDUALS.—In the case of an 
individual, this subsection shall apply only 
to transactions entered into in connection 
with a trade or business or an activity en-
gaged in for the production of income. 

‘‘(D) TREATMENT OF LESSORS.—In applying 
paragraph (1)(B)(ii) to the lessor of tangible 
property subject to a lease— 

‘‘(i) the expected net tax benefits with re-
spect to the leased property shall not include 
the benefits of— 

‘‘(I) depreciation, 
‘‘(II) any tax credit, or 
‘‘(III) any other deduction as provided in 

guidance by the Secretary, and 
‘‘(ii) subclause (II) of paragraph (1)(B)(ii) 

shall be disregarded in determining whether 
any of such benefits are allowable. 

‘‘(4) OTHER COMMON LAW DOCTRINES NOT AF-
FECTED.—Except as specifically provided in 
this subsection, the provisions of this sub-
section shall not be construed as altering or 
supplanting any other rule of law, and the 
requirements of this subsection shall be con-
strued as being in addition to any such other 
rule of law. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection. Such regulations 
may include exemptions from the applica-
tion of this subsection.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 512. PENALTY FOR UNDERSTATEMENTS AT-

TRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

(a) IN GENERAL.—Subchapter A of chapter 
68 is amended by inserting after section 
6662A the following new section: 
‘‘SEC. 6662B. PENALTY FOR UNDERSTATEMENTS 

ATTRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

‘‘(a) IMPOSITION OF PENALTY.—If a taxpayer 
has an noneconomic substance transaction 
understatement for any taxable year, there 
shall be added to the tax an amount equal to 
40 percent of the amount of such understate-
ment. 

‘‘(b) REDUCTION OF PENALTY FOR DISCLOSED 
TRANSACTIONS.—Subsection (a) shall be ap-
plied by substituting ‘20 percent’ for ‘40 per-
cent’ with respect to the portion of any non-
economic substance transaction understate-
ment with respect to which the relevant 
facts affecting the tax treatment of the item 
are adequately disclosed in the return or a 
statement attached to the return. 

‘‘(c) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘noneconomic 
substance transaction understatement’ 
means any amount which would be an under-
statement under section 6662A(b)(1) if section 
6662A were applied by taking into account 
items attributable to noneconomic sub-
stance transactions rather than items to 
which section 6662A would apply without re-
gard to this paragraph. 

‘‘(2) NONECONOMIC SUBSTANCE TRANS-
ACTION.—The term ‘noneconomic substance 
transaction’ means any transaction if— 

‘‘(A) there is a lack of economic substance 
(within the meaning of section 7701(o)(1)) for 
the transaction giving rise to the claimed 
benefit or the transaction was not respected 
under section 7701(o)(2), or 

‘‘(B) the transaction fails to meet the re-
quirements of any similar rule of law. 

‘‘(d) RULES APPLICABLE TO COMPROMISE OF 
PENALTY.— 

‘‘(1) IN GENERAL.—If the 1st letter of pro-
posed deficiency which allows the taxpayer 
an opportunity for administrative review in 
the Internal Revenue Service Office of Ap-
peals has been sent with respect to a penalty 
to which this section applies, only the Com-
missioner of Internal Revenue may com-
promise all or any portion of such penalty. 

‘‘(2) APPLICABLE RULES.—The rules of para-
graphs (2) and (3) of section 6707A(d) shall 
apply for purposes of paragraph (1). 

‘‘(e) COORDINATION WITH OTHER PEN-
ALTIES.—Except as otherwise provided in this 
part, the penalty imposed by this section 
shall be in addition to any other penalty im-
posed by this title. 

‘‘(f) CROSS REFERENCES.— 
‘‘(1) For coordination of penalty with un-

derstatements under section 6662 and other 
special rules, see section 6662A(e). 

‘‘(2) For reporting of penalty imposed 
under this section to the Securities and Ex-
change Commission, see section 6707A(e).’’. 

(b) COORDINATION WITH OTHER UNDERSTATE-
MENTS AND PENALTIES.— 

(1) The second sentence of section 
6662(d)(2)(A) is amended by inserting ‘‘and 
without regard to items with respect to 
which a penalty is imposed by section 6662B’’ 
before the period at the end. 

(2) Subsection (e) of section 6662A is 
amended— 

(A) in paragraph (1), by inserting ‘‘and non-
economic substance transaction understate-
ments’’ after ‘‘reportable transaction under-
statements’’ both places it appears, 

(B) in paragraph (2)(A), by inserting ‘‘and a 
noneconomic substance transaction under-
statement’’ after ‘‘reportable transaction un-
derstatement’’, 

(C) in paragraph (2)(B), by inserting ‘‘6662B 
or’’ before ‘‘6663’’, 

(D) in paragraph (2)(C)(i), by inserting ‘‘or 
section 6662B’’ before the period at the end, 

(E) in paragraph (2)(C)(ii), by inserting 
‘‘and section 6662B’’ after ‘‘This section’’, 

(F) in paragraph (3), by inserting ‘‘or non-
economic substance transaction understate-
ment’’ after ‘‘reportable transaction under-
statement’’, and 

(G) by adding at the end the following new 
paragraph: 

‘‘(4) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sub-
section, the term ‘noneconomic substance 
transaction understatement’ has the mean-
ing given such term by section 6662B(c).’’. 

(3) Subsection (e) of section 6707A is 
amended— 

(A) by striking ‘‘or’’ at the end of subpara-
graph (B), and 

(B) by striking subparagraph (C) and in-
serting the following new subparagraphs: 

‘‘(C) is required to pay a penalty under sec-
tion 6662B with respect to any noneconomic 
substance transaction, or 

‘‘(D) is required to pay a penalty under sec-
tion 6662(h) with respect to any transaction 
and would (but for section 6662A(e)(2)(C)) 
have been subject to penalty under section 
6662A at a rate prescribed under section 
6662A(c) or under section 6662B,’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part II of subchapter A of chap-
ter 68 is amended by inserting after the item 
relating to section 6662A the following new 
item: 
‘‘Sec. 6662B. Penalty for understatements 

attributable to transactions 
lacking economic substance, 
etc.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-

actions entered into after the date of the en-
actment of this Act. 
SEC. 513. DENIAL OF DEDUCTION FOR INTEREST 

ON UNDERPAYMENTS ATTRIB-
UTABLE TO NONECONOMIC SUB-
STANCE TRANSACTIONS. 

(a) IN GENERAL.—Section 163(m) (relating 
to interest on unpaid taxes attributable to 
nondisclosed reportable transactions) is 
amended— 

(1) by striking ‘‘attributable’’ and all that 
follows and inserting the following: ‘‘attrib-
utable to— 

‘‘(1) the portion of any reportable trans-
action understatement (as defined in section 
6662A(b)) with respect to which the require-
ment of section 6664(d)(2)(A) is not met, or 

‘‘(2) any noneconomic substance trans-
action understatement (as defined in section 
6662B(c)).’’, and 

(2) by inserting ‘‘AND NONECONOMIC SUB-
STANCE TRANSACTIONS’’ in the heading there-
of after ‘‘TRANSACTIONS’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions after the date of the enactment of 
this Act in taxable years ending after such 
date. 
Subtitle C—Improvements in Efficiency and 

Safeguards in Internal Revenue Service 
Collection 

SEC. 521. WAIVER OF USER FEE FOR INSTALL-
MENT AGREEMENTS USING AUTO-
MATED WITHDRAWALS. 

(a) IN GENERAL.—Section 6159 (relating to 
agreements for payment of tax liability in 
installments) is amended by redesignating 
subsection (e) as subsection (f) and by insert-
ing after subsection (d) the following: 

‘‘(e) WAIVER OF USER FEES FOR INSTALL-
MENT AGREEMENTS USING AUTOMATED WITH-
DRAWALS.—In the case of a taxpayer who en-
ters into an installment agreement in which 
automated installment payments are agreed 
to, the Secretary shall waive the fee (if any) 
for entering into the installment agree-
ment.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to agree-
ments entered into on or after the date 
which is 180 days after the date of the enact-
ment of this Act. 
SEC. 522. TERMINATION OF INSTALLMENT 

AGREEMENTS. 
(a) IN GENERAL.—Section 6159(b)(4) (relat-

ing to failure to pay an installment or any 
other tax liability when due or to provide re-
quested financial information) is amended by 
striking ‘‘or’’ at the end of subparagraph (B), 
by redesignating subparagraph (C) as sub-
paragraph (E), and by inserting after sub-
paragraph (B) the following: 

‘‘(C) to make a Federal tax deposit under 
section 6302 at the time such deposit is re-
quired to be made, 

‘‘(D) to file a return of tax imposed under 
this title by its due date (including exten-
sions), or’’. 

(b) CONFORMING AMENDMENT.—The heading 
for section 6159(b)(4) is amended by striking 
‘‘FAILURE TO PAY AN INSTALLMENT OR ANY 
OTHER TAX LIABILITY WHEN DUE OR TO PROVIDE 
REQUESTED FINANCIAL INFORMATION’’ and in-
serting ‘‘FAILURE TO MAKE PAYMENTS OR DE-
POSITS OR FILE RETURNS WHEN DUE OR TO PRO-
VIDE REQUESTED FINANCIAL INFORMATION’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to failures 
occurring on or after the date of the enact-
ment of this Act. 
SEC. 523. PARTIAL PAYMENTS REQUIRED WITH 

SUBMISSION OF OFFERS-IN-COM-
PROMISE. 

(a) IN GENERAL.—Section 7122 (relating to 
compromises), as amended by this Act, is 
amended by redesignating subsections (c), 
(d), and (e) as subsections (d), (e), and (f), re-
spectively, and by inserting after subsection 
(b) the following new subsection: 
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‘‘(c) RULES FOR SUBMISSION OF OFFERS-IN- 

COMPROMISE.— 
‘‘(1) PARTIAL PAYMENT REQUIRED WITH SUB-

MISSION.— 
‘‘(A) LUMP-SUM OFFERS.— 
‘‘(i) IN GENERAL.—The submission of any 

lump-sum offer-in-compromise shall be ac-
companied by the payment of 20 percent of 
amount of such offer. 

‘‘(ii) LUMP-SUM OFFER-IN-COMPROMISE.—For 
purposes of this section, the term ‘lump-sum 
offer-in-compromise’ means any offer of pay-
ments made in 5 or fewer installments. 

‘‘(B) PERIODIC PAYMENT OFFERS.—The sub-
mission of any periodic payment offer-in- 
compromise shall be accompanied by the 
payment of the amount of the first proposed 
installment and each proposed installment 
due during the period such offer is being 
evaluated for acceptance and has not been 
rejected by the Secretary. Any failure to 
make a payment required under the pre-
ceding sentence shall be deemed a with-
drawal of the offer-in-compromise. 

‘‘(2) RULES OF APPLICATION.— 
‘‘(A) USE OF PAYMENT.—The application of 

any payment made under this subsection to 
the assessed tax or other amounts imposed 
under this title with respect to such tax may 
be specified by the taxpayer. 

‘‘(B) NO USER FEE IMPOSED.—Any user fee 
which would otherwise be imposed under this 
section shall not be imposed on any offer-in- 
compromise accompanied by a payment re-
quired under this subsection. 

‘‘(C) WAIVER AUTHORITY.—The Secretary 
may issue regulations waiving any payment 
required under paragraph (1) in a manner 
consistent with the practices established in 
accordance with the requirements under sub-
section (d)(3).’’. 

(b) ADDITIONAL RULES RELATING TO TREAT-
MENT OF OFFERS.— 

(1) UNPROCESSABLE OFFER IF PAYMENT RE-
QUIREMENTS ARE NOT MET.—Paragraph (3) of 
section 7122(d) (relating to standards for 
evaluation of offers), as redesignated by sub-
section (a), is amended by striking ‘‘; and’’ at 
the end of subparagraph (A) and inserting a 
comma, by striking the period at the end of 
subparagraph (B) and inserting ‘‘, and’’, and 
by adding at the end the following new sub-
paragraph: 

‘‘(C) any offer-in-compromise which does 
not meet the requirements of subsection (c) 
shall be returned to the taxpayer as 
unprocessable.’’. 

(2) DEEMED ACCEPTANCE OF OFFER NOT RE-
JECTED WITHIN CERTAIN PERIOD.—Section 7122, 
as amended by subsection (a), is amended by 
adding at the end the following new sub-
section: 

‘‘(g) DEEMED ACCEPTANCE OF OFFER NOT 
REJECTED WITHIN CERTAIN PERIOD.—Any 
offer-in-compromise submitted under this 
section shall be deemed to be accepted by 
the Secretary if such offer is not rejected by 
the Secretary before the date which is 24 
months after the date of the submission of 
such offer (12 months for offers-in-com-
promise submitted after the date which is 5 
years after the date of the enactment of this 
subsection). For purposes of the preceding 
sentence, any period during which any tax li-
ability which is the subject of such offer-in- 
compromise is in dispute in any judicial pro-
ceeding shall not be taken in to account in 
determining the expiration of the 24-month 
period (or 12-month period, if applicable).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to offers-in- 
compromise submitted on and after the date 
which is 60 days after the date of the enact-
ment of this Act. 

Subtitle D—Penalties and Fines 
SEC. 531. INCREASE IN CRIMINAL MONETARY 

PENALTY LIMITATION FOR THE UN-
DERPAYMENT OR OVERPAYMENT OF 
TAX DUE TO FRAUD. 

(a) IN GENERAL.—Section 7206 (relating to 
fraud and false statements) is amended— 

(1) by striking ‘‘Any person who—’’ and in-
serting ‘‘(a) IN GENERAL.—Any person 
who—’’, and 

(2) by adding at the end the following new 
subsection: 

‘‘(b) INCREASE IN MONETARY LIMITATION FOR 
UNDERPAYMENT OR OVERPAYMENT OF TAX DUE 
TO FRAUD.—If any portion of any under-
payment (as defined in section 6664(a)) or 
overpayment (as defined in section 6401(a)) of 
tax required to be shown on a return is at-
tributable to fraudulent action described in 
subsection (a), the applicable dollar amount 
under subsection (a) shall in no event be less 
than an amount equal to such portion. A rule 
similar to the rule under section 6663(b) shall 
apply for purposes of determining the por-
tion so attributable.’’. 

(b) INCREASE IN PENALTIES.— 
(1) ATTEMPT TO EVADE OR DEFEAT TAX.— 

Section 7201 is amended— 
(A) by striking ‘‘$100,000’’ and inserting 

‘‘$500,000’’, 
(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘5 years’’ and inserting ‘‘10 

years’’. 
(2) WILLFUL FAILURE TO FILE RETURN, SUP-

PLY INFORMATION, OR PAY TAX.—Section 7203 
is amended— 

(A) in the first sentence— 
(i) by striking ‘‘Any person’’ and inserting 

the following: 
‘‘(a) IN GENERAL.—Any person’’, and 
(ii) by striking ‘‘$25,000’’ and inserting 

‘‘$50,000’’, 
(B) in the third sentence, by striking ‘‘sec-

tion’’ and inserting ‘‘subsection’’, and 
(C) by adding at the end the following new 

subsection: 
‘‘(b) AGGRAVATED FAILURE TO FILE.— 
‘‘(1) IN GENERAL.—In the case of any failure 

described in paragraph (2), the first sentence 
of subsection (a) shall be applied by sub-
stituting— 

‘‘(A) ‘felony’ for ‘misdemeanor’, 
‘‘(B) ‘$500,000 ($1,000,000’ for ‘$25,000 

($100,000’, and 
‘‘(C) ‘10 years’ for ‘1 year’. 
‘‘(2) FAILURE DESCRIBED.—A failure de-

scribed in this paragraph is a failure to make 
a return described in subsection (a) for a pe-
riod of 3 or more consecutive taxable 
years.’’. 

(3) FRAUD AND FALSE STATEMENTS.—Section 
7206(a) (as redesignated by subsection (a)) is 
amended— 

(A) by striking ‘‘$100,000’’ and inserting 
‘‘$500,000’’, 

(B) by striking ‘‘$500,000’’ and inserting 
‘‘$1,000,000’’, and 

(C) by striking ‘‘3 years’’ and inserting ‘‘5 
years’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to actions, 
and failures to act, occurring after the date 
of the enactment of this Act. 
SEC. 532. DOUBLING OF CERTAIN PENALTIES, 

FINES, AND INTEREST ON UNDER-
PAYMENTS RELATED TO CERTAIN 
OFFSHORE FINANCIAL ARRANGE-
MENTS. 

(a) DETERMINATION OF PENALTY.— 
(1) IN GENERAL.—Notwithstanding any 

other provision of law, in the case of an ap-
plicable taxpayer— 

(A) the determination as to whether any 
interest or applicable penalty is to be im-
posed with respect to any arrangement de-
scribed in paragraph (2), or to any under-
payment of Federal income tax attributable 

to items arising in connection with any such 
arrangement, shall be made without regard 
to the rules of subsections (b), (c), and (d) of 
section 6664 of the Internal Revenue Code of 
1986, and 

(B) if any such interest or applicable pen-
alty is imposed, the amount of such interest 
or penalty shall be equal to twice that deter-
mined without regard to this section. 

(2) APPLICABLE TAXPAYER.—For purposes of 
this subsection— 

(A) IN GENERAL.—The term ‘‘applicable 
taxpayer’’ means a taxpayer which— 

(i) has underreported its United States in-
come tax liability with respect to any item 
which directly or indirectly involves— 

(I) any financial arrangement which in any 
manner relies on the use of offshore payment 
mechanisms (including credit, debit, or 
charge cards) issued by banks or other enti-
ties in foreign jurisdictions, or 

(II) any offshore financial arrangement (in-
cluding any arrangement with foreign banks, 
financial institutions, corporations, partner-
ships, trusts, or other entities), and 

(ii) has neither signed a closing agreement 
pursuant to the Voluntary Offshore Compli-
ance Initiative established by the Depart-
ment of the Treasury under Revenue Proce-
dure 2003–11 nor voluntarily disclosed its par-
ticipation in such arrangement by notifying 
the Internal Revenue Service of such ar-
rangement prior to the issue being raised by 
the Internal Revenue Service during an ex-
amination. 

(B) AUTHORITY TO WAIVE.—The Secretary of 
the Treasury or the Secretary’s delegate 
may waive the application of paragraph (1) 
to any taxpayer if the Secretary or the Sec-
retary’s delegate determines that the use of 
such offshore payment mechanisms is inci-
dental to the transaction and, in addition, in 
the case of a trade or business, such use is 
conducted in the ordinary course of the type 
of trade or business of the taxpayer. 

(C) ISSUES RAISED.—For purposes of sub-
paragraph (A)(ii), an item shall be treated as 
an issue raised during an examination if the 
individual examining the return— 

(i) communicates to the taxpayer knowl-
edge about the specific item, or 

(ii) has made a request to the taxpayer for 
information and the taxpayer could not 
make a complete response to that request 
without giving the examiner knowledge of 
the specific item. 

(b) APPLICABLE PENALTY.—For purposes of 
this section, the term ‘‘applicable penalty’’ 
means any penalty, addition to tax, or fine 
imposed under chapter 68 of the Internal 
Revenue Code of 1986. 

(c) EFFECTIVE DATE.—The provisions of 
this section shall apply to interest, pen-
alties, additions to tax, and fines with re-
spect to any taxable year if, as of the date of 
the enactment of this Act, the assessment of 
any tax, penalty, or interest with respect to 
such taxable year is not prevented by the op-
eration of any law or rule of law. 
SEC. 533. DENIAL OF DEDUCTION FOR CERTAIN 

FINES, PENALTIES, AND OTHER 
AMOUNTS. 

(a) IN GENERAL.—Subsection (f) of section 
162 (relating to trade or business expenses) is 
amended to read as follows: 

‘‘(f) FINES, PENALTIES, AND OTHER 
AMOUNTS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), no deduction otherwise allow-
able shall be allowed under this chapter for 
any amount paid or incurred (whether by 
suit, agreement, or otherwise) to, or at the 
direction of, a government or entity de-
scribed in paragraph (4) in relation to the 
violation of any law or the investigation or 
inquiry by such government or entity into 
the potential violation of any law. 
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CONGRESSIONAL RECORD — SENATE S563 February 2, 2006 
‘‘(2) EXCEPTION FOR AMOUNTS CONSTITUTING 

RESTITUTION OR PAID TO COME INTO COMPLI-
ANCE WITH LAW.—Paragraph (1) shall not 
apply to any amount which— 

‘‘(A) the taxpayer establishes— 
‘‘(i) constitutes restitution (including re-

mediation of property) for damage or harm 
caused by or which may be caused by the 
violation of any law or the potential viola-
tion of any law, or 

‘‘(ii) is paid to come into compliance with 
any law which was violated or involved in 
the investigation or inquiry, and 

‘‘(B) is identified as restitution or as an 
amount paid to come into compliance with 
the law, as the case may be, in the court 
order or settlement agreement. 

Identification pursuant to subparagraph (B) 
alone shall not satisfy the requirement 
under subparagraph (A). This paragraph 
shall not apply to any amount paid or in-
curred as reimbursement to the government 
or entity for the costs of any investigation 
or litigation. 

‘‘(3) EXCEPTION FOR AMOUNTS PAID OR IN-
CURRED AS THE RESULT OF CERTAIN COURT OR-
DERS.—Paragraph (1) shall not apply to any 
amount paid or incurred by order of a court 
in a suit in which no government or entity 
described in paragraph (4) is a party. 

‘‘(4) CERTAIN NONGOVERNMENTAL REGU-
LATORY ENTITIES.—An entity is described in 
this paragraph if it is— 

‘‘(A) a nongovernmental entity which exer-
cises self-regulatory powers (including im-
posing sanctions) in connection with a quali-
fied board or exchange (as defined in section 
1256(g)(7)), or 

‘‘(B) to the extent provided in regulations, 
a nongovernmental entity which exercises 
self-regulatory powers (including imposing 
sanctions) as part of performing an essential 
governmental function. 

‘‘(5) EXCEPTION FOR TAXES DUE.—Paragraph 
(1) shall not apply to any amount paid or in-
curred as taxes due.’’. 

(b) REPORTING OF DEDUCTIBLE AMOUNTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 is amended by in-
serting after section 6050T the following new 
section: 
‘‘SEC. 6050U. INFORMATION WITH RESPECT TO 

CERTAIN FINES, PENALTIES, AND 
OTHER AMOUNTS. 

‘‘(a) REQUIREMENT OF REPORTING.— 
‘‘(1) IN GENERAL.—The appropriate official 

of any government or entity which is de-
scribed in section 162(f)(4) which is involved 
in a suit or agreement described in para-
graph (2) shall make a return in such form as 
determined by the Secretary setting forth— 

‘‘(A) the amount required to be paid as a 
result of the suit or agreement to which 
paragraph (1) of section 162(f) applies, 

‘‘(B) any amount required to be paid as a 
result of the suit or agreement which con-
stitutes restitution or remediation of prop-
erty, and 

‘‘(C) any amount required to be paid as a 
result of the suit or agreement for the pur-
pose of coming into compliance with any law 
which was violated or involved in the inves-
tigation or inquiry. 

‘‘(2) SUIT OR AGREEMENT DESCRIBED.— 
‘‘(A) IN GENERAL.—A suit or agreement is 

described in this paragraph if— 
‘‘(i) it is— 
‘‘(I) a suit with respect to a violation of 

any law over which the government or entity 
has authority and with respect to which 
there has been a court order, or 

‘‘(II) an agreement which is entered into 
with respect to a violation of any law over 
which the government or entity has author-
ity, or with respect to an investigation or in-
quiry by the government or entity into the 
potential violation of any law over which 

such government or entity has authority, 
and 

‘‘(ii) the aggregate amount involved in all 
court orders and agreements with respect to 
the violation, investigation, or inquiry is 
$600 or more. 

‘‘(B) ADJUSTMENT OF REPORTING THRESH-
OLD.—The Secretary may adjust the $600 
amount in subparagraph (A)(ii) as necessary 
in order to ensure the efficient administra-
tion of the internal revenue laws. 

‘‘(3) TIME OF FILING.—The return required 
under this subsection shall be filed not later 
than— 

‘‘(A) 30 days after the date on which a 
court order is issued with respect to the suit 
or the date the agreement is entered into, as 
the case may be, or 

‘‘(B) the date specified Secretary. 
‘‘(b) STATEMENTS TO BE FURNISHED TO INDI-

VIDUALS INVOLVED IN THE SETTLEMENT.— 
Every person required to make a return 
under subsection (a) shall furnish to each 
person who is a party to the suit or agree-
ment a written statement showing— 

‘‘(1) the name of the government or entity, 
and 

‘‘(2) the information supplied to the Sec-
retary under subsection (a)(1). 

The written statement required under the 
preceding sentence shall be furnished to the 
person at the same time the government or 
entity provides the Secretary with the infor-
mation required under subsection (a). 

‘‘(c) APPROPRIATE OFFICIAL DEFINED.—For 
purposes of this section, the term ‘appro-
priate official’ means the officer or employee 
having control of the suit, investigation, or 
inquiry or the person appropriately des-
ignated for purposes of this section.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050T 
the following new item: 

‘‘Sec. 6050U. Information with respect to 
certain fines, penalties, and 
other amounts.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred on or after the date of the 
enactment of this Act, except that such 
amendments shall not apply to amounts paid 
or incurred under any binding order or agree-
ment entered into before such date. Such ex-
ception shall not apply to an order or agree-
ment requiring court approval unless the ap-
proval was obtained before such date. 
SEC. 534. DENIAL OF DEDUCTION FOR PUNITIVE 

DAMAGES. 

(a) DISALLOWANCE OF DEDUCTION.— 
(1) IN GENERAL.—Section 162(g) (relating to 

treble damage payments under the antitrust 
laws) is amended— 

(A) by redesignating paragraphs (1) and (2) 
as subparagraphs (A) and (B), respectively, 

(B) by striking ‘‘If’’ and inserting: 
‘‘(1) TREBLE DAMAGES.—If’’, and 
(C) by adding at the end the following new 

paragraph: 
‘‘(2) PUNITIVE DAMAGES.—No deduction 

shall be allowed under this chapter for any 
amount paid or incurred for punitive dam-
ages in connection with any judgment in, or 
settlement of, any action. This paragraph 
shall not apply to punitive damages de-
scribed in section 104(c).’’. 

(2) CONFORMING AMENDMENT.—The heading 
for section 162(g) is amended by inserting 
‘‘OR PUNITIVE DAMAGES’’ after ‘‘LAWS’’. 

(b) INCLUSION IN INCOME OF PUNITIVE DAM-
AGES PAID BY INSURER OR OTHERWISE.— 

(1) IN GENERAL.—Part II of subchapter B of 
chapter 1 (relating to items specifically in-
cluded in gross income) is amended by add-
ing at the end the following new section: 

‘‘SEC. 91. PUNITIVE DAMAGES COMPENSATED BY 
INSURANCE OR OTHERWISE. 

‘‘Gross income shall include any amount 
paid to or on behalf of a taxpayer as insur-
ance or otherwise by reason of the taxpayer’s 
liability (or agreement) to pay punitive dam-
ages.’’. 

(2) REPORTING REQUIREMENTS.—Section 6041 
(relating to information at source) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(f) SECTION TO APPLY TO PUNITIVE DAM-
AGES COMPENSATION.—This section shall 
apply to payments by a person to or on be-
half of another person as insurance or other-
wise by reason of the other person’s liability 
(or agreement) to pay punitive damages.’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part II of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 
‘‘Sec. 91. Punitive damages compensated by 

insurance or otherwise’’.. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to damages 
paid or incurred on or after the date of the 
enactment of this Act. 
SEC. 535. INCREASE IN PENALTY FOR BAD 

CHECKS AND MONEY ORDERS. 
(a) IN GENERAL.—Section 6657 (relating to 

bad checks) is amended— 
(1) by striking ‘‘$750’’ and inserting 

‘‘$2,000’’, and 
(2) by striking ‘‘$15’’ and inserting ‘‘$40’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section apply to checks or 
money orders received after the date of the 
enactment of this Act. 

Subtitle E—Provisions To Discourage 
Expatriation 

SEC. 541. TAX TREATMENT OF INVERTED ENTI-
TIES. 

(a) IN GENERAL.—Section 7874 is amended— 
(1) by striking ‘‘March 4, 2003’’ in sub-

section (a)(2)(B)(i) and in the matter fol-
lowing subsection (a)(2)(B)(iii) and inserting 
‘‘March 20, 2002’’, 

(2) by striking ‘‘at least 60 percent’’ in sub-
section (a)(2)(B)(ii) and inserting ‘‘more than 
50 percent’’, 

(3) by striking ‘‘80 percent’’ in subsection 
(b) and inserting ‘‘at least 80 percent’’, 

(4) by striking ‘‘60 percent’’ in subsection 
(b) and inserting ‘‘more than 50 percent’’, 

(5) by adding at the end of subsection (a)(2) 
the following new sentence: ‘‘Except as pro-
vided in regulations, an acquisition of prop-
erties of a domestic corporation shall not be 
treated as described in subparagraph (B) if 
none of the corporation’s stock was readily 
tradeable on an established securities mar-
ket at any time during the 4-year period end-
ing on the date of the acquisition.’’, and 

(6) by redesignating subsection (g) as sub-
section (h) and by inserting after subsection 
(f) the following new subsection: 

‘‘(g) SPECIAL RULES APPLICABLE TO EXPA-
TRIATED ENTITIES.— 

‘‘(1) INCREASES IN ACCURACY-RELATED PEN-
ALTIES.—In the case of any underpayment of 
tax of an expatriated entity— 

‘‘(A) section 6662(a) shall be applied with 
respect to such underpayment by sub-
stituting ‘30 percent’ for ‘20 percent’, and 

‘‘(B) if such underpayment is attributable 
to one or more gross valuation understate-
ments, the increase in the rate of penalty 
under section 6662(h) shall be to 50 percent 
rather than 40 percent. 

‘‘(2) MODIFICATIONS OF LIMITATION ON INTER-
EST DEDUCTION.—In the case of an expatri-
ated entity, section 163(j) shall be applied— 

‘‘(A) without regard to paragraph (2)(A)(ii) 
thereof, and 

‘‘(B) by substituting ‘25 percent’ for ‘50 per-
cent’ each place it appears in paragraph 
(2)(B) thereof.’’. 
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(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply to taxable 
years ending after March 20, 2002. 
SEC. 542. REVISION OF TAX RULES ON EXPATRIA-

TION OF INDIVIDUALS. 
(a) IN GENERAL.—Subpart A of part II of 

subchapter N of chapter 1 is amended by in-
serting after section 877 the following new 
section: 
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION. 
‘‘(a) GENERAL RULES.—For purposes of this 

subtitle— 
‘‘(1) MARK TO MARKET.—Except as provided 

in subsections (d) and (f), all property of a 
covered expatriate to whom this section ap-
plies shall be treated as sold on the day be-
fore the expatriation date for its fair market 
value. 

‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the 
case of any sale under paragraph (1)— 

‘‘(A) notwithstanding any other provision 
of this title, any gain arising from such sale 
shall be taken into account for the taxable 
year of the sale, and 

‘‘(B) any loss arising from such sale shall 
be taken into account for the taxable year of 
the sale to the extent otherwise provided by 
this title, except that section 1091 shall not 
apply to any such loss. 

Proper adjustment shall be made in the 
amount of any gain or loss subsequently re-
alized for gain or loss taken into account 
under the preceding sentence. 

‘‘(3) EXCLUSION FOR CERTAIN GAIN.— 
‘‘(A) IN GENERAL.—The amount which, but 

for this paragraph, would be includible in the 
gross income of any individual by reason of 
this section shall be reduced (but not below 
zero) by $600,000. For purposes of this para-
graph, allocable expatriation gain taken into 
account under subsection (f)(2) shall be 
treated in the same manner as an amount re-
quired to be includible in gross income. 

‘‘(B) COST-OF-LIVING ADJUSTMENT.— 
‘‘(i) IN GENERAL.—In the case of an expa-

triation date occurring in any calendar year 
after 2005, the $600,000 amount under sub-
paragraph (A) shall be increased by an 
amount equal to— 

‘‘(I) such dollar amount, multiplied by 
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar 
year, determined by substituting ‘calendar 
year 2004’ for ‘calendar year 1992’ in subpara-
graph (B) thereof. 

‘‘(ii) ROUNDING RULES.—If any amount after 
adjustment under clause (i) is not a multiple 
of $1,000, such amount shall be rounded to 
the next lower multiple of $1,000. 

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS 
UNITED STATES CITIZEN.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
elects the application of this paragraph— 

‘‘(i) this section (other than this paragraph 
and subsection (i)) shall not apply to the ex-
patriate, but 

‘‘(ii) in the case of property to which this 
section would apply but for such election, 
the expatriate shall be subject to tax under 
this title in the same manner as if the indi-
vidual were a United States citizen. 

‘‘(B) REQUIREMENTS.—Subparagraph (A) 
shall not apply to an individual unless the 
individual— 

‘‘(i) provides security for payment of tax in 
such form and manner, and in such amount, 
as the Secretary may require, 

‘‘(ii) consents to the waiver of any right of 
the individual under any treaty of the 
United States which would preclude assess-
ment or collection of any tax which may be 
imposed by reason of this paragraph, and 

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe. 

‘‘(C) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to 

which this section would apply but for the 
election and, once made, shall be irrev-
ocable. Such election shall also apply to 
property the basis of which is determined in 
whole or in part by reference to the property 
with respect to which the election was made. 

‘‘(b) ELECTION TO DEFER TAX.— 
‘‘(1) IN GENERAL.—If the taxpayer elects the 

application of this subsection with respect to 
any property treated as sold by reason of 
subsection (a), the payment of the additional 
tax attributable to such property shall be 
postponed until the due date of the return 
for the taxable year in which such property 
is disposed of (or, in the case of property dis-
posed of in a transaction in which gain is not 
recognized in whole or in part, until such 
other date as the Secretary may prescribe). 

‘‘(2) DETERMINATION OF TAX WITH RESPECT 
TO PROPERTY.—For purposes of paragraph (1), 
the additional tax attributable to any prop-
erty is an amount which bears the same 
ratio to the additional tax imposed by this 
chapter for the taxable year solely by reason 
of subsection (a) as the gain taken into ac-
count under subsection (a) with respect to 
such property bears to the total gain taken 
into account under subsection (a) with re-
spect to all property to which subsection (a) 
applies. 

‘‘(3) TERMINATION OF POSTPONEMENT.—No 
tax may be postponed under this subsection 
later than the due date for the return of tax 
imposed by this chapter for the taxable year 
which includes the date of death of the expa-
triate (or, if earlier, the time that the secu-
rity provided with respect to the property 
fails to meet the requirements of paragraph 
(4), unless the taxpayer corrects such failure 
within the time specified by the Secretary). 

‘‘(4) SECURITY.— 
‘‘(A) IN GENERAL.—No election may be 

made under paragraph (1) with respect to 
any property unless adequate security is pro-
vided to the Secretary with respect to such 
property. 

‘‘(B) ADEQUATE SECURITY.—For purposes of 
subparagraph (A), security with respect to 
any property shall be treated as adequate se-
curity if— 

‘‘(i) it is a bond in an amount equal to the 
deferred tax amount under paragraph (2) for 
the property, or 

‘‘(ii) the taxpayer otherwise establishes to 
the satisfaction of the Secretary that the se-
curity is adequate. 

‘‘(5) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless 
the taxpayer consents to the waiver of any 
right under any treaty of the United States 
which would preclude assessment or collec-
tion of any tax imposed by reason of this sec-
tion. 

‘‘(6) ELECTIONS.—An election under para-
graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be made under 
paragraph (1) with respect to an interest in a 
trust with respect to which gain is required 
to be recognized under subsection (f)(1). 

‘‘(7) INTEREST.—For purposes of section 
6601— 

‘‘(A) the last date for the payment of tax 
shall be determined without regard to the 
election under this subsection, and 

‘‘(B) section 6621(a)(2) shall be applied by 
substituting ‘5 percentage points’ for ‘3 per-
centage points’ in subparagraph (B) thereof. 

‘‘(c) COVERED EXPATRIATE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), the term ‘covered expatriate’ 
means an expatriate. 

‘‘(2) EXCEPTIONS.—An individual shall not 
be treated as a covered expatriate if— 

‘‘(A) the individual— 
‘‘(i) became at birth a citizen of the United 

States and a citizen of another country and, 

as of the expatriation date, continues to be a 
citizen of, and is taxed as a resident of, such 
other country, and 

‘‘(ii) has not been a resident of the United 
States (as defined in section 7701(b)(1)(A)(ii)) 
during the 5 taxable years ending with the 
taxable year during which the expatriation 
date occurs, or 

‘‘(B)(i) the individual’s relinquishment of 
United States citizenship occurs before such 
individual attains age 181⁄2, and 

‘‘(ii) the individual has been a resident of 
the United States (as so defined) for not 
more than 5 taxable years before the date of 
relinquishment. 

‘‘(d) EXEMPT PROPERTY; SPECIAL RULES FOR 
PENSION PLANS.— 

‘‘(1) EXEMPT PROPERTY.—This section shall 
not apply to the following: 

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other 
than stock of a United States real property 
holding corporation which does not, on the 
day before the expatriation date, meet the 
requirements of section 897(c)(2). 

‘‘(B) SPECIFIED PROPERTY.—Any property 
or interest in property not described in sub-
paragraph (A) which the Secretary specifies 
in regulations. 

‘‘(2) SPECIAL RULES FOR CERTAIN RETIRE-
MENT PLANS.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
holds on the day before the expatriation date 
any interest in a retirement plan to which 
this paragraph applies— 

‘‘(i) such interest shall not be treated as 
sold for purposes of subsection (a)(1), but 

‘‘(ii) an amount equal to the present value 
of the expatriate’s nonforfeitable accrued 
benefit shall be treated as having been re-
ceived by such individual on such date as a 
distribution under the plan. 

‘‘(B) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS.—In the case of any distribution on or 
after the expatriation date to or on behalf of 
the covered expatriate from a plan from 
which the expatriate was treated as receiv-
ing a distribution under subparagraph (A), 
the amount otherwise includible in gross in-
come by reason of the subsequent distribu-
tion shall be reduced by the excess of the 
amount includible in gross income under 
subparagraph (A) over any portion of such 
amount to which this subparagraph pre-
viously applied. 

‘‘(C) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS BY PLAN.—For purposes of this title, a 
retirement plan to which this paragraph ap-
plies, and any person acting on the plan’s be-
half, shall treat any subsequent distribution 
described in subparagraph (B) in the same 
manner as such distribution would be treat-
ed without regard to this paragraph. 

‘‘(D) APPLICABLE PLANS.—This paragraph 
shall apply to— 

‘‘(i) any qualified retirement plan (as de-
fined in section 4974(c)), 

‘‘(ii) an eligible deferred compensation 
plan (as defined in section 457(b)) of an eligi-
ble employer described in section 
457(e)(1)(A), and 

‘‘(iii) to the extent provided in regulations, 
any foreign pension plan or similar retire-
ment arrangements or programs. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) EXPATRIATE.—The term ‘expatriate’ 
means— 

‘‘(A) any United States citizen who relin-
quishes citizenship, and 

‘‘(B) any long-term resident of the United 
States who— 

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or 

‘‘(ii) commences to be treated as a resident 
of a foreign country under the provisions of 
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a tax treaty between the United States and 
the foreign country and who does not waive 
the benefits of such treaty applicable to resi-
dents of the foreign country. 

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means— 

‘‘(A) the date an individual relinquishes 
United States citizenship, or 

‘‘(B) in the case of a long-term resident of 
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph 
(1)(B). 

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A 
citizen shall be treated as relinquishing 
United States citizenship on the earliest of— 

‘‘(A) the date the individual renounces 
such individual’s United States nationality 
before a diplomatic or consular officer of the 
United States pursuant to paragraph (5) of 
section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(5)), 

‘‘(B) the date the individual furnishes to 
the United States Department of State a 
signed statement of voluntary relinquish-
ment of United States nationality con-
firming the performance of an act of expa-
triation specified in paragraph (1), (2), (3), or 
(4) of section 349(a) of the Immigration and 
Nationality Act (8 U.S.C. 1481(a)(1)–(4)), 

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or 

‘‘(D) the date a court of the United States 
cancels a naturalized citizen’s certificate of 
naturalization. 

Subparagraph (A) or (B) shall not apply to 
any individual unless the renunciation or 
voluntary relinquishment is subsequently 
approved by the issuance to the individual of 
a certificate of loss of nationality by the 
United States Department of State. 

‘‘(4) LONG-TERM RESIDENT.—The term ‘long- 
term resident’ has the meaning given to such 
term by section 877(e)(2). 

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), if an individual is determined 
under paragraph (3) to hold an interest in a 
trust on the day before the expatriation 
date— 

‘‘(A) the individual shall not be treated as 
having sold such interest, 

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and 

‘‘(C)(i) such separate share shall be treated 
as a separate trust consisting of the assets 
allocable to such share, 

‘‘(ii) the separate trust shall be treated as 
having sold its assets on the day before the 
expatriation date for their fair market value 
and as having distributed all of its assets to 
the individual as of such time, and 

‘‘(iii) the individual shall be treated as 
having recontributed the assets to the sepa-
rate trust. 

Subsection (a)(2) shall apply to any income, 
gain, or loss of the individual arising from a 
distribution described in subparagraph 
(C)(ii). In determining the amount of such 
distribution, proper adjustments shall be 
made for liabilities of the trust allocable to 
an individual’s share in the trust. 

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.— 

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a 
qualified trust— 

‘‘(i) paragraph (1) and subsection (a) shall 
not apply, and 

‘‘(ii) in addition to any other tax imposed 
by this title, there is hereby imposed on each 
distribution with respect to such interest a 
tax in the amount determined under sub-
paragraph (B). 

‘‘(B) AMOUNT OF TAX.—The amount of tax 
under subparagraph (A)(ii) shall be equal to 
the lesser of— 

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year which includes 
the day before the expatriation date, multi-
plied by the amount of the distribution, or 

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution 
determined without regard to any increases 
under subparagraph (C)(ii) after the 30th day 
preceding the distribution. 

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes 
of subparagraph (B)(ii)— 

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect 
to any trust interest is an amount equal to 
the tax which would have been imposed on 
the allocable expatriation gain with respect 
to the trust interest if such gain had been in-
cluded in gross income under subsection (a). 

‘‘(ii) INCREASE FOR INTEREST.—The balance 
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the 
time the interest accrues), for periods after 
the 90th day after the expatriation date, by 
using the rates and method applicable under 
section 6621 for underpayments of tax for 
such periods, except that section 6621(a)(2) 
shall be applied by substituting ‘5 percentage 
points’ for ‘3 percentage points’ in subpara-
graph (B) thereof. 

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY 
PAID.—The balance in the tax deferred ac-
count shall be reduced— 

‘‘(I) by the amount of taxes imposed by 
subparagraph (A) on any distribution to the 
person holding the trust interest, and 

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in 
regulations, by the amount of taxes imposed 
by subparagraph (A) on distributions from 
the trust with respect to nonvested interests 
not held by such person. 

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For 
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of 
gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in 
the trust if the beneficiary held directly all 
assets allocable to such interests. 

‘‘(E) TAX DEDUCTED AND WITHHELD.— 
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to 
which it relates. 

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE 
TREATY RIGHTS.—If an amount may not be 
deducted and withheld under clause (i) by 
reason of the distributee failing to waive any 
treaty right with respect to such distribu-
tion— 

‘‘(I) the tax imposed by subparagraph 
(A)(ii) shall be imposed on the trust and each 
trustee shall be personally liable for the 
amount of such tax, and 

‘‘(II) any other beneficiary of the trust 
shall be entitled to recover from the dis-
tributee the amount of such tax imposed on 
the other beneficiary. 

‘‘(F) DISPOSITION.—If a trust ceases to be a 
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified 
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu 
of the tax imposed by subparagraph (A)(ii), 
there is hereby imposed a tax equal to the 
lesser of— 

‘‘(i) the tax determined under paragraph (1) 
as if the day before the expatriation date 
were the date of such cessation, disposition, 
or death, whichever is applicable, or 

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date. 
Such tax shall be imposed on the trust and 
each trustee shall be personally liable for the 

amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-
tate the amount of such tax imposed on the 
other beneficiary. 

‘‘(G) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this paragraph— 

‘‘(i) QUALIFIED TRUST.—The term ‘qualified 
trust’ means a trust which is described in 
section 7701(a)(30)(E). 

‘‘(ii) VESTED INTEREST.—The term ‘vested 
interest’ means any interest which, as of the 
day before the expatriation date, is vested in 
the beneficiary. 

‘‘(iii) NONVESTED INTEREST.—The term 
‘nonvested interest’ means, with respect to 
any beneficiary, any interest in a trust 
which is not a vested interest. Such interest 
shall be determined by assuming the max-
imum exercise of discretion in favor of the 
beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary. 

‘‘(iv) ADJUSTMENTS.—The Secretary may 
provide for such adjustments to the bases of 
assets in a trust or a deferred tax account, 
and the timing of such adjustments, in order 
to ensure that gain is taxed only once. 

‘‘(v) COORDINATION WITH RETIREMENT PLAN 
RULES.—This subsection shall not apply to 
an interest in a trust which is part of a re-
tirement plan to which subsection (d)(2) ap-
plies. 

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.— 

‘‘(A) DETERMINATIONS UNDER PARAGRAPH 
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based 
upon all relevant facts and circumstances, 
including the terms of the trust instrument 
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar 
adviser. 

‘‘(B) OTHER DETERMINATIONS.—For purposes 
of this section— 

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-
ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be 
the trust beneficiaries for purposes of this 
section. 

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income 
tax return— 

‘‘(I) the methodology used to determine 
that taxpayer’s trust interest under this sec-
tion, and 

‘‘(II) if the taxpayer knows (or has reason 
to know) that any other beneficiary of such 
trust is using a different methodology to de-
termine such beneficiary’s trust interest 
under this section. 

‘‘(g) TERMINATION OF DEFERRALS, ETC.—In 
the case of any covered expatriate, notwith-
standing any other provision of this title— 

‘‘(1) any period during which recognition of 
income or gain is deferred shall terminate on 
the day before the expatriation date, and 

‘‘(2) any extension of time for payment of 
tax shall cease to apply on the day before the 
expatriation date and the unpaid portion of 
such tax shall be due and payable at the time 
and in the manner prescribed by the Sec-
retary. 

‘‘(h) IMPOSITION OF TENTATIVE TAX.— 
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable 
year, there is hereby imposed, immediately 
before the expatriation date, a tax in an 
amount equal to the amount of tax which 
would be imposed if the taxable year were a 
short taxable year ending on the expatria-
tion date. 

‘‘(2) DUE DATE.—The due date for any tax 
imposed by paragraph (1) shall be the 90th 
day after the expatriation date. 
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‘‘(3) TREATMENT OF TAX.—Any tax paid 

under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for 
the taxable year to which subsection (a) ap-
plies. 

‘‘(4) DEFERRAL OF TAX.—The provisions of 
subsection (b) shall apply to the tax imposed 
by this subsection to the extent attributable 
to gain includible in gross income by reason 
of this section. 

‘‘(i) SPECIAL LIENS FOR DEFERRED TAX 
AMOUNTS.— 

‘‘(1) IMPOSITION OF LIEN.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

makes an election under subsection (a)(4) or 
(b) which results in the deferral of any tax 
imposed by reason of subsection (a), the de-
ferred amount (including any interest, addi-
tional amount, addition to tax, assessable 
penalty, and costs attributable to the de-
ferred amount) shall be a lien in favor of the 
United States on all property of the expa-
triate located in the United States (without 
regard to whether this section applies to the 
property). 

‘‘(B) DEFERRED AMOUNT.—For purposes of 
this subsection, the deferred amount is the 
amount of the increase in the covered expa-
triate’s income tax which, but for the elec-
tion under subsection (a)(4) or (b), would 
have occurred by reason of this section for 
the taxable year including the expatriation 
date. 

‘‘(2) PERIOD OF LIEN.—The lien imposed by 
this subsection shall arise on the expatria-
tion date and continue until— 

‘‘(A) the liability for tax by reason of this 
section is satisfied or has become unenforce-
able by reason of lapse of time, or 

‘‘(B) it is established to the satisfaction of 
the Secretary that no further tax liability 
may arise by reason of this section. 

‘‘(3) CERTAIN RULES APPLY.—The rules set 
forth in paragraphs (1), (3), and (4) of section 
6324A(d) shall apply with respect to the lien 
imposed by this subsection as if it were a 
lien imposed by section 6324A. 

‘‘(j) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’. 

(b) INCLUSION IN INCOME OF GIFTS AND BE-
QUESTS RECEIVED BY UNITED STATES CITIZENS 
AND RESIDENTS FROM EXPATRIATES.—Section 
102 (relating to gifts, etc. not included in 
gross income) is amended by adding at the 
end the following new subsection: 

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.— 

‘‘(1) IN GENERAL.—Subsection (a) shall not 
exclude from gross income the value of any 
property acquired by gift, bequest, devise, or 
inheritance from a covered expatriate after 
the expatriation date. For purposes of this 
subsection, any term used in this subsection 
which is also used in section 877A shall have 
the same meaning as when used in section 
877A. 

‘‘(2) EXCEPTIONS FOR TRANSFERS OTHERWISE 
SUBJECT TO ESTATE OR GIFT TAX.—Paragraph 
(1) shall not apply to any property if either— 

‘‘(A) the gift, bequest, devise, or inherit-
ance is— 

‘‘(i) shown on a timely filed return of tax 
imposed by chapter 12 as a taxable gift by 
the covered expatriate, or 

‘‘(ii) included in the gross estate of the 
covered expatriate for purposes of chapter 11 
and shown on a timely filed return of tax im-
posed by chapter 11 of the estate of the cov-
ered expatriate, or 

‘‘(B) no such return was timely filed but no 
such return would have been required to be 
filed even if the covered expatriate were a 
citizen or long-term resident of the United 
States.’’. 

(c) DEFINITION OF TERMINATION OF UNITED 
STATES CITIZENSHIP.—Section 7701(a) is 

amended by adding at the end the following 
new paragraph: 

‘‘(49) TERMINATION OF UNITED STATES CITI-
ZENSHIP.— 

‘‘(A) IN GENERAL.—An individual shall not 
cease to be treated as a United States citizen 
before the date on which the individual’s 
citizenship is treated as relinquished under 
section 877A(e)(3). 

‘‘(B) DUAL CITIZENS.—Under regulations 
prescribed by the Secretary, subparagraph 
(A) shall not apply to an individual who be-
came at birth a citizen of the United States 
and a citizen of another country.’’. 

(d) INELIGIBILITY FOR VISA OR ADMISSION TO 
UNITED STATES.— 

(1) IN GENERAL.—Section 212(a)(10)(E) of the 
Immigration and Nationality Act (8 U.S.C. 
1182(a)(10)(E)) is amended to read as follows: 

‘‘(E) FORMER CITIZENS NOT IN COMPLIANCE 
WITH EXPATRIATION REVENUE PROVISIONS.— 
Any alien who is a former citizen of the 
United States who relinquishes United 
States citizenship (within the meaning of 
section 877A(e)(3) of the Internal Revenue 
Code of 1986) and who is not in compliance 
with section 877A of such Code (relating to 
expatriation) is inadmissible.’’. 

(2) AVAILABILITY OF INFORMATION.— 
(A) IN GENERAL.—Section 6103(l) (relating 

to disclosure of returns and return informa-
tion for purposes other than tax administra-
tion) is amended by adding at the end the 
following new paragraph: 

‘‘(21) DISCLOSURE TO DENY VISA OR ADMIS-
SION TO CERTAIN EXPATRIATES.—Upon written 
request of the Attorney General or the At-
torney General’s delegate, the Secretary 
shall disclose whether an individual is in 
compliance with section 877A (and if not in 
compliance, any items of noncompliance) to 
officers and employees of the Federal agency 
responsible for administering section 
212(a)(10)(E) of the Immigration and Nation-
ality Act solely for the purpose of, and to the 
extent necessary in, administering such sec-
tion 212(a)(10)(E).’’. 

(B) SAFEGUARDS.—Section 6103(p)(4) (relat-
ing to safeguards) is amended by striking ‘‘or 
(20)’’ each place it appears and inserting 
‘‘(20), or (21)’’. 

(3) EFFECTIVE DATES.—The amendments 
made by this subsection shall apply to indi-
viduals who relinquish United States citizen-
ship on or after the date of the enactment of 
this Act. 

(e) CONFORMING AMENDMENTS.— 
(1) Section 877 is amended by adding at the 

end the following new subsection: 
‘‘(h) APPLICATION.—This section shall not 

apply to an expatriate (as defined in section 
877A(e)) whose expatriation date (as so de-
fined) occurs on or after the date of the en-
actment of this subsection.’’. 

(2) Section 2107 is amended by adding at 
the end the following new subsection: 

‘‘(f) APPLICATION.—This section shall not 
apply to any expatriate subject to section 
877A.’’. 

(3) Section 2501(a)(3) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) APPLICATION.—This paragraph shall 
not apply to any expatriate subject to sec-
tion 877A.’’. 

(4) Section 6039G(a) is amended by insert-
ing ‘‘or 877A’’ after ‘‘section 877(b)’’. 

(5) The second sentence of section 6039G(d) 
is amended by inserting ‘‘or who relinquishes 
United States citizenship (within the mean-
ing of section 877A(e)(3))’’ after ‘‘section 
877(a))’’. 

(f) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the 
following new item: 
‘‘Sec. 877A. Tax responsibilities of expatria-

tion.’’. 

(g) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in this 

subsection, the amendments made by this 
section shall apply to expatriates (within the 
meaning of section 877A(e) of the Internal 
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined) 
occurs on or after the date of the enactment 
of this Act. 

(2) GIFTS AND BEQUESTS.—Section 102(d) of 
the Internal Revenue Code of 1986 (as added 
by subsection (b)) shall apply to gifts and be-
quests received on or after the date of the 
enactment of this Act, from an individual or 
the estate of an individual whose expatria-
tion date (as so defined) occurs after such 
date. 

(3) DUE DATE FOR TENTATIVE TAX.—The due 
date under section 877A(h)(2) of the Internal 
Revenue Code of 1986, as added by this sec-
tion, shall in no event occur before the 90th 
day after the date of the enactment of this 
Act. 

Subtitle F—Miscellaneous Provisions 
SEC. 551. TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT INSTRUMENTS. 
(a) IN GENERAL.—Section 1275(d) (relating 

to regulation authority) is amended— 
(1) by striking ‘‘The Secretary’’ and insert-

ing the following: 
‘‘(1) IN GENERAL.—The Secretary’’, and 
(2) by adding at the end the following new 

paragraph: 
‘‘(2) TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT.— 
‘‘(A) IN GENERAL.—In the case of a debt in-

strument which— 
‘‘(i) is convertible into stock of the issuing 

corporation, into stock or debt of a related 
party (within the meaning of section 267(b) 
or 707(b)(1)), or into cash or other property in 
an amount equal to the approximate value of 
such stock or debt, and 

‘‘(ii) provides for contingent payments, 

any regulations which require original issue 
discount to be determined by reference to 
the comparable yield of a noncontingent 
fixed-rate debt instrument shall be applied 
as if the regulations require that such com-
parable yield be determined by reference to a 
noncontingent fixed-rate debt instrument 
which is convertible into stock. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), the comparable yield shall be 
determined without taking into account the 
yield resulting from the conversion of a debt 
instrument into stock.’’. 

(b) CROSS REFERENCE.—Section 163(e)(6) 
(relating to cross references) is amended by 
adding at the end the following: 

‘‘For the treatment of contingent payment 
convertible debt, see section 1275(d)(2).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to debt in-
struments issued on or after the date of the 
enactment of this Act. 
SEC. 552. GRANT OF TREASURY REGULATORY AU-

THORITY TO ADDRESS FOREIGN TAX 
CREDIT TRANSACTIONS INVOLVING 
INAPPROPRIATE SEPARATION OF 
FOREIGN TAXES FROM RELATED 
FOREIGN INCOME. 

(a) IN GENERAL.—Section 901 (relating to 
taxes of foreign countries and of possessions 
of United States) is amended by redesig-
nating subsection (m) as subsection (n) and 
by inserting after subsection (l) the fol-
lowing new subsection: 

‘‘(m) REGULATIONS.—The Secretary may 
prescribe regulations disallowing a credit 
under subsection (a) for all or a portion of 
any foreign tax, or allocating a foreign tax 
among 2 or more persons, in cases where the 
foreign tax is imposed on any person in re-
spect of income of another person or in other 
cases involving the inappropriate separation 
of the foreign tax from the related foreign 
income.’’. 
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(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 553. REPEAL OF SPECIAL PROPERTY EXCEP-

TION TO LEASING PROVISIONS OF 
THE AMERICAN JOBS CREATION ACT 
OF 2004. 

(a) IN GENERAL.—Section 849(b) of the 
American Jobs Creation Act of 2004 is 
amended by striking paragraphs (1) and (2), 
by redesignating paragraphs (3) and (4) as 
paragraphs (1) and (2), respectively. 

(b) LEASES TO FOREIGN ENTITIES.—Section 
849(b) of the American Jobs Creation Act of 
2004, as amended by subsection (a), is amend-
ed by adding at the end the following new 
paragraph: 

‘‘(3) LEASES TO FOREIGN ENTITIES.—In the 
case of tax-exempt use property leased to a 
tax-exempt entity which is a foreign person 
or entity, the amendments made by this part 
shall apply to taxable years beginning after 
December 31, 2005, with respect to leases en-
tered into on or before March 12, 2004.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the American 
Jobs Creation Act of 2004. 
SEC. 554. APPLICATION OF EARNINGS STRIPPING 

RULES TO PARTNERS WHICH ARE 
CORPORATIONS. 

(a) IN GENERAL.—Section 163(j) (relating to 
limitation on deduction for interest on cer-
tain indebtedness) is amended by redesig-
nating paragraph (8) as paragraph (9) and by 
inserting after paragraph (7) the following 
new paragraph: 

‘‘(8) TREATMENT OF CORPORATE PARTNERS.— 
Except to the extent provided by regula-
tions, in applying this subsection to a cor-
poration which owns (directly or indirectly) 
an interest in a partnership— 

‘‘(A) such corporation’s distributive share 
of interest income paid or accrued to such 
partnership shall be treated as interest in-
come paid or accrued to such corporation, 

‘‘(B) such corporation’s distributive share 
of interest paid or accrued by such partner-
ship shall be treated as interest paid or ac-
crued by such corporation, and 

‘‘(C) such corporation’s share of the liabil-
ities of such partnership shall be treated as 
liabilities of such corporation.’’. 

(b) ADDITIONAL REGULATORY AUTHORITY.— 
Section 163(j)(9) (relating to regulations), as 
redesignated by subsection (a), is amended 
by striking ‘‘and’’ at the end of subparagraph 
(B), by striking the period at the end of sub-
paragraph (C) and inserting ‘‘, and’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(D) regulations providing for the realloca-
tion of shares of partnership indebtedness, or 
distributive shares of the partnership’s inter-
est income or interest expense, as may be ap-
propriate to carry out the purposes of this 
subsection.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning on or after the date of the 
enactment of this Act. 
SEC. 555. LIMITATION OF EMPLOYER DEDUCTION 

FOR CERTAIN ENTERTAINMENT EX-
PENSES. 

(a) IN GENERAL.—Paragraph (2) of section 
274(e) (relating to expenses treated as com-
pensation) is amended to read as follows: 

‘‘(2) EXPENSES TREATED AS COMPENSATION.— 
Expenses for goods, services, and facilities, 
to the extent that the expenses do not exceed 
the amount of the expenses which are treat-
ed by the taxpayer, with respect to the re-
cipient of the entertainment, amusement, or 
recreation, as compensation to an employee 
on the taxpayer’s return of tax under this 
chapter and as wages to such employee for 
purposes of chapter 24 (relating to with-
holding of income tax at source on wages).’’. 

(b) PERSONS NOT EMPLOYEES.—Paragraph 
(9) of section 274(e) is amended by striking 
‘‘to the extent that the expenses are includ-
ible in the gross income’’ and inserting ‘‘to 
the extent that the expenses do not exceed 
the amount of the expenses which are includ-
ible in the gross income’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
incurred after the date of the enactment of 
this Act. 
SEC. 556. INCREASE IN AGE OF MINOR CHILDREN 

WHOSE UNEARNED INCOME IS 
TAXED AS IF PARENT’S INCOME. 

(a) IN GENERAL.—Section 1(g)(2)(A) (relat-
ing to child to whom subsection applies) is 
amended by striking ‘‘age 14’’ and inserting 
‘‘age 18’’. 

(b) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—Section 
1(g)(4) (relating to net unearned income) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—For purposes 
of this subsection, in the case of any child 
who is a beneficiary of a qualified disability 
trust (as defined in section 642(b)(2)(C)(ii)), 
any amount included in the income of such 
child under sections 652 and 662 during a tax-
able year shall be considered earned income 
of such child for such taxable year.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 557. LOAN AND REDEMPTION REQUIRE-

MENTS ON POOLED FINANCING RE-
QUIREMENTS. 

(a) STRENGTHENED REASONABLE EXPECTA-
TION REQUIREMENT.—Subparagraph (A) of 
section 149(f)(2) (relating to reasonable ex-
pectation requirement) is amended to read 
as follows: 

‘‘(A) IN GENERAL.—The requirements of 
this paragraph are met with respect to an 
issue if the issuer reasonably expects that— 

‘‘(i) as of the close of the 1-year period be-
ginning on the date of issuance of the issue, 
at least 50 percent of the net proceeds of the 
issue (as of the close of such period) will 
have been used directly or indirectly to 
make or finance loans to ultimate borrowers, 
and 

‘‘(ii) as of the close of the 3-year period be-
ginning on such date of issuance, at least 95 
percent of the net proceeds of the issue (as of 
the close of such period) will have been so 
used.’’. 

(b) WRITTEN LOAN COMMITMENT AND RE-
DEMPTION REQUIREMENTS.—Section 149(f) (re-
lating to treatment of certain pooled financ-
ing bonds) is amended by redesignating para-
graphs (4) and (5) as paragraphs (6) and (7), 
respectively, and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) WRITTEN LOAN COMMITMENT REQUIRE-
MENT.— 

‘‘(A) IN GENERAL.—The requirement of this 
paragraph is met with respect to an issue if 
the issuer receives prior to issuance written 
loan commitments identifying the ultimate 
potential borrowers of at least 50 percent of 
the net proceeds of such issue. 

‘‘(B) EXCEPTION.—Subparagraph (A) shall 
not apply with respect to any issuer which is 
a State (or an integral part of a State) 
issuing pooled financing bonds to make or fi-
nance loans to subordinate governmental 
units of such State or to State-created enti-
ties providing financing for water-infrastruc-
ture projects through the federally-spon-
sored State revolving fund program. 

‘‘(5) REDEMPTION REQUIREMENT.—The re-
quirement of this paragraph is met if to the 
extent that less than the percentage of the 
proceeds of an issue required to be used 
under clause (i) or (ii) of paragraph (2)(A) is 
used by the close of the period identified in 

such clause, the issuer uses an amount of 
proceeds equal to the excess of— 

‘‘(A) the amount required to be used under 
such clause, over 

‘‘(B) the amount actually used by the close 
of such period, 

‘‘to redeem outstanding bonds within 90 
days after the end of such period.’’. 

(c) ELIMINATION OF DISREGARD OF POOLED 
BONDS IN DETERMINING ELIGIBILITY FOR 
SMALL ISSUER EXCEPTION TO ARBITRAGE RE-
BATE.—Section 148(f)(4)(D)(ii) (relating to ag-
gregation of issuers) is amended by striking 
subclause (II) and by redesignating sub-
clauses (III) and (IV) as subclauses (II) and 
(III), respectively. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 149(f)(1) is amended by striking 

‘‘paragraphs (2) and (3)’’ and inserting ‘‘para-
graphs (2), (3), (4), and (5)’’. 

(2) Section 149(f)(7)(B), as redesignated by 
subsection (b), is amended by striking ‘‘para-
graph (4)(A)’’ and inserting ‘‘paragraph 
(6)(A)’’. 

(3) Section 54(l)(2) is amended by striking 
‘‘section 149(f)(4)(A)’’ and inserting ‘‘section 
149(f)(6)(A)’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act. 
SEC. 558. REPORTING OF INTEREST ON TAX-EX-

EMPT BONDS. 
(a) IN GENERAL.—Section 6049(b)(2) (relat-

ing to exceptions) is amended by striking 
subparagraph (B) and by redesignating sub-
paragraphs (C) and (D) as subparagraphs (B) 
and (C), respectively. 

(b) CONFORMING AMENDMENT.—Section 
6049(b)(2)(C), as redesignated by subsection 
(a), is amended by striking ‘‘subparagraph 
(C)’’ and inserting ‘‘subparagraph (B)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interest 
earned after December 31, 2005. 
SEC. 559. MODIFICATION OF CREDIT FOR PRO-

DUCING FUEL FROM A NONCONVEN-
TIONAL SOURCE. 

(a) TAXABLE YEARS ENDING BEFORE 2006.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 29(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
29(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005.—Section 29(b)(2), as 
amended by paragraph (1), is amended by 
adding at the end the following new sen-
tence: ‘‘This paragraph shall not apply with 
respect to the $3 amount in subsection (a) for 
calendar year 2005 and the amount in effect 
under subsection (a) for sales in such cal-
endar year shall be the amount which was in 
effect for sales in calendar year 2004.’’. 

(b) TAXABLE YEARS ENDING AFTER 2005.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 45K(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
45K(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005, 2006, AND 2007.—Section 
45K(b)(2), as amended by paragraph (1), is 
amended by adding at the end the following 
new sentence: ‘‘This paragraph shall not 
apply with respect to the $3 amount in sub-
section (a) for calendar years 2005, 2006, and 
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2007 and the amount in effect under sub-
section (a) for sales in each such calendar 
year shall be the amount which was in effect 
for sales in calendar year 2004.’’. 

(3) TREATMENT OF COKE AND COKE GAS.— 
(A) NONAPPLICATION OF PHASEOUT.—Section 

45K(g)(2) is amended by adding at the end the 
following new subparagraph: 

‘‘(D) NONAPPLICATION OF PHASEOUT.—Sub-
section (b)(1) shall not apply.’’. 

(B) APPLICATION OF INFLATION ADJUST-
MENT.—Section 45K(g)(2)(B) is amended by 
inserting ‘‘and the last sentence of sub-
section (b)(2) shall not apply.’’. 

(C) CLARIFICATION OF QUALIFYING FACIL-
ITY.—Section 45K(g)(1) is amended by insert-
ing ‘‘(other than from petroleum based prod-
ucts)’’ after ‘‘coke or coke gas’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to fuel sold 
after December 31, 2004. 
SEC. 560. MODIFICATION OF INDIVIDUAL ESTI-

MATED TAX SAFE HARBOR. 
(a) IN GENERAL.—The table contained in 

section 6654(d)(1)(C) is amended by striking 
‘‘2002 or thereafter’’ and inserting ‘‘2002, 2003, 
2004, or 2005’’ and by adding at the end the 
following new items: 

‘‘2006 ................................................ 120 
2007 or thereafter ............................ 110’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply with respect 
to any installment payment for taxable 
years beginning after December 31, 2005. 
SEC. 561. REVALUATION OF LIFO INVENTORIES 

OF LARGE INTEGRATED OIL COMPA-
NIES. 

(a) GENERAL RULE.—Notwithstanding any 
other provision of law, if a taxpayer is an ap-
plicable integrated oil company for its last 
taxable year ending in calendar year 2005, 
the taxpayer shall— 

(1) increase, effective as of the close of 
such taxable year, the value of each historic 
LIFO layer of inventories of crude oil, nat-
ural gas, or any other petroleum product 
(within the meaning of section 4611) by the 
layer adjustment amount, and 

(2) decrease its cost of goods sold for such 
taxable year by the aggregate amount of the 
increases under paragraph (1). 
If the aggregate amount of the increases 
under paragraph (1) exceed the taxpayer’s 
cost of goods sold for such taxable year, the 
taxpayer’s gross income for such taxable 
year shall be increased by the amount of 
such excess. 

(b) LAYER ADJUSTMENT AMOUNT.—For pur-
poses of this section— 

(1) IN GENERAL.—The term ‘‘layer adjust-
ment amount’’ means, with respect to any 
historic LIFO layer, the product of— 

(A) $18.75, and 
(B) the number of barrels of crude oil (or in 

the case of natural gas or other petroleum 
products, the number of barrel-of-oil equiva-
lents) represented by the layer. 

(2) BARREL-OF-OIL EQUIVALENT.—The term 
‘‘barrel-of-oil equivalent’’ has the meaning 
given such term by section 29(d)(5) (as in ef-
fect before its redesignation by the Energy 
Tax Incentives Act of 2005). 

(c) APPLICATION OF REQUIREMENT.— 
(1) NO CHANGE IN METHOD OF ACCOUNTING.— 

Any adjustment required by this section 
shall not be treated as a change in method of 
accounting. 

(2) UNDERPAYMENTS OF ESTIMATED TAX.—o 
addition to the tax shall be made under sec-
tion 6655 of the Internal Revenue Code of 1986 
(relating to failure by corporation to pay es-
timated tax) with respect to any under-
payment of an installment required to be 
paid with respect to the taxable year de-
scribed in subsection (a) to the extent such 
underpayment was created or increased by 
this section. 

(d) APPLICABLE INTEGRATED OIL COM-
PANY.—For purposes of this section, the term 
‘‘applicable integrated oil company’’ means 
an integrated oil company (as defined in sec-
tion 291(b)(4) of the Internal Revenue Code of 
1986) which has an average daily worldwide 
production of crude oil of at least 500,000 
barels for the taxable year and which had 
gross receipts in excess of $1,000,000,000 for 
its last taxable year ending during calendar 
year 2005. For purposes of this subsection all 
persons treated as a single employer under 
subsections (a) and (b) of section 52 of the In-
ternal Revenue Code of 1986 shall be treated 
as 1 person and, in the case of a short taxable 
year, the rule under section 448(c)(3)(B) shall 
apply. 
SEC. 562. ELIMINATION OF AMORTIZATION OF 

GEOLOGICAL AND GEOPHYSICAL EX-
PENDITURES FOR MAJOR INTE-
GRATED OIL COMPANIES. 

(a) IN GENERAL.—Section 167(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(5) NONAPPLICATION TO MAJOR INTEGRATED 
OIL COMPANIES.—This subsection shall not 
apply with respect to any expenses paid or 
incurred for any taxable year by any inte-
grated oil company (as defined in section 
291(b)(4)) which has an average daily world-
wide production of crude oil of at least 
500,000 barrels for such taxable year.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the amendment made by section 
1329(a) of the Energy Policy Act of 2005. 
SEC. 563. VALUATION OF EMPLOYEE PERSONAL 

USE OF NONCOMMERCIAL AIR-
CRAFT. 

(a) IN GENERAL.—For purposes of Federal 
income tax inclusion, the value of any em-
ployee personal use of noncommercial air-
craft shall equal the excess (if any) of— 

(1) greater of— 
(A) the fair market value of such use, or 
(B) the actual cost of such use (including 

all fixed and variable costs), over 
(2) any amount paid by or on behalf of such 

employee for such use. 
(b) EFFECTIVE DATE.—Subsection (a) shall 

apply to use after the date of the enactment 
of this Act. 
SEC. 564. APPLICATION OF FIRPTA TO REGU-

LATED INVESTMENT COMPANIES. 
(a) IN GENERAL.—Subclause (II) of section 

897(h)(4)(A)(i) (defining qualified investment 
entity) is amended by inserting ‘‘which is a 
United States real property holding corpora-
tion or which would be a United States real 
property holding corporation if the excep-
tions provided in subsections (c)(3) and (h)(2) 
did not apply to interests in any real estate 
investment trust or regulated investment 
company’’ after ‘‘regulated investment com-
pany’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to distribu-
tions with respect to taxable years beginning 
after December 31, 2004. 
SEC. 565. TREATMENT OF DISTRIBUTIONS AT-

TRIBUTABLE TO FIRPTA GAINS. 
(a) QUALIFIED INVESTMENT ENTITY.— 
(1) IN GENERAL.—Section 897(h)(1) is amend-

ed— 
(A) by striking ‘‘a nonresident alien indi-

vidual or a foreign corporation’’ in the first 
sentence and inserting ‘‘a nonresident alien 
individual, a foreign corporation, or other 
qualified investment entity’’, 

(B) by striking ‘‘such nonresident alien in-
dividual or foreign corporation’’ in the first 
sentence and inserting ‘‘such nonresident 
alien individual, foreign corporation, or 
other qualified investment entity’’, and 

(C) by striking the second sentence and in-
serting the following new sentence: ‘‘Not-
withstanding the preceding sentence, any 
distribution by a qualified investment entity 

to a nonresident alien, a foreign corporation, 
or other qualified investment entity with re-
spect to any class of stock which is regularly 
traded on an established securities market 
located in the United States shall not be 
treated as gain recognized from the sale or 
exchange of a United States real property in-
terest if the shareholder did not own more 
than 5 percent of such class of stock at any 
time during the 1 year period ending on the 
date of such distribution.’’. 

(2) APPLICATION AFTER 2007.—Clause (ii) of 
section 897(h)(4)(A) is amended by adding at 
the end the following new sentence: ‘‘Not-
withstanding the preceding sentence, an en-
tity described in clause (i)(II) shall be treat-
ed as a qualified investment entity for pur-
poses of applying paragraph (1) in any case in 
which a real estate investment trust makes 
a distribution to an entity described in 
clause (i)(II).’’. 

(b) TREATMENT OF CERTAIN DISTRIBUTIONS 
AS DIVIDENDS.— 

(1) IN GENERAL.—Section 852(b)(3) (relating 
to capital gains) is amended by adding at the 
end the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 
not apply by reason of the second sentence of 
section 897(h)(1), the amount of such dis-
tribution which would be included in com-
puting long-term capital gains for the share-
holder under subparagraph (B) or (D) (with-
out regard to this subparagraph)— 

‘‘(i) shall not be included in computing 
such shareholder’s long-term capital gains, 
and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(2) CONFORMING AMENDMENT.—Section 
871(k)(2) (relating to short-term capital gain 
dividends) is amended by adding at the end 
the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 
not apply by reason of the second sentence of 
section 897(h)(1), the amount which would be 
treated as a short-term capital gain dividend 
to the shareholder (without regard to this 
subparagraph)— 

‘‘(i) shall not be treated as a short-term 
capital gain dividend, and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(c) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to taxable years of quali-
fied investment entities beginning after the 
date of the enactment of this Act. 

(2) DIVIDENDS.—The amendments made by 
subsection (b) shall apply to dividends with 
respect to taxable years of regulated invest-
ment companies beginning after December 
31, 2004. 
SEC. 566. PREVENTION OF AVOIDANCE OF TAX 

ON INVESTMENTS OF FOREIGN PER-
SONS IN UNITED STATES REAL 
PROPERTY THROUGH WASH SALE 
TRANSACTIONS. 

(a) IN GENERAL.—Section 897(h) of the In-
ternal Revenue Code of 1986 (relating to spe-
cial rules in certain investment entities) is 
amended by redesignating paragraph (4) as 
paragraph (5) and by inserting after para-
graph (3) the following new paragraph: 

‘‘(4) TREATMENT OF CERTAIN WASH SALE 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—If an interest in a do-
mestically controlled qualified investment 
entity is disposed of in an applicable wash 
sale transaction, the taxpayer shall, for pur-
poses of this section, be treated as having 
gain from the sale or exchange of a United 
States real property interest in an amount 
equal to the portion of the distribution de-
scribed in subparagraph (B) with respect to 
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such interest which, but for the disposition, 
would have been treated by the taxpayer as 
gain from the sale or exchange of a United 
States real property interest under para-
graph (1). 

‘‘(B) APPLICABLE WASH SALES TRANS-
ACTION.—For purposes of this paragraph— 

‘‘(i) IN GENERAL.—The term ‘applicable 
wash sales transaction’ means any trans-
action (or series of transactions) under 
which a nonresident alien individual or for-
eign corporation— 

‘‘(I) disposes of an interest in a domesti-
cally controlled qualified investment entity 
during the 30-day period preceding a dis-
tribution which is to be made with respect to 
the interest and any portion of which, but 
for the disposition, would have been treated 
by the taxpayer as gain from the sale or ex-
change of a United States real property in-
terest under paragraph (1), and 

‘‘(II) acquires an identical interest in such 
entity during the 60-day period beginning 
with the 1st day of the 30-day period de-
scribed in subclause (I). 

For purposes of subclause (II), a nonresident 
alien individual or foreign corporation shall 
be treated as having acquired any interest 
acquired by a person related (within the 
meaning of section 465(b)(3)(C)) to the indi-
vidual or corporation. 

‘‘(ii) EXCEPTION WHERE DISTRIBUTION ACTU-
ALLY RECEIVED.—A transaction shall not be 
treated as an applicable wash sales trans-
action if the nonresident alien individual or 
foreign corporation receives the distribution 
described in clause (i)(I) with respect to ei-
ther the interest which was disposed of, or 
acquired, in the transaction. 

‘‘(iii) EXCEPTION FOR CERTAIN PUBLICLY 
TRADED STOCK.—A transaction shall not be 
treated as an applicable wash sales trans-
action if it involves the disposition of any 
class of stock in a qualified investment enti-
ty which is regularly traded on an estab-
lished securities market within the United 
States but only if the nonresident alien indi-
vidual or foreign corporation did not own 
more than 5 percent of such class of stock at 
any time during the 1-year period ending on 
the date of the distribution described in 
clause (i)(I).’’. 

(b) NO WITHHOLDING REQUIRED.—Section 
1445(b) of the Internal Revenue Code of 1986 
(relating to exemptions) is amended by add-
ing at the end the following new paragraph: 

‘‘(8) APPLICABLE WASH SALES TRANS-
ACTIONS.—No person shall be required to de-
duct and withhold any amount under sub-
section (a) with respect to a disposition 
which is treated as a disposition of a United 
States real property interest solely by rea-
son of section 897(h)(4).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to disposi-
tions after December 31, 2005, in taxable 
years ending after such date. 
SEC. 567. MODIFICATIONS TO RULES RELATING 

TO TAXATION OF DISTRIBUTIONS OF 
STOCK AND SECURITIES OF A CON-
TROLLED CORPORATION. 

(a) MODIFICATION OF ACTIVE BUSINESS DEFI-
NITION UNDER SECTION 355.— 

(1) IN GENERAL.—Section 355(b) (defining 
active conduct of a trade or business) is 
amended by adding at the end the following 
new paragraph: 

‘‘(3) SPECIAL RULES RELATING TO ACTIVE 
BUSINESS REQUIREMENT.— 

‘‘(A) IN GENERAL.—For purposes of deter-
mining whether a corporation meets the re-
quirement of paragraph (2)(A), all members 
of such corporation’s separate affiliated 
group shall be treated as 1 corporation. For 
purposes of the preceding sentence, the term 
‘separate affiliated group’ means, with re-
spect to any corporation, the affiliated group 
which would be determined under section 

1504(a) if such corporation were the common 
parent and section 1504(b) did not apply. 

‘‘(B) CONTROL.—For purposes of paragraph 
(2)(D), all distributee corporations which are 
members of the same affiliated group (as de-
fined in section 1504(a) without regard to sec-
tion 1504(b)) shall be treated as 1 distributee 
corporation.’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Subparagraph (A) of section 355(b)(2) is 

amended to read as follows: 
‘‘(A) it is engaged in the active conduct of 

a trade or business,’’. 
(B) Section 355(b)(2) of such Code is amend-

ed by striking the last sentence. 
(3) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply— 
(i) to distributions after the date of the en-

actment of this Act, and before January 1, 
2010, and 

(ii) for purposes of determining the contin-
ued qualification under section 355(b)(2)(A) of 
the Internal Revenue Code of 1986 (as amend-
ed by paragraph (2)(A)) of distributions made 
before such date, as a result of an acquisi-
tion, disposition, or other restructuring after 
such date and before January 1, 2010. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 

(C) ELECTIONS.— 
(i) OUT OF TRANSITION RELIEF.—Subpara-

graph (B) shall not apply if the distributing 
corporation elects not to have such subpara-
graph apply to distributions of such corpora-
tion. Any such election, once made, shall be 
irrevocable. 

(ii) APPLICATION TO PRIOR DISTRIBUTIONS.— 
Subparagraph (A)(ii) shall not apply to a dis-
tributing or controlled corporation if the 
corporation elects not to have such subpara-
graph apply to such corporation. Any such 
election, once made, shall be irrevocable. 

(b) SECTION 355 NOT TO APPLY TO DISTRIBU-
TIONS IF THE DISTRIBUTING OR CONTROLLED 
CORPORATION IS A DISQUALIFIED INVESTMENT 
CORPORATION.— 

(1) IN GENERAL.—Section 355 (relating to 
distributions of stock and securities of a con-
trolled corporation) is amended by adding at 
the end the following new subsection: 

‘‘(g) SECTION NOT TO APPLY TO DISTRIBU-
TIONS INVOLVING DISQUALIFIED INVESTMENT 
CORPORATIONS.— 

‘‘(1) IN GENERAL.—This section (and so 
much of section 356 as relates to this section) 
shall not apply to any distribution which is 
part of a transaction if— 

‘‘(A) either the distributing corporation or 
controlled corporation is, immediately after 
the transaction, a disqualified investment 
corporation, and 

‘‘(B) any person holds, immediately after 
the transaction, a 50-percent or greater in-
terest in any disqualified investment cor-
poration, but only if such person did not hold 
such an interest in such corporation imme-
diately before the transaction. 

‘‘(2) DISQUALIFIED INVESTMENT CORPORA-
TION.—For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘disqualified 
investment corporation’ means any distrib-
uting or controlled corporation if the fair 
market value of the investment assets of the 
corporation is 75 percent or more of the fair 
market value of all assets of the corporation. 

‘‘(B) INVESTMENT ASSETS.— 

‘‘(i) IN GENERAL.—Except as otherwise pro-
vided in this subparagraph, the term ‘invest-
ment assets’ means— 

‘‘(I) cash, 
‘‘(II) any stock or securities in a corpora-

tion, 
‘‘(III) any interest in a partnership, 
‘‘(IV) any debt instrument or other evi-

dence of indebtedness, 
‘‘(V) any option, forward or futures con-

tract, notional principal contract, or deriva-
tive, 

‘‘(VI) foreign currency, or 
‘‘(VII) any similar asset. 
‘‘(ii) EXCEPTION FOR ASSETS USED IN ACTIVE 

CONDUCT OF CERTAIN FINANCIAL TRADES OR 
BUSINESSES.—Such term shall not include 
any asset which is held for use in the active 
and regular conduct of— 

‘‘(I) a lending or finance business (within 
the meaning of section 954(h)(4)), 

‘‘(II) a banking business through a bank (as 
defined in section 581), a domestic building 
and loan association (within the meaning of 
section 7701(a)(19)), or any similar institu-
tion specified by the Secretary, or 

‘‘(III) an insurance business if the conduct 
of the business is licensed, authorized, or 
regulated by an applicable insurance regu-
latory body. 
This clause shall only apply with respect to 
any business if substantially all of the in-
come of the business is derived from persons 
who are not related (within the meaning of 
section 267(b) or 707(b)(1)) to the person con-
ducting the business. 

‘‘(iii) EXCEPTION FOR SECURITIES MARKED TO 
MARKET.—Such term shall not include any 
security (as defined in section 475(c)(2)) 
which is held by a dealer in securities and to 
which section 475(a) applies. 

‘‘(iv) STOCK OR SECURITIES IN A 25-PERCENT 
CONTROLLED ENTITY.— 

‘‘(I) IN GENERAL.—Such term shall not in-
clude any stock and securities in, or any 
asset described in subclause (IV) or (V) of 
clause (i) issued by, a corporation which is a 
25-percent controlled entity with respect to 
the distributing or controlled corporation. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 25- 
percent controlled entity. 

‘‘(III) 25-PERCENT CONTROLLED ENTITY.—For 
purposes of this clause, the term ‘25-percent 
controlled entity’ means, with respect to any 
distributing or controlled corporation, any 
corporation with respect to which the dis-
tributing or controlled corporation owns di-
rectly or indirectly stock meeting the re-
quirements of section 1504(a)(2), except that 
such section shall be applied by substituting 
‘25 percent’ for ‘80 percent’ and without re-
gard to stock described in section 1504(a)(4). 

‘‘(v) INTERESTS IN CERTAIN PARTNERSHIPS.— 
‘‘(I) IN GENERAL.—Such term shall not in-

clude any interest in a partnership, or any 
debt instrument or other evidence of indebt-
edness, issued by the partnership, if 1 or 
more of the trades or businesses of the part-
nership are (or, without regard to the 5-year 
requirement under subsection (b)(2)(B), 
would be) taken into account by the distrib-
uting or controlled corporation, as the case 
may be, in determining whether the require-
ments of subsection (b) are met with respect 
to the distribution. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 
partnership described in subclause (I). 

‘‘(3) 50-PERCENT OR GREATER INTEREST.—For 
purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘50-percent or 
greater interest’ has the meaning given such 
term by subsection (d)(4). 
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‘‘(B) ATTRIBUTION RULES.—The rules of sec-

tion 318 shall apply for purposes of deter-
mining ownership of stock for purposes of 
this paragraph. 

‘‘(4) TRANSACTION.—For purposes of this 
subsection, the term ‘transaction’ includes a 
series of transactions. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out, or prevent the avoidance 
of, the purposes of this subsection, including 
regulations— 

‘‘(A) to carry out, or prevent the avoidance 
of, the purposes of this subsection in cases 
involving— 

‘‘(i) the use of related persons, inter-
mediaries, pass-thru entities, options, or 
other arrangements, and 

‘‘(ii) the treatment of assets unrelated to 
the trade or business of a corporation as in-
vestment assets if, prior to the distribution, 
investment assets were used to acquire such 
unrelated assets, 

‘‘(B) which in appropriate cases exclude 
from the application of this subsection a dis-
tribution which does not have the character 
of a redemption which would be treated as a 
sale or exchange under section 302, and 

‘‘(C) which modify the application of the 
attribution rules applied for purposes of this 
subsection.’’. 

(2) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply to distribu-
tions after the date of the enactment of this 
Act. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 
SEC. 568. AMORTIZATION OF EXPENSES IN-

CURRED IN CREATING OR ACQUIR-
ING MUSIC OR MUSIC COPYRIGHTS. 

(a) IN GENERAL.—Section 263A (relating to 
capitalization and inclusion in inventory 
costs of certain expenses) is amended by re-
designating subsection (i) as subsection (j) 
and by adding after subsection (h) the fol-
lowing new subsection: 

‘‘(i) SPECIAL RULES FOR CERTAIN MUSICAL 
WORKS AND COPYRIGHTS.— 

‘‘(1) IN GENERAL.—If— 
‘‘(A) any expense is paid or incurred by the 

taxpayer in creating or acquiring any musi-
cal composition (including any accom-
panying words) or any copyright with re-
spect to a musical composition, and 

‘‘(B) such expense is required to be capital-
ized under this section, 

then, notwithstanding section 167(g), the 
amount capitalized shall be amortized rat-
ably over the 5-year period beginning with 
the month in which the composition or copy-
right was acquired (or, in the case of ex-
penses paid or incurred in connection with 
the creation of a musical composition, the 5- 
taxable-year period beginning with the tax-
able year in which the expenses were paid or 
incurred). 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to any expense— 

‘‘(A) which is a qualified creative expense 
under subsection (h), 

‘‘(B) to which a simplified procedure estab-
lished under subsection (j)(2) applies, 

‘‘(C) which is an amortizable section 197 in-
tangible (as defined in section 197(c)), or 

‘‘(D) which, without regard to this section, 
would not be allowable as a deduction.’’ 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
paid or incurred after December 31, 2005, in 
taxable years ending after such date. 
SEC. 569. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
(a) IN GENERAL.—Subpart H of part IV of 

subchapter A of chapter 1 (relating to credits 
against tax) is amended by adding at the end 
the following new section: 
‘‘SEC. 54A. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
‘‘(a) ALLOWANCE OF CREDIT.—In the case of 

a taxpayer who holds a rural renaissance 
bond on a credit allowance date of such bond, 
which occurs during the taxable year, there 
shall be allowed as a credit against the tax 
imposed by this chapter for such taxable 
year an amount equal to the sum of the cred-
its determined under subsection (b) with re-
spect to credit allowance dates during such 
year on which the taxpayer holds such bond. 

‘‘(b) AMOUNT OF CREDIT.— 
‘‘(1) IN GENERAL.—The amount of the credit 

determined under this subsection with re-
spect to any credit allowance date for a rural 
renaissance bond is 25 percent of the annual 
credit determined with respect to such bond. 

‘‘(2) ANNUAL CREDIT.—The annual credit de-
termined with respect to any rural renais-
sance bond is the product of— 

‘‘(A) the credit rate determined by the Sec-
retary under paragraph (3) for the day on 
which such bond was sold, multiplied by 

‘‘(B) the outstanding face amount of the 
bond. 

‘‘(3) DETERMINATION.—For purposes of para-
graph (2), with respect to any rural renais-
sance bond, the Secretary shall determine 
daily or caused to be determined daily a 
credit rate which shall apply to the first day 
on which there is a binding, written contract 
for the sale or exchange of the bond. The 
credit rate for any day is the credit rate 
which the Secretary or the Secretary’s des-
ignee estimates will permit the issuance of 
rural renaissance bonds with a specified ma-
turity or redemption date without discount 
and without interest cost to the qualified 
issuer. 

‘‘(4) CREDIT ALLOWANCE DATE.—For pur-
poses of this section, the term ‘credit allow-
ance date’ means— 

‘‘(A) March 15, 
‘‘(B) June 15, 
‘‘(C) September 15, and 
‘‘(D) December 15. 

Such term also includes the last day on 
which the bond is outstanding. 

‘‘(5) SPECIAL RULE FOR ISSUANCE AND RE-
DEMPTION.—In the case of a bond which is 
issued during the 3-month period ending on a 
credit allowance date, the amount of the 
credit determined under this subsection with 
respect to such credit allowance date shall 
be a ratable portion of the credit otherwise 
determined based on the portion of the 3- 
month period during which the bond is out-
standing. A similar rule shall apply when the 
bond is redeemed or matures. 

‘‘(c) LIMITATION BASED ON AMOUNT OF 
TAX.—The credit allowed under subsection 
(a) for any taxable year shall not exceed the 
excess of— 

‘‘(1) the sum of the regular tax liability (as 
defined in section 26(b)) plus the tax imposed 
by section 55, over 

‘‘(2) the sum of the credits allowable under 
this part (other than subpart C thereof, re-
lating to refundable credits). 

‘‘(d) RURAL RENAISSANCE BOND.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘rural renais-
sance bond’ means any bond issued as part of 
an issue if— 

‘‘(A) the bond is issued by a qualified 
issuer, 

‘‘(B) 95 percent or more of the proceeds 
from the sale of such issue are to be used for 
capital expenditures incurred for 1 or more 
qualified projects, 

‘‘(C) the qualified issuer designates such 
bond for purposes of this section and the 
bond is in registered form, and 

‘‘(D) the issue meets the requirements of 
subsections (e) and (h). 

‘‘(2) QUALIFIED PROJECT; SPECIAL USE 
RULES.— 

‘‘(A) IN GENERAL.—The term ‘qualified 
project’ means 1 or more projects described 
in subparagraph (B) located in a rural area. 

‘‘(B) PROJECTS DESCRIBED.—A project de-
scribed in this subparagraph is— 

‘‘(i) a water or waste treatment project, 
‘‘(ii) an affordable housing project, 
‘‘(iii) a community facility project, includ-

ing hospitals, fire and police stations, and 
nursing and assisted-living facilities, 

‘‘(iv) a value-added agriculture or renew-
able energy facility project for agricultural 
producers or farmer-owned entities, includ-
ing any project to promote the production, 
processing, or retail sale of ethanol (includ-
ing fuel at least 85 percent of the volume of 
which consists of ethanol), biodiesel, animal 
waste, biomass, raw commodities, or wind as 
a fuel, 

‘‘(v) a distance learning or telemedicine 
project, 

‘‘(vi) a rural utility infrastructure project, 
including any electric or telephone system, 

‘‘(vii) a project to expand broadband tech-
nology, 

‘‘(viii) a rural teleworks project, and 
‘‘(ix) any project described in any pre-

ceding clause carried out by the Delta Re-
gional Authority. 

‘‘(C) SPECIAL RULES.—For purposes of this 
paragraph— 

‘‘(i) any project described in subparagraph 
(B)(iv) for a farmer-owned entity may be 
considered a qualified project if such entity 
is located in a rural area, or in the case of a 
farmer-owned entity the headquarters of 
which are located in a nonrural area, if the 
project is located in a rural area, and 

‘‘(ii) any project for a farmer-owned entity 
which is a facility described in subparagraph 
(B)(iv) for agricultural producers may be 
considered a qualified project regardless of 
whether the facility is located in a rural or 
nonrural area. 

‘‘(3) SPECIAL USE RULES.— 
‘‘(A) REFINANCING RULES.—For purposes of 

paragraph (1)(B), a qualified project may be 
refinanced with proceeds of a rural renais-
sance bond only if the indebtedness being re-
financed (including any obligation directly 
or indirectly refinanced by such indebted-
ness) was originally incurred after the date 
of the enactment of this section. 

‘‘(B) REIMBURSEMENT.—For purposes of 
paragraph (1)(B), a rural renaissance bond 
may be issued to reimburse a borrower for 
amounts paid after the date of the enact-
ment of this section with respect to a quali-
fied project, but only if— 

‘‘(i) prior to the payment of the original 
expenditure, the borrower declared its intent 
to reimburse such expenditure with the pro-
ceeds of a rural renaissance bond, 

‘‘(ii) not later than 60 days after payment 
of the original expenditure, the qualified 
issuer adopts an official intent to reimburse 
the original expenditure with such proceeds, 
and 

‘‘(iii) the reimbursement is made not later 
than 18 months after the date the original 
expenditure is paid. 

‘‘(C) TREATMENT OF CHANGES IN USE.—For 
purposes of paragraph (1)(B), the proceeds of 
an issue shall not be treated as used for a 
qualified project to the extent that a bor-
rower takes any action within its control 
which causes such proceeds not to be used 
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for a qualified project. The Secretary shall 
prescribe regulations specifying remedial ac-
tions that may be taken (including condi-
tions to taking such remedial actions) to 
prevent an action described in the preceding 
sentence from causing a bond to fail to be a 
rural renaissance bond. 

‘‘(e) MATURITY LIMITATIONS.— 
‘‘(1) DURATION OF TERM.—A bond shall not 

be treated as a rural renaissance bond if the 
maturity of such bond exceeds the maximum 
term determined by the Secretary under 
paragraph (2) with respect to such bond. 

‘‘(2) MAXIMUM TERM.—During each calendar 
month, the Secretary shall determine the 
maximum term permitted under this para-
graph for bonds issued during the following 
calendar month. Such maximum term shall 
be the term which the Secretary estimates 
will result in the present value of the obliga-
tion to repay the principal on the bond being 
equal to 50 percent of the face amount of 
such bond. Such present value shall be deter-
mined without regard to the requirements of 
subsection (f)(3) and using as a discount rate 
the average annual interest rate of tax-ex-
empt obligations having a term of 10 years or 
more which are issued during the month. If 
the term as so determined is not a multiple 
of a whole year, such term shall be rounded 
to the next highest whole year. 

‘‘(3) RATABLE PRINCIPAL AMORTIZATION RE-
QUIRED.—A bond shall not be treated as a 
rural renaissance bond unless it is part of an 
issue which provides for an equal amount of 
principal to be paid by the qualified issuer 
during each calendar year that the issue is 
outstanding. 

‘‘(f) LIMITATION ON AMOUNT OF BONDS DES-
IGNATED.— 

‘‘(1) NATIONAL LIMITATION.—There is a rural 
renaissance bond limitation of $200,000,000. 

‘‘(2) ALLOCATION BY SECRETARY.—The Sec-
retary shall allocate the amount described in 
paragraph (1) among qualified projects in 
such manner as the Secretary determines ap-
propriate. 

‘‘(g) CREDIT INCLUDED IN GROSS INCOME.— 
Gross income includes the amount of the 
credit allowed to the taxpayer under this 
section (determined without regard to sub-
section (c)) and the amount so included shall 
be treated as interest income. 

‘‘(h) SPECIAL RULES RELATING TO EXPENDI-
TURES.— 

‘‘(1) IN GENERAL.—An issue shall be treated 
as meeting the requirements of this sub-
section if, as of the date of issuance, the 
qualified issuer reasonably expects— 

‘‘(A) at least 95 percent of the proceeds 
from the sale of the issue are to be spent for 
1 or more qualified projects within the 5-year 
period beginning on the date of issuance of 
the rural renaissance bond, 

‘‘(B) a binding commitment with a third 
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be in-
curred within the 6-month period beginning 
on the date of issuance of the rural renais-
sance bond or, in the case of a rural renais-
sance bond, the proceeds of which are to be 
loaned to 2 or more borrowers, such binding 
commitment will be incurred within the 6- 
month period beginning on the date of the 
loan of such proceeds to a borrower, and 

‘‘(C) such projects will be completed with 
due diligence and the proceeds from the sale 
of the issue will be spent with due diligence. 

‘‘(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of 
the period described in paragraph (1)(A), the 
Secretary may extend such period if the 
qualified issuer establishes that the failure 
to satisfy the 5-year requirement is due to 
reasonable cause and the related projects 
will continue to proceed with due diligence. 

‘‘(3) FAILURE TO SPEND REQUIRED AMOUNT OF 
BOND PROCEEDS WITHIN 5 YEARS.—To the ex-

tent that less than 95 percent of the proceeds 
of such issue are expended by the close of the 
5-year period beginning on the date of 
issuance (or if an extension has been ob-
tained under paragraph (2), by the close of 
the extended period), the qualified issuer 
shall redeem all of the nonqualified bonds 
within 90 days after the end of such period. 
For purposes of this paragraph, the amount 
of the nonqualified bonds required to be re-
deemed shall be determined in the same 
manner as under section 142. 

‘‘(i) SPECIAL RULES RELATING TO ARBI-
TRAGE.—A bond which is part of an issue 
shall not be treated as a rural renaissance 
bond unless, with respect to the issue of 
which the bond is a part, the qualified issuer 
satisfies the arbitrage requirements of sec-
tion 148 with respect to proceeds of the issue. 

‘‘(j) QUALIFIED ISSUER.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘qualified 
issuer’ means any not-for-profit cooperative 
lender which has as of the date of the enact-
ment of this section received a guarantee 
under section 306 of the Rural Electrification 
Act and which meets the requirement of 
paragraph (2). 

‘‘(2) USER FEE REQUIREMENT.—The require-
ment of this paragraph is met if the issuer of 
any rural renaissance bond makes grants for 
qualified projects as defined under sub-
section (d)(2) on a semi-annual basis every 
year that such bond is outstanding in an an-
nual amount equal to one-half of the rate on 
United States Treasury Bills of the same ma-
turity multiplied by the outstanding prin-
ciple balance of rural renaissance bonds 
issued by such issuer. 

‘‘(k) SPECIAL RULES RELATING TO POOL 
BONDS.—No portion of a pooled financing 
bond may be allocable to loan unless the bor-
rower has entered into a written loan com-
mitment for such portion prior to the issue 
date of such issue. 

‘‘(l) OTHER DEFINITIONS AND SPECIAL 
RULES.—For purposes of this section— 

‘‘(1) BOND.—The term ‘bond’ includes any 
obligation. 

‘‘(2) POOLED FINANCING BOND.—The term 
‘pooled financing bond’ shall have the mean-
ing given such term by section 149(f)(4)(A). 

‘‘(3) RURAL AREA.—The term ‘rural area’ 
means any area other than— 

‘‘(A) a city or town which has a population 
of greater than 50,000 inhabitants, or 

‘‘(B) the urbanized area contiguous and ad-
jacent to such a city or town. 

‘‘(4) PARTNERSHIP; S CORPORATION; AND 
OTHER PASS-THRU ENTITIES.— 

‘‘(A) IN GENERAL.—Under regulations pre-
scribed by the Secretary, in the case of a 
partnership, trust, S corporation, or other 
pass-thru entity, rules similar to the rules of 
section 41(g) shall apply with respect to the 
credit allowable under subsection (a). 

‘‘(B) NO BASIS ADJUSTMENT.—In the case of 
a bond held by a partnership or an S corpora-
tion, rules similar to the rules under section 
1397E(i) shall apply. 

‘‘(5) BONDS HELD BY REGULATED INVESTMENT 
COMPANIES.—If any rural renaissance bond is 
held by a regulated investment company, the 
credit determined under subsection (a) shall 
be allowed to shareholders of such company 
under procedures prescribed by the Sec-
retary. 

‘‘(6) REPORTING.—Issuers of rural renais-
sance bonds shall submit reports similar to 
the reports required under section 149(e).’’. 

(b) REPORTING.—Subsection (d) of section 
6049 (relating to returns regarding payments 
of interest) is amended by adding at the end 
the following new paragraph: 

‘‘(9) REPORTING OF CREDIT ON RURAL RENAIS-
SANCE BONDS.— 

‘‘(A) IN GENERAL.—For purposes of sub-
section (a), the term ‘interest’ includes 

amounts includible in gross income under 
section 54(f) and such amounts shall be treat-
ed as paid on the credit allowance date (as 
defined in section 54(b)(4)). 

‘‘(B) REPORTING TO CORPORATIONS, ETC.— 
Except as otherwise provided in regulations, 
in the case of any interest described in sub-
paragraph (A), subsection (b)(4) shall be ap-
plied without regard to subparagraphs (A), 
(H), (I), (J), (K), and (L)(i) of such subsection. 

‘‘(C) REGULATORY AUTHORITY.—The Sec-
retary may prescribe such regulations as are 
necessary or appropriate to carry out the 
purposes of this paragraph, including regula-
tions which require more frequent or more 
detailed reporting.’’. 

(c) CONFORMING AMENDMENT.—The table of 
sections for subpart H of part IV of sub-
chapter A of chapter 1 is amended by adding 
at the end the following new item: 
‘‘Sec. 54A. Credit to holders of rural renais-

sance bonds.’’. 
(d) ISSUANCE OF REGULATIONS.—The Sec-

retary of Treasury shall issue regulations re-
quired under section 54A of the Internal Rev-
enue Code of 1986 (as added by this section) 
not later than 120 days after the date of the 
enactment of this Act. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act and before January 1, 2010. 
SEC. 570. MODIFICATION OF TREATMENT OF 

LOANS TO QUALIFIED CONTINUING 
CARE FACILITIES. 

(a) IN GENERAL.—Subsection (g) of section 
7872 is amended to read as follows: 

‘‘(g) EXCEPTION FOR LOANS TO QUALIFIED 
CONTINUING CARE FACILITIES.— 

‘‘(1) IN GENERAL.—This section shall not 
apply for any calendar year to any below- 
market loan owed by a facility which on the 
last day of such year is a continuing care fa-
cility, if such loan was made pursuant to a 
continuing care contract and if the lender 
(or the lender’s spouse) attains age 62 before 
the close of such year. 

‘‘(2) CONTINUING CARE CONTRACT.—For pur-
poses of this section, the term ‘continuing 
care contract’ means a written contract be-
tween an individual and a qualified con-
tinuing care facility under which— 

‘‘(A) the individual or individual’s spouse 
may use a qualified continuing care facility 
for their life or lives, 

‘‘(B) the individual or individual’s spouse 
will be provided with housing in an inde-
pendent living unit (which has additional 
available facilities outside such unit for the 
provision of meals and other personal care), 
an assisted living facility or a nursing facil-
ity, as is available in the continuing care fa-
cility, as appropriate for the health of such 
individual or individual’s spouse, and 

‘‘(C) the individual or individual’s spouse 
will be provided assisted living or nursing 
care as the health of such individual or indi-
vidual’s spouse requires, and as is available 
in the continuing care facility. 

‘‘(3) QUALIFIED CONTINUING CARE FACILITY.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘qualified continuing care fa-
cility’ means 1 or more facilities— 

‘‘(i) which are designed to provide services 
under continuing care contracts, 

‘‘(ii) that include an independent living 
unit, plus an assisted living or nursing facil-
ity, or both, and 

‘‘(iii) substantially all of the independent 
living unit residents of which are covered by 
continuing care contracts. 

‘‘(B) NURSING HOMES EXCLUDED.—The term 
‘qualified continuing care facility’ shall not 
include any facility which is of a type which 
is traditionally considered a nursing home.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to loans 
made after December 31, 2005. 
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SEC. 571. MODIFICATIONS OF FOREIGN TAX 

CREDIT RULES APPLICABLE TO 
LARGE INTEGRATED OIL COMPA-
NIES WHICH ARE DUAL CAPACITY 
TAXPAYERS. 

(a) IN GENERAL.—Section 901 (relating to 
credit for taxes of foreign countries and of 
possessions of the United States), as amend-
ed by this Act, is amended by redesignating 
subsections (m) and (n) as subsections (n) 
and (o), respectively, and by inserting after 
subsection (l) the following new subsection: 

‘‘(m) SPECIAL RULES RELATING TO LARGE 
INTEGRATED OIL COMPANIES WHICH ARE DUAL 
CAPACITY TAXPAYERS.— 

‘‘(1) GENERAL RULE.—Notwithstanding any 
other provision of this chapter, any amount 
paid or accrued by a dual capacity taxpayer 
which is a large integrated oil company to a 
foreign country or possession of the United 
States for any period shall not be considered 
a tax— 

‘‘(A) if, for such period, the foreign country 
or possession does not impose a generally ap-
plicable income tax, or 

‘‘(B) to the extent such amount exceeds the 
amount (determined in accordance with reg-
ulations) which— 

‘‘(i) is paid by such dual capacity taxpayer 
pursuant to the generally applicable income 
tax imposed by the country or possession, or 

‘‘(ii) would be paid if the generally applica-
ble income tax imposed by the country or 
possession were applicable to such dual ca-
pacity taxpayer. 

Nothing in this paragraph shall be construed 
to imply the proper treatment of any such 
amount not in excess of the amount deter-
mined under subparagraph (B). 

‘‘(2) DUAL CAPACITY TAXPAYER.—For pur-
poses of this subsection, the term ‘dual ca-
pacity taxpayer’ means, with respect to any 
foreign country or possession of the United 
States, a person who— 

‘‘(A) is subject to a levy of such country or 
possession, and 

‘‘(B) receives (or will receive) directly or 
indirectly a specific economic benefit (as de-
termined in accordance with regulations) 
from such country or possession. 

‘‘(3) GENERALLY APPLICABLE INCOME TAX.— 
For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘generally ap-
plicable income tax’ means an income tax 
(or a series of income taxes) which is gen-
erally imposed under the laws of a foreign 
country or possession on income derived 
from the conduct of a trade or business with-
in such country or possession. 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a tax unless it has substantial applica-
tion, by its terms and in practice, to— 

‘‘(i) persons who are not dual capacity tax-
payers, and 

‘‘(ii) persons who are citizens or residents 
of the foreign country or possession. 

‘‘(4) LARGE INTEGRATED OIL COMPANY.—For 
purposes of this subsection, the term ‘large 
integrated oil company’ means, with respect 
to any taxable year, an integrated oil com-
pany (as defined in section 291(b)(4)) which— 

‘‘(A) had gross receipts in excess of 
$1,000,000,000 for such taxable year, and 

‘‘(B) has an average daily worldwide pro-
duction of crude oil of at least 500,000 barrels 
for such taxable year.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxes paid or ac-
crued in taxable years beginning after the 
date of the enactment of this Act. 

(2) CONTRARY TREATY OBLIGATIONS 
UPHELD.—The amendments made by this sec-
tion shall not apply to the extent contrary 
to any treaty obligation of the United 
States. 

SEC. 572. EXCLUSION OF GAIN FROM SALE OF A 
PRINCIPAL RESIDENCE BY CERTAIN 
EMPLOYEES OF THE INTELLIGENCE 
COMMUNITY. 

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 121(d)(9) (relating to exclusion of gain 
from sale of principal residence) is amended 
by striking ‘‘duty’’ and all that follows and 
inserting ‘‘duty— 

‘‘(i) as a member of the uniformed services, 
‘‘(ii) as a member of the Foreign Service of 

the United States, or 
‘‘(iii) as an employee of the intelligence 

community.’’. 
(b) EMPLOYEE OF INTELLIGENCE COMMUNITY 

DEFINED.—Subparagraph (C) of section 
121(d)(9) is amended by redesignating clause 
(iv) as clause (v) and by inserting after 
clause (iii) the following new clause: 

‘‘(iv) EMPLOYEE OF INTELLIGENCE COMMU-
NITY.—The term ‘employee of the intel-
ligence community’ means an employee (as 
defined by section 2105 of title 5, United 
States Code) of— 

‘‘(I) the Office of the Director of National 
Intelligence, 

‘‘(II) the Central Intelligence Agency, 
‘‘(III) the National Security Agency, 
‘‘(IV) the Defense Intelligence Agency, 
‘‘(V) the National Geospatial-Intelligence 

Agency, 
‘‘(VI) the National Reconnaissance Office, 
‘‘(VII) any other office within the Depart-

ment of Defense for the collection of special-
ized national intelligence through reconnais-
sance programs, 

‘‘(VIII) any of the intelligence elements of 
the Army, the Navy, the Air Force, the Ma-
rine Corps, the Federal Bureau of Investiga-
tion, the Department of Treasury, the De-
partment of Energy, and the Coast Guard, 

‘‘(IX) the Bureau of Intelligence and Re-
search of the Department of State, or 

‘‘(X) any of the elements of the Depart-
ment of Homeland Security concerned with 
the analyses of foreign intelligence informa-
tion.’’. 

(c) SPECIAL RULE.—Subparagraph (C) of 
section 121(d)(9), as amended by subsection 
(b), is amended by adding at the end the fol-
lowing new clause: 

‘‘(vi) SPECIAL RULE RELATING TO INTEL-
LIGENCE COMMUNITY.—An employee of the in-
telligence community shall not be treated as 
serving on qualified extended duty unless— 

‘‘(I) for purposes of such duty such em-
ployee has moved from 1 duty station to an-
other, and 

‘‘(II) at least 1 of such duty stations is lo-
cated outside of the Washington, District of 
Columbia, and Baltimore metropolitan sta-
tistical areas (as defined by the Secretary of 
Commerce).’’. 

(d) CONFORMING AMENDMENT.—The heading 
for section 121(d)(9) is amended to read as fol-
lows: ‘‘UNIFORMED SERVICES, FOREIGN SERV-
ICE, AND INTELLIGENCE COMMUNITY’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to sales or 
exchanges after the date of the enactment of 
this Act. 
SEC. 573. DISABILITY PREFERENCE PROGRAM 

FOR TAX COLLECTION CONTRACTS. 

(a) IN GENERAL.—The Secretary of the 
Treasury shall not enter into any qualified 
tax collection contract after April 1, 2006, 
until the Secretary implements a disability 
preference program that meets the require-
ments of subsection (b). 

(b) DISABILITY PREFERENCE PROGRAM RE-
QUIREMENTS.— 

(1) IN GENERAL.—A disability preference 
program meets the requirements of this sub-
section if such program requires that not 
less than 10 percent of the accounts of each 
dollar value category are awarded to persons 
described in paragraph (2). 

(2) PERSON DESCRIBED.—For purposes of 
paragraph (1), a person is described in this 
paragraph if— 

(A) as of the date any qualified tax collec-
tion contract is awarded— 

(i) such person employs not less than 50 se-
verely disabled individuals within the United 
States; or 

(ii) not less than 30 percent of the employ-
ees of such person within the United States 
are severely disabled individuals; 

(B) such person agrees as a condition of the 
qualified tax collection contract that not 
more than 90 days after the date such con-
tract is awarded, not less than 35 percent of 
the employees of such person employed in 
connection with providing services under 
such contract shall— 

(i) be hired after the date such contract is 
awarded; and 

(ii) be severely disabled individuals; and 
(C) such person is otherwise qualified to 

perform the services required. 
(c) DEFINITIONS.—For purposes of this sec-

tion— 
(1) QUALIFIED TAX COLLECTION CONTRACT.— 

The term ‘‘qualified tax collection contract’’ 
shall have the meaning given such term 
under section 6306(b) of the Internal Revenue 
Code of 1986. 

(2) DOLLAR VALUE CATEGORY.—The term 
‘‘dollar value category’’ means the dollar 
ranges of accounts for collection as deter-
mined and assigned by the Secretary under 
section 6306(b)(1)(B) of the Internal Revenue 
Code of 1986 with respect to a qualified tax 
collection contract. 

(3) SEVERELY DISABLED INDIVIDUAL.—The 
term ‘‘severely disabled individual’’ means— 

(A) a veteran of the United States armed 
forces with a disability of 50 percent or 
greater— 

(i) determined by the Secretary of Vet-
erans Affairs to be service-connected; or 

(ii) deemed by law to be service-connected; 
or 

(B) any individual who is a disabled bene-
ficiary (as defined in section 1148(k)(2) of the 
Social Security Act (42 U.S.C. 1320b–19(k)(2))) 
or who would be considered to be such a dis-
abled beneficiary but for having income or 
resources in excess of the income or re-
sources eligibility limits established under 
title XVI of the Social Security Act (42 
U.S.C. 1381 et seq.), respectively. 

TITLE VI—COMPLIANCE WITH 
CONGRESSIONAL BUDGET ACT 

SEC. 601. SUNSET OF CERTAIN PROVISIONS AND 
AMENDMENTS. 

The provisions of, and amendments made 
by, title I, title II, subtitle A of title III, and 
title IV shall not apply to taxable years be-
ginning after September 30, 2010, and the In-
ternal Revenue Code of 1986 shall be applied 
and administered to such years as if such 
provisions and amendments had never been 
enacted. 

SA 2708. Mr. FRIST (for Mr. GRASS-
LEY (for himself and Mr. BAUCUS)) pro-
posed an amendment to amendment SA 
2707 proposed by Mr. FRIST (for Mr. 
GRASSLEY (for himself and BAUCUS)) to 
the bill H.R. 4297, to provide for rec-
onciliation pursuant to section 201(b) 
of the concurrent resolution on the 
budget for fiscal year 2006; as follows: 

Strike all after the first word and insert 
the following: 
1. SHORT TITLE; AMENDMENT OF 1986 CODE; 

TABLE OF CONTENTS. 
(a) SHORT TITLE.—This Act may be cited as 

the ‘‘Tax Relief Act of 2005’’. 
(b) AMENDMENT OF 1986 CODE.—Except as 

otherwise expressly provided, whenever in 
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CONGRESSIONAL RECORD — SENATE S573 February 2, 2006 
this Act an amendment or repeal is ex-
pressed in terms of an amendment to, or re-
peal of, a section or other provision, the ref-
erence shall be considered to be made to a 
section or other provision of the Internal 
Revenue Code of 1986. 

(c) TABLE OF CONTENTS.—The table of con-
tents for this Act is as follows: 
Sec. 1. Short title; amendment of 1986 Code; 

table of contents. 
TITLE I—EXTENSION OF EXPIRING 

PROVISIONS 
Sec. 101. Extension of increased expensing 

for small business. 
Sec. 102. Credit for elective deferrals and 

IRA contributions. 
Sec. 103. Above-the-line deduction for higher 

education. 
Sec. 104. Extension and modification of new 

markets tax credit. 
Sec. 105. Election to deduct State and local 

general sales taxes. 
Sec. 106. Extension and increase in min-

imum tax relief to individuals. 
Sec. 107. Allowance of nonrefundable per-

sonal credits against regular 
and alternative minimum tax 
liability. 

Sec. 108. Extension and modification of re-
search credit. 

Sec. 109. Work opportunity tax credit and 
welfare-to-work credit. 

Sec. 110. Qualified zone academy bonds. 
Sec. 111. Deduction for corporate donations 

of computer technology and 
equipment. 

Sec. 112. Above-the-line deduction for cer-
tain expenses of elementary 
and secondary school teachers. 

Sec. 113. Expensing of brownfields remedi-
ation costs. 

Sec. 114. Tax incentives for investment in 
the District of Columbia. 

Sec. 115. Indian employment tax credit. 
Sec. 116. Accelerated depreciation for busi-

ness property on Indian res-
ervation. 

Sec. 117. Fifteen-year straight-line cost re-
covery for qualified leasehold 
improvements and qualified 
restaurant improvements. 

Sec. 118. Extension of full credit for quali-
fied electric vehicles. 

Sec. 119. Application of EGTRRA sunset to 
this title. 

TITLE II—PROVISIONS RELATING TO 
CHARITABLE DONATIONS 

Subtitle A—Charitable Giving Incentives 
Sec. 201. Charitable deduction for non-

itemizers. 
Sec. 202. Tax-free distributions from indi-

vidual retirement plans for 
charitable purposes. 

Sec. 203. Modification of charitable deduc-
tion for contributions of food 
inventory. 

Sec. 204. Basis adjustment to stock of S cor-
poration contributing property. 

Sec. 205. Modification of charitable deduc-
tion for contributions of book 
inventory. 

Sec. 206. Modification of tax treatment of 
certain payments to controlling 
exempt organizations and pub-
lic disclosure of information re-
lating to unrelated business in-
come. 

Sec. 207. Encouragement of contributions of 
capital gain real property made 
for conservation purposes. 

Sec. 208. Enhanced deduction for charitable 
contribution of literary, musi-
cal, artistic, and scholarly com-
positions. 

Sec. 209. Mileage reimbursements to chari-
table volunteers excluded from 
gross income. 

Sec. 210. Alternative percentage limitation 
for corporate charitable con-
tributions to the mathematics 
and science partnership pro-
gram. 

Subtitle B—Reforming Charitable 
Organizations 

PART I—GENERAL REFORMS 
Sec. 211. Tax involvement by exempt organi-

zations in tax shelter trans-
actions. 

Sec. 212. Excise tax on certain acquisitions 
of interests in insurance con-
tracts in which certain exempt 
organizations hold an interest. 

Sec. 213. Increase in penalty excise taxes on 
public charities, social welfare 
organizations, and private foun-
dations. 

Sec. 214. Reform of charitable contributions 
of certain easements on build-
ings in registered historic dis-
tricts. 

Sec. 215. Charitable contributions of taxi-
dermy property. 

Sec. 216. Recapture of tax benefit for chari-
table contributions of exempt 
use property not used for an ex-
empt use. 

Sec. 217. Limitation of deduction for chari-
table contributions of clothing 
and household items. 

Sec. 218. Modification of recordkeeping re-
quirements for certain chari-
table contributions. 

Sec. 219. Contributions of fractional inter-
ests in tangible personal prop-
erty. 

Sec. 220. Provisions relating to substantial 
and gross overstatements of 
valuations of charitable deduc-
tion property. 

Sec. 221. Additional standards for credit 
counseling organizations. 

Sec. 222. Expansion of the base of tax on pri-
vate foundation net investment 
income. 

Sec. 223. Definition of convention or associa-
tion of churches. 

Sec. 224. Notification requirement for enti-
ties not currently required to 
file. 

Sec. 225. Disclosure to State officials of pro-
posed actions related to exempt 
organizations. 

PART II—IMPROVED ACCOUNTABILITY OF 
DONOR ADVISED FUNDS 

Sec. 231. Excise tax on sponsoring organiza-
tions of donor advised funds for 
failure to meet distribution re-
quirements. 

Sec. 232. Prohibited transactions. 
Sec. 233. Treatment of charitable contribu-

tion deductions to donor ad-
vised funds. 

Sec. 234. Returns of, and applications for 
recognition by, sponsoring or-
ganizations. 

PART III—IMPROVED ACCOUNTABILITY OF 
SUPPORTING ORGANIZATIONS 

Sec. 241. Requirements for supporting orga-
nizations. 

Sec. 242. Excise tax on supporting organiza-
tions for failure to meet dis-
tribution requirements. 

Sec. 243. Excess benefit transactions. 
Sec. 244. Excess business holdings of sup-

porting organizations. 
Sec. 245. Treatment of amounts paid to sup-

porting organizations by pri-
vate foundations. 

Sec. 246. Returns of supporting organiza-
tions. 

TITLE III—MISCELLANEOUS PROVISIONS 
Sec. 301. Restructuring of New York Liberty 

Zone tax credits. 

Sec. 302. Modification to S corporation pas-
sive investment income rules. 

Sec. 303. Modification of effective date of 
disregard of certain capital ex-
penditures for purposes of 
qualified small issue bonds. 

Sec. 304. Premiums for mortgage insurance. 
Sec. 305. Sense of the Senate on use of no- 

bid contracting by Federal 
Emergency Management Agen-
cy. 

Sec. 306. Sense of Congress regarding Doha 
Round. 

Sec. 307. Modification of bond rule. 
Sec. 308. Treatment of certain stock option 

plans under nonqualified de-
ferred compensation rules. 

Sec. 309. Sense of the Senate regarding the 
dedication of excess funds. 

Sec. 310. Modification of treatment of loans 
to qualified continuing care fa-
cilities. 

Sec. 311. Exclusion of gain from sale of a 
principal residence by certain 
employees of the intelligence 
community. 

TITLE IV—REVENUE OFFSET 
PROVISIONS 

Subtitle A—Provisions Designed to Curtail 
Tax Shelters 

Sec. 401. Understatement of taxpayer’s li-
ability by income tax return 
preparer. 

Sec. 402. Frivolous tax submissions. 
Sec. 403. Penalty for promoting abusive tax 

shelters. 
Sec. 404. Penalty for aiding and abetting the 

understatement of tax liability. 

Subtitle B—Economic Substance Doctrine 

Sec. 411. Clarification of economic substance 
doctrine. 

Sec. 412. Penalty for understatements at-
tributable to transactions lack-
ing economic substance, etc. 

Sec. 413. Denial of deduction for interest on 
underpayments attributable to 
noneconomic substance trans-
actions. 

Subtitle C—Improvements in Efficiency and 
Safeguards in Internal Revenue Service 
Collection 

Sec. 421. Waiver of user fee for installment 
agreements using automated 
withdrawals. 

Sec. 422. Termination of installment agree-
ments. 

Sec. 423. Partial payments required with 
submission of offers-in-com-
promise. 

Subtitle D—Penalties and Fines 

Sec. 431. Increase in criminal monetary pen-
alty limitation for the under-
payment or overpayment of tax 
due to fraud. 

Sec. 432. Doubling of certain penalties, fines, 
and interest on underpayments 
related to certain offshore fi-
nancial arrangements. 

Sec. 433. Denial of deduction for certain 
fines, penalties, and other 
amounts. 

Sec. 434. Denial of deduction for punitive 
damages. 

Sec. 435. Increase in penalty for bad checks 
and money orders. 

Subtitle E—Provisions to Discourage 
Expatriation 

Sec. 441. Tax treatment of inverted entities. 
Sec. 442. Revision of tax rules on expatria-

tion of individuals. 

Subtitle F—Miscellaneous Provisions 

Sec. 451. Treatment of contingent payment 
convertible debt instruments. 
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CONGRESSIONAL RECORD — SENATES574 February 2, 2006 
Sec. 452. Grant of Treasury regulatory au-

thority to address foreign tax 
credit transactions involving 
inappropriate separation of for-
eign taxes from related foreign 
income. 

Sec. 453. Repeal of special property excep-
tion to leasing provisions of the 
American Jobs Creation Act of 
2004. 

Sec. 454. Application of earnings stripping 
rules to partners which are cor-
porations. 

Sec. 455. Limitation of employer deduction 
for certain entertainment ex-
penses. 

Sec. 456. Increase in age of minor children 
whose unearned income is taxed 
as if parent’s income. 

Sec. 457. Loan and redemption requirements 
on pooled financing require-
ments. 

Sec. 458. Reporting of interest on tax-ex-
empt bonds. 

Sec. 459. Modification of credit for pro-
ducing fuel from a nonconven-
tional source. 

Sec. 460. Modification of individual esti-
mated tax safe harbor. 

Sec. 461. Revaluation of LIFO inventories of 
large integrated oil companies. 

Sec. 462. Elimination of amortization of geo-
logical and geophysical expend-
itures for major integrated oil 
companies. 

Sec. 463. Valuation of employee personal use 
of noncommercial aircraft. 

Sec. 464. Application of FIRPTA to regu-
lated investment companies. 

Sec. 465. Treatment of distributions attrib-
utable to FIRPTA gains. 

Sec. 466. Prevention of avoidance of tax on 
investments of foreign persons 
in United States real property 
through wash sale transactions. 

Sec. 467. Modifications to rules relating to 
taxation of distributions of 
stock and securities of a con-
trolled corporation. 

Sec. 468. Amortization of expenses incurred 
in creating or acquiring music 
or music copyrights. 

Sec. 469. Credit to holders of rural renais-
sance bonds. 

Sec. 470. Modifications of foreign tax credit 
rules applicable to large inte-
grated oil companies which are 
dual capacity taxpayers. 

Sec. 471. Disability preference program for 
tax collection contracts. 

TITLE V—COMPLIANCE WITH 
CONGRESSIONAL BUDGET ACT 

Sec. 501. Sunset of certain provisions and 
amendments. 

TITLE I—EXTENSION OF EXPIRING 
PROVISIONS 

SEC. 101. EXTENSION OF INCREASED EXPENSING 
FOR SMALL BUSINESS. 

Section 179 is amended by striking ‘‘2008’’ 
each place it appears and inserting ‘‘2010’’. 
SEC. 102. CREDIT FOR ELECTIVE DEFERRALS 

AND IRA CONTRIBUTIONS. 
Section 25B(h) is amended by striking 

‘‘2006’’ and inserting ‘‘2009’’. 
SEC. 103. ABOVE-THE-LINE DEDUCTION FOR 

HIGHER EDUCATION. 
(a) IN GENERAL.—Section 222(e) is amended 

by striking ‘‘2005’’and inserting ‘‘2009’’. 
(b) CONFORMING AMENDMENTS.—Section 

222(b)(2)(B) is amended— 
(1) by striking ‘‘a taxable year beginning in 

2004 or 2005’’ and inserting ‘‘any taxable year 
beginning after 2003’’, and 

(2) by striking ‘‘2004 AND 2005’’ and inserting 
‘‘AFTER 2003’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

SEC. 104. EXTENSION AND MODIFICATION OF 
NEW MARKETS TAX CREDIT. 

(a) EXTENSION.—Section 45D(f)(1)(D) is 
amended by striking ‘‘and 2007’’ and insert-
ing ‘‘, 2007, and 2008’’. 

(b) REGULATIONS REGARDING NON-METRO-
POLITAN COUNTIES.—Section 45D(i) is amend-
ed by striking ‘‘and’’ at the end of paragraph 
(4), by striking the period at the end of para-
graph (5) and inserting ‘‘, and’’, and by add-
ing at the end by the following new para-
graph: 

‘‘(6) which ensure that non-metropolitan 
counties receive a proportional allocation of 
qualified equity investments.’’. 
SEC. 105. ELECTION TO DEDUCT STATE AND 

LOCAL GENERAL SALES TAXES. 
(a) IN GENERAL.—Section 164(b)(5)(I) is 

amended by striking ‘‘2006’’ and inserting 
‘‘2008’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 106. EXTENSION AND INCREASE IN MIN-

IMUM TAX RELIEF TO INDIVIDUALS. 
(a) IN GENERAL.—Section 55(d)(1) is amend-

ed— 
(1) by striking ‘‘$58,000’’ and all that fol-

lows through ‘‘2005’’ in subparagraph (A) and 
inserting ‘‘$62,550 in the case of taxable years 
beginning in 2006’’, and 

(2) by striking ‘‘$40,250’’ and all that fol-
lows through ‘‘2005’’ in subparagraph (B) and 
inserting ‘‘$42,500 in the case of taxable years 
beginning in 2006’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 107. ALLOWANCE OF NONREFUNDABLE PER-

SONAL CREDITS AGAINST REGULAR 
AND ALTERNATIVE MINIMUM TAX LI-
ABILITY. 

(a) IN GENERAL.—Paragraph (2) of section 
26(a) is amended— 

(1) by striking ‘‘2005’’ in the heading thereof 
and inserting ‘‘2007’’, and 

(2) by striking ‘‘or 2005’’ and inserting 
‘‘2005, 2006, or 2007’’. 

(b) CONFORMING PROVISIONS.— 
(1) Section 30B(g) is amended by adding at 

the end the following new paragraph: 
‘‘(3) SPECIAL RULE FOR 2006 AND 2007.—For 

purposes of any taxable year beginning dur-
ing 2006 or 2007, the credit allowed under sub-
section (a) (after the application of para-
graph (1)) shall not exceed the excess of— 

‘‘(A) the sum of the regular tax liability 
(as defined in section 26(b)) plus the tax im-
posed by section 55, over 

‘‘(B) the sum of the credits allowable under 
subpart A and this subpart (other than this 
section and section 30C).’’. 

(2) Section 30C(d) is amended by adding at 
the end the following new paragraph: 

‘‘(3) SPECIAL RULE FOR 2006 AND 2007.—For 
purposes of any taxable year beginning dur-
ing 2006 or 2007, the credit allowed under sub-
section (a) (after the application of para-
graph (1)) shall not exceed the excess of— 

‘‘(A) the sum of the regular tax liability 
(as defined in section 26(b)) plus the tax im-
posed by section 55, over 

‘‘(B) the sum of the credits allowable under 
subpart A and this subpart (other than this 
section).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 108. EXTENSION AND MODIFICATION OF RE-

SEARCH CREDIT. 
(a) EXTENSION.— 
(1) IN GENERAL.—Section 41(h)(1)(B) is 

amended by striking ‘‘2005’’ and inserting 
‘‘2007’’. 

(2) CONFORMING AMENDMENT.—Section 
45C(b)(1)(D) is amended by striking ‘‘2005’’ 
and inserting ‘‘2007’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to tax-
able years beginning after December 31, 2005. 

(b) INCREASE IN RATES OF ALTERNATIVE IN-
CREMENTAL CREDIT.—Subparagraph (A) of 
section 41(c)(4) (relating to election of alter-
native incremental credit) is amended— 

(1) by striking ‘‘2.65 percent’’ and inserting 
‘‘3 percent’’, 

(2) by striking ‘‘3.2 percent’’ and inserting 
‘‘4 percent’’, and 

(3) by striking ‘‘3.75 percent’’ and inserting 
‘‘5 percent’’. 

(c) ALTERNATIVE SIMPLIFIED CREDIT FOR 
QUALIFIED RESEARCH EXPENSES.— 

(1) IN GENERAL.—Subsection (c) of section 
41 (relating to base amount) is amended by 
redesignating paragraphs (5) and (6) as para-
graphs (6) and (7), respectively, and by in-
serting after paragraph (4) the following new 
paragraph: 

‘‘(5) ELECTION OF ALTERNATIVE SIMPLIFIED 
CREDIT.— 

‘‘(A) IN GENERAL.—At the election of the 
taxpayer, the credit determined under sub-
section (a)(1) shall be equal to 12 percent of 
so much of the qualified research expenses 
for the taxable year as exceeds 50 percent of 
the average qualified research expenses for 
the 3 taxable years preceding the taxable 
year for which the credit is being deter-
mined. 

‘‘(B) SPECIAL RULE IN CASE OF NO QUALIFIED 
RESEARCH EXPENSES IN ANY OF 3 PRECEDING 
TAXABLE YEARS.— 

‘‘(i) TAXPAYERS TO WHICH SUBPARAGRAPH 
APPLIES.—The credit under this paragraph 
shall be determined under this subparagraph 
if the taxpayer has no qualified research ex-
penses in any 1 of the 3 taxable years pre-
ceding the taxable year for which the credit 
is being determined. 

‘‘(ii) CREDIT RATE.—The credit determined 
under this subparagraph shall be equal to 6 
percent of the qualified research expenses for 
the taxable year. 

‘‘(C) ELECTION.—An election under this 
paragraph shall apply to the taxable year for 
which made and all succeeding taxable years 
unless revoked with the consent of the Sec-
retary. An election under this paragraph 
may not be made for any taxable year to 
which an election under paragraph (4) ap-
plies.’’. 

(2) COORDINATION WITH ELECTION OF ALTER-
NATIVE INCREMENTAL CREDIT.— 

(A) IN GENERAL.—Section 41(c)(4)(B) (relat-
ing to election) is amended by adding at the 
end the following: ‘‘An election under this 
paragraph may not be made for any taxable 
year to which an election under paragraph 
(5) applies.’’. 

(B) TRANSITION RULE.—In the case of an 
election under section 41(c)(4) of the Internal 
Revenue Code of 1986 which applies to the 
taxable year which includes the date of the 
enactment of this Act, such election shall be 
treated as revoked with the consent of the 
Secretary of the Treasury if the taxpayer 
makes an election under section 41(c)(5) of 
such Code (as added by subsection (a)) for 
such year. 

(d) EXPANSION OF CREDIT TO EXPENSES OF 
GENERAL COLLABORATIVE RESEARCH CON-
SORTIA.—Section 41 is amended— 

(1) by striking ‘‘an energy research consor-
tium’’ in subsections (a)(3) and (b)(3)(C)(i) 
and inserting ‘‘a research consortium’’, 

(2) by striking ‘‘energy’’ each place it ap-
pears in subsection (f)(6)(A), 

(3) by inserting ‘‘or 501(c)(6)’’ after ‘‘section 
501(c)(3)’’ in subsection (f)(6)(A)(i)(I), and 

(4) by striking ‘‘ENERGY RESEARCH’’ in the 
heading for subsection (f)(6) and inserting 
‘‘RESEARCH’’. 

(e) EFFECTIVE DATE.—Except as provided in 
subsection (a)(3), the amendments made by 
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CONGRESSIONAL RECORD — SENATE S575 February 2, 2006 
this section shall apply to taxable years end-
ing after December 31, 2005. 
SEC. 109. WORK OPPORTUNITY TAX CREDIT AND 

WELFARE-TO-WORK CREDIT. 
(a) IN GENERAL.—Section 51(c)(4)(B) is 

amended by striking ‘‘2005’’ and inserting 
‘‘2007’’. 

(b) ELIGIBILITY OF EX-FELONS DETERMINED 
WITHOUT REGARD TO FAMILY INCOME.—Para-
graph (4) of section 51(d) is amended by add-
ing ‘‘and’’ at the end of subparagraph (A), by 
striking ‘‘, and’’ at the end of subparagraph 
(B) and inserting a period, and by striking 
all that follows subparagraph (B). 

(c) INCREASE IN MAXIMUM AGE FOR ELIGI-
BILITY OF FOOD STAMP RECIPIENTS.—Clause 
(i) of section 51(d)(8)(A) is amended by strik-
ing ‘‘25’’ and inserting ‘‘40’’. 

(d) INCREASE IN MAXIMUM AGE FOR DES-
IGNATED COMMUNITY RESIDENTS.— 

(1) IN GENERAL.—Paragraph (5) of section 
51(d) is amended to read as follows: 

‘‘(5) DESIGNATED COMMUNITY RESIDENTS.— 
‘‘(A) IN GENERAL.—The term ‘designated 

community resident’ means any individual 
who is certified by the designated local agen-
cy— 

‘‘(i) as having attained age 18 but not age 
40 on the hiring date, and 

‘‘(ii) as having his principal place of abode 
within an empowerment zone, enterprise 
community, or renewal community. 

‘‘(B) INDIVIDUAL MUST CONTINUE TO RESIDE 
IN ZONE OR COMMUNITY.—In the case of a des-
ignated community resident, the term 
‘qualified wages’ shall not include wages 
paid or incurred for services performed while 
the individual’s principal place of abode is 
outside an empowerment zone, enterprise 
community, or renewal community.’’ 

(2) CONFORMING AMENDMENT.—Subpara-
graph (D) of section 51(d)(1) is amended to 
read as follows: 

‘‘(D) a designated community resident,’’. 
(e) CONSOLIDATION OF WORK OPPORTUNITY 

CREDIT WITH WELFARE-TO-WORK CREDIT.— 
(1) IN GENERAL.—Paragraph (1) of section 

51(d) is amended by striking ‘‘or’’ at the end 
of subparagraph (G), by striking the period 
at the end of subparagraph (H) and inserting 
‘‘, or’’, and by adding at the end the fol-
lowing new subparagraph: 

‘‘(I) a long-term family assistance recipi-
ent.’’ 

(2) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—Subsection (d) of section 51 is amended 
by redesignating paragraphs (10) through (12) 
as paragraphs (11) through (13), respectively, 
and by inserting after paragraph (9) the fol-
lowing new paragraph: 

‘‘(10) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—The term ‘long-term family assistance 
recipient’ means any individual who is cer-
tified by the designated local agency— 

‘‘(A) as being a member of a family receiv-
ing assistance under a IV–A program (as de-
fined in paragraph (2)(B)) for at least the 18- 
month period ending on the hiring date, 

‘‘(B)(i) as being a member of a family re-
ceiving such assistance for 18 months begin-
ning after August 5, 1997, and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the end of the ear-
liest such 18-month period, or 

‘‘(C)(i) as being a member of a family 
which ceased to be eligible for such assist-
ance by reason of any limitation imposed by 
Federal or State law on the maximum period 
such assistance is payable to a family, and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the date of such ces-
sation.’’ 

(3) INCREASED CREDIT FOR EMPLOYMENT OF 
LONG-TERM FAMILY ASSISTANCE RECIPIENTS.— 
Section 51 is amended by inserting after sub-
section (d) the following new subsection: 

‘‘(e) CREDIT FOR SECOND-YEAR WAGES FOR 
EMPLOYMENT OF LONG-TERM FAMILY ASSIST-
ANCE RECIPIENTS.— 

‘‘(1) IN GENERAL.—With respect to the em-
ployment of a long-term family assistance 
recipient— 

‘‘(A) the amount of the work opportunity 
credit determined under this section for the 
taxable year shall include 50 percent of the 
qualified second-year wages for such year, 
and 

‘‘(B) in lieu of applying subsection (b)(3), 
the amount of the qualified first-year wages, 
and the amount of qualified second-year 
wages, which may be taken into account 
with respect to such a recipient shall not ex-
ceed $10,000 per year. 

‘‘(2) QUALIFIED SECOND-YEAR WAGES.—For 
purposes of this subsection, the term ‘quali-
fied second-year wages’ means qualified 
wages— 

‘‘(A) which are paid to a long-term family 
assistance recipient, and 

‘‘(B) which are attributable to service ren-
dered during the 1-year period beginning on 
the day after the last day of the 1-year pe-
riod with respect to such recipient deter-
mined under subsection (b)(2). 

‘‘(3) SPECIAL RULES FOR AGRICULTURAL AND 
RAILWAY LABOR.—If such recipient is an em-
ployee to whom subparagraph (A) or (B) of 
subsection (h)(1) applies, rules similar to the 
rules of such subparagraphs shall apply ex-
cept that— 

‘‘(A) such subparagraph (A) shall be applied 
by substituting ‘$10,000’ for ‘$6,000’, and 

‘‘(B) such subparagraph (B) shall be applied 
by substituting ‘$833.33’ for ‘$500’.’’ 

(4) REPEAL OF SEPARATE WELFARE-TO-WORK 
CREDIT.— 

(A) IN GENERAL.—Section 51A is hereby re-
pealed. 

(B) CLERICAL AMENDMENT.—The table of 
sections for subpart F of part IV of sub-
chapter A of chapter 1 is amended by strik-
ing the item relating to section 51A. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to individ-
uals who begin work for the employer after 
December 31, 2005. 
SEC. 110. QUALIFIED ZONE ACADEMY BONDS. 

(a) IN GENERAL.—Paragraph (1) of section 
1397E(e) is amended by striking ‘‘and 2005’’ 
and inserting ‘‘2005, 2006, and 2007’’. 

(b) FORM OF PRIVATE BUSINESS CONTRIBU-
TIONS.—Section 1397E(d)(2)(B) is amended by 
striking ‘‘any contribution’’ and all that fol-
lows and inserting ‘‘any cash or cash equiva-
lent contribution’’. 

(c) SPECIAL RULES RELATING TO AMORTIZA-
TION, EXPENDITURES, ARBITRAGE, AND RE-
PORTING.— 

(1) IN GENERAL.—Section 1397E is amend-
ed— 

(A) in subsection (d)(1), by striking ‘‘and’’ 
at the end of subparagraph (C)(iii), by strik-
ing the period at the end of subparagraph (D) 
and inserting ‘‘, and’’, and by adding at the 
end the following new subparagraph: 

‘‘(E) the issue meets the requirements of 
subsections (f), (g), (h), and (i).’’, and 

(B) by redesignating subsections (f), (g), 
(h), and (i) as subsection (j), (k), (l), and (m), 
respectively, and by inserting after sub-
section (e) the following new subsections: 

‘‘(f) RATABLE PRINCIPAL AMORTIZATION RE-
QUIRED.—An issue shall be treated as meet-
ing the requirements of this subsection if 
such issue provides for an equal amount of 
principal to be paid by the issuer during each 
calendar year that the issue is outstanding. 

‘‘(g) SPECIAL RULES RELATING TO EXPENDI-
TURES.— 

‘‘(1) IN GENERAL.—An issue shall be treated 
as meeting the requirements of this sub-
section if, as of the date of issuance, the 
issuer reasonably expects— 

‘‘(A) at least 95 percent of the proceeds 
from the sale of the issue are to be spent for 
1 or more qualified purposes with respect to 

qualified zone academies within the 5-year 
period beginning on the date of issuance of 
the qualified zone academy bond, 

‘‘(B) a binding commitment with a third 
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be in-
curred within the 6-month period beginning 
on the date of issuance of the qualified zone 
academy bond, and 

‘‘(C) such purposes will be completed with 
due diligence and the proceeds from the sale 
of the issue will be spent with due diligence. 

‘‘(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of 
the period described in paragraph (1)(A), the 
Secretary may extend such period if the 
issuer establishes that the failure to satisfy 
the 5-year requirement is due to reasonable 
cause and the related purposes will continue 
to proceed with due diligence. 

‘‘(3) FAILURE TO SPEND REQUIRED AMOUNT OF 
BOND PROCEEDS WITHIN 5 YEARS.—To the ex-
tent that less than 95 percent of the proceeds 
of such issue are expended by the close of the 
5-year period beginning on the date of 
issuance (or if an extension has been ob-
tained under paragraph (2), by the close of 
the extended period), the issuer shall redeem 
all of the nonqualified bonds within 90 days 
after the end of such period. For purposes of 
this paragraph, the amount of the non-
qualified bonds required to be redeemed shall 
be determined in the same manner as under 
section 142. 

‘‘(h) SPECIAL RULES RELATING TO ARBI-
TRAGE.—An issue shall be treated as meeting 
the requirements of this subsection if the 
issuer satisfies the arbitrage requirements of 
section 148 with respect to proceeds of the 
issue. 

‘‘(i) REPORTING.—Issuers of qualified acad-
emy zone bonds shall submit reports similar 
to the reports required under section 
149(e).’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 1397E(d)(3) is amended by in-

serting ‘‘without regard to the requirements 
of subsection (f) and’’ after ‘‘Such present 
value shall be determined’’. 

(B) Sections 54(l)(3)(B) and 1400N(l)(7)(B)(ii) 
are each amended by striking ‘‘section 
1397E(i)’’ and inserting ‘‘section 1397E(l)’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to obliga-
tions issued after December 31, 2005. 
SEC. 111. DEDUCTION FOR CORPORATE DONA-

TIONS OF COMPUTER TECHNOLOGY 
AND EQUIPMENT. 

(a) IN GENERAL.—Section 170(e)(6)(G) is 
amended by striking ‘‘2005’’ and inserting 
‘‘2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 112. ABOVE-THE-LINE DEDUCTION FOR CER-

TAIN EXPENSES OF ELEMENTARY 
AND SECONDARY SCHOOL TEACH-
ERS. 

(a) IN GENERAL.—Subparagraph (D) of sec-
tion 62(a)(2) is amended by striking ‘‘or 2005’’ 
and inserting ‘‘2005, 2006, or 2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 113. EXPENSING OF BROWNFIELDS REMEDI-

ATION COSTS. 
(a) EXTENSION.—Subsection (h) of section 

198 is amended by striking ‘‘2005’’ and insert-
ing ‘‘2007’’. 

(b) EXPANSION.—Section 198(d)(1) (defining 
hazardous substance) is amended by striking 
‘‘and’’ at the end of subparagraph (A), by 
striking the period at the end of subpara-
graph (B) and inserting ‘‘, and’’, and by add-
ing at the end the following new subpara-
graph: 

‘‘(C) any petroleum product (as defined in 
section 4612(a)(3)).’’. 
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(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to expendi-
tures paid or incurred after December 31, 
2005. 
SEC. 114. TAX INCENTIVES FOR INVESTMENT IN 

THE DISTRICT OF COLUMBIA. 
(a) DESIGNATION OF ZONE.— 
(1) IN GENERAL.—Subsection (f) of section 

1400 is amended by striking ‘‘2005’’ both 
places it appears and inserting ‘‘2006’’. 

(2) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to peri-
ods beginning after December 31, 2005. 

(b) TAX-EXEMPT ECONOMIC DEVELOPMENT 
BONDS.— 

(1) IN GENERAL.—Subsection (b) of section 
1400A is amended by striking ‘‘2005’’ and in-
serting ‘‘2006’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to bonds 
issued after December 31, 2005. 

(c) ZERO PERCENT CAPITAL GAINS RATE.— 
(1) IN GENERAL.—Subsection (b) of section 

1400B is amended by striking ‘‘2006’’ each 
place it appears and inserting ‘‘2007’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 1400B(e)(2) is amended— 
(i) by striking ‘‘2010’’ and inserting ‘‘2011’’, 

and 
(ii) by striking ‘‘2010’’ in the heading there-

of and inserting ‘‘2011’’. 
(B) Section 1400B(g)(2) is amended by strik-

ing ‘‘2010’’ and inserting ‘‘2011’’. 
(C) Section 1400F(d) is amended by striking 

‘‘2010’’ and inserting ‘‘2011’’. 
(3) EFFECTIVE DATES.— 
(A) EXTENSION.—The amendments made by 

paragraph (1) shall apply to acquisitions 
after December 31, 2005. 

(B) CONFORMING AMENDMENTS.—The amend-
ments made by paragraph (2) shall take ef-
fect on the date of the enactment of this Act. 

(d) FIRST-TIME HOMEBUYER CREDIT.— 
(1) IN GENERAL.—Subsection (i) of section 

1400C is amended by striking ‘‘2006’’ and in-
serting ‘‘2007’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to prop-
erty purchased after December 31, 2005. 
SEC. 115. INDIAN EMPLOYMENT TAX CREDIT. 

(a) IN GENERAL.—Section 45A(f) is amended 
by striking ‘‘2005’’ and inserting ‘‘2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 116. ACCELERATED DEPRECIATION FOR 

BUSINESS PROPERTY ON INDIAN 
RESERVATION. 

(a) IN GENERAL.—Section 168(j)(8) is amend-
ed by striking ‘‘2005’’ and inserting ‘‘2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to property 
placed in service after December 31, 2005. 
SEC. 117. FIFTEEN-YEAR STRAIGHT-LINE COST 

RECOVERY FOR QUALIFIED LEASE-
HOLD IMPROVEMENTS AND QUALI-
FIED RESTAURANT IMPROVEMENTS. 

(a) IN GENERAL.—Clauses (iv) and (v) of sec-
tion 168(e)(3)(E) are each amended by strik-
ing ‘‘2006’’ and inserting ‘‘2008’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to property 
placed in service after December 31, 2005. 
SEC. 118. EXTENSION OF FULL CREDIT FOR 

QUALIFIED ELECTRIC VEHICLES. 
(a) IN GENERAL.—Section 30(e) is amended 

by striking ‘‘2006’’ and inserting ‘‘2007’’. 
(b) REPEAL OF PHASEOUT.—Section 30(b) 

(relating to limitations) is amended by strik-
ing paragraph (2) and by redesignating para-
graph (3) as paragraph (2). 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 119. APPLICATION OF EGTRRA SUNSET TO 

THIS TITLE. 
Each amendment made by this title shall 

be subject to title IX of the Economic 

Growth and Tax Relief Reconciliation Act of 
2001 to the same extent and in the same man-
ner as the provision of such Act to which 
such amendment relates. 

TITLE II—PROVISIONS RELATING TO 
CHARITABLE DONATIONS 

Subtitle A—Charitable Giving Incentives 
SEC. 201. CHARITABLE DEDUCTION FOR NON-

ITEMIZERS. 
(a) IN GENERAL.—Section 170 (relating to 

charitable, etc., contributions and gifts) is 
amended by redesignating subsection (o) as 
subsection (p) and by inserting after sub-
section (n) the following new subsection: 

‘‘(o) DEDUCTION FOR INDIVIDUALS NOT 
ITEMIZING DEDUCTIONS.—In the case of an in-
dividual who does not itemize deductions for 
any taxable year beginning after December 
31, 2005, and before January 1, 2008, there 
shall be taken into account as a direct chari-
table deduction under section 63 an amount 
equal to the amount allowable under sub-
section (a) for the taxable year for cash con-
tributions (determined without regard to 
any carryover).’’. 

(b) DIRECT CHARITABLE DEDUCTION.— 
(1) IN GENERAL.—Subsection (b) of section 

63 (defining taxable income) is amended by 
striking ‘‘and’’ at the end of paragraph (1), 
by striking the period at the end of para-
graph (2) and inserting ‘‘, and’’, and by add-
ing at the end the following new paragraph: 

‘‘(3) the direct charitable deduction.’’. 
(2) DEFINITION.—Section 63 is amended by 

redesignating subsection (g) as subsection 
(h) and by inserting after subsection (f) the 
following new subsection: 

‘‘(g) DIRECT CHARITABLE DEDUCTION.—For 
purposes of this section, the term ‘direct 
charitable deduction’ means that portion of 
the amount allowable under section 170(a) 
which is taken as a direct charitable deduc-
tion for the taxable year under section 
170(o).’’. 

(3) CONFORMING AMENDMENT.—Subsection 
(d) of section 63 is amended by striking 
‘‘and’’ at the end of paragraph (1), by strik-
ing the period at the end of paragraph (2) and 
inserting ‘‘, and’’, and by adding at the end 
the following new paragraph: 

‘‘(3) the direct charitable deduction.’’. 
(c) FLOOR ON CHARITABLE CONTRIBUTIONS BY 

INDIVIDUALS.—Section 170(a) is amended by 
adding at the end the following new para-
graph: 

‘‘(4) DOLLAR FLOOR ON CHARITABLE CON-
TRIBUTIONS BY INDIVIDUALS.—In the case of 
an individual, for any taxable year beginning 
after December 31, 2005, and before January 
1, 2008, the amount otherwise allowed as a 
deduction under paragraph (1) shall be al-
lowed only to the extent that such amount 
exceeds $210 ($420 in the case of a joint re-
turn).’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 202. TAX-FREE DISTRIBUTIONS FROM INDI-

VIDUAL RETIREMENT PLANS FOR 
CHARITABLE PURPOSES. 

(a) IN GENERAL.—Subsection (d) of section 
408 (relating to individual retirement ac-
counts) is amended by adding at the end the 
following new paragraph: 

‘‘(8) DISTRIBUTIONS FOR CHARITABLE PUR-
POSES.— 

‘‘(A) IN GENERAL.—No amount shall be in-
cludible in gross income by reason of a quali-
fied charitable distribution. 

‘‘(B) QUALIFIED CHARITABLE DISTRIBUTION.— 
For purposes of this paragraph, the term 
‘qualified charitable distribution’ means any 
distribution from an individual retirement 
plan (other than a plan described in sub-
section (k) or (p))— 

‘‘(i) which is made directly by the trustee— 
‘‘(I) to an organization described in section 

170(c), or 

‘‘(II) to a split-interest entity, and 
‘‘(ii) which is made on or after— 
‘‘(I) in the case of any distribution de-

scribed in clause (i)(I), the date that the in-
dividual for whose benefit the plan is main-
tained has attained age 701⁄2, and 

‘‘(II) in the case of any distribution de-
scribed in clause (i)(II), the date that such 
individual has attained age 591⁄2. 
A distribution shall be treated as a qualified 
charitable distribution only to the extent 
that the distribution would be includible in 
gross income without regard to subpara-
graph (A) and, in the case of a distribution to 
a split-interest entity, only if no person 
holds an income interest in the amounts in 
the split-interest entity attributable to such 
distribution other than one or more of the 
following: the individual for whose benefit 
such plan is maintained, the spouse of such 
individual, or any organization described in 
section 170(c). 

‘‘(C) CONTRIBUTIONS MUST BE OTHERWISE DE-
DUCTIBLE.—For purposes of this paragraph— 

‘‘(i) DIRECT CONTRIBUTIONS.—A distribution 
to an organization described in section 170(c) 
shall be treated as a qualified charitable dis-
tribution only if a deduction for the entire 
distribution would be allowable under sec-
tion 170 (determined without regard to sub-
sections (a)(4) and (b) thereof and this para-
graph). 

‘‘(ii) SPLIT-INTEREST GIFTS.—A distribution 
to a split-interest entity shall be treated as 
a qualified charitable distribution only if a 
deduction for the entire value of the interest 
in the distribution for the use of an organiza-
tion described in section 170(c) would be al-
lowable under section 170 (determined with-
out regard to subsections (a)(4) and (b) there-
of and this paragraph). 

‘‘(D) APPLICATION OF SECTION 72.—Notwith-
standing section 72, in determining the ex-
tent to which a distribution is a qualified 
charitable distribution, the entire amount of 
the distribution shall be treated as includ-
ible in gross income without regard to sub-
paragraph (A) to the extent that such 
amount does not exceed the aggregate 
amount which would have been so includible 
if all amounts distributed from all individual 
retirement plans were treated as 1 contract 
under paragraph (2)(A) for purposes of deter-
mining the inclusion of such distribution 
under section 72. Proper adjustments shall be 
made in applying section 72 to other dis-
tributions in such taxable year and subse-
quent taxable years. 

‘‘(E) SPECIAL RULES FOR SPLIT-INTEREST EN-
TITIES.— 

‘‘(i) CHARITABLE REMAINDER TRUSTS.—Not-
withstanding section 664(b), distributions 
made from a trust described in subparagraph 
(G)(i) shall be treated as ordinary income in 
the hands of the beneficiary to whom is paid 
the annuity described in section 664(d)(1)(A) 
or the payment described in section 
664(d)(2)(A). 

‘‘(ii) POOLED INCOME FUNDS.—No amount 
shall be includible in the gross income of a 
pooled income fund (as defined in subpara-
graph (G)(ii)) by reason of a qualified chari-
table distribution to such fund, and all dis-
tributions from the fund which are attrib-
utable to qualified charitable distributions 
shall be treated as ordinary income to the 
beneficiary. 

‘‘(iii) CHARITABLE GIFT ANNUITIES.—Quali-
fied charitable distributions made for a char-
itable gift annuity shall not be treated as an 
investment in the contract. 

‘‘(F) DENIAL OF DEDUCTION.—Qualified char-
itable distributions shall not be taken into 
account in determining the deduction under 
section 170. 

‘‘(G) SPLIT-INTEREST ENTITY DEFINED.—For 
purposes of this paragraph, the term ‘split- 
interest entity’ means— 
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‘‘(i) a charitable remainder annuity trust 

or a charitable remainder unitrust (as such 
terms are defined in section 664(d)) which 
must be funded exclusively by qualified char-
itable distributions, 

‘‘(ii) a pooled income fund (as defined in 
section 642(c)(5)), but only if the fund ac-
counts separately for amounts attributable 
to qualified charitable distributions, and 

‘‘(iii) a charitable gift annuity (as defined 
in section 501(m)(5)). 

‘‘(H) TERMINATION.—This paragraph shall 
not apply to distributions made in taxable 
years beginning after December 31, 2007.’’. 

(b) MODIFICATIONS RELATING TO INFORMA-
TION RETURNS BY CERTAIN TRUSTS.— 

(1) RETURNS.—Section 6034 (relating to re-
turns by trusts described in section 4947(a)(2) 
or claiming charitable deductions under sec-
tion 642(c)) is amended to read as follows: 
‘‘SEC. 6034. RETURNS BY CERTAIN TRUSTS. 

‘‘(a) SPLIT-INTEREST TRUSTS.—Every trust 
described in section 4947(a)(2) shall furnish 
such information with respect to the taxable 
year as the Secretary may by forms or regu-
lations require. 

‘‘(b) TRUSTS CLAIMING CERTAIN CHARITABLE 
DEDUCTIONS.— 

‘‘(1) IN GENERAL.—Every trust not required 
to file a return under subsection (a) but 
claiming a deduction under section 642(c) for 
the taxable year shall furnish such informa-
tion with respect to such taxable year as the 
Secretary may by forms or regulations pre-
scribe, including— 

‘‘(A) the amount of the deduction taken 
under section 642(c) within such year, 

‘‘(B) the amount paid out within such year 
which represents amounts for which deduc-
tions under section 642(c) have been taken in 
prior years, 

‘‘(C) the amount for which such deductions 
have been taken in prior years but which has 
not been paid out at the beginning of such 
year, 

‘‘(D) the amount paid out of principal in 
the current and prior years for the purposes 
described in section 642(c), 

‘‘(E) the total income of the trust within 
such year and the expenses attributable 
thereto, and 

‘‘(F) a balance sheet showing the assets, li-
abilities, and net worth of the trust as of the 
beginning of such year. 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to a trust for any taxable year if— 

‘‘(A) all the net income for such year, de-
termined under the applicable principles of 
the law of trusts, is required to be distrib-
uted currently to the beneficiaries, or 

‘‘(B) the trust is described in section 
4947(a)(1).’’. 

(2) INCREASE IN PENALTY RELATING TO FIL-
ING OF INFORMATION RETURN BY SPLIT-INTER-
EST TRUSTS.—Paragraph (2) of section 6652(c) 
(relating to returns by exempt organizations 
and by certain trusts) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) SPLIT-INTEREST TRUSTS.—In the case 
of a trust which is required to file a return 
under section 6034(a), subparagraphs (A) and 
(B) of this paragraph shall not apply and 
paragraph (1) shall apply in the same manner 
as if such return were required under section 
6033, except that— 

‘‘(i) the 5 percent limitation in the second 
sentence of paragraph (1)(A) shall not apply, 

‘‘(ii) in the case of any trust with gross in-
come in excess of $250,000, the first sentence 
of paragraph (1)(A) shall be applied by sub-
stituting ‘$100’ for ‘$20’, and the second sen-
tence thereof shall be applied by substituting 
‘$50,000’ for ‘$10,000’, and 

‘‘(iii) the third sentence of paragraph (1)(A) 
shall be disregarded. 
In addition to any penalty imposed on the 
trust pursuant to this subparagraph, if the 

person required to file such return know-
ingly fails to file the return, such penalty 
shall also be imposed on such person who 
shall be personally liable for such penalty.’’. 

(3) CONFIDENTIALITY OF NONCHARITABLE 
BENEFICIARIES.—Subsection (b) of section 
6104 (relating to inspection of annual infor-
mation returns) is amended by adding at the 
end the following new sentence: ‘‘In the case 
of a trust which is required to file a return 
under section 6034(a), this subsection shall 
not apply to information regarding bene-
ficiaries which are not organizations de-
scribed in section 170(c).’’. 

(c) EFFECTIVE DATES.— 
(1) SUBSECTION (a).—The amendment made 

by subsection (a) shall apply to distributions 
made in taxable years beginning after De-
cember 31, 2005. 

(2) SUBSECTION (b).—The amendments made 
by subsection (b) shall apply to returns for 
taxable years beginning after December 31, 
2005. 
SEC. 203. MODIFICATION OF CHARITABLE DE-

DUCTION FOR CONTRIBUTIONS OF 
FOOD INVENTORY. 

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 170(e)(3) (relating to special rule for cer-
tain contributions of inventory and other 
property) is amended to read as follows: 

‘‘(C) SPECIAL RULE FOR CONTRIBUTIONS OF 
FOOD INVENTORY.— 

‘‘(i) GENERAL RULE.—In the case of a chari-
table contribution of food from any trade or 
business of the taxpayer, this paragraph 
shall be applied— 

‘‘(I) without regard to whether the con-
tribution is made by a C corporation, and 

‘‘(II) only to food that is apparently whole-
some food. 

‘‘(ii) LIMITATION.—In the case of a taxpayer 
other than a C corporation, the aggregate 
amount of such contributions for any tax-
able year which may be taken into account 
under this section shall not exceed 10 percent 
of the taxpayer’s aggregate net income for 
such taxable year from all trades or busi-
nesses from which such contributions were 
made for such year, computed without re-
gard to this section. 

‘‘(iii) LIMITATION ON REDUCTION.—In the 
case of any such contribution, notwith-
standing subparagraph (B), the amount of 
the reduction determined under paragraph 
(1)(A) shall not exceed the amount by which 
the fair market value of the apparently 
wholesome food exceeds twice the basis of 
such food. 

‘‘(iv) DETERMINATION OF BASIS.—If a tax-
payer— 

‘‘(I) does not account for inventories under 
section 471, and 

‘‘(II) is not required to capitalize indirect 
costs under section 263A, 

the taxpayer may elect, solely for purposes 
of subparagraph (B), to treat the basis of any 
apparently wholesome food as being equal to 
25 percent of the fair market value of such 
food. 

‘‘(v) DETERMINATION OF FAIR MARKET 
VALUE.—In the case of any such contribution 
of apparently wholesome food which, solely 
by reason of internal standards of the tax-
payer or lack of market, cannot or will not 
be sold, the fair market value of such con-
tribution shall be determined— 

‘‘(I) without regard to such internal stand-
ards or such lack of market and 

‘‘(II) by taking into account the price at 
which the same or substantially the same 
food items (as to both type and quality) are 
sold by the taxpayer at the time of the con-
tribution (or, if not so sold at such time, in 
the recent past). 

‘‘(vi) APPARENTLY WHOLESOME FOOD.—For 
purposes of this subparagraph, the term ‘ap-
parently wholesome food’ has the meaning 

given to such term by section 22(b)(2) of the 
Bill Emerson Good Samaritan Food Dona-
tion Act (42 U.S.C. 1791(b)(2)), as in effect on 
the date of the enactment of this subpara-
graph. 

‘‘(vii) TERMINATION.—This subparagraph 
shall not apply to contributions made after 
December 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after December 31, 2005. 
SEC. 204. BASIS ADJUSTMENT TO STOCK OF S 

CORPORATION CONTRIBUTING 
PROPERTY. 

(a) IN GENERAL.—Paragraph (2) of section 
1367(a) (relating to adjustments to basis of 
stock of shareholders, etc.) is amended by 
adding at the end the following new flush 
sentence: 

‘‘The decrease under subparagraph (B) by 
reason of a charitable contribution (as de-
fined in section 170(c)) of property shall be 
the amount equal to the shareholder’s pro 
rata share of the adjusted basis of such prop-
erty. The preceding sentence shall not apply 
to contributions made in taxable years be-
ginning after December 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 
SEC. 205. MODIFICATION OF CHARITABLE DE-

DUCTION FOR CONTRIBUTIONS OF 
BOOK INVENTORY. 

(a) IN GENERAL.—Subparagraph (D) of sec-
tion 170(e)(3) (relating to special rule for cer-
tain contributions of inventory and other 
property) is amended to read as follows: 

‘‘(D) SPECIAL RULE FOR CONTRIBUTIONS OF 
BOOK INVENTORY FOR EDUCATIONAL PUR-
POSES.— 

‘‘(i) CONTRIBUTIONS OF BOOK INVENTORY.—In 
determining whether a qualified book con-
tribution is a qualified contribution, sub-
paragraph (A) shall be applied without re-
gard to whether— 

‘‘(I) the donee is an organization described 
in the matter preceding clause (i) of subpara-
graph (A), and 

‘‘(II) the property is to be used by the 
donee solely for the care of the ill, the needy, 
or infants. 

‘‘(ii) AMOUNT OF REDUCTION.—Notwith-
standing subparagraph (B), the amount of 
the reduction determined under paragraph 
(1)(A) shall not exceed the amount by which 
the fair market value of the contributed 
property (as determined by the taxpayer 
using a bona fide published market price for 
such book) exceeds twice the basis of such 
property. 

‘‘(iii) QUALIFIED BOOK CONTRIBUTION.—For 
purposes of this paragraph, the term ‘quali-
fied book contribution’ means a charitable 
contribution of books, but only if the re-
quirements of clauses (iv) and (v) are met. 

‘‘(iv) IDENTITY OF DONEE.—The requirement 
of this clause is met if the contribution is to 
an organization— 

‘‘(I) described in subclause (I) or (III) of 
paragraph (6)(B)(i), or 

‘‘(II) described in section 501(c)(3) and ex-
empt from tax under section 501(a) (other 
than a private foundation, as defined in sec-
tion 509(a), which is not an operating founda-
tion, as defined in section 4942(j)(3)), which is 
organized primarily to make books available 
to the general public at no cost or to operate 
a literacy program. 

‘‘(v) CERTIFICATION BY DONEE.—The require-
ment of this clause is met if, in addition to 
the certifications required by subparagraph 
(A) (as modified by this subparagraph), the 
donee certifies in writing that— 

‘‘(I) the books are suitable, in terms of cur-
rency, content, and quantity, for use in the 
donee’s educational programs, and 
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‘‘(II) the donee will use the books in its 

educational programs. 
‘‘(vi) BONA FIDE PUBLISHED MARKET PRICE.— 

For purposes of this subparagraph, the term 
‘bona fide published market price’ means, 
with respect to any book, a price— 

‘‘(I) determined using the same printing 
and edition, 

‘‘(II) determined in the usual market in 
which such a book has been customarily sold 
by the taxpayer, and 

‘‘(III) for which the taxpayer can dem-
onstrate to the satisfaction of the Secretary 
that the taxpayer customarily sold such 
books in arm’s length transactions within 7 
years preceding the contribution of such a 
book. 

‘‘(vii) TERMINATION.—This subparagraph 
shall not apply to contributions made after 
December 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after December 31, 2005. 
SEC. 206. MODIFICATION OF TAX TREATMENT OF 

CERTAIN PAYMENTS TO CONTROL-
LING EXEMPT ORGANIZATIONS AND 
PUBLIC DISCLOSURE OF INFORMA-
TION RELATING TO UNRELATED 
BUSINESS INCOME. 

(a) MODIFICATION OF SECTION 512(B)(13).— 
(1) IN GENERAL.—Paragraph (13) of section 

512(b) (relating to special rules for certain 
amounts received from controlled entities) is 
amended by redesignating subparagraph (E) 
as subparagraph (F) and by inserting after 
subparagraph (D) the following new subpara-
graph: 

‘‘(E) PARAGRAPH TO APPLY ONLY TO EXCESS 
PAYMENTS.— 

‘‘(i) IN GENERAL.—Subparagraph (A) shall 
apply only to the portion of a specified pay-
ment received or accrued by the controlling 
organization that exceeds the amount which 
would have been paid or accrued if such pay-
ment met the requirements prescribed under 
section 482. 

‘‘(ii) ADDITION TO TAX FOR VALUATION 
MISSTATEMENTS.—The tax imposed by this 
chapter on the controlling organization shall 
be increased by an amount equal to 20 per-
cent of the larger of— 

‘‘(I) such excess determined without regard 
to any amendment or supplement to a return 
of tax, or 

‘‘(II) such excess determined with regard to 
all such amendments and supplements.’’. 

(2) EFFECTIVE DATE.— 
(A) IN GENERAL.—The amendment made by 

this subsection shall apply to payments re-
ceived or accrued after December 31, 2000. 

(B) PAYMENTS SUBJECT TO BINDING CON-
TRACT TRANSITION RULE.—If the amendments 
made by section 1041 of the Taxpayer Relief 
Act of 1997 did not apply to any amount re-
ceived or accrued in the first 2 taxable years 
beginning on or after the date of the enact-
ment of the Taxpayer Relief Act of 1997 
under any contract described in subsection 
(b)(2) of such section, such amendments also 
shall not apply to amounts received or ac-
crued under such contract before January 1, 
2001. 

(b) PUBLIC AVAILABILITY OF UNRELATED 
BUSINESS INCOME TAX RETURNS.— 

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 6104(d)(1) is amended by redesignating 
clauses (ii) and (iii) as clauses (iii) and (iv), 
respectively, and by inserting after clause (i) 
the following new clause: 

‘‘(ii) any annual return filed under section 
6011 which relates to any tax imposed by sec-
tion 511 (relating to imposition of tax on un-
related business income of charitable, etc., 
organizations) by such organization, but 
only if such organization is described in sec-
tion 501(c)(3),’’. 

(2) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-

turns filed after the date of the enactment of 
this Act. 

(c) CERTIFICATION OF UNRELATED BUSINESS 
TAXABLE INCOME FOR CERTAIN ORGANIZA-
TIONS.— 

(1) IN GENERAL.—Section 6011 is amended 
by redesignating subsection (g) as subsection 
(h) and by inserting after subsection (f) the 
following new subsection: 

‘‘(g) RETURNS OF CERTAIN ORGANIZATIONS 
RELATING TO UNRELATED BUSINESS TAXABLE 
INCOME.— 

‘‘(1) IN GENERAL.—Every applicable exempt 
organization shall include with the return 
under subsection (a) for the taxable year a 
statement by an independent auditor or an 
independent counsel which meets the re-
quirements of paragraph (2). 

‘‘(2) STATEMENT.—A statement meets the 
requirement of this paragraph if the state-
ment— 

‘‘(A) contains a certification that— 
‘‘(i) the information contained in the re-

turn— 
‘‘(I) has been reviewed by the auditor or 

counsel, and 
‘‘(II) to the best of the auditor’s or coun-

sel’s knowledge, is accurate, and 
‘‘(ii) to the best of the auditor’s or coun-

sel’s knowledge, the allocation of expenses 
between the unrelated trades and business of 
the organization and the activities related to 
the purpose or function constituting the 
basis of the organization’s exemption under 
section 501 complies with the requirements 
set forth by the Secretary under section 512, 
and 

‘‘(B) indicates— 
‘‘(i) whether the auditor or counsel has 

provided a tax opinion to the organization 
regarding— 

‘‘(I) the classification of any trade or busi-
ness of the organization as an unrelated 
trade or business, or 

‘‘(II) the treatment of any income as unre-
lated business taxable income, and 

‘‘(ii) a description of any material facts 
with respect to any such opinion. 

‘‘(3) APPLICABLE EXEMPT ORGANIZATION.— 
For purposes of this subsection, the term 
‘applicable exempt organization’ means any 
organization which— 

‘‘(A) is described in section 501(c)(3), 
‘‘(B) has— 
‘‘(i) gross income and receipts of not less 

than $10,000,000 for the taxable year, or 
‘‘(ii) gross assets of not less than $10,000,000 

on the last day of the taxable year, and 
‘‘(C) is subject to the tax imposed under 

section 511 for the taxable year.’’. 
(2) PENALTY.— 
(A) IN GENERAL.—Part I of subchapter B of 

chapter 68 (relating to assessable penalties) 
is amended by adding at the end the fol-
lowing new section: 
‘‘SEC. 6720B. UNRELATED BUSINESS INCOME RE-

QUIREMENTS. 
‘‘(a) IN GENERAL.—Any applicable exempt 

organization (as defined in section 6011(g)(3)) 
which fails to file a statement required 
under section 6011(g) shall pay a penalty in 
an amount equal to 1⁄2 percent of the gross 
revenue amount of such organization for the 
taxable year to which such statement re-
lates. 

‘‘(b) GROSS REVENUE AMOUNT.—For pur-
poses of subsection (a), the term ‘gross rev-
enue amount’ means, with respect to any 
taxable year, the gross income and receipts 
of the organization determined without re-
gard to any contributions or grants received 
by the organization. 

‘‘(c) REASONABLE CAUSE.—No penalty shall 
be imposed under this section with respect to 
any failure if it is shown that such failure is 
due to reasonable cause.’’. 

(B) CONFORMING AMENDMENT.—The table of 
sections of part I of subchapter B of chapter 

68 is amended by adding after the item relat-
ing to section 6720A the following new item: 
‘‘Sec. 6720B. Unrelated business income re-

quirements.’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-
turns for taxable years beginning after the 
date of the enactment of this Act. 
SEC. 207. ENCOURAGEMENT OF CONTRIBUTIONS 

OF CAPITAL GAIN REAL PROPERTY 
MADE FOR CONSERVATION PUR-
POSES. 

(a) IN GENERAL.— 
(1) INDIVIDUALS.—Paragraph (1) of sub-

section 170(b) (relating to percentage limita-
tions) is amended by redesignating subpara-
graphs (E) and (F) as subparagraphs (F) and 
(G), respectively, and by inserting after sub-
paragraph (D) the following new subpara-
graph: 

‘‘(E) CONTRIBUTIONS OF QUALIFIED CON-
SERVATION CONTRIBUTIONS.— 

‘‘(i) IN GENERAL.—Any qualified conserva-
tion contribution (as defined in subsection 
(h)(1)) to an organization described in sub-
paragraph (A) shall be allowed to the extent 
the aggregate of such contributions does not 
exceed the excess of 50 percent of the tax-
payer’s contribution base over the amount of 
all other charitable contributions allowable 
under this paragraph. 

‘‘(ii) CARRYOVER.—If the aggregate amount 
of contributions described in clause (i) ex-
ceeds the limitation of clause (i), such excess 
shall be treated (in a manner consistent with 
the rules of subsection (d)(1)) as a charitable 
contribution to which clause (i) applies in 
each of the 15 succeeding years in order of 
time. 

‘‘(iii) COORDINATION WITH OTHER SUBPARA-
GRAPHS.—For purposes of applying this sub-
section and subsection (d)(1), contributions 
described in clause (i) shall not be treated as 
described in subparagraph (A), (B), (C), or (D) 
and such subparagraphs shall apply without 
regard to such contributions. 

‘‘(iv) QUALIFIED FARMER OR RANCHER.— 
‘‘(I) IN GENERAL.—If the individual is a 

qualified farmer or rancher for the taxable 
year in which the contribution is made, 
clause (i) shall be applied by substituting ‘100 
percent’ for ‘50 percent’. 

‘‘(II) DEFINITION.—For purposes of sub-
clause (I), the term ‘qualified farmer or 
rancher’ means a taxpayer whose gross in-
come from the trade or business of farming 
(within the meaning of section 2032A(e)(5)) is 
greater than 50 percent of the taxpayer’s 
gross income for the taxable year. 

‘‘(v) TERMINATION.—This subparagraph 
shall not apply to any contribution made in 
taxable years beginning after December 31, 
2007.’’. 

(2) CORPORATIONS.—Paragraph (2) of sec-
tion 170(b) is amended to read as follows: 

‘‘(2) CORPORATIONS.—In the case of a cor-
poration— 

‘‘(A) IN GENERAL.—The total deductions 
under subsection (a) for any taxable year 
(other than for contributions to which sub-
paragraph (B) applies) shall not exceed 10 
percent of the taxpayer’s taxable income. 

‘‘(B) QUALIFIED CONSERVATION CONTRIBU-
TIONS BY CERTAIN CORPORATE FARMERS AND 
RANCHERS.— 

‘‘(i) IN GENERAL.—Any qualified conserva-
tion contribution (as defined in subsection 
(h)(1)) made— 

‘‘(I) by a corporation which, for the taxable 
year during which the contribution is made, 
is a qualified farmer or rancher (as defined in 
paragraph (1)(E)(iv)(II)) and the stock of 
which is not readily tradable on an estab-
lished securities market at any time during 
such year, and 

‘‘(II) to an organization described in para-
graph (1)(A), 
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shall be allowed to the extent the aggregate 
of such contributions does not exceed the ex-
cess of the taxpayer’s taxable income over 
the amount of charitable contributions al-
lowable under subparagraph (A). 

‘‘(ii) CARRYOVER.—If the aggregate amount 
of contributions described in clause (i) ex-
ceeds the limitation of clause (i), such excess 
shall be treated (in a manner consistent with 
the rules of subsection (d)(2)) as a charitable 
contribution to which clause (i) applies in 
each of the 15 succeeding years in order of 
time. 

‘‘(iii) TERMINATION.—This subparagraph 
shall not apply to any contribution made in 
taxable years beginning after December 31, 
2007. 

‘‘(C) TAXABLE INCOME.—For purposes of 
this paragraph, taxable income shall be com-
puted without regard to— 

‘‘(i) this section, 
‘‘(ii) part VIII (except section 248), 
‘‘(iii) any net operating loss carrryback to 

the taxable year under section 172, 
‘‘(iv) section 199, and 
‘‘(v) any capital loss carryback to the tax-

able year under section 1212(a)(1).’’. 
(b) CONFORMING AMENDMENTS.— 
(1) Paragraph (2) of section 170(d) is amend-

ed by striking ‘‘subsection (b)(2)’’ each place 
it appears and inserting ‘‘subsection 
(b)(2)(A)’’. 

(2) Section 545(b)(2) is amended by striking 
‘‘and (D)’’ and inserting ‘‘(D), and (E)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 
SEC. 208. ENHANCED DEDUCTION FOR CHARI-

TABLE CONTRIBUTION OF LIT-
ERARY, MUSICAL, ARTISTIC, AND 
SCHOLARLY COMPOSITIONS. 

(a) IN GENERAL.—Subsection (e) of section 
170 (relating to certain contributions of ordi-
nary income and capital gain property) is 
amended by adding at the end the following 
new paragraph: 

‘‘(7) SPECIAL RULE FOR CERTAIN CONTRIBU-
TIONS OF LITERARY, MUSICAL, ARTISTIC, OR 
SCHOLARLY COMPOSITIONS.— 

‘‘(A) IN GENERAL.—In the case of a qualified 
artistic charitable contribution— 

‘‘(i) the amount of such contribution taken 
into account under this section shall be the 
fair market value of the property contrib-
uted (determined at the time of such con-
tribution), and 

‘‘(ii) no reduction in the amount of such 
contribution shall be made under paragraph 
(1). 

‘‘(B) QUALIFIED ARTISTIC CHARITABLE CON-
TRIBUTION.—For purposes of this paragraph, 
the term ‘qualified artistic charitable con-
tribution’ means a charitable contribution of 
any literary, musical, artistic, or scholarly 
composition, or similar property, or the 
copyright thereon (or both), but only if— 

‘‘(i) such property was created by the per-
sonal efforts of the taxpayer making such 
contribution no less than 18 months prior to 
such contribution, 

‘‘(ii) the taxpayer— 
‘‘(I) has received a qualified appraisal of 

the fair market value of such property in ac-
cordance with the regulations under this sec-
tion, and 

‘‘(II) attaches to the taxpayer’s income tax 
return for the taxable year in which such 
contribution was made a copy of such ap-
praisal, 

‘‘(iii) the donee is an organization de-
scribed in subsection (b)(1)(A), 

‘‘(iv) the use of such property by the donee 
is related to the purpose or function consti-
tuting the basis for the donee’s exemption 
under section 501 (or, in the case of a govern-
mental unit, to any purpose or function de-
scribed under section 501(c)), 

‘‘(v) the taxpayer receives from the donee a 
written statement representing that the 
donee’s use of the property will be in accord-
ance with the provisions of clause (iv), and 

‘‘(vi) the written appraisal referred to in 
clause (ii) includes evidence of the extent (if 
any) to which property created by the per-
sonal efforts of the taxpayer and of the same 
type as the donated property is or has been— 

‘‘(I) owned, maintained, and displayed by 
organizations described in subsection 
(b)(1)(A), and 

‘‘(II) sold to or exchanged by persons other 
than the taxpayer, donee, or any related per-
son (as defined in section 465(b)(3)(C)). 

‘‘(C) MAXIMUM DOLLAR LIMITATION; NO CAR-
RYOVER OF INCREASED DEDUCTION.— 

‘‘(i) IN GENERAL.—Subsections (b) and (d) 
shall not apply to the amount by which any 
charitable contribution is increased by rea-
son of this paragraph and such increased 
contribution shall not be taken into account 
for purposes of applying subparagraphs (A) 
through (D) of subsection (b)(1) and sub-
section (d). 

‘‘(ii) CONTRIBUTION BASE LIMITATION.—The 
increased contributions shall be allowed to 
the extent the aggregate of such contribu-
tions do not exceed the excess of 50 percent 
of the contribution base (as defined in sub-
paragraph (F) of subsection (b)(1)) over the 
amount of all other charitable contributions 
allowable under subparagraphs (A) through 
(D) of subsection (b)(1). 

‘‘(iii) ARTISTIC ADJUSTED GROSS INCOME.— 
The aggregate increase in the charitable 
contributions by reason of this paragraph for 
any taxable year shall not exceed the artis-
tic adjusted gross income of the taxpayer for 
such taxable year. 

‘‘(D) ARTISTIC ADJUSTED GROSS INCOME.— 
For purposes of this paragraph, the term ‘ar-
tistic adjusted gross income’ means that por-
tion of the adjusted gross income of the tax-
payer for the taxable year attributable to— 

‘‘(i) income from the sale or use of prop-
erty created by the personal efforts of the 
taxpayer which is of the same type as the do-
nated property, and 

‘‘(ii) income from teaching, lecturing, per-
forming, or similar activity with respect to 
property described in clause (i). 

‘‘(E) PARAGRAPH NOT TO APPLY TO CERTAIN 
CONTRIBUTIONS.—Subparagraph (A) shall not 
apply to any charitable contribution of any 
letter, memorandum, or similar property 
which was written, prepared, or produced by 
or for an individual while the individual is 
an officer or employee of any person (includ-
ing any government agency or instrumen-
tality) unless such letter, memorandum, or 
similar property is entirely personal. 

‘‘(F) COPYRIGHT TREATED AS SEPARATE 
PROPERTY FOR PARTIAL INTEREST RULE.—In 
the case of a qualified artistic charitable 
contribution, the tangible literary, musical, 
artistic, or scholarly composition, or similar 
property and the copyright on such work 
shall be treated as separate properties for 
purposes of this paragraph and subsection 
(f)(3). 

‘‘(G) TERMINATION.—This paragraph shall 
not apply to contributions made after De-
cember 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after December 31, 2005. 
SEC. 209. MILEAGE REIMBURSEMENTS TO CHARI-

TABLE VOLUNTEERS EXCLUDED 
FROM GROSS INCOME. 

(a) IN GENERAL.—Part III of subchapter B 
of chapter 1 is amended by inserting after 
section 139A the following new section: 
‘‘SEC. 139B. MILEAGE REIMBURSEMENTS TO 

CHARITABLE VOLUNTEERS. 
‘‘(a) IN GENERAL.—Gross income of an indi-

vidual does not include amounts received, 
from an organization described in section 

170(c), as reimbursement of operating ex-
penses with respect to use of a passenger 
automobile for the benefit of such organiza-
tion. The preceding sentence shall apply only 
to the extent that the expenses which are re-
imbursed would be deductible under this 
chapter if section 274(d) were applied— 

‘‘(1) by using the standard business mileage 
rate established under such section, and 

‘‘(2) as if the individual were an employee 
of an organization not described in section 
170(c). 

‘‘(b) APPLICATION TO VOLUNTEER SERVICES 
ONLY.—Subsection (a) shall not apply with 
respect to any expenses relating to the per-
formance of services for compensation. 

‘‘(c) NO DOUBLE BENEFIT.—A taxpayer may 
not claim a deduction or credit under any 
other provision of this title with respect to 
the expenses under subsection (a). 

‘‘(d) EXEMPTION FROM REPORTING REQUIRE-
MENTS.—Section 6041 shall not apply with re-
spect to reimbursements excluded from in-
come under subsection (a). 

‘‘(e) TERMINATION.—This section shall not 
apply to taxable years beginning after De-
cember 31, 2007.’’. 

(b) CLERICAL AMENDMENT.—The table of 
sections for part III of subchapter B of chap-
ter 1 is amended by inserting after the item 
relating to section 139A the following new 
item: 
‘‘Sec. 139B. Mileage reimbursements to 

charitable volunteers.’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 210. ALTERNATIVE PERCENTAGE LIMITA-

TION FOR CORPORATE CHARITABLE 
CONTRIBUTIONS TO THE MATHE-
MATICS AND SCIENCE PARTNERSHIP 
PROGRAM. 

(a) IN GENERAL.—Section 170(b) (related to 
percentage limitations) is amended by add-
ing at the end the following new paragraph: 

‘‘(3) SPECIAL RULE FOR CORPORATE CON-
TRIBUTIONS TO THE MATHEMATICS AND SCIENCE 
PARTNERSHIP PROGRAM.— 

‘‘(A) IN GENERAL.—In the case of a corpora-
tion which makes an eligible mathematics 
and science contribution— 

‘‘(i) the limitation under paragraph (2) 
shall apply separately with respect to all 
such contributions and all other charitable 
contributions, and 

‘‘(ii) paragraph (2)(A) shall be applied by 
substituting for ‘10 percent of the taxpayer’s 
taxable income’ the following: ‘the sum of (i) 
the lesser of all eligible mathematics and 
science contributions or 15 percent of the 
taxpayer’s taxable income, plus (ii) the less-
er of the contributions (other than eligible 
mathematics and science contributions and 
contributions to which subparagraph (B) ap-
plies) or 10 percent of the taxpayer’s taxable 
income reduced by all eligible mathematics 
and science contributions’. 

‘‘(B) ELIGIBLE MATHEMATICS AND SCIENCE 
CONTRIBUTION.— 

‘‘(i) IN GENERAL.—For purposes of this 
paragraph, the term ‘eligible mathematics 
and science contribution’ means a charitable 
contribution (other than a contribution of 
used equipment) to a qualified partnership 
for the purpose of an activity described in 
section 2202(c) of the Elementary and Sec-
ondary Education Act of 1965. 

‘‘(ii) QUALIFIED PARTNERSHIP.—The term 
‘qualified partnership’ means an eligible 
partnership (within the meaning of section 
2201(b)(1) of the Elementary and Secondary 
Education Act of 1965), but only to the ex-
tent that such partnership does not include a 
person other than a person described in para-
graph (1)(A). 

‘‘(C) TERMINATION.—This paragraph shall 
not apply to any contributions made in tax-
able years beginning after December 31, 
2006.’’. 
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(b) EFFECTIVE DATE.—The amendment 

made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 

Subtitle B—Reforming Charitable 
Organizations 

PART I—GENERAL REFORMS 
SEC. 211. TAX INVOLVEMENT BY EXEMPT ORGA-

NIZATIONS IN TAX SHELTER TRANS-
ACTIONS. 

(a) IMPOSITION OF EXCISE TAX.— 
(1) IN GENERAL.—Chapter 42 (relating to 

private foundations and certain other tax-ex-
empt organizations) is amended by adding at 
the end the following new subchapter: 

‘‘Subchapter F—Tax Shelter Transactions 
‘‘Sec. 4965. Excise tax on certain tax-exempt 

entities entering into prohib-
ited tax shelter transactions. 

‘‘SEC. 4965. EXCISE TAX ON CERTAIN TAX-EXEMPT 
ENTITIES ENTERING INTO PROHIB-
ITED TAX SHELTER TRANSACTIONS. 

‘‘(a) PARTICIPATION IN AND APPROVAL OF 
PROHIBITED TRANSACTIONS.— 

‘‘(1) TAX-EXEMPT ENTITY.— 
‘‘(A) IN GENERAL.—If any tax-exempt entity 

(other than a tax-exempt entity described in 
paragraph (4), (5), (6), or (7) of subsection (c)) 
is a party to a prohibited tax shelter trans-
action at any time during the taxable year 
and knows or has reason to know such trans-
action is a prohibited tax shelter trans-
action, such entity shall pay a tax for such 
taxable year in the amount determined 
under subsection (b)(1)(A). 

‘‘(B) POST-TRANSACTION DETERMINATION.—If 
any tax-exempt entity (other than a tax-ex-
empt entity described in paragraph (4), (5), 
(6), or (7) of subsection (c)) is a party to a 
subsequently listed transaction at any time 
during the taxable year, such entity shall 
pay a tax in the amount determined under 
subsection (b)(1)(B). 

‘‘(2) ENTITY MANAGER.—If any entity man-
ager of a tax-exempt entity approves such 
entity as (or otherwise causes such entity to 
be) a party to a prohibited tax shelter trans-
action at any time during the taxable year 
and knows or has reason to know that the 
transaction is a prohibited tax shelter trans-
action, such manager shall pay a tax for 
such taxable year in the amount determined 
under subsection (b)(2). 

‘‘(3) REASONABLE CAUSE EXCEPTION.—No tax 
shall be imposed under paragraph (1)(A) or 
(2) if it is shown that the participation of the 
tax-exempt entity in the transaction was not 
willful and was due to reasonable cause. 

‘‘(b) AMOUNT OF TAX.— 
‘‘(1) ENTITY.—In the case of a tax-exempt 

entity— 
‘‘(A) IN GENERAL.—The amount of the tax 

imposed under subsection (a)(1)(A) on the en-
tity with respect to a taxable year shall be 
the greater of— 

‘‘(i) 100 percent of the entity’s net income 
(after taking into account any tax imposed 
by this subtitle with respect to the prohib-
ited tax shelter transaction) for such taxable 
year which is attributable to the prohibited 
tax shelter transaction, or 

‘‘(ii) 75 percent of the proceeds received by 
the entity which are attributable to the pro-
hibited tax shelter transaction. 

‘‘(B) POST-TRANSACTION DETERMINATION.— 
The amount of the tax imposed under sub-
section (a)(1)(B) on the entity with respect to 
any taxable year shall be an amount equal to 
the product of— 

‘‘(i) the highest rate of tax under section 
11, and 

‘‘(ii) the greater of— 
‘‘(I) the entity’s net income (after taking 

into account any tax imposed by this sub-
title with respect to the subsequently listed 
transaction) for such taxable year which is 
attributable to the subsequently listed 

transaction and which is properly allocable 
to the period beginning on the later of the 
date such transaction is identified by guid-
ance as a listed transaction by the Secretary 
or the first day of the taxable year, or 

‘‘(II) 75 percent of the proceeds received by 
the entity which are attributable to the sub-
sequently listed transaction and which are 
properly allocable to the period beginning on 
the later of the date such transaction is 
identified by guidance as a listed transaction 
by the Secretary or the first day of the tax-
able year. 

‘‘(2) ENTITY MANAGER.—In the case of each 
entity manager to whom subsection (a)(2) ap-
plies, the amount of the tax under such sub-
section shall be $20,000 for each approval. 

‘‘(c) TAX-EXEMPT ENTITY.—For purposes of 
this section, the term ‘tax-exempt entity’ 
means an entity which is— 

‘‘(1) described in section 501(c) or 501(d), 
‘‘(2) described in section 170(c) (other than 

an agency or instrumentality of the United 
States) to which paragraph (1) of this sub-
section does not apply, 

‘‘(3) an Indian tribal government (within 
the meaning of section 7701(a)(40)), 

‘‘(4) described in paragraph (1), (2), or (3) of 
section 4979(e), 

‘‘(5) a program described in section 529, 
‘‘(6) an eligible deferred compensation plan 

described in section 457(b) which is main-
tained by an employer described in section 
4457(e)(1)(A), or 

‘‘(7) an arrangement described in section 
4973(a). 

‘‘(d) ENTITY MANAGER.—For purposes of 
this section, the term ‘entity manager’ 
means— 

‘‘(1) with respect to a tax-exempt entity 
described in paragraph (3) or (4) of section 
501(c)— 

‘‘(A) in the case of an entity other than a 
private foundation, an organization manager 
(as defined in section 4958(f)(2)), and 

‘‘(B) in the case of a private foundation, a 
foundation manager (as defined in section 
4946(b)), and 

‘‘(2) in all other cases, the person with au-
thority or responsibility similar to that ex-
ercised by an officer, director, or trustee of 
an organization. 

‘‘(e) PROHIBITED TAX SHELTER TRANS-
ACTION; SUBSEQUENTLY LISTED TRANS-
ACTION.—For purposes of this section— 

‘‘(1) PROHIBITED TAX SHELTER TRANS-
ACTION.— 

‘‘(A) IN GENERAL.—The term ‘prohibited 
tax shelter transaction’ means— 

‘‘(i) any listed transaction, or 
‘‘(ii) any prohibited reportable transaction 

if the tax-exempt entity knows or has reason 
to know that such transaction is a report-
able transaction. 

‘‘(B) LISTED TRANSACTION.—The term ‘list-
ed transaction’ has the meaning given such 
term by section 6707A(c)(2). 

‘‘(C) PROHIBITED REPORTABLE TRANS-
ACTION.—The term ‘prohibited reportable 
transaction’ means any confidential trans-
action or any transaction with contractual 
protection (as defined under regulations pre-
scribed by the Secretary) which is a report-
able transaction (as defined in section 
6707A(c)(1)). 

‘‘(2) SUBSEQUENTLY LISTED TRANSACTION.— 
The term ‘subsequently listed transaction’ 
means any transaction to which a tax-ex-
empt entity is a party and which is deter-
mined by the Secretary to be a listed trans-
action at any time after the entity has en-
tered into the transaction. 

‘‘(f) REGULATORY AUTHORITY.—The Sec-
retary is authorized to promulgate regula-
tions which provide guidance regarding the 
determination of the allocation of net in-
come of a tax-exempt entity attributable to 
a transaction to various periods, including 

before and after the listing of the trans-
action or the date which is 90 days after the 
date of the enactment of this section. 

‘‘(g) COORDINATION WITH OTHER TAXES AND 
PENALTIES.—The tax imposed by this section 
is in addition to any other tax, addition to 
tax, or penalty imposed under this title.’’. 

(2) CONFORMING AMENDMENT.—The table of 
subchapters for chapter 42 is amended by 
adding at the end the following new item: 

‘‘SUBCHAPTER F. TAX SHELTER 
TRANSACTIONS.’’. 

(b) DISCLOSURE REQUIREMENTS.— 
(1) DISCLOSURE BY ORGANIZATION TO THE IN-

TERNAL REVENUE SERVICE.— 
(A) IN GENERAL.—Section 6033(a) (relating 

to organizations required to file) is amended 
by redesignating paragraph (2) as paragraph 
(3), and by inserting after paragraph (1) the 
following new paragraph: 

‘‘(2) PARTICIPATION IN CERTAIN REPORTABLE 
TRANSACTIONS.—Every tax-exempt entity de-
scribed in section 4965(c) shall file (in such 
form and manner and at such time as deter-
mined by the Secretary) a disclosure of— 

‘‘(A) such entity’s participation in any pro-
hibited tax shelter transaction (as defined in 
section 4965(e)), and 

‘‘(B) the identity of any other party par-
ticipating in such transaction which is 
known by such tax-exempt entity.’’. 

(B) CONFORMING AMENDMENT.—Section 
6033(a)(1) is amended by striking ‘‘paragraph 
(2)’’ and inserting ‘‘paragraph (3)’’. 

(2) DISCLOSURE BY OTHER TAXPAYERS TO THE 
TAX-EXEMPT ENTITY.—Section 6011 (relating 
to general requirement of return, statement, 
or list), as amended by this Act, is amended 
by redesignating subsection (h) as subsection 
(i) and by inserting after subsection (g) the 
following new subsection: 

‘‘(h) DISCLOSURE OF REPORTABLE TRANS-
ACTION TO TAX-EXEMPT ENTITY.—Any taxable 
party to a prohibited tax shelter transaction 
(as defined in section 4965(e)(1)) shall by 
statement disclose to any tax-exempt entity 
(as defined in section 4965(c)) which is a 
party to such transaction that such trans-
action is such a prohibited tax shelter trans-
action.’’. 

(c) PENALTY FOR NONDISCLOSURE.— 
(1) IN GENERAL.—Section 6652(c) (relating 

to returns by exempt organizations and by 
certain trusts), as amended by this Act, is 
amended by redesignating paragraphs (2), (3), 
and (4) as paragraphs (3), (4), and (5), respec-
tively, and by inserting after paragraph (1) 
the following new paragraph: 

‘‘(2) DISCLOSURE UNDER SECTION 6033.— 
‘‘(A) PENALTY ON ORGANIZATIONS.—In the 

case of a failure to file a disclosure required 
under section 6033(a)(2), there shall be paid 
by the tax-exempt entity (the entity man-
ager in the case of a tax-exempt entity de-
scribed in paragraph (4), (5), (6), or (7) of sec-
tion 4965(c)) $100 for each day during which 
such failure continues. The maximum pen-
alty under this subparagraph on failures 
with respect to any 1 disclosure shall not ex-
ceed $50,000. 

‘‘(B) PERSONS.— 
‘‘(i) IN GENERAL.—The Secretary may make 

a written demand on any tax-exempt entity 
subject to penalty under subparagraph (A) 
specifying therein a reasonable future date 
by which the disclosure shall be filed for pur-
poses of this subparagraph. 

‘‘(ii) FAILURE TO COMPLY WITH DEMAND.—If 
any person fails to comply with any demand 
under clause (i) on or before the date speci-
fied in such demand, there shall be paid by 
such person failing to so comply $100 for each 
day after the expiration of the time specified 
in such demand during which such failure 
continues. The maximum penalty imposed 
under this subparagraph on all tax-exempt 
entities for failures with respect to any 1 dis-
closure shall not exceed $10,000. 
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‘‘(C) DEFINITIONS.—Any term used in this 

section which is also used in section 4965 
shall have the meaning given such term 
under section 4965.’’. 

(2) CONFORMING AMENDMENT.—Subpara-
graph (A) of section 6652(c)(1) of such Code is 
amended by striking ‘‘6033’’ each place it ap-
pears in the text and heading thereof and in-
serting ‘‘6033(a)(1)’’. 

(d) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to transactions after the 
date of the enactment of this Act, except 
that no tax under section 4965(a) of the Inter-
nal Revenue Code of 1986 (as added by this 
section) shall apply with respect to income 
that is properly allocable to any period on or 
before the date which is 90 days after such 
date of enactment. 

(2) DISCLOSURE.—The amendments made by 
subsections (b) and (c) shall apply to disclo-
sures the due date for which are after the 
date of the enactment of this Act. 
SEC. 212. EXCISE TAX ON CERTAIN ACQUISITIONS 

OF INTERESTS IN INSURANCE CON-
TRACTS IN WHICH CERTAIN EXEMPT 
ORGANIZATIONS HOLD AN INTER-
EST. 

(a) IMPOSITION OF TAX.— 
(1) IN GENERAL.—Subchapter F of chapter 

42 (relating to tax shelter transactions), as 
added by this Act, is amended by adding at 
the end the following new section: 
‘‘SEC. 4966. EXCISE TAX ON ACQUISITION OF IN-

TERESTS IN INSURANCE CON-
TRACTS IN WHICH CERTAIN EXEMPT 
ORGANIZATIONS HOLD AN INTER-
EST. 

‘‘(a) IMPOSITION OF TAX.—If there is a tax-
able acquisition of any interest in an appli-
cable insurance contract, there is hereby im-
posed on the person acquiring the interest a 
tax equal to 100 percent of the acquisition 
costs of the interest. 

‘‘(b) TAXABLE ACQUISITION.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—The term ‘taxable acqui-
sition’ means the acquisition of any direct or 
indirect interest in an applicable insurance 
contract by— 

‘‘(A) an applicable exempt organization, or 
‘‘(B) a person other than an applicable ex-

empt organization if such interest in the 
hands of such person is not an interest de-
scribed in clause (i), (ii), (iii), or (iv) of para-
graph (2)(B). 

‘‘(2) APPLICABLE INSURANCE CONTRACT.— 
‘‘(A) IN GENERAL.—The term ‘applicable in-

surance contract’ means any life insurance, 
annuity, or endowment contract with re-
spect to which both an applicable exempt or-
ganization and a person other than an appli-
cable exempt organization have directly or 
indirectly held an interest in the contract 
(whether or not at the same time). 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a life insurance, annuity, or endow-
ment contract if— 

‘‘(i) all persons directly or indirectly hold-
ing any interest in the contract (other than 
applicable exempt organizations) have an in-
surable interest in the insured under the 
contract independent of any interest of an 
applicable exempt organization in the con-
tract, 

‘‘(ii) the sole interest in the contract of 
each person other than an applicable exempt 
organization is as a named beneficiary, 

‘‘(iii) the sole interest in the contract of 
each person other than an applicable exempt 
organization is— 

‘‘(I) as a beneficiary of a trust holding an 
interest in the contract, but only if the per-
son’s designation as such beneficiary was 
made without consideration and solely on a 
purely gratuitous basis, or 

‘‘(II) as a trustee who holds an interest in 
the contract in a fiduciary capacity solely 

for the benefit of applicable exempt organi-
zations or persons otherwise described in 
clauses (i), (ii), and (iv) or subclause (I) of 
this clause, or 

‘‘(iv) except as provided in subparagraph 
(C), the sole interest in the contract of each 
person other than an applicable exempt orga-
nization is as a lender with respect to the 
contract and the contract covers only 1 indi-
vidual and such individual is an officer, di-
rector, or employee of the applicable exempt 
organization with an interest in the con-
tract. 

‘‘(C) RESTRICTIONS ON EXCEPTION FOR LEND-
ERS.— 

‘‘(i) NUMERICAL LIMIT.—The number of con-
tracts that may be taken into account under 
subparagraph (B)(iv) with respect to officers, 
directors, or employees of the applicable ex-
empt organization with interests in the con-
tracts shall not exceed the greater of— 

‘‘(I) the lesser of 5 percent of the total offi-
cers, directors, and employees of the organi-
zation or 20, or 

‘‘(II) 5. 
‘‘(ii) AGGREGATE INDEBTEDNESS.—The ex-

ception under subparagraph (B)(iv) shall 
apply only to the extent that the aggregate 
amount of the indebtedness with respect to 1 
or more contracts covering a single indi-
vidual does not exceed $50,000. 

‘‘(D) SECRETARIAL AUTHORITY.—The Sec-
retary may exempt a contract from treat-
ment as an applicable insurance contract 
based on specific factors, including factors 
such as whether the transaction is at arms 
length, whether economic benefits to the ap-
plicable exempt organization substantially 
exceed the economic benefits to all other 
persons with an interest in the contract (de-
termined without regard to whether, or the 
extent to which, such organization has paid 
or contributed with respect to the contract), 
and the likelihood of abuse. 

‘‘(3) DEFINITION AND RULE RELATING TO AC-
QUISITION COSTS.— 

‘‘(A) ACQUISITION COSTS DEFINED.—The 
term ‘acquisition costs’ means the direct or 
indirect costs of acquiring an interest in an 
applicable insurance contract. Such term 
shall include any fees, commissions, charges, 
or other amounts paid in connection with 
the acquisition, whether or not paid to the 
issuer of the contract. 

‘‘(B) TIMING OF PAYMENTS.—Except as pro-
vided in regulations, if acquisition costs of 
any acquisition are paid or incurred in more 
than 1 calendar year, the tax imposed by 
subsection (a) with respect to the acquisition 
shall be imposed each time the costs are so 
paid or incurred. 

‘‘(4) RULES RELATING TO INTERESTS.— 
‘‘(A) IN GENERAL.—An interest in the con-

tract includes any right with respect to the 
contract, whether as an owner, beneficiary, 
or otherwise. 

‘‘(B) INDIRECT INTERESTS.— 
‘‘(i) IN GENERAL.—Except as provided in 

clause (ii), an indirect interest in a contract 
includes an interest in an entity which di-
rectly or indirectly holds an interest in the 
contract. 

‘‘(ii) PORTFOLIO INVESTMENTS.—If an appli-
cable exempt organization holds an interest 
in a contract solely because the organization 
holds, as part of a diversified investment 
strategy, a de minimis interest in an entity 
which directly or indirectly holds the inter-
est in the contract, such indirect interest in 
the contract shall not be taken into account 
for purposes of this section. 

‘‘(C) EXCHANGED CONTRACTS.—In the case of 
an exchange of an applicable insurance con-
tract on which no gain or loss is recognized 
under section 1035, any interest in any of the 
contracts involved in the exchange shall be 
treated as an interest in all such contracts. 

‘‘(5) INCREASE IN INTEREST.—If a person in-
creases an interest in an applicable insur-
ance contract, the increase shall be treated 
as a separate acquisition for purposes of this 
section. 

‘‘(6) PRIOR ACQUISITIONS.—Except as pro-
vided in regulations, if a person acquires an 
interest in a contract before the contract is 
treated as an applicable insurance contract, 
the acquisition shall be treated as a taxable 
acquisition of an interest in an applicable in-
surance contract as of the date the contract 
becomes an applicable insurance contract. 

‘‘(c) APPLICABLE EXEMPT ORGANIZATION.— 
For purposes of this section, the term ‘appli-
cable exempt organization’ means— 

‘‘(1) an organization described in section 
170(c), 

‘‘(2) an organization described in section 
168(h)(2)(A)(iv), or 

‘‘(3) an organization not described in para-
graph (1) or (2) which is described in section 
2055(a) or section 2522(a). 

‘‘(d) TAX NOT TREATED AS INVESTMENT IN 
THE CONTRACT.—For purposes of section 72, 
the tax imposed by this section shall not be 
included in investment in the contract. 

‘‘(e) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out the provisions of this sec-
tion. Such regulations may include regula-
tions which— 

‘‘(1) provide, for purposes of subsection 
(b)(6), appropriate rules for the application 
of this section in any case where an interest 
is acquired before a contract becomes an ap-
plicable insurance contract, 

‘‘(2) prevent, in cases the Secretary deter-
mines appropriate, the imposition of more 
than one tax under this section if the same 
interest is acquired more than once, and 

‘‘(3) are designed to prevent avoidance of 
the purposes of this section, including 
through the use of intermediaries.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subchapter F of chapter 42, as 
added by this Act, is amended by adding at 
the end the following new item: 
‘‘Sec. 4966. Excise tax on acquisition of in-

terests in insurance contracts 
in which certain exempt organi-
zations hold an interest.’’. 

(b) REPORTING REQUIREMENTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 (relating to infor-
mation concerning transactions with other 
persons) is amended by adding at the end the 
following new section: 
‘‘SEC. 6050U. RETURNS RELATING TO APPLICA-

BLE INSURANCE CONTRACTS IN 
WHICH CERTAIN EXEMPT ORGANI-
ZATIONS HOLD INTERESTS. 

‘‘(a) REQUIREMENTS OF REPORTING.— 
‘‘(1) EXEMPT ORGANIZATIONS.—Each— 
‘‘(A) applicable exempt organization which 

acquires (within the meaning of section 4966) 
an interest in any applicable insurance con-
tract, and 

‘‘(B) other person which makes an acquisi-
tion of such an interest if such acquisition is 
taxable under section 4966, 

shall make the return described in sub-
section (c). 

‘‘(2) TRANSFERS.—If a person (including an 
applicable exempt organization) acquires an 
interest in an applicable insurance contract 
in an acquisition which is taxable under sec-
tion 4966 and then transfers such interest to 
1 or more other persons, each person acquir-
ing all or a portion of such interest shall 
make the return described in subsection (c). 

‘‘(b) TIME FOR MAKING RETURN.—Any orga-
nization or person required to make a return 
under subsection (a) shall file such return at 
such time as may be established by the Sec-
retary with respect to— 

‘‘(1) in the case of a person described in 
subsection (a)(1), the calendar year in which 
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the acquisition occurs, any calendar year in 
which acquisition costs are paid or incurred, 
and any other calendar years specified by the 
Secretary, and 

‘‘(2) in the case of a person described in 
subsection (a)(2), the calendar year in which 
the transfer occurs. 

‘‘(c) FORM AND MANNER OF RETURNS.—A re-
turn is described in this subsection if such 
return— 

‘‘(1) is in such form as the Secretary pre-
scribes, 

‘‘(2) in the case of— 
‘‘(A) a return required under subsection 

(a)(1)(A), contains the name, address, and 
taxpayer identification number of the appli-
cable exempt organization, the issuer of the 
applicable insurance contract, and any per-
son acquiring an interest in the contract if 
the acquisition is taxable under section 4966, 

‘‘(B) a return required under subsection 
(a)(1)(B), contains the name, address, and 
taxpayer identification number of the person 
acquiring an interest in the applicable insur-
ance contract if the acquisition is taxable 
under section 4966, any applicable exempt or-
ganization holding an interest in the con-
tract, and the issuer of the contract, and 

‘‘(C) a return required under subsection 
(a)(2), contains the name, address, and tax-
payer identification number of the transferor 
and transferee, and 

‘‘(3) contains such other information as the 
Secretary may prescribe. 

‘‘(d) STATEMENTS TO BE FURNISHED TO PER-
SONS WITH RESPECT TO WHOM INFORMATION IS 
REQUIRED.—Every person required to make a 
return under subsection (a) shall furnish to 
each person whose taxpayer identification 
information is required to be included in 
such return under subsection (c) a written 
statement showing— 

‘‘(1) the name and address of the person re-
quired to make such return and the tele-
phone number of the information contact for 
such person, and 

‘‘(2) the taxpayer identity and other infor-
mation required to be shown on the return 
with respect to such person. 
The written statement required under the 
preceding sentence shall be furnished on or 
before the date specified by the Secretary. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion, any term used in this section which is 
also used in section 4966 shall have the mean-
ing given such term by section 4966.’’. 

(2) PENALTIES.— 
(A) IN GENERAL.—Section 6724(d) is amend-

ed— 
(i) in paragraph (1)(B), by redesignating 

clauses (xiii) through (xviii) as clauses (xiv) 
through (xix) and by inserting after clause 
(xii) the following new clause: 

‘‘(xiii) section 6050U (relating to returns re-
lating to applicable insurance contracts in 
which certain exempt organizations hold in-
terests),’’, and 

(ii) in paragraph (3), by striking ‘‘and’’ at 
the end of subparagraph (C), by striking the 
period at the end of subparagraph (D) and in-
serting ‘‘, and’’, and by adding at the end the 
following new subparagraph: 

‘‘(E) the statement required by subsection 
(d) of section 6050U (relating to returns relat-
ing to applicable insurance contracts in 
which certain exempt organizations hold in-
terests).’’. 

(B) INTENTIONAL DISREGARD.—Section 
6721(e)(2) is amended by striking ‘‘or’’ at the 
end of subparagraph (B), by striking ‘‘and’’ 
at the end of subparagraph (C) and inserting 
‘‘or’’, and by adding at the end the following 
new subparagraph: 

‘‘(D) in the case of a return required to be 
filed under section 6050U, the amount of tax 
imposed under section 4966 which has not 
been paid with respect to items required to 
be included on the return, and’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61is amended by adding 
at the end the following new item: 
‘‘Sec. 6050U. Returns relating to applicable 

insurance contracts in which 
certain exempt organizations 
hold interests.’’. 

(c) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to contracts issued 
after May 3, 2005. 

(2) REPORTING OF EXISTING CONTRACTS.—In 
the case of any life insurance, annuity, or 
endowment contract— 

(A) which was issued on or before May 3, 
2005, 

(B) with respect to which an applicable ex-
empt organization (as defined in section 4966 
of the Internal Revenue Code of 1986, as 
added by this section) holds an interest on 
May 3, 2005, and 

(C) which would be treated as an applicable 
insurance contract (as so defined) if issued 
after May 3, 2005, 

such organization shall, not later than the 
date which is 1 year after the date of the en-
actment of this Act, report to the Secretary 
of the Treasury with respect to such con-
tract. Such report shall be in such form and 
manner, and contain such information, as 
the Secretary may prescribe. The Secretary 
shall submit such reports, along with any 
recommendations for legislation as the Sec-
retary considers appropriate, to the Com-
mittee on Ways and Means of the House of 
Representatives and to the Committee on Fi-
nance of the Senate within 6 months of the 
date such reports are required to be filed. 
SEC. 213. INCREASE IN PENALTY EXCISE TAXES 

ON PUBLIC CHARITIES, SOCIAL WEL-
FARE ORGANIZATIONS, AND PRI-
VATE FOUNDATIONS. 

(a) TAXES ON SELF-DEALING AND EXCESS 
BENEFIT TRANSACTIONS.— 

(1) IN GENERAL.—Section 4941(a) (relating 
to initial taxes) is amended— 

(A) in paragraph (1), by striking ‘‘5 per-
cent’’ and inserting ‘‘10 percent’’, and 

(B) in paragraph (2), by striking ‘‘21⁄2 per-
cent’’ and inserting ‘‘5 percent’’. 

(2) INCREASE IN TAX IF SELF-DEALING IN-
CLUDES COMPENSATION TO DISQUALIFIED PER-
SON.—Section 4941(a)(1) is amended by adding 
at the end the following new sentence: ‘‘If 
the act of self-dealing includes acts described 
in subsection (d)(1)(D), ‘25 percent’ shall be 
substituted for ‘10 percent’, except that the 
Secretary may abate under section 4962 (de-
termined without regard to the exception 
under subsection (b) thereof) not more than 
15 percentage points of such tax.’’. 

(3) INCREASED LIMITATION FOR MANAGERS ON 
SELF-DEALING.—Section 4941(c)(2) is amended 
by striking ‘‘$10,000’’ each place it appears in 
the text and heading thereof and inserting 
‘‘$20,000’’. 

(4) INCREASED LIMITATION FOR MANAGERS ON 
EXCESS BENEFIT TRANSACTIONS.—Section 
4958(d)(2) is amended by striking ‘‘$10,000’’ 
and inserting ‘‘$20,000’’. 

(b) TAXES ON FAILURE TO DISTRIBUTE IN-
COME.—Section 4942(a) (relating to initial 
tax) is amended by striking ‘‘15 percent’’ and 
inserting ‘‘30 percent’’. 

(c) TAXES ON EXCESS BUSINESS HOLDINGS.— 
Section 4943(a)(1) (relating to imposition) is 
amended by striking ‘‘5 percent’’ and insert-
ing ‘‘10 percent’’. 

(d) TAXES ON INVESTMENTS WHICH JEOP-
ARDIZE CHARITABLE PURPOSE.— 

(1) IN GENERAL.—Section 4944(a) (relating 
to initial taxes) is amended by striking ‘‘5 
percent’’ both places it appears and inserting 
‘‘10 percent’’. 

(2) INCREASED LIMITATION FOR MANAGERS.— 
Section 4944(d)(2) is amended— 

(A) by striking ‘‘$5,000,’’ and inserting 
‘‘$10,000,’’, and 

(B) by striking ‘‘$10,000.’’ and inserting 
‘‘$20,000.’’. 

(e) TAXES ON TAXABLE EXPENDITURES.— 
(1) IN GENERAL.—Section 4945(a) (relating 

to initial taxes) is amended— 
(A) in paragraph (1), by striking ‘‘10 per-

cent’’ and inserting ‘‘20 percent’’, and 
(B) in paragraph (2), by striking ‘‘21⁄2 per-

cent’’ and inserting ‘‘5 percent’’. 
(2) INCREASED LIMITATION FOR MANAGERS.— 

Section 4945(c)(2) is amended— 
(A) by striking ‘‘$5,000,’’ and inserting 

‘‘$10,000,’’, and 
(B) by striking ‘‘$10,000.’’ and inserting 

‘‘$20,000.’’. 
(f) EFFECTIVE DATE.—The amendments 

made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 214. REFORM OF CHARITABLE CONTRIBU-

TIONS OF CERTAIN EASEMENTS ON 
BUILDINGS IN REGISTERED HIS-
TORIC DISTRICTS. 

(a) SPECIAL RULES WITH RESPECT TO BUILD-
INGS IN REGISTERED HISTORIC DISTRICTS.— 

(1) IN GENERAL.—Paragraph (4) of section 
170(h) (relating to definition of conservation 
purpose) is amended by redesignating sub-
paragraph (B) as subparagraph (C) and by in-
serting after subparagraph (A) the following 
new subparagraph: 

‘‘(B) SPECIAL RULES WITH RESPECT TO BUILD-
INGS IN REGISTERED HISTORIC DISTRICTS.—In 
the case of any contribution of a qualified 
real property interest which is a restriction 
with respect to the exterior of a building de-
scribed in subparagraph (C)(ii), such con-
tribution shall not be considered to be exclu-
sively for conservation purposes unless— 

‘‘(i) such interest— 
‘‘(I) includes a restriction which preserves 

the entire exterior of the building (including 
the front, sides, rear, and height of the build-
ing), and 

‘‘(II) prohibits any change in the exterior 
of the building which is inconsistent with 
the historical character of such exterior, 

‘‘(ii) the donor and donee enter into a writ-
ten agreement certifying, under penalty of 
perjury, that the donee— 

‘‘(I) is a qualified organization (as defined 
in paragraph (3)) with a purpose of environ-
mental protection, land conservation, open 
space preservation, or historic preservation, 
and 

‘‘(II) has the resources to manage and en-
force the restriction and a commitment to 
do so, and 

‘‘(iii) in the case of any contribution made 
in a taxable year beginning after the date of 
the enactment of this subparagraph, the tax-
payer includes with the taxpayer’s return for 
the taxable year of the contribution— 

‘‘(I) a qualified appraisal (within the mean-
ing of subsection (f)(11)(E)) of the qualified 
property interest, 

‘‘(II) photographs of the entire exterior of 
the building, and 

‘‘(III) a description of all restrictions on 
the development of the building.’’. 

(b) DISALLOWANCE OF DEDUCTION FOR 
STRUCTURES AND LAND IN REGISTERED HIS-
TORIC DISTRICTS.—Subparagraph (C) of sec-
tion 170(h)(4), as redesignated by subsection 
(a), is amended— 

(1) by striking ‘‘any building, structure, or 
land area which’’, 

(2) by inserting ‘‘any building, structure, 
or land area which’’ before ‘‘is listed’’ in 
clause (i), and 

(3) by inserting ‘‘any building which’’ be-
fore ‘‘is located’’ in clause (ii). 

(c) FILING FEE FOR CERTAIN CONTRIBU-
TIONS.—Subsection (f) of section 170 (relating 
to disallowance of deduction in certain cases 
and special rules) is amended by inserting at 
the end the following new paragraph: 
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‘‘(13) CONTRIBUTIONS OF CERTAIN INTERESTS 

IN BUILDINGS LOCATED IN REGISTERED HISTORIC 
DISTRICTS.— 

‘‘(A) IN GENERAL.—No deduction shall be 
allowed with respect to any contribution de-
scribed in subparagraph (B) unless the tax-
payer includes with the return for the tax-
able year of the contribution a $500 filing fee. 

‘‘(B) CONTRIBUTION DESCRIBED.—A contribu-
tion is described in this subparagraph if such 
contribution is a qualified conservation con-
tribution (as defined in subsection (h)) which 
is a restriction with respect to the exterior 
of a building described in subsection 
(h)(4)(C)(ii) and for which a deduction is 
claimed in excess of the greater of— 

‘‘(i) 3 percent of the fair market value of 
the building (determined immediately before 
such contribution), or 

‘‘(ii) $10,000. 
‘‘(C) DEDICATION OF FEE.—Any fee collected 

under this paragraph shall be used for the 
enforcement of the provisions of subsection 
(h).’’. 

(d) EFFECTIVE DATE.— 
(1) SPECIAL RULES FOR BUILDINGS IN REG-

ISTERED HISTORIC DISTRICTS.—The amend-
ments made by subsection (a) shall apply to 
contributions made after November 15, 2005. 

(2) DISALLOWANCE OF DEDUCTION FOR STRUC-
TURES AND LAND.—The amendments made by 
subsection (b) shall apply to contributions 
made after the date of the enactment of this 
Act. 

(3) FILING FEE.—The amendment made by 
subsection (c) shall apply to contributions 
made 180 days after the date of the enact-
ment of this Act. 
SEC. 215. CHARITABLE CONTRIBUTIONS OF TAXI-

DERMY PROPERTY. 

(a) IN GENERAL.—Subsection (f) of section 
170, as amended by this Act, is amended by 
adding at the end the following new para-
graph: 

‘‘(14) CONTRIBUTIONS OF TAXIDERMY PROP-
ERTY.— 

‘‘(A) CONTRIBUTIONS OF MORE THAN $500.—In 
the case of any contribution of taxidermy 
property for which a deduction of more than 
$500 is claimed, no deduction shall be allowed 
under subsection (a) unless the donor in-
cludes with the return for the taxable year 
in which the contribution is made a photo-
graph of the taxidermy property and data 
with respect to the sales prices of similar 
taxidermy property. 

‘‘(B) CONTRIBUTIONS OF MORE THAN $5,000.— 
In the case of any contribution of taxidermy 
property for which a deduction of more than 
$5,000 is claimed, no deduction shall be al-
lowed under subsection (a) unless the 
donor— 

‘‘(i) notifies the Internal Revenue Service 
of such deduction, and 

‘‘(ii) includes with the return for the tax-
able year in which the contribution is 
made— 

‘‘(I) a statement of value from the Internal 
Revenue Service, or 

‘‘(II) a request for a statement of value 
from the Internal Revenue Service and a $500 
fee. 

‘‘(C) TAXIDERMY PROPERTY.—For purposes 
of this section, the term ‘taxidermy prop-
erty’ means a mounted work of art which 
contains any part of a dead animal.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after November 15, 2005. 
SEC. 216. RECAPTURE OF TAX BENEFIT FOR 

CHARITABLE CONTRIBUTIONS OF 
EXEMPT USE PROPERTY NOT USED 
FOR AN EXEMPT USE. 

(a) RECAPTURE OF DEDUCTION ON CERTAIN 
SALES OF EXEMPT USE PROPERTY.— 

(1) IN GENERAL.—Clause (i) of section 
170(e)(1)(B) (related to certain contributions 

of ordinary income and capital gain prop-
erty) is amended to read as follows: 

‘‘(i) of tangible personal property— 
‘‘(I) if the use by the donee is unrelated to 

the purpose or function constituting the 
basis for its exemption under section 501 (or, 
in the case of a governmental unit, to any 
purpose or function described in subsection 
(c)), or 

‘‘(II) which is applicable property (as de-
fined in paragraph (8)(C)) which is sold, ex-
changed, or otherwise disposed of by the 
donee before the last day of the taxable year 
in which the contribution was made and with 
respect to which the donee has not made a 
certification in accordance with paragraph 
(8)(D),’’. 

(2) DISPOSITIONS AFTER CLOSE OF TAXABLE 
YEAR.—Section 170(e), as amended by this 
Act, is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(8) RECAPTURE OF DEDUCTION ON CERTAIN 
DISPOSITIONS OF EXEMPT USE PROPERTY.— 

‘‘(A) IN GENERAL.—In the case of an appli-
cable disposition of applicable property, 
there shall be included in the income of the 
donor of such property for the taxable year 
of such donor in which the applicable dis-
position occurs an amount equal to the ex-
cess (if any) of— 

‘‘(i) the amount of the deduction allowed 
to the donor under this section with respect 
to such property, over 

‘‘(ii) the donor’s basis in such property at 
the time such property was contributed. 

‘‘(B) APPLICABLE DISPOSITION.—For pur-
poses of this paragraph, the term ‘applicable 
disposition’ means any sale, exchange, or 
other disposition by the donee of applicable 
property— 

‘‘(i) after the last day of the taxable year 
of the donor in which such property was con-
tributed, and 

‘‘(ii) before the last day of the 3-year pe-
riod beginning on the date of the contribu-
tion of such property, 

unless the donee makes a certification in ac-
cordance with subparagraph (D). 

‘‘(C) APPLICABLE PROPERTY.—For purposes 
of this paragraph, the term ‘applicable prop-
erty’ means charitable deduction property 
(as defined in section 6050L(a)(2)(A))— 

‘‘(i) which is tangible personal property the 
use of which is identified by the donee as re-
lated to the purpose or function constituting 
the basis of the donee’s exemption under sec-
tion 501, and 

‘‘(ii) for which a deduction in excess of the 
donor’s basis is allowed. 

‘‘(D) CERTIFICATION.—A certification meets 
the requirements of this subparagraph if it is 
a written statement which is signed under 
penalty of perjury by an officer of the donee 
organization and— 

‘‘(i) which— 
‘‘(I) certifies that the use of the property 

by the donee was related to the purpose or 
function constituting the basis for the 
donee’s exemption under section 501, and 

‘‘(II) describes how the property was used 
and how such use furthered such purpose or 
function, or 

‘‘(ii) which— 
‘‘(I) states the intended use of the property 

by the donee at the time of the contribution, 
and 

‘‘(II) certifies that such intended use has 
become impossible or infeasible to imple-
ment.’’. 

(b) REPORTING REQUIREMENTS.—Paragraph 
(1) of section 6050L(a) (relating to returns re-
lating to certain dispositions of donated 
property) is amended— 

(1) by striking ‘‘2 years’’ and inserting ‘‘3 
years’’, and 

(2) by striking ‘‘and’’ at the end of subpara-
graph (D), by striking the period at the end 

of subparagraph (E) and inserting a comma, 
and by inserting at the end the following: 

‘‘(F) a description of the donee’s use of the 
property, and 

‘‘(G) a statement indicating whether the 
use of the property was related to the pur-
pose or function constituting the basis for 
the donee’s exemption under section 501. 

In any case in which the donee indicates that 
the use of applicable property (as defined in 
section 170(e)(1)(C)) was related to the pur-
pose or function constituting the basis for 
the exemption of the donee under section 501 
under subparagraph (G), the donee shall in-
clude with the return the certification de-
scribed in section 170(e)(8)(D) if such certifi-
cation is required under section 170(e)(8).’’. 

(c) PENALTY.— 
(1) IN GENERAL.—Part I of subchapter B of 

chapter 68 (relating to assessable penalties), 
as amended by this Act, is amended by in-
serting after section 6720B the following new 
section: 
‘‘SEC. 6720C. FRAUDULENT IDENTIFICATION OF 

EXEMPT USE PROPERTY. 
‘‘In addition to any criminal penalty pro-

vided by law, any person who identifies ap-
plicable property (as defined in section 
170(e)(8)(C)) as having a use which is related 
to a purpose or function constituting the 
basis for the donee’s exemption under sec-
tion 501 and who knows that such property is 
not intended for such a use shall pay a pen-
alty of $10,000.’’. 

(2) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68, as amended by this Act, is amended by 
adding after the item relating to section 
6720B the following new item: 
‘‘Sec. 6720C. Fraudulent identification of ex-

empt use property.’’. 
(d) EFFECTIVE DATE.— 
(1) RECAPTURE.—The amendments made by 

subsection (a) shall apply to contributions 
after June 1, 2006. 

(2) REPORTING.—The amendments made by 
subsection (b) shall apply to returns filed 
after June 1, 2006. 

(3) PENALTY.—The amendments made by 
subsection (c) shall apply to identifications 
made after the date of the enactment of this 
Act. 
SEC. 217. LIMITATION OF DEDUCTION FOR CHAR-

ITABLE CONTRIBUTIONS OF CLOTH-
ING AND HOUSEHOLD ITEMS. 

(a) IN GENERAL.—Subsection (f) of section 
170, as amended by this Act, is amended by 
adding at the end the following new para-
graph: 

‘‘(15) CONTRIBUTIONS OF CLOTHING AND 
HOUSEHOLD ITEMS.— 

‘‘(A) IN GENERAL.—In the case of an indi-
vidual, partnership, or S corporation, the de-
duction allowed under subsection (a) for any 
contribution of clothing or household items 
with respect to which the donor has not ob-
tained a qualified appraisal shall be— 

‘‘(i) in the case of an item which is in good 
used condition or better, no more than the 
amount assigned to such item under sub-
paragraph (B) for such year, 

‘‘(ii) except as provided by clause (iii), in 
the case of an item which is not in good used 
condition or better, no more than 20 percent 
of the amount assigned to such item under 
subparagraph (B) for such year, and 

‘‘(iii) in the case of an item which is not 
functional with respect to the use for which 
it was designed, zero. 

‘‘(B) ASSIGNED VALUES.—Each year the Sec-
retary shall publish an itemized list of cloth-
ing and household items and shall assign an 
amount with respect to each item on the list 
which represents the fair market value of 
such item in good used condition. 

‘‘(C) EXCEPTION FOR ITEMS SOLD BY THE 
DONEE.—Subparagraph (A) shall not apply to 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00119 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATES584 February 2, 2006 
any contribution of clothing or household 
items for which a deduction of more than 
$500 is claimed if— 

‘‘(i) the donee sells the clothing or house-
hold items before the earlier of— 

‘‘(I) the due date (including extensions) for 
filing the return of tax for the taxable year 
of the donor in which the contribution was 
made, or 

‘‘(II) the date on which such return was 
filed, 

‘‘(ii) the donee reports the sales price of 
the clothing or household items to the 
donor, and 

‘‘(iii) the amount claimed as a deduction 
with respect to such clothing or household 
items does not exceed the amount of the 
sales price reported to the donor. 

‘‘(D) HOUSEHOLD ITEMS.—For purposes of 
this paragraph— 

‘‘(i) IN GENERAL.—The term ‘household 
items’ includes furniture, furnishings, elec-
tronics, appliances, linens, and other similar 
items. 

‘‘(ii) EXCLUDED ITEMS.—Such term does not 
include— 

‘‘(I) food, 
‘‘(II) paintings, antiques, and other objects 

of art, 
‘‘(III) jewelry and gems, and 
‘‘(IV) collections. 
‘‘(E) SPECIAL RULE FOR PASS-THRU ENTI-

TIES.—In the case of a partnership or S cor-
poration, this paragraph shall be applied at 
the entity level, except that the deduction 
shall be denied at the partner or shareholder 
level.’’. 

(b) SUBSTANTIATION.— 
(1) ITEMS OF $250 OR MORE.—Subparagraph 

(B) of section 170(f)(8) is amended by insert-
ing after clause (iii) the following new 
clause: 

‘‘(iv) In the case of a contribution con-
sisting of clothing or household items, the 
number of items contributed, an indication 
of the condition of each item, a description 
of the type of item contributed, and a copy 
of the list published under paragraph (15)(B) 
or an instruction on how to obtain such 
list.’’. 

(2) ITEMS OF $500 OR MORE.—Subparagraph 
(B) of section 170(f)(11) is amended by insert-
ing ‘‘, the information contained in the ac-
knowledgment required under paragraph (8) 
in the case of any contribution of clothing or 
household items,’’ after ‘‘a description of 
such property’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made after December 31, 2006. 
SEC. 218. MODIFICATION OF RECORDKEEPING 

REQUIREMENTS FOR CERTAIN 
CHARITABLE CONTRIBUTIONS. 

(a) RECORDKEEPING REQUIREMENT.—Sub-
section (f) of section 170, as amended by this 
Act, is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(16) RECORDKEEPING.—No deduction shall 
be allowed under subsection (a) for any con-
tribution of a cash, check, or other monetary 
gift unless the donor maintains as a record 
of such contribution— 

‘‘(A) a cancelled check, or 
‘‘(B) a receipt or a letter or other written 

communication from the donee showing the 
name of the donee organization, the date of 
the contribution, and the amount of the con-
tribution.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
the date of the enactment of this Act. 
SEC. 219. CONTRIBUTIONS OF FRACTIONAL IN-

TERESTS IN TANGIBLE PERSONAL 
PROPERTY. 

(a) INCOME TAX.—Section 170 (relating to 
charitable, etc., contributions and gifts), as 
amended by this Act, is amended by redesig-

nating subsection (p) as subsection (q) and 
by inserting after subsection (o) the fol-
lowing new subsection: 

‘‘(p) SPECIAL RULES FOR FRACTIONAL 
GIFTS.— 

‘‘(1) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(A) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(i) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(ii) the fair market value of the property 
at the time of the additional contribution. 

‘‘(B) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(i) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means any chari-
table contribution by the taxpayer of any in-
terest in property with respect to which the 
taxpayer has previously made an initial frac-
tional contribution. 

‘‘(ii) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any taxpayer, the 
first charitable contribution of an undivided 
portion of the taxpayer’s entire interest in 
any tangible personal property. 

‘‘(2) RECAPTURE OF DEDUCTION IN CERTAIN 
CASES.— 

‘‘(A) IN GENERAL.—The Secretary shall pro-
vide for the recapture of an amount equal to 
the amount of any deduction allowed under 
this section (plus interest) with respect to 
any contribution of an undivided interest of 
a taxpayer’s entire interest in property in 
any case where such property is not in the 
physical possession of the donee during any 
applicable period for a period of time which 
bears substantially the same ratio to 1 year 
as— 

‘‘(i) the percentage of the undivided inter-
est of the donee in the property (determined 
on the day after such contribution was 
made), bears to 

‘‘(ii) 100 percent. 
‘‘(B) APPLICABLE PERIOD.—For purposes of 

subparagraph (A), the term ‘applicable pe-
riod’ means any 1-year period which begins 
on— 

‘‘(i) in the year of the contribution, the 
date of the contribution, and 

‘‘(ii) in any subsequent calendar year, the 
date which corresponds to the date described 
in clause (i). 

‘‘(C) ANTI-ABUSE RULES.—The Secretary 
shall prescribe such regulations as necessary 
to prevent the avoidance of the purposes of 
this paragraph through the transfer of any 
such undivided interest to a third party con-
trolled by the taxpayer.’’. 

(b) ESTATE TAX.—Section 2055 (relating to 
transfers for public, charitable, and religious 
uses) is amended by redesignating subsection 
(g) as subsection (h) and by inserting after 
subsection (f) the following new subsection: 

‘‘(g) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(1) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(A) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(B) the fair market value of the property 
at the time of the additional contribution. 

‘‘(2) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(A) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means a bequest, 
legacy, devise, or transfer described in sub-
section (a) of any interest in a property with 
respect to which the decedent had previously 
made an initial fractional contribution. 

‘‘(B) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any decedent, any 

charitable contribution of an undivided por-
tion of the decedent’s entire interest in any 
tangible personal property for which a de-
duction was allowed under section 170.’’. 

(c) GIFT TAX.—Section 2522 (relating to 
charitable and similar gifts) is amended by 
redesignating subsection (e) as subsection (f) 
and by inserting after subsection (d) the fol-
lowing new subsection: 

‘‘(e) SPECIAL RULES FOR FRACTIONAL 
GIFTS.— 

‘‘(1) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(A) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(i) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(ii) the fair market value of the property 
at the time of the additional contribution. 

‘‘(B) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(i) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means any gift for 
which a deduction is allowed under sub-
section (a) or (b) of any interest in a prop-
erty with respect to which the donor has pre-
viously made an initial fractional contribu-
tion. 

‘‘(ii) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any donor, the first 
gift of an undivided portion of the donor’s 
entire interest in any tangible personal prop-
erty for which a deduction is allowed under 
subsection (a) or (b). 

‘‘(2) RECAPTURE OF DEDUCTION IN CERTAIN 
CASES.— 

‘‘(A) IN GENERAL.—The Secretary shall pro-
vide for the recapture of an amount equal to 
the amount of any deduction allowed under 
this section (plus interest) with respect to 
any contribution of an undivided interest of 
a donor’s entire interest in property in any 
case where such property is not in the phys-
ical possession of the donee during any appli-
cable period for a period of time which bears 
substantially the same ratio to 1 year as— 

‘‘(i) the percentage of the undivided inter-
est of the donee in the property (determined 
on the day after such contribution was 
made), bears to 

‘‘(ii) 100 percent. 
‘‘(B) APPLICABLE PERIOD.—For purposes of 

subparagraph (A), the term ‘applicable pe-
riod’ means any 1-year period which begins 
on— 

‘‘(i) in the year of the contribution, the 
date of the contribution, and 

‘‘(ii) in any subsequent calendar year, the 
date which corresponds to the date described 
in clause (i). 

‘‘(C) ANTI-ABUSE RULES.—The Secretary 
shall prescribe such regulations as necessary 
to prevent the avoidance of the purposes of 
this paragraph though the transfer of any 
such undivided interest to a third party con-
trolled by the donor.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions, bequests, and gifts made after the date 
of the enactment of this Act. 
SEC. 220. PROVISIONS RELATING TO SUBSTAN-

TIAL AND GROSS OVERSTATEMENTS 
OF VALUATIONS OF CHARITABLE 
DEDUCTION PROPERTY. 

(a) SUBSTANTIAL AND GROSS OVERSTATE-
MENTS OF VALUATIONS OF CHARITABLE DEDUC-
TION PROPERTY.— 

(1) IN GENERAL.—Section 6662 (relating to 
imposition of accuracy-related penalties) is 
amended by adding at the end the following 
new subsection: 

‘‘(i) SPECIAL RULES FOR CHARITABLE DEDUC-
TION PROPERTY.—In the case of charitable de-
duction property (as defined in section 
6664(c)(3)(A))— 
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‘‘(1) the determination under subsection 

(e)(1)(A) as to whether there is a substantial 
valuation misstatement under chapter 1 with 
respect to the value of the property shall be 
made by substituting ‘150 percent’ for ‘200 
percent’, and 

‘‘(2) the determination under subsection 
(h)(2)(A)(i) as to whether there is a gross 
valuation misstatement with respect to the 
value of the property shall be made by sub-
stituting ‘200 percent’ for ‘400 percent’ and by 
substituting ‘150 percent’ for ‘200 percent’ in 
applying subsection (e)(1)(A) for purposes of 
such determination.’’. 

(2) ELIMINATION OF REASONABLE CAUSE EX-
CEPTION FOR GROSS MISSTATEMENTS.—Section 
6664(c)(2) (relating to reasonable cause excep-
tion for underpayments) is amended by 
striking ‘‘paragraph (1) shall not apply un-
less’’ and inserting ‘‘paragraph (1) shall not 
apply. The preceding sentence shall not 
apply to a substantial valuation overstate-
ment under chapter 1 if’’. 

(b) PENALTY ON APPRAISERS WHOSE AP-
PRAISALS RESULT IN SUBSTANTIAL OR GROSS 
VALUATION MISSTATEMENTS.— 

(1) IN GENERAL.—Part I of subchapter B of 
chapter 68 (relating to assessable penalties) 
is amended by inserting after section 6695 
the following new section: 
‘‘SEC. 6695A. SUBSTANTIAL AND GROSS VALU-

ATION MISSTATEMENTS ATTRIB-
UTABLE TO INCORRECT APPRAIS-
ALS. 

‘‘(a) IMPOSITION OF PENALTY.—If— 
‘‘(1) a person prepares an appraisal of the 

value of property and such person knows, or 
reasonably should have known, that the ap-
praisal would be used in connection with a 
return or a claim for refund, and 

‘‘(2) the claimed value of the property on a 
return or claim for refund which is based on 
such appraisal results in a substantial valu-
ation misstatement under chapter 1 (within 
the meaning of section 6662(e)), or a gross 
valuation misstatement (within the meaning 
of section 6662(h)), with respect to such prop-
erty, 
then such person shall pay a penalty in the 
amount determined under subsection (b). 

‘‘(b) AMOUNT OF PENALTY.—The amount of 
the penalty imposed under subsection (a) on 
any person with respect to an appraisal shall 
be equal to the lesser of— 

‘‘(1) the greater of— 
‘‘(A) 10 percent of the amount of the under-

payment (as defined in section 6664(a)) at-
tributable to the misstatement described in 
subsection (a)(2), or 

‘‘(B) $1,000, or 
‘‘(2) 125 percent of the gross income re-

ceived by the person described in subsection 
(a)(1) from the preparation of the appraisal. 

‘‘(c) EXCEPTION.—No penalty shall be im-
posed under subsection (a) if the person es-
tablishes to the satisfaction of the Secretary 
that the value established in the appraisal 
was more likely than not the proper value.’’. 

(2) RULES APPLICABLE TO PENALTY.—Sec-
tion 6696 (relating to rules applicable with 
respect to sections 6694 and 6695) is amend-
ed— 

(A) by striking ‘‘6694 and 6695’’ each place 
it appears in the text and heading thereof 
and inserting ‘‘6694, 6695, and 6695A’’, and 

(B) by striking ‘‘6694 or 6695’’ each place it 
appears in the text and inserting ‘‘6694, 6695, 
or 6695A’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6696 and inserting the following 
new items: 
‘‘Sec. 6695A. Substantial and gross valuation 

misstatements attributable to 
incorrect appraisals. 

‘‘Sec. 6696. Rules applicable with respect to 
sections 6694, 6695, and 6695A.’’. 

(c) QUALIFIED APPRAISERS AND APPRAIS-
ALS.— 

(1) IN GENERAL.—Subparagraph (E) of sec-
tion 170(f)(11) is amended to read as follows: 

‘‘(E) QUALIFIED APPRAISAL AND AP-
PRAISER.—For purposes of this paragraph— 

‘‘(i) QUALIFIED APPRAISAL.—The term 
‘qualified appraisal’ means, with respect to 
any property, an appraisal of such property 
which— 

‘‘(I) is treated for purposes of this para-
graph as a qualified appraisal under regula-
tions or other guidance prescribed by the 
Secretary, and 

‘‘(II) is conducted by a qualified appraiser 
in accordance with generally accepted ap-
praisal standards and any regulations or 
other guidance prescribed under subclause 
(I). 

‘‘(ii) QUALIFIED APPRAISER.—Except as pro-
vided in clause (iii), the term ‘qualified ap-
praiser’ means an individual who— 

‘‘(I) has earned an appraisal designation 
from a recognized professional appraiser or-
ganization or has otherwise met minimum 
education and experience requirements set 
forth in regulations prescribed by the Sec-
retary, 

‘‘(II) regularly performs appraisals for 
which the individual receives compensation, 
and 

‘‘(III) meets such other requirements as 
may be prescribed by the Secretary in regu-
lations or other guidance. 

‘‘(iii) SPECIFIC APPRAISALS.—An individual 
shall not be treated as a qualified appraiser 
with respect to any specific appraisal un-
less— 

‘‘(I) the individual demonstrates verifiable 
education and experience in valuing the type 
of property subject to the appraisal, and 

‘‘(II) the individual has not been prohibited 
from practicing before the Internal Revenue 
Service by the Secretary under section 330(c) 
of title 31, United States Code, at any time 
during the 3-year period ending on the date 
of the appraisal.’’. 

(2) REASONABLE CAUSE EXCEPTION.—Sub-
paragraphs (B) and (C) of section 6664(c)(3) 
are amended to read as follows: 

‘‘(B) QUALIFIED APPRAISAL.—The term 
‘qualified appraisal’ has the meaning given 
such term by section 170(f)(11)(E)(i). 

‘‘(C) QUALIFIED APPRAISER.—The term 
‘qualified appraiser’ has the meaning given 
such term by section 170(f)(11)(E)(ii).’’. 

(d) DISCIPLINARY ACTIONS AGAINST AP-
PRAISERS.—Section 330(c) of title 31, United 
States Code, is amended by striking ‘‘with 
respect to whom a penalty has been assessed 
under section 6701(a) of the Internal Revenue 
Code of 1986’’. 

(e) EFFECTIVE DATES.— 
(1) MISSTATEMENT PENALTIES.—Except as 

provided in paragraph (3), the amendments 
made by subsection (a) shall apply to returns 
filed after the date of the enactment of this 
Act. 

(2) APPRAISER PROVISIONS.—Except as pro-
vided in paragraph (3), the amendments 
made by subsections (b), (c), and (d) shall 
apply to appraisals prepared with respect to 
returns or submissions filed after the date of 
the enactment of this Act. 

(3) SPECIAL RULE FOR CERTAIN EASEMENTS.— 
In the case of a contribution of a qualified 
real property interest which is a restriction 
with respect to the exterior of a building de-
scribed in section 170(h)(4)(C)(ii) of the Inter-
nal Revenue Code of 1986, and an appraisal 
with respect to the contribution, the amend-
ments made by subsections (a) and (b) shall 
apply to returns filed after December 16, 
2004. 
SEC. 221. ADDITIONAL STANDARDS FOR CREDIT 

COUNSELING ORGANIZATIONS. 
(a) IN GENERAL.—Section 501 (relating to 

exemption from tax on corporations, certain 

trusts, etc.) is amended by redesignating 
subsection (q) as subsection (r) and by insert-
ing after subsection (p) the following new 
subsection: 

‘‘(q) SPECIAL RULES FOR CREDIT COUN-
SELING ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—An organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose shall 
not be exempt from tax under subsection (a) 
unless such organization is described in para-
graph (3) or (4) of subsection (c) and such or-
ganization is organized and operated in ac-
cordance with the following requirements: 

‘‘(A) The organization— 
‘‘(i) provides credit counseling services tai-

lored to the specific needs and circumstances 
of consumers, 

‘‘(ii) makes no loans to debtors and does 
not negotiate the making of loans on behalf 
of debtors, and 

‘‘(iii) does not promote, or charge any sep-
arate fee for, any service for the purpose of 
improving any consumer’s credit record, 
credit history, or credit rating. 

‘‘(B) The organization does not refuse to 
provide credit counseling services to a con-
sumer due to the inability of the consumer 
to pay, the ineligibility of the consumer for 
debt management plan enrollment, or the 
unwillingness of the consumer to enroll in a 
debt management plan. 

‘‘(C) The organization establishes and im-
plements a fee policy which— 

‘‘(i) requires that any fees charged to a 
consumer for services are reasonable, and 

‘‘(ii) prohibits charging any fee based in 
whole or in part on a percentage of the con-
sumer’s debt, the consumer’s payments to be 
made pursuant to a debt management plan, 
or the projected or actual savings to the con-
sumer resulting from enrolling in a debt 
management plan. 

‘‘(D) At all times the organization has a 
board of directors or other governing body— 

‘‘(i) which is controlled by persons who 
represent the broad interests of the public, 
such as public officials acting in their capac-
ities as such, persons having special knowl-
edge or expertise in credit or financial edu-
cation, and community leaders, 

‘‘(ii) not more than 20 percent of the voting 
power of which is vested in persons who are 
employed by the organization or who will 
benefit financially, directly or indirectly, 
from the organization’s activities (other 
than through the receipt of reasonable direc-
tors’ fees or the repayment of consumer debt 
to creditors other than the credit counseling 
organization or its affiliates), and 

‘‘(iii) not more than 49 percent of the vot-
ing power of which is vested in persons who 
are employed by the organization or who will 
benefit financially, directly or indirectly, 
from the organization’s activities (other 
than through the receipt of reasonable direc-
tors’ fees). 

‘‘(E) The organization does not own more 
than 35 percent of— 

‘‘(i) the total combined voting power of a 
corporation which is in the business of lend-
ing money, repairing credit, or providing 
debt management plan services, payment 
processing, or similar services, 

‘‘(ii) the profits interest of a partnership 
which is in the business of lending money, 
repairing credit, or providing debt manage-
ment plan services, payment processing, or 
similar services, and 

‘‘(iii) the beneficial interest of a trust or 
estate which is in the business of lending 
money, repairing credit, or providing debt 
management plan services, payment proc-
essing, or similar services. 

‘‘(F) The organization receives no amount 
for providing referrals to others for financial 
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services (including debt management serv-
ices) or credit counseling services to be pro-
vided to consumers, and pays no amount to 
others for obtaining referrals of consumers. 

‘‘(2) REQUIREMENTS UNDER SUBSECTION 
(c)(3).—In addition to the requirements 
under paragraph (1), an organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose and 
which is described in paragraph (3) of sub-
section (c) shall not be exempt from tax 
under subsection (a) unless such organiza-
tion is organized and operated in accordance 
with the following requirements: 

‘‘(A) The organization— 
‘‘(i) charges no fees (other than nominal 

fees) for debt management plan services or 
credit counseling services and waives any 
fees if the consumer is unable to pay such 
fees, and 

‘‘(ii) does not solicit contributions from 
consumers during the initial counseling 
process or while the consumer is receiving 
services from the organization. 

‘‘(B) The activities of the organization re-
lated to debt management plan services (in 
the aggregate) do not exceed 25 percent of 
the total activities of the organization ac-
tivities measured by any of the following: 

‘‘(i) The time spent on activities. 
‘‘(ii) The resources dedicated to activities. 
‘‘(iii) The effort expended by the organiza-

tion with respect to activities. 
‘‘(iv) The sources of revenue of the organi-

zation. 
‘‘(v) Any other measures prescribed by the 

Secretary. 
‘‘(3) REQUIREMENTS UNDER SUBSECTION 

(c)(4).—In addition to the requirements 
under paragraph (1), an organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose and 
which is described in paragraph (4) of sub-
section (c) shall not be exempt from tax 
under subsection (a) unless such organiza-
tion— 

‘‘(A) is organized and operated such that it 
charges no fees (other than nominal fees) for 
credit counseling services and waives any 
fees if the consumer is unable to pay such 
fees, and 

‘‘(B) notifies the Secretary, in such manner 
as the Secretary may by regulations pre-
scribe, that it is applying for recognition as 
a credit counseling organization. 

‘‘(4) SECRETARIAL AUTHORITY.—The Sec-
retary may require any organization de-
scribed in paragraph (1) to submit such infor-
mation as the Secretary requires to verify 
that such organization meets the require-
ments of this section. 

‘‘(5) CREDIT COUNSELING SERVICES; DEBT 
MANAGEMENT PLAN SERVICES.—For purposes 
of this subsection— 

‘‘(A) CREDIT COUNSELING SERVICES.—The 
term ‘credit counseling services’ means— 

‘‘(i) the providing of educational informa-
tion to the general public on budgeting, per-
sonal finance, financial literacy, saving and 
spending practices, and the sound use of con-
sumer credit, 

‘‘(ii) the assisting of individuals and fami-
lies with financial problems by providing 
them with counseling, or 

‘‘(iii) a combination of the activities de-
scribed in clauses (i) and (ii). 

‘‘(B) DEBT MANAGEMENT PLAN SERVICES.— 
The term ‘debt management plan services’ 
means services related to the repayment, 
consolidation, or restructuring of a con-
sumer’s debt, and includes the negotiation 
with creditors of lower interest rates, the 
waiver or reduction of fees, and the mar-
keting and processing of debt management 
plans.’’. 

(b) DEBT MANAGEMENT PLAN SERVICES 
TREATED AS AN UNRELATED BUSINESS.—Sec-
tion 513 (relating to unrelated trade or busi-

ness) is amended by adding at the end the 
following: 

‘‘(j) DEBT MANAGEMENT PLAN SERVICES.— 
The term ‘unrelated trade or business’ in-
cludes— 

‘‘(1) the provision of debt management plan 
services (as defined in section 501(q)(4)(B)) by 
an organization described in section 501(q) to 
the extent such services are not substan-
tially related to the provision of credit coun-
seling services (as defined in section 
501(q)(4)(A)) to a consumer, and 

‘‘(2) the provision of debt management plan 
services (as so defined) by any organization 
other than an organization which meets the 
requirements of section 501(q).’’. 

(c) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to taxable years begin-
ning after the date of the enactment of this 
Act. 

(2) TRANSITION RULE FOR EXISTING ORGANI-
ZATIONS.—In the case of any organization de-
scribed in paragraph (3) or (4) section 501(c) 
of the Internal Revenue Code of 1986 and 
with respect to which the provision of credit 
counseling services is a substantial purpose 
on the date of the enactment of this Act, the 
amendments made by this section shall 
apply to taxable years beginning after the 
date which is 1 year after the date of the en-
actment of this Act. 
SEC. 222. EXPANSION OF THE BASE OF TAX ON 

PRIVATE FOUNDATION NET INVEST-
MENT INCOME. 

(a) GROSS INVESTMENT INCOME.— 
(1) IN GENERAL.—Paragraph (2) of section 

4940(c) (relating to gross investment income) 
is amended by adding at the end the fol-
lowing new sentence: ‘‘Such term shall also 
include income from sources similar to those 
in the preceding sentence.’’. 

(2) CONFORMING AMENDMENT.—Subsection 
(e) of section 509 (relating to gross invest-
ment income) is amended by adding at the 
end the following new sentence: ‘‘Such term 
shall also include income from sources simi-
lar to those in the preceding sentence.’’. 

(b) CAPITAL GAIN NET INCOME.—Paragraph 
(4) of section 4940(c) (relating to capital 
gains and losses) is amended— 

(1) in subparagraph (A), by striking ‘‘used 
for the production of interest, dividends, 
rents, and royalties’’ and inserting ‘‘used for 
the production of gross investment income 
(as defined in paragraph (2))’’, and 

(2) in subparagraph (C), by inserting ‘‘or 
carrybacks’’ after ‘‘carryovers’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 223. DEFINITION OF CONVENTION OR ASSO-

CIATION OF CHURCHES. 
Section 7701 (relating to definitions) is 

amended by redesignating subsection(o) as 
subsection (p) and by inserting after sub-
section (n) the following new subsection: 

‘‘(o) CONVENTION OR ASSOCIATION OF 
CHURCHES.—For purposes of this title, any 
organization which is otherwise a convention 
or association of churches shall not fail to so 
qualify merely because the membership of 
such organization includes individuals as 
well as churches or because individuals have 
voting rights in such organization.’’. 
SEC. 224. NOTIFICATION REQUIREMENT FOR EN-

TITIES NOT CURRENTLY REQUIRED 
TO FILE. 

(a) IN GENERAL.—Section 6033 (relating to 
returns by exempt organizations) is amended 
by redesignating subsection (h) as subsection 
(i) and by inserting after subsection (g) the 
following new subsection: 

‘‘(h) ADDITIONAL NOTIFICATION REQUIRE-
MENTS.—Any organization the gross receipts 
of which in any taxable year result in such 

organization being referred to in subsection 
(a)(3)(A)(ii) or (a)(3)(B)— 

‘‘(1) shall furnish annually, at such time 
and in such manner as the Secretary may by 
forms or regulations prescribe, information 
setting forth— 

‘‘(A) the legal name of the organization, 
‘‘(B) any name under which such organiza-

tion operates or does business, 
‘‘(C) the organization’s mailing address and 

Internet web site address (if any), 
‘‘(D) the organization’s taxpayer identi-

fication number, 
‘‘(E) the name and address of a principal 

officer, and 
‘‘(F) evidence of the continuing basis for 

the organization’s exemption from the filing 
requirements under subsection (a)(1), and 

‘‘(2) upon the termination of the existence 
of the organization, shall furnish notice of 
such termination.’’. 

(b) LOSS OF EXEMPT STATUS FOR FAILURE 
TO FILE RETURN OR NOTICE.—Section 6033 (re-
lating to returns by exempt organizations), 
as amended by subsection (a), is amended by 
redesignating subsection (i) as subsection (j) 
and by inserting after subsection (h) the fol-
lowing new subsection: 

‘‘(i) LOSS OF EXEMPT STATUS FOR FAILURE 
TO FILE RETURN OR NOTICE.— 

‘‘(1) IN GENERAL.—If an organization de-
scribed in subsection (a)(1) or (k) fails to file 
an annual return or notice required under ei-
ther subsection for 3 consecutive years, such 
organization’s status as an organization ex-
empt from tax under section 501(a) shall be 
considered revoked on and after the date set 
by the Secretary for the filing of the third 
annual return or notice. The Secretary shall 
publish and maintain a list of any organiza-
tion the status of which is so revoked. 

‘‘(2) APPLICATION NECESSARY FOR REIN-
STATEMENT.—Any organization the tax-ex-
empt status of which is revoked under para-
graph (1) must apply in order to obtain rein-
statement of such status regardless of 
whether such organization was originally re-
quired to make such an application. 

‘‘(3) RETROACTIVE REINSTATEMENT IF REA-
SONABLE CAUSE SHOWN FOR FAILURE.—If upon 
application for reinstatement of status as an 
organization exempt from tax under section 
501(a), an organization described in para-
graph (1) can show to the satisfaction of the 
Secretary evidence of reasonable cause for 
the failure described in such paragraph, the 
organization’s exempt status may, in the dis-
cretion of the Secretary, be reinstated effec-
tive from the date of the revocation under 
such paragraph.’’. 

(c) NO DECLARATORY JUDGMENT RELIEF.— 
Section 7428(b) (relating to limitations) is 
amended by adding at the end the following 
new paragraph: 

‘‘(4) NONAPPLICATION FOR CERTAIN REVOCA-
TIONS.—No action may be brought under this 
section with respect to any revocation of 
status described in section 6033(i)(1).’’. 

(d) NO INSPECTION REQUIREMENT.—Section 
6104(b) (relating to inspection of annual in-
formation returns), as amended by this Act, 
is amended by inserting ‘‘(other than sub-
section (h) thereof)’’ after ‘‘6033’’. 

(e) NO DISCLOSURE REQUIREMENT.—Section 
6104(d)(3) (relating to exceptions from disclo-
sure requirements) is amended by redesig-
nating subparagraph (B) as subparagraph (C) 
and by inserting after subparagraph (A) the 
following new subparagraph: 

‘‘(B) NONDISCLOSURE OF ANNUAL NOTICES.— 
Paragraph (1) shall not require the disclosure 
of any notice required under section 
6033(h).’’. 

(f) NO MONETARY PENALTY FOR FAILURE TO 
NOTIFY.—Section 6652(c)(1) (relating to an-
nual returns under section 6033 or 6012(a)(6)) 
is amended by adding at the end the fol-
lowing new subparagraph: 
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‘‘(E) NO PENALTY FOR CERTAIN ANNUAL NO-

TICES.—This paragraph shall not apply with 
respect to any notice required under section 
6033(h).’’. 

(g) SECRETARIAL OUTREACH REQUIRE-
MENTS.— 

(1) NOTICE REQUIREMENT.—The Secretary of 
the Treasury shall notify in a timely manner 
every organization described in section 
6033(h) of the Internal Revenue Code of 1986 
(as added by this section) of the requirement 
under such section 6033(h) and of the penalty 
established under section 6033(i) of such 
Code— 

(A) by mail, in the case of any organization 
the identity and address of which is included 
in the list of exempt organizations main-
tained by the Secretary, and 

(B) by Internet or other means of outreach, 
in the case of any other organization. 

(2) LOSS OF STATUS PENALTY FOR FAILURE 
TO FILE RETURN.—The Secretary of the Treas-
ury shall publicize in a timely manner in ap-
propriate forms and instructions and 
through other appropriate means, the pen-
alty established under section 6033(i) of such 
Code for the failure to file a return under 
section 6033(a)(1) of such Code. 

(h) EFFECTIVE DATE.—The amendments 
made by this section shall apply to notices 
and returns with respect to annual periods 
beginning after 2005. 
SEC. 225. DISCLOSURE TO STATE OFFICIALS OF 

PROPOSED ACTIONS RELATED TO 
EXEMPT ORGANIZATIONS. 

(a) IN GENERAL.—Subsection (c) of section 
6104 is amended by striking paragraph (2) and 
inserting the following new paragraphs: 

‘‘(2) DISCLOSURE OF PROPOSED ACTIONS RE-
LATED TO CHARITABLE ORGANIZATIONS.— 

‘‘(A) SPECIFIC NOTIFICATIONS.—In the case 
of an organization to which paragraph (1) ap-
plies, the Secretary may disclose to the ap-
propriate State officer— 

‘‘(i) a notice of proposed refusal to recog-
nize such organization as an organization de-
scribed in section 501(c)(3) or a notice of pro-
posed revocation of such organization’s rec-
ognition as an organization exempt from 
taxation, 

‘‘(ii) the issuance of a letter of proposed de-
ficiency of tax imposed under section 507 or 
chapter 41 or 42, and 

‘‘(iii) the names, addresses, and taxpayer 
identification numbers of organizations 
which have applied for recognition as organi-
zations described in section 501(c)(3). 

‘‘(B) ADDITIONAL DISCLOSURES.—Returns 
and return information of organizations with 
respect to which information is disclosed 
under subparagraph (A) may be made avail-
able for inspection by or disclosed to an ap-
propriate State officer. 

‘‘(C) PROCEDURES FOR DISCLOSURE.—Infor-
mation may be inspected or disclosed under 
subparagraph (A) or (B) only— 

‘‘(i) upon written request by an appropriate 
State officer, and 

‘‘(ii) for the purpose of, and only to the ex-
tent necessary in, the administration of 
State laws regulating such organizations. 

Such information may only be inspected by 
or disclosed to a person other than the ap-
propriate State officer if such person is an 
officer or employee of the State and is des-
ignated by the appropriate State officer to 
receive the returns or return information 
under this paragraph on behalf of the appro-
priate State officer. 

‘‘(D) DISCLOSURES OTHER THAN BY RE-
QUEST.—The Secretary may make available 
for inspection or disclose returns and return 
information of an organization to which 
paragraph (1) applies to an appropriate State 
officer of any State if the Secretary deter-
mines that such inspection or disclosure may 
facilitate the resolution of Federal or State 

issues relating to the tax-exempt status of 
such organization. 

‘‘(3) DISCLOSURE WITH RESPECT TO CERTAIN 
OTHER EXEMPT ORGANIZATIONS.—Upon written 
request by an appropriate State officer, the 
Secretary may make available for inspection 
or disclosure returns and return information 
of an organization described in paragraph (2), 
(4), (6), (7), (8), (10), or (13) of section 501(c) for 
the purpose of, and to the extent necessary 
in, the administration of State laws regu-
lating the solicitation or administration of 
the charitable funds or charitable assets of 
such organizations. Such information may 
only be inspected by or disclosed to a person 
other than the appropriate State officer if 
such person is an officer or employee of the 
State and is designated by the appropriate 
State officer to receive the returns or return 
information under this paragraph on behalf 
of the appropriate State officer. 

‘‘(4) USE IN CIVIL JUDICIAL AND ADMINISTRA-
TIVE PROCEEDINGS.—Returns and return in-
formation disclosed pursuant to this sub-
section may be disclosed in civil administra-
tive and civil judicial proceedings pertaining 
to the enforcement of State laws regulating 
such organizations in a manner prescribed by 
the Secretary similar to that for tax admin-
istration proceedings under section 
6103(h)(4). 

‘‘(5) NO DISCLOSURE IF IMPAIRMENT.—Re-
turns and return information shall not be 
disclosed under this subsection, or in any 
proceeding described in paragraph (4), to the 
extent that the Secretary determines that 
such disclosure would seriously impair Fed-
eral tax administration. 

‘‘(6) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) RETURN AND RETURN INFORMATION.— 
The terms ‘return’ and ‘return information’ 
have the respective meanings given to such 
terms by section 6103(b). 

‘‘(B) APPROPRIATE STATE OFFICER.—The 
term ‘appropriate State officer’ means— 

‘‘(i) the State attorney general, 
‘‘(ii) the State tax officer, 
‘‘(iii) in the case of an organization to 

which paragraph (1) applies, any other State 
official charged with overseeing organiza-
tions of the type described in section 
501(c)(3), and 

‘‘(iv) in the case of an organization to 
which paragraph (3) applies, the head of an 
agency designated by the State attorney 
general as having primary responsibility for 
overseeing the solicitation of funds for chari-
table purposes.’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Subparagraph (A) of section 6103(p)(3) is 

amended by inserting ‘‘an section 6104(c)’’ 
after ‘‘section’’ in the first sentence. 

(2) Paragraph (4) of section 6103(p) is 
amended— 

(A) in the matter preceding subparagraph 
(A), by inserting ‘‘, or any appropriate State 
officer (as defined in section 6104(c)),’’ before 
‘‘or any other person’’, 

(B) in subparagraph (F)(i), by inserting ‘‘or 
any appropriate State officer (as defined in 
section 6104(c)),’’ before ‘‘or any other per-
son’’, and 

(C) in the matter following subparagraph 
(F), by inserting ‘‘, an appropriate State offi-
cer (as defined in section 6104(c)),’’ after ‘‘in-
cluding an agency’’ each place it appears. 

(3) The heading for paragraph (1) of section 
6104(c) is amended by inserting ‘‘FOR CHARI-
TABLE ORGANIZATIONS’’ after ‘‘RULE’’. 

(4) Paragraph (2) of section 7213(a) is 
amended by inserting ‘‘or under section 
6104(c)’’ after ‘‘6103’’. 

(5) Paragraph (2) of section 7213A(a) is 
amended by inserting ‘‘or 6104(c)’’ after 
‘‘6103’’. 

(6) Paragraph (2) of section 7431(a) is 
amended by inserting ‘‘(including any disclo-

sure in violation of section 6014(c)’’ after 
‘‘6103’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on the 
date of the enactment of this Act but shall 
not apply to requests made before such date. 

PART II—IMPROVED ACCOUNTABILITY OF 
DONOR ADVISED FUNDS 

SEC. 231. EXCISE TAX ON SPONSORING ORGANI-
ZATIONS OF DONOR ADVISED FUNDS 
FOR FAILURE TO MEET DISTRIBU-
TION REQUIREMENTS. 

(a) IN GENERAL.—Chapter 42 (relating to 
private foundations and certain other tax-ex-
empt organizations), as amended by this Act, 
is amended by adding at the end the fol-
lowing new subchapter: 

‘‘Subchapter G—Donor Advised Funds 
‘‘Sec. 4967. Taxes on sponsoring organiza-

tions of donor advised funds for 
failure to meet distributions re-
quirements. 

‘‘Sec. 4968. Taxes on prohibited distribu-
tions. 

‘‘Sec. 4969. Taxes on prohibited benefits. 
‘‘SEC. 4967. TAXES ON SPONSORING ORGANIZA-

TIONS OF DONOR ADVISED FUNDS 
FOR FAILURE TO MEET DISTRIBU-
TION REQUIREMENTS. 

‘‘(a) INITIAL TAX.—There is hereby imposed 
on any sponsoring organization a tax equal 
to 30 percent of each of the following 
amounts: 

‘‘(1) The organization level undistributed 
amount of such sponsoring organization 
(other than any organization subject to tax 
under section 4942) for any taxable year 
which has not been distributed before the 
first day of the second (or any succeeding) 
taxable year following such taxable year (if 
such first day falls within the taxable pe-
riod). 

‘‘(2) The fund level undistributed amount 
of any donor advised fund of such sponsoring 
organization for any taxable year which has 
not been distributed before the 181st day of 
the first (or any succeeding) taxable year fol-
lowing the applicable period (if such 181st 
day falls within the taxable period). 

‘‘(3) The illiquid fund undistributed 
amount of any illiquid asset donor advised 
fund of such sponsoring organization for any 
taxable year which has not been distributed 
before the 181st day of the second (or any 
succeeding) taxable year following such tax-
able year (if such 181st day falls within the 
taxable period). 

‘‘(b) ADDITIONAL TAX.—In any case in 
which an initial tax is imposed under sub-
section (a) on any amount, if any portion of 
such amount remains undistributed at the 
close of the taxable period, there is hereby 
imposed a tax equal to 100 percent of the 
amount remaining undistributed at such 
time. 

‘‘(c) ORGANIZATION LEVEL UNDISTRIBUTED 
AMOUNT; FUND LEVEL UNDISTRIBUTED 
AMOUNT; ILLIQUID FUND UNDISTRIBUTED 
AMOUNT.—For purposes of this section— 

‘‘(1) ORGANIZATION LEVEL UNDISTRIBUTED 
AMOUNT.—The term ‘organization level un-
distributed amount’ means, with respect to 
any sponsoring organization for any taxable 
year, the amount by which— 

‘‘(A) the organization level distributable 
amount for such taxable year, exceeds 

‘‘(B) the qualifying distributions made dur-
ing such taxable year and designated for the 
purpose of reducing such amount. 

‘‘(2) FUND LEVEL UNDISTRIBUTED AMOUNT.— 
The term ‘fund level undistributed amount’ 
means, with respect to any donor advised 
fund of a sponsoring organization for any ap-
plicable period, the amount by which— 

‘‘(A) the fund level distributable amount 
for such applicable period, exceeds 
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‘‘(B) the qualifying distributions made dur-

ing such applicable period and designated for 
the purpose of reducing such amount. 

‘‘(3) ILLIQUID FUND UNDISTRIBUTED 
AMOUNT.— 

‘‘(A) IN GENERAL.—The term ‘illiquid fund 
undistributed amount’ means, with respect 
to any illiquid asset donor advised fund of a 
sponsoring organization for any taxable 
year, the amount by which— 

‘‘(i) the illiquid fund distributable amount 
for such taxable year, exceeds 

‘‘(ii) the qualifying distributions made dur-
ing such taxable year and designated for the 
purpose of reducing such amount. 

‘‘(B) ILLIQUID ASSET DONOR ADVISED FUND.— 
The term ‘illiquid asset donor advised fund’ 
means for any taxable year a donor advised 
fund the value of the illiquid assets of which 
(as of the end of the preceding taxable year) 
exceeds 10 percent of the value of the total 
assets of such fund. 

‘‘(C) ILLIQUID ASSET.—The term ‘illiquid 
asset’ means for any taxable year any asset 
other than cash and marketable securities 
the value of which is held for the entire tax-
able year as such asset or any other illiquid 
asset. 

‘‘(d) ORGANIZATION LEVEL DISTRIBUTABLE 
AMOUNT; FUND LEVEL DISTRIBUTABLE 
AMOUNT; ILLIQUID FUND DISTRIBUTABLE 
AMOUNT.—For purposes of this section— 

‘‘(1) ORGANIZATION LEVEL DISTRIBUTABLE 
AMOUNT.—The term ‘organization level dis-
tributable amount’ means, with respect to 
any sponsoring organization for any taxable 
year, an amount equal to the applicable per-
centage of the fair market value of the ag-
gregate assets of all donor advised funds 
maintained by such organization as deter-
mined on the last day of the preceding tax-
able year (other than such funds which have 
been in existence for less than 1 year as so 
determined). 

‘‘(2) FUND LEVEL DISTRIBUTABLE AMOUNT.— 
The term ‘fund level distributable amount’ 
means, with respect to any donor advised 
fund of any sponsoring organization for any 
applicable 3-consecutive taxable year period, 
an amount equal to the greater of— 

‘‘(A) $250, or 
‘‘(B) 2.5 percent of the greater of— 
‘‘(i) the average of the sponsoring organiza-

tion’s required minimum initial contribution 
amount for such period, or 

‘‘(ii) the average of the sponsoring organi-
zation’s required minimum balance for such 
period, 
for the type of donor with respect to such 
donor advised fund. 

‘‘(3) ILLIQUID FUND DISTRIBUTABLE 
AMOUNT.—The term ‘illiquid fund distribut-
able amount’ means, with respect to any il-
liquid asset donor advised fund of any spon-
soring organization for any taxable year, an 
amount equal to the applicable percentage of 
the value of the assets in such fund as deter-
mined at the end of the preceding taxable 
year. 

‘‘(4) APPLICABLE PERCENTAGE.—For pur-
poses of paragraphs (1) and (3), the applicable 
percentage is— 

‘‘(A) 3 percent for the first taxable year be-
ginning after the date of the enactment of 
this section, 

‘‘(B) 4 percent for the second taxable year 
beginning after such date, and 

‘‘(C) 5 percent for any taxable year begin-
ning after the second taxable year beginning 
after such date. 

‘‘(e) QUALIFYING DISTRIBUTION.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying dis-
tribution’ means— 

‘‘(A) any amount paid by the sponsoring 
organization from a donor advised fund— 

‘‘(i) to any organization described in sec-
tion 170(b)(1)(A) (other than any organization 

described in section 509(a)(3) or any spon-
soring organization if such amount is for 
maintenance in a donor advised fund), and 

‘‘(ii) notwithstanding clause (i), to any or-
ganization described section 170(f)(17)(B)(ii), 
but only to the extent not prohibited by reg-
ulations, and 

‘‘(B) any amount set aside in such donor 
advised fund for purposes, and under proce-
dures similar to those, described in section 
4942(g)(2). 

Such term shall also include any amount 
paid during any taxable year for reasonable 
and necessary administrative expenses 
charged to a donor advised fund by a spon-
soring organization. 

‘‘(2) DISTRIBUTIONS TO SPONSORING ORGANI-
ZATIONS.— 

‘‘(A) IN GENERAL.—Except as provided in 
subparagraph (B), such term shall include 
any distribution to a sponsoring organiza-
tion. 

‘‘(B) ORGANIZATION LEVEL DISTRIBUTIONS.— 
For purposes of subsection (c)(1)(B), such 
term shall not include any distribution to a 
sponsoring organization unless such distribu-
tion is designated for use in connection with 
a charitable program of such organization. 

‘‘(3) PURPOSE OF DISTRIBUTION.—Each quali-
fying distribution shall be taken into ac-
count in determining whether each of the re-
quirements of paragraphs (1), (2), and (3) of 
subsection (a) are met, except that only 
qualifying distributions from a donor advised 
fund shall be taken into account in deter-
mining whether the requirements of para-
graphs (2) and (3) of subsection (a) are met 
with respect to the fund. 

‘‘(4) DESIGNATION OF TAXABLE YEAR.— 
‘‘(A) IN GENERAL.—A sponsoring organiza-

tion shall designate the taxable years or ap-
plicable periods with respect to which any 
qualifying distribution shall be applied for 
purposes of satisfying the distribution re-
quirements of such taxable year or applica-
ble period. 

‘‘(B) CARRYOVER OF EXCESS DISTRIBUTION 
DESIGNATIONS.—If a sponsoring organization 
designates an amount of qualifying distribu-
tions in excess of the amount necessary to 
meet the distribution requirements for all 
taxable years and all applicable periods, the 
sponsoring organization may designate such 
excess as a carryover distribution which may 
be applied for purposes of satisfying the dis-
tribution requirements of the succeeding 5 
taxable years. 

‘‘(f) VALUATION RULES.—For purposes of de-
termining the value of any asset held by a 
donor advised fund, the following rules shall 
apply: 

‘‘(1) Securities for which market 
quotations are readily available shall be val-
ued at fair market value determined on a 
monthly basis. 

‘‘(2) Cash shall be determined on an aver-
age monthly basis. 

‘‘(3) Any illiquid asset transferred by a 
donor to a sponsoring organization for main-
tenance in such donor advised fund shall be 
valued in an amount equal to the sum of— 

‘‘(A) the value of such asset claimed by the 
donor for purposes of determining the do-
nor’s deduction under section 170, 2055, or 
2522 with respect to such transfer and re-
ported by the donor to the sponsoring orga-
nization (in any manner specified by the Sec-
retary), and 

‘‘(B) an assumed annual rate of return of 5 
percent of such value. 

‘‘(4) Any illiquid asset purchased by such 
fund shall be valued in an amount equal to— 

‘‘(A) the purchase price paid for such asset 
by such fund, and 

‘‘(B) an assumed annual rate of return of 5 
percent of such value. 

‘‘(g) SPONSORING ORGANIZATION; DONOR AD-
VISED FUND.—For purposes of this sub-
chapter— 

‘‘(1) SPONSORING ORGANIZATION.—The term 
‘sponsoring organization’ means any organi-
zation which— 

‘‘(A) is described in section 170(c) (other 
than in paragraph (1) thereof, and without 
regard to paragraph (2)(A) thereof), and 

‘‘(B) maintains 1 or more donor advised 
funds. 

‘‘(2) DONOR ADVISED FUND.— 
‘‘(A) IN GENERAL.—Except as provided in 

subparagraph (B), the term ‘donor advised 
fund’ means a fund or account— 

‘‘(i) which is separately identified by ref-
erence to contributions of a donor or donors, 

‘‘(ii) which is owned and controlled by a 
sponsoring organization, and 

‘‘(iii) with respect to which a donor or any 
person appointed or designated by such per-
son) has, or reasonably expects to have, advi-
sory privileges with respect to the distribu-
tion or investment of amounts held in such 
fund or account by reason of the donor’s sta-
tus as a donor. 

‘‘(B) EXCEPTION.—The term ‘donor advised 
fund’ shall not include any fund or account 
with respect to which a person described in 
subparagraph (A)(iii) advises as to which in-
dividuals receive grants for travel, study, or 
other similar purposes, but only if— 

‘‘(i) such person’s advisory privileges are 
performed exclusively by such person in the 
person’s capacity as a member of a com-
mittee appointed by the sponsoring organiza-
tion, 

‘‘(ii) no combination of persons described 
in subparagraph (A)(iii) (or persons related 
to such persons) control, directly or indi-
rectly, such committee, and 

‘‘(iii) all grants from such fund or account 
satisfy requirements similar to those de-
scribed in section 4945(g) (concerning grants 
to individuals by private foundations). 

‘‘(C) SECRETARIAL AUTHORITY.—The Sec-
retary may exempt a fund or account from 
treatment as a donor advised fund which— 

‘‘(i) is advised by committee not directly 
or indirectly controlled by the donor or advi-
sor (and any related parties), or 

‘‘(ii) will benefit a single identified organi-
zation or governmental entity or a single 
identified charitable purpose. 

‘‘(h) OTHER DEFINITIONS.—For purposes of 
this section— 

‘‘(1) TAXABLE PERIOD.—The term ‘taxable 
period’ means, with respect to the undistrib-
uted amount for any taxable year, the period 
beginning with the first day of the taxable 
year and ending on the earlier of— 

‘‘(A) the date of mailing of a notice of defi-
ciency with respect to the tax imposed by 
subsection (a) under section 6212, or 

‘‘(B) the date on which the tax imposed by 
subsection (a) is assessed. 

‘‘(2) APPLICABLE PERIOD.—The term ‘appli-
cable period’ means, with respect to any 
donor advised fund of any sponsoring organi-
zation, a 3-consecutive taxable year period 
determined under the following rules: 

‘‘(A) The first applicable 3-consecutive tax-
able year period for any donor advised fund 
shall begin on the first day of the first tax-
able year of the sponsoring organization be-
ginning after the date such fund has been in 
existence for 1 year. 

‘‘(B) Any applicable 3-consecutive taxable 
year period after the first such period shall 
begin on the day after the termination of 
any preceding applicable 3-consecutive tax-
able year period with respect to such donor 
advised fund. 

‘‘(i) REGULATIONS.—The Secretary may 
issue such regulations as are necessary to 
carry out the purposes of this section, in-
cluding regulations regarding— 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00124 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATE S589 February 2, 2006 
‘‘(1) the acceptable methods for calculating 

the organization level undistributed amount 
for sponsoring organizations, 

‘‘(2) the allowable adjustments in the de-
termination of the value of any illiquid asset 
where the asset value has declined signifi-
cantly after a contribution to, or purchase 
by, the donor advised fund, and 

‘‘(3) the treatment or disregard of trans-
actions designed to avoid the application of 
the illiquid asset rules, such as through ex-
changes of illiquid assets for other assets. 
‘‘SEC. 4968. TAXES ON PROHIBITED DISTRIBU-

TIONS. 
‘‘(a) IMPOSITION OF TAXES.— 
‘‘(1) ON THE DONOR OR DONOR ADVISOR.— 

There is hereby imposed on the advice of any 
person described in section 4967(g)(2)(A)(iii) 
to have a sponsoring organization of a donor 
advised fund make a taxable distribution 
from such fund a tax equal to 20 percent of 
the amount thereof. The tax imposed by this 
paragraph shall be paid by such person who 
advised the sponsoring organization of the 
donor advised fund to make the distribution. 

‘‘(2) ON THE FUND MANAGEMENT.—There is 
hereby imposed on the agreement of any 
fund manager to the making of a distribu-
tion, knowing that it is a taxable distribu-
tion, a tax equal to 5 percent of the amount 
thereof, unless such agreement is not willful 
and is due to reasonable cause. The tax im-
posed by this paragraph shall be paid by any 
fund manager who agreed to the making of 
the distribution. 

‘‘(b) JOINT AND SEVERAL LIABILITY.—For 
purposes of subsection (a), if more than one 
person is liable under subsection (a)(1) or 
(a)(2) with respect to the making of a taxable 
distribution, all such persons shall be jointly 
and severally liable under such paragraph 
with respect to such distribution. 

‘‘(c) TAXABLE DISTRIBUTION.—For purposes 
of this subsection— 

‘‘(1) IN GENERAL.—The term ‘taxable dis-
tribution’ means any distribution from a 
donor advised fund to any person other than 
the sponsoring organization’s non donor ad-
vised funds or accounts or organizations de-
scribed in section 170(b)(1)(A) (other than 
any organization described in section 
509(a)(3) or any sponsoring organization if 
such amount is for maintenance in a donor 
advised fund). 

‘‘(2) EXCEPTION.—Notwithstanding para-
graph (1), such term shall not include any 
distribution from a donor advised fund to 
any organization described in section 
170(f)(17)(B)(ii) to the extent such distribu-
tion is not prohibited under regulations. 

‘‘(d) FUND MANAGER.—For purposes of this 
subchapter, the term ‘fund manager’ means, 
with respect to any sponsoring organization 
of a donor advised fund— 

‘‘(1) an officer, director, or trustee of such 
sponsoring organization (or an individual 
having powers or responsibilities similar to 
those of officers, directors, or trustees of the 
sponsoring organization), and 

‘‘(2) with respect to any act (or failure to 
act), the employees of the sponsoring organi-
zation having authority or responsibility 
with respect to such act (or failure to act). 
‘‘SEC. 4969. TAXES ON PROHIBITED BENEFITS. 

‘‘(a) IMPOSITION OF TAXES.— 
‘‘(1) ON THE DONOR, DONOR ADVISOR, OR RE-

LATED PERSON.—There is hereby imposed on 
the advice of any person described in sub-
section (c) to have a sponsoring organization 
of a donor advised fund make a distribution 
from such fund which results in such a per-
son receiving, directly or indirectly, a more 
than incidental benefit as a result of such 
distribution, a tax equal to 25 percent of the 
amount of such distribution. The tax im-
posed by this paragraph shall be paid by such 
person who advised the sponsoring organiza-

tion of the donor advised fund to make the 
distribution. 

‘‘(2) ON THE RECIPIENT OF THE BENEFIT.— 
There is hereby imposed on any person de-
scribed in subsection (c) who receives a ben-
efit described in paragraph (1), a tax equal to 
25 percent of the amount of the distribution 
described in paragraph (1). 

‘‘(3) ON THE FUND MANAGEMENT.—There is 
hereby imposed on the agreement of any 
fund manager to the making of a distribu-
tion, knowing that such distribution would 
confer a benefit described in paragraph (1), a 
tax equal to 10 percent of the amount of such 
distribution, unless such agreement is not 
willful and is due to reasonable cause. The 
tax imposed by this paragraph shall be paid 
by any fund manager who agreed to the mak-
ing of the distribution. 

‘‘(b) JOINT AND SEVERAL LIABILITY.—For 
purposes of subsection (a), if more than one 
person is liable under subsection (a)(1), (a)(2), 
or (a)(3) with respect to the making of a dis-
tribution described in subsection (a), all such 
persons shall be jointly and severally liable 
under such paragraph with respect to such 
distribution. 

‘‘(c) DONOR, DONOR ADVISOR, OR RELATED 
PERSON.—A person is described in this sub-
section if such person is described in section 
4958(f)(1)(D) (determined without regard to 
any investment advisor).’’. 

(b) ABATEMENT OF TAXES ALLOWED.—Sec-
tion 4963 is amended— 

(1) by inserting ‘‘4967, 4968, 4969,’’ after 
‘‘4958,’’ each place it appears in subsections 
(a) and (c), 

(2) by inserting ‘‘4967,’’ after ‘‘4958,’’ in sub-
section (b), 

(3) in subsection (d)(2), by striking ‘‘and’’ 
at the end of subparagraph (B), by striking 
the period at the end of subparagraph (C) and 
inserting ‘‘, and’’, and by adding at the end 
the following new subparagraph: 

‘‘(D) in the case of the second tier tax im-
posed by section 4967(b), reducing the 
amount of the undistributed amount to 
zero.’’, and 

(4) in subsection (e)(2), by redesignating 
subparagraphs (C) and (D) as subparagraphs 
(E) and (F), respectively, and by inserting 
after subparagraph (B) the following new 
subparagraphs: 

‘‘(C) in the case of section 4967(a)(1), on the 
first day of the taxable year for which there 
was a failure to distribute, 

‘‘(D) in the case of paragraph (2) or (3) of 
section 4967(a), on the 181st day of the tax-
able year for which there was a failure to 
distribute,’’. 

(c) CONFORMING AMENDMENTS.— 
(1) The table of subchapters for chapter 42, 

as amended by this Act, is amended by add-
ing at the end the following new item: 

‘‘SUBCHAPTER G. DONOR ADVISED FUNDS.’’. 

(2) Section 6213(e) is amended by inserting 
‘‘4967 (relating to taxes on sponsoring organi-
zations of donor advised funds for failure to 
meet distribution requirements),’’ after 
‘‘benefit),’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 232. PROHIBITED TRANSACTIONS. 

(a) DISQUALIFIED PERSONS.— 
(1) IN GENERAL.—Paragraph (1) of section 

4958(f) is amended by striking ‘‘and’’ at the 
end of subparagraph (B), by striking the pe-
riod at the end of subparagraph (C) and in-
serting ‘‘, and’’, and by adding after subpara-
graph (C) the following new subparagraph: 

‘‘(D) any person who is described in para-
graph (7) with respect to any sponsoring or-
ganization (as defined in section 4967(g)(1)).’’. 

(2) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS TREATED AS DISQUALIFIED 

PERSONS.—Section 4958(f) is amended by add-
ing at the end the following new paragraph: 

‘‘(7) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS WITH RESPECT TO SPONSORING 
ORGANIZATIONS.—For purposes of paragraph 
(1)(D)— 

‘‘(A) IN GENERAL.—A person is described in 
this paragraph if such person— 

‘‘(i) is described in section 4967(g)(2)(A)(iii), 
‘‘(ii) is an investment advisor, 
‘‘(iii) is a member of the family of an indi-

vidual described in clause (i) or (ii), or 
‘‘(iv) is a 35-percent controlled entity (as 

defined in paragraph (3) by substituting ‘per-
sons described in clause (i), (ii), or (iii) of 
paragraph (7)(A)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(B) INVESTMENT ADVISOR.—The term ‘in-
vestment advisor’ means, with respect to 
any sponsoring organization (as defined in 
section 4967(g)(1)), any person (other than an 
employee of such organization) compensated 
by such organization for managing the in-
vestment of, or providing investment advice 
with respect to, assets maintained in donor 
advised funds (as defined in section 
4967(g)(2)) owned by such organization.’’. 

(3) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS TREATED AS DISQUALIFIED 
PERSONS WITH RESPECT TO A SPONSORING OR-
GANIZATION WHICH IS A PRIVATE FOUNDATION.— 
Section 4946(a)(1) is amended by striking 
‘‘and’’ at the end of subparagraph (H), by 
striking the period at the end of subpara-
graph (I) and inserting ‘‘, and’’, and by add-
ing at the end the following new subpara-
graph: 

‘‘(J) a person described in section 
4958(f)(1)(D).’’. 

(b) CERTAIN TRANSACTIONS TREATED AS EX-
CESS BENEFIT TRANSACTIONS.— 

(1) IN GENERAL.—Section 4958(c) is amended 
by redesignating paragraph (2) as paragraph 
(3) and by inserting after paragraph (1) the 
following new paragraph: 

‘‘(2) SPECIAL RULES FOR DONOR ADVISED 
FUNDS OWNED BY SPONSORING ORGANIZA-
TIONS.—In the case of any donor advised fund 
(as defined in section 4967(g)(2)) of a spon-
soring organization (as defined in section 
4967(g)(1))— 

‘‘(A) the term ‘excess benefit transaction’ 
includes any grant, loan, compensation, or 
other payment from such fund to a person 
described in subsection (f)(1)(D) (determined 
without regard to any investment advisor) 
with respect to such fund, and 

‘‘(B) the term ‘excess benefit’ includes, 
with respect to any transaction described in 
subparagraph (A), the amount of any such 
grant, loan, compensation, or other pay-
ment. 

Notwithstanding the last sentence of sub-
section (e), a sponsoring organization shall 
be treated as an applicable tax-exempt orga-
nization to the extent necessary to carry out 
this paragraph.’’. 

(2) SPECIAL RULE FOR CORRECTION OF TRANS-
ACTION.—Section 4958(f)(6) is amended by in-
serting ‘‘, except that in the case of any cor-
rection of an excess benefit transaction de-
scribed in subsection (c)(2), no amount re-
paid in a manner prescribed by the Secretary 
may be held in, or credited to, any donor ad-
vised fund’’ after ‘‘standards’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 233. TREATMENT OF CHARITABLE CON-

TRIBUTION DEDUCTIONS TO DONOR 
ADVISED FUNDS. 

(a) INCOME.—Section 170(f) (relating to dis-
allowance of deduction in certain cases and 
special rules), as amended by this Act, is 
amended by adding at the end the following 
new paragraph: 
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‘‘(17) CONTRIBUTIONS TO DONOR ADVISED 

FUNDS.— 
‘‘(A) IN GENERAL.—A deduction otherwise 

allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3), (4), or (5) of sub-
section (c) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of paragraph 
(8)(C) from the sponsoring organization that 
such organization has exclusive legal control 
over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-
nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(b) ESTATE.—Section 2055(e) is amended by 
adding at the end the following new para-
graph: 

‘‘(5) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3) or (4) of subsection 
(a) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of section 
170(f)(8)(C)) from the sponsoring organization 
that such organization has exclusive legal 
control over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-
nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(c) GIFT.—Section 2522(c) is amended by 
adding at the end the following new para-
graph: 

‘‘(13) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3) or (4) of subsection 
(a) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of section 
170(f)(8)(C)) from the sponsoring organization 
that such organization has exclusive legal 
control over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-
nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(d) REGULATIONS.—The regulations pre-
scribed under sections 170(f)(17)(B)(i), 
2055(e)(5)(B)(i), 2522(c)(13)(B)(i), 
4967(e)(i)(A)(ii), and 4968(c)(2) of the Internal 
Revenue Code of 1986 shall deny a deduction 
for contributions to sponsoring organiza-
tions (as defined in section 4967(g)(1) of such 
Code) which are described in section 
170(f)(17)(B)(ii) of such Code and shall apply 
excise taxes to distributions from donor ad-
vised funds (as defined in section 4967(g)(2) of 
such Code) and sponsoring organizations (as 
so defined) to organizations so described in 
cases where the donor of the contributions or 
the donor or donor advisor of the amounts 
distributed directly or indirectly controls a 
supported organization (as defined in section 
509(f)(3) of such Code) of such organization. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made after the date which is 180 days 
after the date of the enactment of this Act. 
SEC. 234. RETURNS OF, AND APPLICATIONS FOR 

RECOGNITION BY, SPONSORING OR-
GANIZATIONS. 

(a) MATTERS INCLUDED ON RETURNS.— 
(1) IN GENERAL.—Section 6033, as amended 

by this Act, is amended by redesignating 
subsection (j) as subsection (k) and by insert-
ing after subsection (i) the following new 
subsection: 

‘‘(j) ADDITIONAL PROVISIONS RELATING TO 
SPONSORING ORGANIZATIONS.—Every organi-
zation described in section 4967(g)(1) shall, on 
the return required under subsection (a) for 
the taxable year— 

‘‘(1) list the total number of donor advised 
funds (as defined in section 4967(g)(2)) it owns 
at the end of such taxable year, 

‘‘(2) indicate the aggregate value of assets 
held in such funds at the end of such taxable 
year, and 

‘‘(3) indicate the aggregate contributions 
to and grants made from such funds during 
such taxable year.’’. 

(2) EXTENSION OF STATUTE OF LIMITA-
TIONS.—Section 6501(c) is amended by adding 
at the end the following new paragraph: 

‘‘(11) DONOR ADVISED FUNDS.—If a spon-
soring organization (as defined in section 
4967(g)(1)) fails to include on any return for 
any taxable year any information with re-
spect to any donor advised fund of such orga-
nization which is required under section 
6033(j) to be included with such return, the 
time for assessment of any tax imposed 
under subchapter G of chapter 42 with re-
spect to any distribution from such donor 
advised fund shall not expire before the date 
which is 3 years after the date on which the 
secretary is furnished the information so re-
quired.’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-
turns filed for taxable years ending after the 
date of the enactment of this Act. 

(b) MATTERS INCLUDED ON EXEMPT STATUS 
APPLICATION.— 

(1) IN GENERAL.—Section 508 is amended by 
adding at the end the following new sub-
section: 

‘‘(f) ADDITIONAL PROVISIONS RELATING TO 
SPONSORING ORGANIZATIONS.—A sponsoring 
organization (as defined in section 4967(g)(1)) 
shall give notice to the Secretary (in such 
manner as the Secretary may provide) 
whether such organization maintains or in-
tends to maintain donor advised funds (as de-
fined in section 4967(g)(2)) and the manner in 
which such organization plans to operate 
such funds.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to orga-
nizations applying for tax-exempt status 
after the date of the enactment of this Act. 

PART III—IMPROVED ACCOUNTABILITY 
OF SUPPORTING ORGANIZATIONS 

SEC. 241. REQUIREMENTS FOR SUPPORTING OR-
GANIZATIONS. 

(a) TYPES OF SUPPORTING ORGANIZATIONS.— 
Subparagraph (B) of section 509(a)(3) is 
amended to read as follows: 

‘‘(B) is— 
‘‘(i) operated, supervised, or controlled by 

one or more organizations described in para-
graph (1) or (2), 

‘‘(ii) supervised or controlled in connection 
with one or more such organizations, or 

‘‘(iii) operated in connection with one or 
more such organizations, and’’. 

(b) REQUIREMENTS FOR SUPPORTING ORGANI-
ZATIONS.—Section 509 (relating to private 
foundation defined) is amended by adding at 
the end the following new subsection: 

‘‘(f) REQUIREMENTS FOR SUPPORTING ORGA-
NIZATIONS.— 

‘‘(1) TYPE III SUPPORTING ORGANIZATIONS.— 
For purposes of subsection (a)(3)(B)(iii), an 
organization shall not be considered to be 
operated in connection with any organiza-
tion described in paragraph (1) or (2) of sub-
section (a) unless such organization meets 
the following requirements: 

‘‘(A) APPLICATION REQUIREMENT.—The orga-
nization provides to the Secretary, as a part 
of any notification filed under section 508(a) 
after the date of the enactment of this sub-
section, a letter from each supported organi-
zation acknowledging that the supported or-
ganization has been designated by such orga-
nization as a supported organization. 

‘‘(B) RESPONSIVENESS.—For each taxable 
year beginning after the date of the enact-
ment of this subsection, the organization 
provides to each supported organization such 
information as the Secretary may require to 
ensure that such organization is responsive 
to the needs or demands of the supported or-
ganization. 

‘‘(C) SUPPORTED ORGANIZATIONS.— 
‘‘(i) IN GENERAL.—The organization— 
‘‘(I) is not operated in connection with 

more than 5 supported organizations, and 
‘‘(II) is not operated in connection with 

any supported organization that is not orga-
nized in the United States on any date after 
the date which is 180 days after the date of 
the enactment of this subsection. 

‘‘(ii) SPECIAL RULE FOR EXISTING ORGANIZA-
TIONS.—If the organization is operated in 
connection with more than 5 supported orga-
nizations on the date of the enactment of 
this subsection— 

‘‘(I) clause (i)(I) shall not apply, and 
‘‘(II) the organization may not be operated 

in connection with any other organization 
after such date unless the total number of 
supported organizations is 5 or less. 
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‘‘(D) CONTRIBUTIONS TO DONOR ADVISED 

FUNDS.—The organization makes no con-
tributions to or for the use of any donor ad-
vised fund (as defined in section 4967(g)(2)). 

‘‘(2) ORGANIZATIONS CONTROLLED BY DO-
NORS.— 

‘‘(A) IN GENERAL.—For purposes of sub-
section (a)(3)(B), an organization shall not be 
considered to be— 

‘‘(i) operated, supervised, or controlled by 
any organization described in paragraph (1) 
or (2) of subsection (a), or 

‘‘(ii) operated in connection with any orga-
nization described in paragraph (1) or (2) of 
subsection (a), 

if such organization accepts any gift or con-
tribution from any person described in sub-
paragraph (B). 

‘‘(B) PERSON DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a person (other than an organization 
described in paragraph (1), (2), or (4) of sec-
tion 509(a)) who controls, directly or indi-
rectly, either alone or together with persons 
described in clauses (ii) and (iii), the gov-
erning body of a supported organization, 

‘‘(ii) a member of the family (determined 
under section 4958(f)(4)) of an individual de-
scribed in clause (i), or 

‘‘(iii) a 35-percent controlled entity (as de-
fined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 509(f)(2)(B)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(3) SUPPORTED ORGANIZATION.—For pur-
poses of this subsection, the term ‘supported 
organization’ means, with respect to an or-
ganization described in subsection (a)(3), an 
organization described in paragraph (1) or (2) 
of subsection (a)— 

‘‘(A) for whose benefit the organization de-
scribed in subsection (a)(3) is organized and 
operated, or 

‘‘(B) with respect to which the organiza-
tion performs the functions of, or carries out 
the purposes of.’’. 

(c) CHARITABLE TRUSTS WHICH ARE TYPE III 
SUPPORTING ORGANIZATIONS.—For purposes of 
section 509(a)(3)(B)(iii) of the Internal Rev-
enue Code of 1986, an organization which is a 
trust shall not be considered to be operated 
in connection with any organization de-
scribed in paragraph (1) or (2) of section 
509(a) of such Code solely because— 

(1) it is a charitable trust under State law, 
(2) the supported organization (as defined 

in section 509(f)(3) of such Code) is a bene-
ficiary of such trust, and 

(3) the supported organization (as so de-
fined) has the power to enforce the trust and 
compel an accounting. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on the 
date of the enactment of this Act. 
SEC. 242. EXCISE TAX ON SUPPORTING ORGANI-

ZATIONS FOR FAILURE TO MEET 
DISTRIBUTION REQUIREMENTS. 

(a) IN GENERAL.—Subchapter D of chapter 
42 (relating to failure by certain charitable 
organizations to meet certain qualification 
requirements) is amended by adding at the 
end the following new section: 
‘‘SEC. 4959. TAXES ON CERTAIN SUPPORTING OR-

GANIZATIONS FAILING TO MEET DIS-
TRIBUTION REQUIREMENTS. 

‘‘(a) INITIAL TAX.—There is hereby imposed 
on the undistributed income of any type III 
supporting organization for any taxable 
year, which has not been distributed before 
the first day of the second (or any suc-
ceeding) taxable year following such taxable 
year (if such first day falls within the tax-
able period), a tax equal to 30 percent of the 
amount of such income remaining undistrib-
uted at the beginning of such second (or suc-
ceeding) taxable year. 

‘‘(b) ADDITIONAL TAX.—In any case in 
which an initial tax is imposed under sub-
section (a) on the undistributed income of a 
type III supporting organization for any tax-
able year, if any portion of such income re-
mains undistributed at the close of the tax-
able period, there is hereby imposed a tax 
equal to 100 percent of the amount remaining 
undistributed at such time. 

‘‘(c) UNDISTRIBUTED INCOME.—For purposes 
of this section, the term ‘undistributed in-
come’ means, with respect to any type III 
supporting organization for any taxable year 
as of any time, the amount by which— 

‘‘(1) the distributable amount for such tax-
able year, exceeds 

‘‘(2) the qualifying distributions made be-
fore such time out of such distributable 
amount. 

‘‘(d) DISTRIBUTABLE AMOUNT.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—the term ‘distributable 
amount’ means, with respect to any type III 
supporting organization for any taxable 
year, an amount equal to the sum of— 

‘‘(A) the greater of— 
‘‘(i) 85 percent of the adjusted net income 

(as defined in section 4942(f)) of the type III 
supporting organization for the preceding 
taxable year, or 

‘‘(ii) the applicable percentage of the fair 
market value of the aggregate assets of such 
organization (other than assets used or held 
to perform the functions of, or carry out the 
purposes of, a supported organization) on the 
last day of the preceding taxable year, and 

‘‘(B) any amount received during the pre-
ceding taxable year which is a repayment of 
amounts paid by the organization in any 
prior taxable year to a supported organiza-
tion exclusively for the benefit of such sup-
ported organization or to perform the func-
tions of, or carry out the purposes of such 
supported organization. 

‘‘(2) INVESTMENT ASSETS.—For purposes of 
paragraph (1)(A)(ii), assets held for invest-
ment or for the operation of an unrelated 
trade or business shall not be considered as 
assets used or held to perform the functions 
of, or carry out the purposes of, a supported 
organization. 

‘‘(3) APPLICABLE PERCENTAGE.—For pur-
poses of paragraph (1)(A)(ii), the applicable 
percentage is— 

‘‘(A) 3 percent for the first taxable year be-
ginning after the date of the enactment of 
this section, 

‘‘(B) 4 percent for the second taxable year 
beginning after such date, and 

‘‘(C) 5 percent for any taxable year begin-
ning after the second taxable year beginning 
after such date. 

‘‘(e) QUALIFYING DISTRIBUTION.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying dis-
tribution’ means amounts paid by the type 
III supporting organization to or for the use 
of a supported organization. 

‘‘(2) ADMINISTRATIVE AND OPERATING EX-
PENSES.—Reasonable and necessary adminis-
trative expenses of a type III supporting or-
ganization shall be treated as a qualifying 
distribution to a supported organization. 

‘‘(f) TREATMENT OF QUALIFYING DISTRIBU-
TIONS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), any qualifying distribution 
made during a taxable year shall be treated 
as made— 

‘‘(A) first out of the undistributed income 
of the immediately preceding taxable year (if 
the type III supporting organization was sub-
ject to the tax imposed by this section for 
such preceding taxable year) to the extent 
thereof, and 

‘‘(B) second out of the undistributed in-
come for the taxable year to the extent 
thereof. 

For purposes of this paragraph, distributions 
shall be taken into account in the order of 
time in which made. 

‘‘(2) CORRECTION OF DEFICIENT DISTRIBU-
TIONS FOR PRIOR TAXABLE YEARS, ETC.—In the 
case of any qualifying distribution which 
(under paragraph (1)) is not treated as made 
out of the undistributed income of the imme-
diately preceding taxable year, the type III 
supporting organization may elect to treat 
any portion of such distribution as made out 
of the undistributed income of a designated 
prior taxable year. The election shall be 
made by the type III supporting organization 
at such time and in such manner as the Sec-
retary shall by regulations prescribe. 

‘‘(g) ADJUSTMENT OF DISTRIBUTABLE 
AMOUNT WHERE DISTRIBUTIONS DURING PRIOR 
YEARS HAVE EXCEEDED INCOME.— 

‘‘(1) IN GENERAL.—If, for the taxable years 
in the adjustment period for which an orga-
nization is a type III supporting organiza-
tion— 

‘‘(A) the aggregate qualifying distributions 
treated (under subsection (f)) as made out of 
the undistributed income for such taxable 
years, exceeds 

‘‘(B) the distributable amounts for such 
taxable years (determined without regard to 
this subsection), 
then, for purposes of this section (other than 
subsection (f)), the distributable amount for 
the taxable year shall be reduced by an 
amount equal to such excess. 

‘‘(2) TAXABLE YEARS IN ADJUSTMENT PE-
RIOD.—For purposes of paragraph (1), with re-
spect to any taxable year of a type III sup-
porting organization, the taxable years in 
the adjustment period are the taxable years 
(not exceeding 5) beginning after the date of 
the enactment of this section and imme-
diately preceding the taxable year. 

‘‘(h) OTHER DEFINITIONS.—For purposes of 
this section— 

‘‘(1) TAXABLE PERIOD.—The term ‘taxable 
period’ means, with respect to the undistrib-
uted income for any taxable year, the period 
beginning with the first day of the taxable 
year and ending on the earlier of— 

‘‘(A) the date of mailing of a notice of defi-
ciency with respect to the tax imposed by 
subsection (a) under section 6212, or 

‘‘(B) the date on which the tax imposed by 
subsection (a) is assessed. 

‘‘(2) TYPE III SUPPORTING ORGANIZATION.— 
The term ‘type III supporting organization’ 
means an organization which meets the re-
quirements of subparagraphs (A) and (C) of 
section 509(a)(3) and which is operated in 
connection with one or more organizations 
described in paragraph (1) or (2) of section 
509(a). 

‘‘(3) SUPPORTED ORGANIZATION.—The term 
‘supported organization’ has the meaning 
given such term under section 509(f)(3).’’. 

(b) CONFORMING AMENDMENT.—The table of 
sections for subchapter D of chapter 42 is 
amended by inserting after the item relating 
to section 4958 the following new item: 
‘‘Sec. 4959. Taxes on certain supporting or-

ganizations failing to meet dis-
tribution requirements.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 243. EXCESS BENEFIT TRANSACTIONS. 

(a) IN GENERAL.—Section 4958(c), as amend-
ed by this Act, is amended by redesignating 
paragraph (3) as paragraph (4) and by insert-
ing after paragraph (2) the following new 
paragraph: 

‘‘(3) SPECIAL RULES FOR SUPPORTING ORGA-
NIZATIONS.— 

‘‘(A) IN GENERAL.—In the case of any orga-
nization described in section 509(a)(3)— 

‘‘(i) the term ‘excess benefit transaction’ 
includes— 
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‘‘(I) any grant, loan, compensation, or 

other payment provided by such organiza-
tion to a person described in subparagraph 
(B), and 

‘‘(II) any loan provided by such organiza-
tion to a disqualified person (other than an 
organization described in paragraph (1), (2), 
or (4) of section 509(a)), and 

‘‘(ii) the term ‘excess benefit’ includes, 
with respect to any transaction described in 
clause (i), the amount of any such grant, 
loan, compensation, or other payment. 

‘‘(B) PERSON DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a substantial contributor to such orga-
nization, 

‘‘(ii) a member of the family (determined 
under section 4958(f)(4)) of an individual de-
scribed in clause (i), or 

‘‘(iii) a 35-percent controlled entity (as de-
fined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 4958(c)(3)(B)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(C) SUBSTANTIAL CONTRIBUTOR.—For pur-
poses of this paragraph— 

‘‘(i) IN GENERAL.—The term ‘substantial 
contributor’ means any person who contrib-
uted or bequeathed an aggregate amount of 
more than $5,000 to the organization, if such 
amount is more than 2 percent of the total 
contributions and bequests received by the 
organization before the close of the taxable 
year of the organization in which the con-
tribution or bequest is received by the orga-
nization from such person. In the case of a 
trust, such term also means the creator of 
the trust. 

‘‘(ii) EXCEPTION.—Such term shall not in-
clude any organization described in para-
graph (1), (2), or (4) of section 509(a).’’. 

(b) DISQUALIFIED PERSONS.—Paragraph (1) 
of section 4958(f), as amended by this Act, is 
amended by striking ‘‘and’’ at the end of sub-
paragraph (D), by striking the period at the 
end of subparagraph (E) and inserting ‘‘, 
and’’, and by adding after subparagraph (D) 
the following new subparagraph: 

‘‘(E) any person who is described in sub-
paragraph (A), (B), or (C) with respect to an 
organization described in section 509(a)(3) 
which is organized and operated exclusively 
for the benefit of, to perform the functions 
of, or to carry out the purposes of the appli-
cable tax-exempt organization.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions occurring after the date of the enact-
ment of this Act. 
SEC. 244. EXCESS BUSINESS HOLDINGS OF SUP-

PORTING ORGANIZATIONS. 
(a) IN GENERAL.—Section 4943 is amended 

by adding at the end the following new sub-
section: 

‘‘(e) APPLICATION OF TAX TO SUPPORTING 
ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, a qualified supporting organization 
shall be treated as a private foundation. 

‘‘(2) EXCEPTION.—The Secretary may ex-
empt any qualified supporting organization 
from the application of this subsection if the 
Secretary determines that the excess busi-
ness holdings of such organization are con-
sistent with the purpose or function consti-
tuting the basis for its exemption under sec-
tion 501. 

‘‘(3) QUALIFIED SUPPORTING ORGANIZATION.— 
For purposes of this subsection, the term 
‘qualified supporting organization’ means 
any— 

‘‘(A) type III supporting organization (as 
defined in section 4959(h)(2)), or 

‘‘(B) organization which meets the require-
ments of subparagraphs (A) and (C) of sec-
tion 509(a)(3) and which is supervised or con-

trolled in connection with or one or more or-
ganizations described in paragraph (1) or (2) 
of section 509(a), but only if such organiza-
tion accepts any gift or contribution from 
any person described in section 509(f)(2)(B). 

‘‘(4) DISQUALIFIED PERSON.— 
‘‘(A) IN GENERAL.—In applying this section 

to any organization described in section 
509(a)(3), the term ‘disqualified person’ 
means, with respect to the organization— 

‘‘(i) any person who was, at any time dur-
ing the 5-year period ending on date de-
scribed in subsection (a)(2)(A), in a position 
to exercise substantial influence over the af-
fairs of the organization, 

‘‘(ii) any member of the family (deter-
mined under section 4958(f)(4)) of an indi-
vidual described in clause (i), 

‘‘(iii) any 35-percent controlled entity (as 
defined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 4943(e)(2)(A)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof), 

‘‘(iv) any person described in section 
4958(c)(3)(B), and 

‘‘(v) any organization— 
‘‘(I) which is effectively controlled (di-

rectly or indirectly) by the same person or 
persons who control the organization in 
question, or 

‘‘(II) substantially all of the contributions 
to which were made (directly or indirectly) 
by the same person or persons described in 
subparagraph (B) or a member of their fam-
ily (within the meaning of section 4946(d)) 
who made (directly or indirectly) substan-
tially all of the contributions to the organi-
zation in question. 

‘‘(B) PERSONS DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a substantial contributor to the orga-
nization (as defined in section 4958(c)(3)(C)), 

‘‘(ii) an officer, director, or trustee of the 
organization (or an individual having powers 
or responsibilities similar to those officers, 
directors, or trustees of the organization), or 

‘‘(iii) an owner of more than 20 percent of— 
‘‘(I) the total combined voting power of a 

corporation, 
‘‘(II) the profits interest of a partnership, 

or 
‘‘(III) the beneficial interest of a trust or 

unincorporated enterprise, 

which is a substantial contributor (as so de-
fined) to the organization. 

‘‘(5) SPECIAL RULE FOR CERTAIN HOLDINGS OF 
TYPE III SUPPORTING ORGANIZATIONS.—For 
purposes of this subsection, the term ‘excess 
business holdings’ shall not include any 
holdings of a type III supporting organiza-
tion (as defined in section 4959(h)(2)) in any 
business enterprise if the holdings are held 
for the benefit of the community pursuant to 
the direction of a State attorney general or 
a State official with jurisdiction over the 
type III supporting organization. 

‘‘(6) PRESENT HOLDINGS.—For purposes of 
this subsection, rules similar to the rules of 
paragraphs (4), (5), and (6) of subsection (c) 
shall apply to organizations described in sec-
tion 509(a)(3), except that— 

‘‘(A) ‘the date of the enactment of this sub-
section’ shall be substituted for ‘May 26, 1969’ 
each place it appears in paragraphs (4), (5), 
and (6), and 

‘‘(B) ‘January 1, 2007’ shall be substituted 
for ‘January 1, 1970’ in paragraph (4)(E).’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 

SEC. 245. TREATMENT OF AMOUNTS PAID TO SUP-
PORTING ORGANIZATIONS BY PRI-
VATE FOUNDATIONS. 

(a) QUALIFYING DISTRIBUTIONS.—Paragraph 
(4) of section 4942(g) is amended to read as 
follows: 

‘‘(4) LIMITATION ON DISTRIBUTIONS BY NON-
OPERATING PRIVATE FOUNDATIONS TO SUP-
PORTING ORGANIZATIONS.—For purposes of 
this section, the term ‘qualifying distribu-
tion’ shall not include any amount paid by a 
private foundation which is not an operating 
foundation to an organization described in 
section 509(a)(3).’’. 

(b) TAXABLE EXPENDITURES.— 
(1) IN GENERAL.—Subsection (d) of section 

4945 is amended by redesignating paragraphs 
(4) and (5) as paragraphs (5) and (6), respec-
tively, and by inserting after paragraph (3) 
the following new paragraph: 

‘‘(4) to an organization described in section 
509(a)(3),’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 4945(d)(5), as redesignated by 

subparagraph (A), is amended— 
(i) by striking ‘‘a grant to an organiza-

tion’’ and inserting ‘‘a grant to any other or-
ganization’’, and 

(ii) by striking ‘‘paragraph (1), (2), or (3) of 
section 509(a)’’ in subparagraph (A) and in-
serting ‘‘paragraph (1) or (2) of section 
509(a)’’. 

(B) Section 4945(f) is amended by striking 
‘‘Subsection (d)(4)’’ in the last sentence 
thereof and inserting ‘‘Subsection (d)(5)’’. 

(C) Section 4945(h) is amended by striking 
‘‘subsection (d)(4)’’ and inserting ‘‘subsection 
(d)(5)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to distribu-
tions and expenditures after the date of the 
enactment of this Act. 
SEC. 246. RETURNS OF SUPPORTING ORGANIZA-

TIONS. 

(a) REQUIREMENT TO FILE RETURN.—Sub-
paragraph (B) of section 6033(a)(3), as redesig-
nated by this Act, is amended by inserting 
‘‘(other than an organization described in 
section 509(a)(3))’’ after ‘‘paragraph (1)’’. 

(b) MATTERS INCLUDED ON RETURNS.—Sec-
tion 6033, as amended by this Act, is amend-
ed by redesignating subsection (k) as sub-
section (l) and by inserting after subsection 
(j) the following new subsection: 

‘‘(k) ADDITIONAL PROVISIONS RELATING TO 
SUPPORTING ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—Every organization de-
scribed in section 509(a)(3) shall, on the re-
turn required under subsection (a)— 

‘‘(A) list the organizations described in sec-
tion 509(a)(3)(A) with respect to which such 
organization provides support, 

‘‘(B) indicate whether the organization 
meets the requirements of clause (i), (ii), or 
(iii) of section 509(a)(3)(B), and 

‘‘(C) certify that the organization meets 
the requirements of section 509(a)(3)(C). 

‘‘(2) TYPE III SUPPORTING ORGANIZATIONS.— 
Every type III supporting organization (as 
defined in section 4959(h)(2)) shall indicate on 
the return required under subsection (a) for 
the taxable year whether the organization 
has received a letter from each supported or-
ganization (as defined in section 509(f)(3)) 
during the taxable year which— 

‘‘(A) acknowledges that the supporting or-
ganization has designated such organization 
as a supported organization, 

‘‘(B) details the type of support provided 
by the supporting organization, and 

‘‘(C) explains how such support furthers 
the charitable purpose of the supported orga-
nization.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to returns 
filed for taxable years ending after the date 
of the enactment of this Act. 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00128 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATE S593 February 2, 2006 
TITLE III—MISCELLANEOUS PROVISIONS 

SEC. 301. RESTRUCTURING OF NEW YORK LIB-
ERTY ZONE TAX CREDITS. 

(a) IN GENERAL.—Subchapter Y of chapter 1 
is amended by adding at the end the fol-
lowing new section: 
‘‘SEC. 1400M. NEW YORK LIBERTY ZONE TAX 

CREDITS. 
‘‘(a) IN GENERAL.—There shall be allowed 

as a credit against any taxes imposed by this 
title (other than by section 3111(a), section 
3403, or subtitle D) paid or incurred by any 
governmental unit of the State of New York 
and the City of New York, New York (includ-
ing any agency or instrumentality thereof) 
for any calendar year an amount equal to 
the lesser of— 

‘‘(1) the total expenditures during such 
year by such governmental unit for quali-
fying projects, or 

‘‘(2) the amount allocated to such govern-
mental unit for such calendar year under 
subsection (b)(2). 

‘‘(b) QUALIFYING PROJECT.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying 
project’ means any transportation infra-
structure project, including highways, mass 
transit systems, railroads, airports, ports, 
and waterways, in or connecting with the 
New York Liberty Zone (as defined in section 
1400L(h)), which is designated as a qualifying 
project under this section jointly by the 
Governor of the State of New York and the 
Mayor of the City of New York, New York. 

‘‘(2) DOLLAR LIMITATION.— 
‘‘(A) IN GENERAL.—The Governor of the 

State of New York and the Mayor of the City 
of New York, New York, shall jointly allo-
cate to a governmental unit the amount of 
expenditures which may be taken into ac-
count under subsection (a) for any calendar 
year in the credit period with respect to a 
qualifying project. 

‘‘(B) AGGREGATE LIMIT.—The aggregate 
amount which may be allocated under sub-
paragraph (A) for all calendar years in the 
credit period shall not exceed $2,000,000,000. 

‘‘(C) ANNUAL LIMIT.—The aggregate 
amount which may be allocated under sub-
paragraph (A) for any calendar year in the 
credit period shall not exceed the sum of— 

‘‘(i) $200,000,000, plus 
‘‘(ii) the aggregate amount authorized to 

be allocated under this paragraph for all pre-
ceding calendar years in the credit period 
which was not so allocated. 

‘‘(D) UNALLOCATED AMOUNTS AT END OF 
CREDIT PERIOD.—If, as of the close of the 
credit period, the amount under subpara-
graph (B) exceeds the aggregate amount allo-
cated under subparagraph (A) for all cal-
endar years in the credit period, the Gov-
ernor of the State of New York and the 
Mayor of the City of New York, New York, 
may jointly allocate for any calendar year 
following the credit period for expenditures 
with respect to qualifying projects which 
may be taken into account under subsection 
(a) an amount equal to such excess, reduced 
by the aggregate amount allocated under 
this subparagraph for all preceding calendar 
years. 

‘‘(c) CARRYOVER OF UNUSED ALLOCATIONS.— 
‘‘(1) IN GENERAL.—If the amount allocated 

under subsection (b)(2) to a governmental 
unit for any calendar year exceeds the total 
expenditures for such year by such govern-
mental unit for qualifying projects, the allo-
cation of such governmental unit for the suc-
ceeding calendar year shall be increased by 
the amount of such excess. 

‘‘(2) REALLOCATION.—If a governmental 
unit does not use an amount allocated to it 
under subsection (b)(2) within the time pre-
scribed by the Governor of the State of New 
York and the Mayor of the City of New York, 

New York, then such amount shall after such 
time be treated for purposes of subsection 
(b)(2) in the same manner as if it had never 
been allocated. 

‘‘(d) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this section— 

‘‘(1) CREDIT PERIOD.—The term ‘credit pe-
riod’ means the 10-year period beginning on 
January 1, 2006. 

‘‘(2) TREATMENT OF FUNDS.—Any expendi-
ture for a qualifying project taken into ac-
count for purposes of the credit under this 
section shall be considered State and local 
funds for the purpose of any Federal pro-
gram. 

‘‘(e) REGULATIONS.—The Secretary may 
prescribe such regulations as are necessary 
to ensure compliance with the purposes of 
this section.’’. 

(b) TERMINATION OF CERTAIN NEW YORK 
LIBERTY ZONE BENEFITS.— 

(1) SPECIAL ALLOWANCE AND EXPENSING.— 
Section 1400L(b)(2)(A)(v) is amended by 
striking ‘‘the termination date’’ and insert-
ing ‘‘the date of the enactment of the Tax 
Relief Act of 2005 or the termination date if 
pursuant to a binding contract in effect on 
such enactment date’’. 

(2) LEASEHOLD.—Section 1400L(c)(2)(B) is 
amended by striking ‘‘before January 1, 
2007’’ and inserting ‘‘on or before the date of 
the enactment of the Tax Relief Act of 2005 
or before January 1, 2007, if pursuant to a 
binding contract in effect on such enactment 
date’’. 
SEC. 302. MODIFICATION TO S CORPORATION 

PASSIVE INVESTMENT INCOME 
RULES. 

(a) INCREASED PERCENTAGE LIMIT.—Para-
graph (2) of section 1375(a) is amended by 
striking ‘‘25 percent’’ and inserting ‘‘60 per-
cent’’. 

(b) OTHER PROVISIONS.— 
(1) REPEAL OF EXCESSIVE PASSIVE INCOME AS 

A TERMINATION EVENT.—Section 1362(d) is 
amended by striking paragraph (3). 

(2) CAPITAL GAIN NOT TREATED AS PASSIVE 
INVESTMENT INCOME.—Subsection (b) of sec-
tion 1375 is amended by striking paragraphs 
(3) and (4) and inserting the following new 
paragraph: 

‘‘(3) PASSIVE INVESTMENT INCOME DE-
FINED.— 

‘‘(A) Except as otherwise provided in this 
paragraph, the term ‘passive investment in-
come’ means gross receipts derived from roy-
alties, rents, dividends, interest, and annu-
ities. 

‘‘(B) EXCEPTION FOR INTEREST ON NOTES 
FROM SALES OF INVENTORY.—The term ‘pas-
sive investment income’ shall not include in-
terest on any obligation acquired in the ordi-
nary course of the corporation’s trade or 
business from its sale of property described 
in section 1221(a)(1). 

‘‘(C) TREATMENT OF CERTAIN LENDING OR FI-
NANCE COMPANIES.—If the S corporation 
meets the requirements of section 542(c)(6) 
for the taxable year, the term ‘passive in-
vestment income’ shall not include gross re-
ceipts for the taxable year which are derived 
directly from the active and regular conduct 
of a lending or finance business (as defined in 
section 542(d)(1)). 

‘‘(D) TREATMENT OF CERTAIN DIVIDENDS.—If 
an S corporation holds stock in a C corpora-
tion meeting the requirements of section 
1504(a)(2), the term ‘passive investment in-
come’ shall not include dividends from such 
C corporation to the extent such dividends 
are attributable to the earnings and profits 
of such C corporation derived from the active 
conduct of a trade or business. 

‘‘(E) EXCEPTION FOR BANKS, ETC.—In the 
case of a bank (as defined in section 581) or 
a depository institution holding company (as 
defined in section 3(w)(1) of the Federal De-
posit Insurance Act (12 U.S.C. 1813(w)(1)), the 

term ‘passive investment income’ shall not 
include— 

‘‘(i) interest income earned by such bank 
or company, or 

‘‘(ii) dividends on assets required to be held 
by such bank or company, including stock in 
the Federal Reserve Bank, the Federal Home 
Loan Bank, or the Federal Agricultural 
Mortgage Bank or participation certificates 
issued by a Federal Intermediate Credit 
Bank. 

‘‘(F) COORDINATION WITH SECTION 1374.—The 
amount of passive investment income shall 
be determined by not taking into account 
any recognized built-in gain or loss of the S 
corporation for any taxable year in the rec-
ognition period. Terms used in the preceding 
sentence shall have the same respective 
meanings as when used in section 1374.’’. 

(c) CONFORMING AMENDMENTS.— 
(1) Subparagraph (J) of section 26(b)(2) is 

amended by striking ‘‘25 percent’’ and insert-
ing ‘‘60 percent’’. 

(2) Clause (i) of section 1042(c)(4)(A) is 
amended by striking ‘‘section 1362(d)(3)(C)’’ 
and inserting ‘‘section 1375(b)(3)’’. 

(3) Subparagraph (B) of section 1362(f)(1) is 
amended by striking ‘‘or (3)’’. 

(4) Clause (i) of section 1375(b)(1)(A) is 
amended by striking ‘‘25 PERCENT’’ and in-
serting ‘‘60 PERCENT’’. 

(5) The heading for section 1375 is amended 
by striking ‘‘25 PERCENT’’ and inserting ‘‘60 
PERCENT’’. 

(6) The item relating to section 1375 in the 
table of sections for part III of subchapter S 
of chapter 1 is amended by striking ‘‘25 per-
cent’’ and inserting ‘‘60 percent’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2006 and 
before October 2, 2009. 
SEC. 303. MODIFICATION OF EFFECTIVE DATE OF 

DISREGARD OF CERTAIN CAPITAL 
EXPENDITURES FOR PURPOSES OF 
QUALIFIED SMALL ISSUE BONDS. 

(a) IN GENERAL.—Section 144(a)(4)(G) is 
amended by striking ‘‘September 30, 2009’’ 
and inserting ‘‘December 31, 2006’’. 

(b) CONFORMING AMENDMENT.—Section 
144(a)(4)(F) is amended by striking ‘‘Sep-
tember 30, 2009’’ and inserting ‘‘December 31, 
2006’’. 
SEC. 304. PREMIUMS FOR MORTGAGE INSUR-

ANCE. 
(a) IN GENERAL.—Section 163(h)(3) (relating 

to qualified residence interest) is amended 
by adding at the end the following new sub-
paragraph: 

‘‘(E) MORTGAGE INSURANCE PREMIUMS 
TREATED AS INTEREST.— 

‘‘(i) IN GENERAL.—Premiums paid or ac-
crued for qualified mortgage insurance by a 
taxpayer during the taxable year in connec-
tion with acquisition indebtedness with re-
spect to a qualified residence of the taxpayer 
shall be treated for purposes of this section 
as interest which is qualified residence inter-
est. 

‘‘(ii) PHASEOUT.—The amount otherwise 
treated as interest under clause (i) shall be 
reduced (but not below zero) by 10 percent of 
such amount for each $1,000 ($500 in the case 
of a married individual filing a separate re-
turn) (or fraction thereof) that the tax-
payer’s adjusted gross income for the taxable 
year exceeds $100,000 ($50,000 in the case of a 
married individual filing a separate re-
turn).’’. 

(b) DEFINITION AND SPECIAL RULES.—Sec-
tion 163(h)(4) (relating to other definitions 
and special rules) is amended by adding at 
the end the following new subparagraphs: 

‘‘(E) QUALIFIED MORTGAGE INSURANCE.—The 
term ‘qualified mortgage insurance’ means— 

‘‘(i) mortgage insurance provided by the 
Veterans Administration, the Federal Hous-
ing Administration, or the Rural Housing 
Administration, and 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00129 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATES594 February 2, 2006 
‘‘(ii) private mortgage insurance (as de-

fined by section 2 of the Homeowners Protec-
tion Act of 1998 (12 U.S.C. 4901), as in effect 
on the date of the enactment of this subpara-
graph). 

‘‘(F) SPECIAL RULES FOR PREPAID QUALIFIED 
MORTGAGE INSURANCE.—Any amount paid by 
the taxpayer for qualified mortgage insur-
ance that is properly allocable to any mort-
gage the payment of which extends to peri-
ods that are after the close of the taxable 
year in which such amount is paid shall be 
chargeable to capital account and shall be 
treated as paid in such periods to which so 
allocated. No deduction shall be allowed for 
the unamortized balance of such account if 
such mortgage is satisfied before the end of 
its term. The preceding sentences shall not 
apply to amounts paid for qualified mortgage 
insurance provided by the Veterans Adminis-
tration or the Rural Housing Administra-
tion.’’. 

(c) INFORMATION RETURNS RELATING TO 
MORTGAGE INSURANCE.—Section 6050H (relat-
ing to returns relating to mortgage interest 
received in trade or business from individ-
uals) is amended by adding at the end the 
following new subsection: 

‘‘(h) RETURNS RELATING TO MORTGAGE IN-
SURANCE PREMIUMS.— 

‘‘(1) IN GENERAL.—The Secretary may pre-
scribe, by regulations, that any person who, 
in the course of a trade or business, receives 
from any individual premiums for mortgage 
insurance aggregating $600 or more for any 
calendar year, shall make a return with re-
spect to each such individual. Such return 
shall be in such form, shall be made at such 
time, and shall contain such information as 
the Secretary may prescribe. 

‘‘(2) STATEMENT TO BE FURNISHED TO INDI-
VIDUALS WITH RESPECT TO WHOM INFORMATION 
IS REQUIRED.—Every person required to make 
a return under paragraph (1) shall furnish to 
each individual with respect to whom a re-
turn is made a written statement showing 
such information as the Secretary may pre-
scribe. Such written statement shall be fur-
nished on or before January 31 of the year 
following the calendar year for which the re-
turn under paragraph (1) was required to be 
made. 

‘‘(3) SPECIAL RULES.—For purposes of this 
subsection— 

‘‘(A) rules similar to the rules of sub-
section (c) shall apply, and 

‘‘(B) the term ‘mortgage insurance’ 
means— 

‘‘(i) mortgage insurance provided by the 
Veterans Administration, the Federal Hous-
ing Administration, or the Rural Housing 
Administration, and 

‘‘(ii) private mortgage insurance (as de-
fined by section 2 of the Homeowners Protec-
tion Act of 1998 (12 U.S.C. 4901), as in effect 
on the date of the enactment of this sub-
section).’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or accrued during the period beginning 
after December 31, 2006, and before January 
1, 2008, and properly allocable to such period, 
with respect to mortgage insurance con-
tracts issued after December 31, 2006. 
SEC. 305. SENSE OF THE SENATE ON USE OF NO- 

BID CONTRACTING BY FEDERAL 
EMERGENCY MANAGEMENT AGEN-
CY. 

(a) FINDINGS.—The Senate finds that— 
(1) on September 8, 2005, the Federal Emer-

gency Management Agency announced that 
it had awarded 4 contracts for emergency 
housing relief following Hurricane Katrina 
to The Shaw Group of Baton Rouge, Lou-
isiana, Fluor Corporation of Aliso Viejo, 
California, Bechtel National of San Fran-
cisco, California, and CH2M Hill of Denver, 
Colorado; 

(2) these contracts were awarded with no 
competition from other capable firms, and 
up to $100,000,000 in taxpayer funds were au-
thorized for each of these contracts; 

(3) in the midst of concerns about abusive 
and irresponsible spending of taxpayer funds, 
the Federal Emergency Management Agency 
pledged to re-bid these noncompetitive con-
tracts, with Acting Under Secretary of 
Emergency Preparedness and Response, R. 
David Paulison, stating before the Com-
mittee on Homeland Security and Govern-
ment Affairs of the Senate that ‘‘[a]ll of 
these no-bid contracts, we are going to go 
back and re-bid’’; 

(4) the Federal Emergency Management 
Agency has yet to reopen these 4 contracts 
to competitive bidding, and declared on No-
vember 11, 2005, that these contracts would 
not be reopened for bidding until February 
2006; 

(5) by February 2006, the majority of the 
contracts will have been completed and the 
majority of taxpayer funds will have been 
spent; 

(6) large and politically-connected firms 
continue to benefit from no-bid and limited- 
competition contracts, and contracts are not 
being awarded to capable, local companies; 

(7) according to an analysis in the Wash-
ington Post, companies outside the States 
most affected by Hurricane Katrina have re-
ceived more than 90 percent of the Federal 
contracts for recovery and reconstruction; 

(8) the monitoring of Federal contracting 
practices remains difficult, with a report by 
the San Jose Mercury News stating ‘‘The 
database of contracts is incomplete. Infor-
mation released by Federal agencies is spot-
ty and sporadic. And disclosure of many no- 
bid contracts isn’t required by law’’; and 

(9)(A) there is currently no Chief Financial 
Officer charged with monitoring the flow of 
all funds to the affected areas; and 

(B) the task of financial management is 
spread across disparate Federal departments 
and agencies with inadequate oversight of 
taxpayer funds. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that the Federal Emergency 
Management Agency should— 

(1) immediately rebid noncompetitive con-
tracts entered into following Hurricane 
Katrina, consistent with the commitment of 
the Agency made on October 6, 2005, before 
millions of taxpayer dollars are wasted on ir-
responsible and inefficient spending; 

(2)(A) immediately implement the planned 
competitive contracting strategy of the 
Agency for recovery work in all current and 
future reconstruction efforts; and 

(B) in carrying out that strategy, should 
prioritize local and small disadvantaged 
businesses in the contracting and subcon-
tracting process; and 

(3) immediately after the awarding of a 
contract, publicly disclose the amount and 
competitive or noncompetitive nature of the 
contract. 
SEC. 306. SENSE OF CONGRESS REGARDING 

DOHA ROUND. 
(a) FINDINGS.—The Congress makes the fol-

lowing findings: 
(1) Members of the World Trade Organiza-

tion (WTO) are currently engaged in a round 
of trade negotiations known as the Doha De-
velopment Agenda (Doha Round). 

(2) The Doha Round includes negotiations 
aimed at clarifying and improving dis-
ciplines under the Agreement on Implemen-
tation of Article VI of the General Agree-
ment on Tariffs and Trade 1994 (Antidumping 
Agreement) and the Agreement on Subsidies 
and Countervailing Measures (Subsidies 
Agreement). 

(3) The WTO Ministerial Declaration 
adopted on November 14, 2001 (WTO Paper 
No. WT/MIN(01)/DEC/1) specifically provides 

that the Doha Round negotiations are to pre-
serve the ‘‘basic concepts, principles and ef-
fectiveness’’ of the Antidumping Agreement 
and the Subsidies Agreement. 

(4) In section 2102(b)(14)(A) of the Bipar-
tisan Trade Promotion Authority Act of 2002, 
the Congress mandated that the principal ne-
gotiating objective of the United States with 
respect to trade remedy laws was to ‘‘pre-
serve the ability of the United States to en-
force rigorously its trade laws . . . and avoid 
agreements that lessen the effectiveness of 
domestic and international disciplines on 
unfair trade, especially dumping and sub-
sidies’’. 

(5) The countries that have been the most 
persistent and egregious violators of inter-
national fair trade rules are engaged in an 
aggressive effort to significantly weaken the 
disciplines provided in the Antidumping 
Agreement and the Subsidies Agreement and 
undermine the ability of the United States 
to effectively enforce its trade remedy laws. 

(6) Chronic violators of fair trade dis-
ciplines have put forward proposals that 
would substantially weaken United States 
trade remedy laws and practices, including 
mandating that unfair trade orders termi-
nate after a set number of years even if un-
fair trade and injury are likely to recur, 
mandating that trade remedy duties reflect 
less than the full margin of dumping or sub-
sidization, mandating higher de minimis lev-
els of unfair trade, making cumulation of the 
effects of imports from multiple countries 
more difficult in unfair trade investigations, 
outlawing the critical practice of ‘‘zeroing’’ 
in antidumping investigations, mandating 
the weighing of causes, and mandating other 
provisions that make it more difficult to 
prove injury. 

(7) United States trade remedy laws have 
already been significantly weakened by nu-
merous unjust and activist WTO dispute set-
tlement decisions which have created new 
obligations to which the United States never 
agreed. 

(8) Trade remedy laws remain a critical re-
source for American manufacturers, agricul-
tural producers, and aquacultural producers 
in responding to closed foreign markets, sub-
sidized imports, and other forms of unfair 
trade, particularly in the context of the 
challenges currently faced by these vital sec-
tors of the United States economy. 

(9) The United States had a current ac-
count trade deficit of approximately 
$668,000,000,000 in 2004, including a trade def-
icit of almost $162,000,000,000 with China 
alone, as well as a trade deficit of 
$40,000,000,000 in advanced technology. 

(10) United States manufacturers have lost 
over 3,000,000 jobs since June 2000, and United 
States manufacturing employment is cur-
rently at its lowest level since 1950. 

(11) Many industries critical to United 
States national security are at severe risk 
from unfair foreign competition. 

(12) The Congress strongly believes that 
the proposals put forward by countries seek-
ing to undermine trade remedy disciplines in 
the Doha Round would result in serious harm 
to the United States economy, including sig-
nificant job losses and trade disadvantages. 

(b) SENSE OF CONGRESS.—It is the sense of 
Congress that— 

(1) the United States should not be a signa-
tory to any agreement or protocol with re-
spect to the Doha Development Round of the 
World Trade Organization negotiations, or 
any other bilateral or multilateral trade ne-
gotiations, that— 

(A) adopts any proposal to lessen the effec-
tiveness of domestic and international dis-
ciplines on unfair trade or safeguard provi-
sions, including proposals— 
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(i) mandating that unfair trade orders ter-

minate after a set number of years even if 
unfair trade and injury are likely to recur; 

(ii) mandating that trade remedy duties re-
flect less than the full margin of dumping or 
subsidization; 

(iii) mandating higher de minimis levels of 
unfair trade; 

(iv) making cumulation of the effects of 
imports from multiple countries more dif-
ficult in unfair trade investigations; 

(v) outlawing the critical practice of ‘‘zero-
ing’’ in antidumping investigations; or 

(vi) mandating the weighing of causes or 
other provisions making it more difficult to 
prove injury in unfair trade cases; and 

(B) would lessen in any manner the ability 
of the United States to enforce rigorously its 
trade laws, including the antidumping, coun-
tervailing duty, and safeguard laws; 

(2) the United States trade laws and inter-
national rules appropriately serve the public 
interest by offsetting injurious unfair trade, 
and that further ‘‘balancing modifications’’ 
or other similar provisions are unnecessary 
and would add to the complexity and dif-
ficulty of achieving relief against injurious 
unfair trade practices; and 

(3) the United States should ensure that 
any new agreement relating to international 
disciplines on unfair trade or safeguard pro-
visions fully rectifies and corrects decisions 
by WTO dispute settlement panels or the Ap-
pellate Body that have unjustifiably and 
negatively impacted, or threaten to nega-
tively impact, United States law or practice, 
including a law or practice with respect to 
foreign dumping or subsidization. 
SEC. 307. MODIFICATION OF BOND RULE. 

In the case of bonds issued after the date of 
the enactment of this Act and before August 
31, 2009— 

(1) the requirement of paragraph (1) of sec-
tion 648 of the Deficit Reduction Act of 1984 
(98 Stat. 941) shall be treated as met with re-
spect to the securities or obligations referred 
to in such section if such securities or obli-
gations are held in a fund the annual dis-
tributions from which cannot exceed 7 per-
cent of the average fair market value of the 
assets held in such fund except to the extent 
distributions are necessary to pay debt serv-
ice on the bond issue, 

(2) paragraph (3) of such section shall be 
applied by substituting ‘‘distributions from’’ 
for ‘‘the investment earnings of’’ both places 
it appears, and 

(3) Paragraph (4) of such section shall be 
applied by substituting ‘‘March 1, 1985’’ for 
‘‘October 9, 1969’’. 
SEC. 308. TREATMENT OF CERTAIN STOCK OP-

TION PLANS UNDER NONQUALIFIED 
DEFERRED COMPENSATION RULES. 

(a) IN GENERAL.—The Secretary of the 
Treasury shall modify the regulations under 
section 409A of the Internal Revenue Code of 
1986 to extend to applicable foreign option 
plans the exception under such section for 
incentive stock options under section 422 of 
such Code and options granted under an em-
ployee stock purchase plan meeting the re-
quirements of section 423 of such Code. Such 
extension shall be subject to such terms and 
conditions as may be prescribed in such reg-
ulations. 

(b) APPLICABLE FOREIGN OPTION PLANS.— 
For purposes of subsection (a)— 

(1) IN GENERAL.—The term ‘‘applicable for-
eign option plan’’ means a plan providing for 
the issuance of employee stock options— 

(A) which is established under the laws of 
a foreign jurisdiction, and 

(B) which, under such laws or the terms of 
the plan (or both), is subject to requirements 
substantially similar to the requirements 
under section 422 or 423 of such Code. 

(2) SUBSTANTIALLY SIMILAR.—A plan shall 
not be treated as subject to substantially 

similar requirements under paragraph (1)(B) 
unless— 

(A) the plan is required to cover substan-
tially all employees, 

(B) in the case of an option under an em-
ployee stock purchase plan, the plan is re-
quired to provide an option price which is 
not less than the amount specified in section 
423(b)(6) of such Code, except that such sec-
tion shall be applied by substituting ‘‘80 per-
cent’’ for ‘‘85 percent’’ each place it appears, 

(C) the plan is required to provide coverage 
of individuals who, but for the exception of 
the application of section 409A of such Code 
by reason of this section, would be subject to 
tax under such section with respect to the 
plan, and 

(D) the plan meets such other require-
ments as the Secretary of the Treasury pre-
scribes in the regulations under subsection 
(a). 

SEC. 309. SENSE OF THE SENATE REGARDING 
THE DEDICATION OF EXCESS FUNDS. 

It is the sense of the Senate that any in-
creases in revenues to the Treasury as a re-
sult of this Act and the amendments made 
by this Act that exceed the amounts speci-
fied in the reconciliation instructions shall 
be dedicated to the Low-Income Home En-
ergy Assistance Program, in an amount not 
to exceed the amount which is $2,900,000,000 
more than the funding levels established for 
such Program for fiscal year 2005. 

SEC. 310. MODIFICATION OF TREATMENT OF 
LOANS TO QUALIFIED CONTINUING 
CARE FACILITIES. 

(a) IN GENERAL.—Subsection (g) of section 
7872 is amended to read as follows: 

‘‘(g) EXCEPTION FOR LOANS TO QUALIFIED 
CONTINUING CARE FACILITIES.— 

‘‘(1) IN GENERAL.—This section shall not 
apply for any calendar year to any below- 
market loan owed by a facility which on the 
last day of such year is a continuing care fa-
cility, if such loan was made pursuant to a 
continuing care contract and if the lender 
(or the lender’s spouse) attains age 62 before 
the close of such year. 

‘‘(2) CONTINUING CARE CONTRACT.—For pur-
poses of this section, the term ‘continuing 
care contract’ means a written contract be-
tween an individual and a qualified con-
tinuing care facility under which— 

‘‘(A) the individual or individual’s spouse 
may use a qualified continuing care facility 
for their life or lives, 

‘‘(B) the individual or individual’s spouse 
will be provided with housing in an inde-
pendent living unit (which has additional 
available facilities outside such unit for the 
provision of meals and other personal care), 
an assisted living facility or a nursing facil-
ity, as is available in the continuing care fa-
cility, as appropriate for the health of such 
individual or individual’s spouse, and 

‘‘(C) the individual or individual’s spouse 
will be provided assisted living or nursing 
care as the health of such individual or indi-
vidual’s spouse requires, and as is available 
in the continuing care facility. 

‘‘(3) QUALIFIED CONTINUING CARE FACILITY.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘qualified continuing care fa-
cility’ means 1 or more facilities— 

‘‘(i) which are designed to provide services 
under continuing care contracts, 

‘‘(ii) that include an independent living 
unit, plus an assisted living or nursing facil-
ity, or both, and 

‘‘(iii) substantially all of the independent 
living unit residents of which are covered by 
continuing care contracts. 

‘‘(B) NURSING HOMES EXCLUDED.—The term 
‘qualified continuing care facility’ shall not 
include any facility which is of a type which 
is traditionally considered a nursing home.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to loans 
made after December 31, 2005. 
SEC. 311. EXCLUSION OF GAIN FROM SALE OF A 

PRINCIPAL RESIDENCE BY CERTAIN 
EMPLOYEES OF THE INTELLIGENCE 
COMMUNITY. 

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 121(d)(9) (relating to exclusion of gain 
from sale of principal residence) is amended 
by striking ‘‘duty’’ and all that follows and 
inserting ‘‘duty— 

‘‘(i) as a member of the uniformed services, 
‘‘(ii) as a member of the Foreign Service of 

the United States, or 
‘‘(iii) as an employee of the intelligence 

community.’’. 
(b) EMPLOYEE OF INTELLIGENCE COMMUNITY 

DEFINED.—Subparagraph (C) of section 
121(d)(9) is amended by redesignating clause 
(iv) as clause (v) and by inserting after 
clause (iii) the following new clause: 

‘‘(iv) EMPLOYEE OF INTELLIGENCE COMMU-
NITY.—The term ‘employee of the intel-
ligence community’ means an employee (as 
defined by section 2105 of title 5, United 
States Code) of— 

‘‘(I) the Office of the Director of National 
Intelligence, 

‘‘(II) the Central Intelligence Agency, 
‘‘(III) the National Security Agency, 
‘‘(IV) the Defense Intelligence Agency, 
‘‘(V) the National Geospatial-Intelligence 

Agency, 
‘‘(VI) the National Reconnaissance Office, 
‘‘(VII) any other office within the Depart-

ment of Defense for the collection of special-
ized national intelligence through reconnais-
sance programs, 

‘‘(VIII) any of the intelligence elements of 
the Army, the Navy, the Air Force, the Ma-
rine Corps, the Federal Bureau of Investiga-
tion, the Department of Treasury, the De-
partment of Energy, and the Coast Guard, 

‘‘(IX) the Bureau of Intelligence and Re-
search of the Department of State, or 

‘‘(X) any of the elements of the Depart-
ment of Homeland Security concerned with 
the analyses of foreign intelligence informa-
tion.’’. 

(c) SPECIAL RULE.—Subparagraph (C) of 
section 121(d)(9), as amended by subsection 
(b), is amended by adding at the end the fol-
lowing new clause: 

‘‘(vi) SPECIAL RULE RELATING TO INTEL-
LIGENCE COMMUNITY.—An employee of the in-
telligence community shall not be treated as 
serving on qualified extended duty unless— 

‘‘(I) for purposes of such duty such em-
ployee has moved from 1 duty station to an-
other, and 

‘‘(II) at least 1 of such duty stations is lo-
cated outside of the Washington, District of 
Columbia, and Baltimore metropolitan sta-
tistical areas (as defined by the Secretary of 
Commerce).’’. 

(d) CONFORMING AMENDMENT.—The heading 
for section 121(d)(9) is amended by striking 
‘‘MEMBERS OF UNIFORMED SERVICES AND FOR-
EIGN SERVICE’’ and inserting ‘‘UNIFORMED 
SERVICES, FOREIGN SERVICE, AND INTEL-
LIGENCE COMMUNITY’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to sales or 
exchanges after the date of the enactment of 
this Act. 
TITLE IV—REVENUE OFFSET PROVISIONS 

Subtitle A—Provisions Designed to Curtail 
Tax Shelters 

SEC. 401. UNDERSTATEMENT OF TAXPAYER’S LI-
ABILITY BY INCOME TAX RETURN 
PREPARER. 

(a) STANDARDS CONFORMED TO TAXPAYER 
STANDARDS.—Section 6694(a) (relating to un-
derstatements due to unrealistic positions) 
is amended— 

(1) by striking ‘‘realistic possibility of 
being sustained on its merits’’ in paragraph 
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(1) and inserting ‘‘reasonable belief that the 
tax treatment in such position was more 
likely than not the proper treatment’’, 

(2) by striking ‘‘or was frivolous’’ in para-
graph (3) and inserting ‘‘or there was no rea-
sonable basis for the tax treatment of such 
position’’, and 

(3) by striking ‘‘UNREALISTIC’’ in the head-
ing thereof and inserting ‘‘IMPROPER’’. 

(b) AMOUNT OF PENALTY.—Section 6694 is 
amended— 

(1) by striking ‘‘$250’’ in subsection (a) and 
inserting ‘‘$1,000’’, and 

(2) by striking ‘‘$1,000’’ in subsection (b) 
and inserting ‘‘$5,000’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to docu-
ments prepared after the date of the enact-
ment of this Act. 
SEC. 402. FRIVOLOUS TAX SUBMISSIONS. 

(a) CIVIL PENALTIES.—Section 6702 is 
amended to read as follows: 
‘‘SEC. 6702. FRIVOLOUS TAX SUBMISSIONS. 

‘‘(a) CIVIL PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of 
$5,000 if— 

‘‘(1) such person files what purports to be a 
return of a tax imposed by this title but 
which— 

‘‘(A) does not contain information on 
which the substantial correctness of the self- 
assessment may be judged, or 

‘‘(B) contains information that on its face 
indicates that the self-assessment is substan-
tially incorrect; and 

‘‘(2) the conduct referred to in paragraph 
(1)— 

‘‘(A) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(B) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(b) CIVIL PENALTY FOR SPECIFIED FRIVO-
LOUS SUBMISSIONS.— 

‘‘(1) IMPOSITION OF PENALTY.—Except as 
provided in paragraph (3), any person who 
submits a specified frivolous submission 
shall pay a penalty of $5,000. 

‘‘(2) SPECIFIED FRIVOLOUS SUBMISSION.—For 
purposes of this section— 

‘‘(A) SPECIFIED FRIVOLOUS SUBMISSION.— 
The term ‘specified frivolous submission’ 
means a specified submission if any portion 
of such submission— 

‘‘(i) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(ii) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(B) SPECIFIED SUBMISSION.—The term 
‘specified submission’ means— 

‘‘(i) a request for a hearing under— 
‘‘(I) section 6320 (relating to notice and op-

portunity for hearing upon filing of notice of 
lien), or 

‘‘(II) section 6330 (relating to notice and 
opportunity for hearing before levy), and 

‘‘(ii) an application under— 
‘‘(I) section 6159 (relating to agreements 

for payment of tax liability in installments), 
‘‘(II) section 7122 (relating to com-

promises), or 
‘‘(III) section 7811 (relating to taxpayer as-

sistance orders). 
‘‘(3) OPPORTUNITY TO WITHDRAW SUBMIS-

SION.—If the Secretary provides a person 
with notice that a submission is a specified 
frivolous submission and such person with-
draws such submission within 30 days after 
such notice, the penalty imposed under para-
graph (1) shall not apply with respect to such 
submission. 

‘‘(c) LISTING OF FRIVOLOUS POSITIONS.—The 
Secretary shall prescribe (and periodically 
revise) a list of positions which the Sec-
retary has identified as being frivolous for 
purposes of this subsection. The Secretary 

shall not include in such list any position 
that the Secretary determines meets the re-
quirement of section 6662(d)(2)(B)(ii)(II). 

‘‘(d) REDUCTION OF PENALTY.—The Sec-
retary may reduce the amount of any pen-
alty imposed under this section if the Sec-
retary determines that such reduction would 
promote compliance with and administra-
tion of the Federal tax laws. 

‘‘(e) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this sec-
tion shall be in addition to any other penalty 
provided by law.’’. 

(b) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS BEFORE LEVY.— 

(1) FRIVOLOUS REQUESTS DISREGARDED.— 
Section 6330 (relating to notice and oppor-
tunity for hearing before levy) is amended by 
adding at the end the following new sub-
section: 

‘‘(g) FRIVOLOUS REQUESTS FOR HEARING, 
ETC.—Notwithstanding any other provision 
of this section, if the Secretary determines 
that any portion of a request for a hearing 
under this section or section 6320 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(2) PRECLUSION FROM RAISING FRIVOLOUS 
ISSUES AT HEARING.—Section 6330(c)(4) is 
amended— 

(A) by striking ‘‘(A)’’ and inserting 
‘‘(A)(i)’’; 

(B) by striking ‘‘(B)’’ and inserting ‘‘(ii)’’; 
(C) by striking the period at the end of the 

first sentence and inserting ‘‘; or’’; and 
(D) by inserting after subparagraph (A)(ii) 

(as so redesignated) the following: 
‘‘(B) the issue meets the requirement of 

clause (i) or (ii) of section 6702(b)(2)(A).’’. 
(3) STATEMENT OF GROUNDS.—Section 

6330(b)(1) is amended by striking ‘‘under sub-
section (a)(3)(B)’’ and inserting ‘‘in writing 
under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’. 

(c) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS UPON FILING OF NOTICE OF 
LIEN.—Section 6320 is amended— 

(1) in subsection (b)(1), by striking ‘‘under 
subsection (a)(3)(B)’’ and inserting ‘‘in writ-
ing under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’, and 

(2) in subsection (c), by striking ‘‘and (e)’’ 
and inserting ‘‘(e), and (g)’’. 

(d) TREATMENT OF FRIVOLOUS APPLICATIONS 
FOR OFFERS-IN-COMPROMISE AND INSTALL-
MENT AGREEMENTS.—Section 7122 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) FRIVOLOUS SUBMISSIONS, ETC.—Not-
withstanding any other provision of this sec-
tion, if the Secretary determines that any 
portion of an application for an offer-in-com-
promise or installment agreement submitted 
under this section or section 6159 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(e) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6702 and inserting the following 
new item: 
‘‘Sec. 6702. Frivolous tax submissions.’’. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to submis-
sions made and issues raised after the date 
on which the Secretary first prescribes a list 
under section 6702(c) of the Internal Revenue 
Code of 1986, as amended by subsection (a). 
SEC. 403. PENALTY FOR PROMOTING ABUSIVE 

TAX SHELTERS. 
(a) PENALTY FOR PROMOTING ABUSIVE TAX 

SHELTERS.—Section 6700 (relating to pro-

moting abusive tax shelters, etc.) is amend-
ed— 

(1) by redesignating subsections (b) and (c) 
as subsections (d) and (e), respectively, 

(2) by striking ‘‘a penalty’’ and all that fol-
lows through the period in the first sentence 
of subsection (a) and inserting ‘‘a penalty de-
termined under subsection (b)’’, and 

(3) by inserting after subsection (a) the fol-
lowing new subsections: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
be 100 percent of the gross income derived (or 
to be derived) from such activity by the per-
son or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of an activity described in subsection 
(a), each instance in which income was de-
rived by the person or persons subject to 
such penalty, and each person who partici-
pated in such an activity. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to such activity, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection. 

‘‘(c) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(b) CONFORMING AMENDMENT.—Section 
6700(a) is amended by striking the last sen-
tence. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in paragraphs (1) and (2) of 
section 6700(a) of the Internal Revenue Code 
of 1986 and after the date of the enactment of 
this Act. 
SEC. 404. PENALTY FOR AIDING AND ABETTING 

THE UNDERSTATEMENT OF TAX LI-
ABILITY. 

(a) IN GENERAL.—Section 6701(a) (relating 
to imposition of penalty) is amended— 

(1) by inserting ‘‘, or tax liability reflected 
in,’’ after ‘‘the preparation or presentation 
of’’ in paragraph (1), 

(2) by inserting ‘‘aid, assistance, procure-
ment, or advice with respect to such’’ before 
‘‘portion’’ both places it appears in para-
graphs (2) and (3), and 

(3) by inserting ‘‘instance of aid, assist-
ance, procurement, or advice or each such’’ 
before ‘‘document’’ in the matter following 
paragraph (3). 

(b) AMOUNT OF PENALTY.—Subsection (b) of 
section 6701 (relating to penalties for aiding 
and abetting understatement of tax liability) 
is amended to read as follows: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
be 100 percent of the gross income derived (or 
to be derived) from such aid, assistance, pro-
curement, or advice provided by the person 
or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of aid, assistance, procurement, or ad-
vice described in subsection (a), each in-
stance in which income was derived by the 
person or persons subject to such penalty, 
and each person who made such an under-
statement of the liability for tax. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to providing such aid, assistance, 
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procurement, or advice, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection.’’. 

(c) PENALTY NOT DEDUCTIBLE.—Section 6701 
is amended by adding at the end the fol-
lowing new subsection: 

‘‘(g) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in section 6701(a) of the In-
ternal Revenue Code of 1986 after the date of 
the enactment of this Act. 

Subtitle B—Economic Substance Doctrine 
SEC. 411. CLARIFICATION OF ECONOMIC SUB-

STANCE DOCTRINE. 
(a) IN GENERAL.—Section 7701 is amended 

by redesignating subsection (o) as subsection 
(p) and by inserting after subsection (n) the 
following new subsection: 

‘‘(o) CLARIFICATION OF ECONOMIC SUBSTANCE 
DOCTRINE; ETC.— 

‘‘(1) GENERAL RULES.— 
‘‘(A) IN GENERAL.—In any case in which a 

court determines that the economic sub-
stance doctrine is relevant for purposes of 
this title to a transaction (or series of trans-
actions), such transaction (or series of trans-
actions) shall have economic substance only 
if the requirements of this paragraph are 
met. 

‘‘(B) DEFINITION OF ECONOMIC SUBSTANCE.— 
For purposes of subparagraph (A)— 

‘‘(i) IN GENERAL.—A transaction has eco-
nomic substance only if— 

‘‘(I) the transaction changes in a meaning-
ful way (apart from Federal tax effects) the 
taxpayer’s economic position, and 

‘‘(II) the taxpayer has a substantial nontax 
purpose for entering into such transaction 
and the transaction is a reasonable means of 
accomplishing such purpose. 

In applying subclause (II), a purpose of 
achieving a financial accounting benefit 
shall not be taken into account in deter-
mining whether a transaction has a substan-
tial nontax purpose if the origin of such fi-
nancial accounting benefit is a reduction of 
income tax. 

‘‘(ii) SPECIAL RULE WHERE TAXPAYER RELIES 
ON PROFIT POTENTIAL.—A transaction shall 
not be treated as having economic substance 
by reason of having a potential for profit un-
less— 

‘‘(I) the present value of the reasonably ex-
pected pre-tax profit from the transaction is 
substantial in relation to the present value 
of the expected net tax benefits that would 
be allowed if the transaction were respected, 
and 

‘‘(II) the reasonably expected pre-tax profit 
from the transaction exceeds a risk-free rate 
of return. 

‘‘(C) TREATMENT OF FEES AND FOREIGN 
TAXES.—Fees and other transaction expenses 
and foreign taxes shall be taken into account 
as expenses in determining pre-tax profit 
under subparagraph (B)(ii). 

‘‘(2) SPECIAL RULES FOR TRANSACTIONS WITH 
TAX-INDIFFERENT PARTIES.— 

‘‘(A) SPECIAL RULES FOR FINANCING TRANS-
ACTIONS.—The form of a transaction which is 
in substance the borrowing of money or the 
acquisition of financial capital directly or 
indirectly from a tax-indifferent party shall 
not be respected if the present value of the 
deductions to be claimed with respect to the 
transaction is substantially in excess of the 
present value of the anticipated economic re-
turns of the person lending the money or 

providing the financial capital. A public of-
fering shall be treated as a borrowing, or an 
acquisition of financial capital, from a tax- 
indifferent party if it is reasonably expected 
that at least 50 percent of the offering will be 
placed with tax-indifferent parties. 

‘‘(B) ARTIFICIAL INCOME SHIFTING AND BASIS 
ADJUSTMENTS.—The form of a transaction 
with a tax-indifferent party shall not be re-
spected if— 

‘‘(i) it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
such party’s economic income or gain, or 

‘‘(ii) it results in a basis adjustment or 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this subsection— 

‘‘(A) ECONOMIC SUBSTANCE DOCTRINE.—The 
term ‘economic substance doctrine’ means 
the common law doctrine under which tax 
benefits under subtitle A with respect to a 
transaction are not allowable if the trans-
action does not have economic substance or 
lacks a business purpose. 

‘‘(B) TAX-INDIFFERENT PARTY.—The term 
‘tax-indifferent party’ means any person or 
entity not subject to tax imposed by subtitle 
A. A person shall be treated as a tax-indif-
ferent party with respect to a transaction if 
the items taken into account with respect to 
the transaction have no substantial impact 
on such person’s liability under subtitle A. 

‘‘(C) EXCEPTION FOR PERSONAL TRANS-
ACTIONS OF INDIVIDUALS.—In the case of an 
individual, this subsection shall apply only 
to transactions entered into in connection 
with a trade or business or an activity en-
gaged in for the production of income. 

‘‘(D) TREATMENT OF LESSORS.—In applying 
paragraph (1)(B)(ii) to the lessor of tangible 
property subject to a lease— 

‘‘(i) the expected net tax benefits with re-
spect to the leased property shall not include 
the benefits of— 

‘‘(I) depreciation, 
‘‘(II) any tax credit, or 
‘‘(III) any other deduction as provided in 

guidance by the Secretary, and 
‘‘(ii) subclause (II) of paragraph (1)(B)(ii) 

shall be disregarded in determining whether 
any of such benefits are allowable. 

‘‘(4) OTHER COMMON LAW DOCTRINES NOT AF-
FECTED.—Except as specifically provided in 
this subsection, the provisions of this sub-
section shall not be construed as altering or 
supplanting any other rule of law, and the 
requirements of this subsection shall be con-
strued as being in addition to any such other 
rule of law. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection. Such regulations 
may include exemptions from the applica-
tion of this subsection.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 412. PENALTY FOR UNDERSTATEMENTS AT-

TRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

(a) IN GENERAL.—Subchapter A of chapter 
68 is amended by inserting after section 
6662A the following new section: 
‘‘SEC. 6662B. PENALTY FOR UNDERSTATEMENTS 

ATTRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

‘‘(a) IMPOSITION OF PENALTY.—If a taxpayer 
has an noneconomic substance transaction 
understatement for any taxable year, there 
shall be added to the tax an amount equal to 
40 percent of the amount of such understate-
ment. 

‘‘(b) REDUCTION OF PENALTY FOR DISCLOSED 
TRANSACTIONS.—Subsection (a) shall be ap-
plied by substituting ‘20 percent’ for ‘40 per-
cent’ with respect to the portion of any non-
economic substance transaction understate-
ment with respect to which the relevant 
facts affecting the tax treatment of the item 
are adequately disclosed in the return or a 
statement attached to the return. 

‘‘(c) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘noneconomic 
substance transaction understatement’ 
means any amount which would be an under-
statement under section 6662A(b)(1) if section 
6662A were applied by taking into account 
items attributable to noneconomic sub-
stance transactions rather than items to 
which section 6662A would apply without re-
gard to this paragraph. 

‘‘(2) NONECONOMIC SUBSTANCE TRANS-
ACTION.—The term ‘noneconomic substance 
transaction’ means any transaction if— 

‘‘(A) there is a lack of economic substance 
(within the meaning of section 7701(o)(1)) for 
the transaction giving rise to the claimed 
benefit or the transaction was not respected 
under section 7701(o)(2), or 

‘‘(B) the transaction fails to meet the re-
quirements of any similar rule of law. 

‘‘(d) RULES APPLICABLE TO COMPROMISE OF 
PENALTY.— 

‘‘(1) IN GENERAL.—If the 1st letter of pro-
posed deficiency which allows the taxpayer 
an opportunity for administrative review in 
the Internal Revenue Service Office of Ap-
peals has been sent with respect to a penalty 
to which this section applies, only the Com-
missioner of Internal Revenue may com-
promise all or any portion of such penalty. 

‘‘(2) APPLICABLE RULES.—The rules of para-
graphs (2) and (3) of section 6707A(d) shall 
apply for purposes of paragraph (1). 

‘‘(e) COORDINATION WITH OTHER PEN-
ALTIES.—Except as otherwise provided in this 
part, the penalty imposed by this section 
shall be in addition to any other penalty im-
posed by this title. 

‘‘(f) CROSS REFERENCES.— 
‘‘(1) For coordination of penalty with un-

derstatements under section 6662 and other 
special rules, see section 6662A(e). 

‘‘(2) For reporting of penalty imposed 
under this section to the Securities and Ex-
change Commission, see section 6707A(e).’’. 

(b) COORDINATION WITH OTHER UNDERSTATE-
MENTS AND PENALTIES.— 

(1) The second sentence of section 
6662(d)(2)(A) is amended by inserting ‘‘and 
without regard to items with respect to 
which a penalty is imposed by section 6662B’’ 
before the period at the end. 

(2) Subsection (e) of section 6662A is 
amended— 

(A) in paragraph (1), by inserting ‘‘and non-
economic substance transaction understate-
ments’’ after ‘‘reportable transaction under-
statements’’ both places it appears, 

(B) in paragraph (2)(A), by inserting ‘‘and a 
noneconomic substance transaction under-
statement’’ after ‘‘reportable transaction un-
derstatement’’, 

(C) in paragraph (2)(B), by inserting ‘‘6662B 
or’’ before ‘‘6663’’, 

(D) in paragraph (2)(C)(i), by inserting ‘‘or 
section 6662B’’ before the period at the end, 

(E) in paragraph (2)(C)(ii), by inserting 
‘‘and section 6662B’’ after ‘‘This section’’, 

(F) in paragraph (3), by inserting ‘‘or non-
economic substance transaction understate-
ment’’ after ‘‘reportable transaction under-
statement’’, and 

(G) by adding at the end the following new 
paragraph: 

‘‘(4) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sub-
section, the term ‘noneconomic substance 
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transaction understatement’ has the mean-
ing given such term by section 6662B(c).’’. 

(3) Subsection (e) of section 6707A is 
amended— 

(A) by striking ‘‘or’’ at the end of subpara-
graph (B), and 

(B) by striking subparagraph (C) and in-
serting the following new subparagraphs: 

‘‘(C) is required to pay a penalty under sec-
tion 6662B with respect to any noneconomic 
substance transaction, or 

‘‘(D) is required to pay a penalty under sec-
tion 6662(h) with respect to any transaction 
and would (but for section 6662A(e)(2)(C)) 
have been subject to penalty under section 
6662A at a rate prescribed under section 
6662A(c) or under section 6662B,’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part II of subchapter A of chap-
ter 68 is amended by inserting after the item 
relating to section 6662A the following new 
item: 
‘‘Sec. 6662B. Penalty for understatements 

attributable to transactions 
lacking economic substance, 
etc.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 413. DENIAL OF DEDUCTION FOR INTEREST 

ON UNDERPAYMENTS ATTRIB-
UTABLE TO NONECONOMIC SUB-
STANCE TRANSACTIONS. 

(a) IN GENERAL.—Section 163(m) (relating 
to interest on unpaid taxes attributable to 
nondisclosed reportable transactions) is 
amended— 

(1) by striking ‘‘attributable’’ and all that 
follows and inserting the following: ‘‘attrib-
utable to— 

‘‘(1) the portion of any reportable trans-
action understatement (as defined in section 
6662A(b)) with respect to which the require-
ment of section 6664(d)(2)(A) is not met, or 

‘‘(2) any noneconomic substance trans-
action understatement (as defined in section 
6662B(c)).’’, and 

(2) by inserting ‘‘AND NONECONOMIC SUB-
STANCE TRANSACTIONS’’ in the heading there-
of after ‘‘TRANSACTIONS’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions after the date of the enactment of 
this Act in taxable years ending after such 
date. 
Subtitle C—Improvements in Efficiency and 

Safeguards in Internal Revenue Service 
Collection 

SEC. 421. WAIVER OF USER FEE FOR INSTALL-
MENT AGREEMENTS USING AUTO-
MATED WITHDRAWALS. 

(a) IN GENERAL.—Section 6159 (relating to 
agreements for payment of tax liability in 
installments) is amended by redesignating 
subsection (e) as subsection (f) and by insert-
ing after subsection (d) the following: 

‘‘(e) WAIVER OF USER FEES FOR INSTALL-
MENT AGREEMENTS USING AUTOMATED WITH-
DRAWALS.—In the case of a taxpayer who en-
ters into an installment agreement in which 
automated installment payments are agreed 
to, the Secretary shall waive the fee (if any) 
for entering into the installment agree-
ment.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to agree-
ments entered into on or after the date 
which is 180 days after the date of the enact-
ment of this Act. 
SEC. 422. TERMINATION OF INSTALLMENT 

AGREEMENTS. 
(a) IN GENERAL.—Section 6159(b)(4) (relat-

ing to failure to pay an installment or any 
other tax liability when due or to provide re-
quested financial information) is amended by 
striking ‘‘or’’ at the end of subparagraph (B), 

by redesignating subparagraph (C) as sub-
paragraph (E), and by inserting after sub-
paragraph (B) the following: 

‘‘(C) to make a Federal tax deposit under 
section 6302 at the time such deposit is re-
quired to be made, 

‘‘(D) to file a return of tax imposed under 
this title by its due date (including exten-
sions), or’’. 

(b) CONFORMING AMENDMENT.—The heading 
for section 6159(b)(4) is amended by striking 
‘‘FAILURE TO PAY AN INSTALLMENT OR ANY 
OTHER TAX LIABILITY WHEN DUE OR TO PROVIDE 
REQUESTED FINANCIAL INFORMATION’’ and in-
serting ‘‘FAILURE TO MAKE PAYMENTS OR DE-
POSITS OR FILE RETURNS WHEN DUE OR TO PRO-
VIDE REQUESTED FINANCIAL INFORMATION’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to failures 
occurring on or after the date of the enact-
ment of this Act. 
SEC. 423. PARTIAL PAYMENTS REQUIRED WITH 

SUBMISSION OF OFFERS-IN-COM-
PROMISE. 

(a) IN GENERAL.—Section 7122 (relating to 
compromises), as amended by this Act, is 
amended by redesignating subsections (c), 
(d), and (e) as subsections (d), (e), and (f), re-
spectively, and by inserting after subsection 
(b) the following new subsection: 

‘‘(c) RULES FOR SUBMISSION OF OFFERS-IN- 
COMPROMISE.— 

‘‘(1) PARTIAL PAYMENT REQUIRED WITH SUB-
MISSION.— 

‘‘(A) LUMP-SUM OFFERS.— 
‘‘(i) IN GENERAL.—The submission of any 

lump-sum offer-in-compromise shall be ac-
companied by the payment of 20 percent of 
amount of such offer. 

‘‘(ii) LUMP-SUM OFFER-IN-COMPROMISE.—For 
purposes of this section, the term ‘lump-sum 
offer-in-compromise’ means any offer of pay-
ments made in 5 or fewer installments. 

‘‘(B) PERIODIC PAYMENT OFFERS.—The sub-
mission of any periodic payment offer-in- 
compromise shall be accompanied by the 
payment of the amount of the first proposed 
installment and each proposed installment 
due during the period such offer is being 
evaluated for acceptance and has not been 
rejected by the Secretary. Any failure to 
make a payment required under the pre-
ceding sentence shall be deemed a with-
drawal of the offer-in-compromise. 

‘‘(2) RULES OF APPLICATION.— 
‘‘(A) USE OF PAYMENT.—The application of 

any payment made under this subsection to 
the assessed tax or other amounts imposed 
under this title with respect to such tax may 
be specified by the taxpayer. 

‘‘(B) NO USER FEE IMPOSED.—Any user fee 
which would otherwise be imposed under this 
section shall not be imposed on any offer-in- 
compromise accompanied by a payment re-
quired under this subsection. 

‘‘(C) WAIVER AUTHORITY.—The Secretary 
may issue regulations waiving any payment 
required under paragraph (1) in a manner 
consistent with the practices established in 
accordance with the requirements under sub-
section (d)(3).’’. 

(b) ADDITIONAL RULES RELATING TO TREAT-
MENT OF OFFERS.— 

(1) UNPROCESSABLE OFFER IF PAYMENT RE-
QUIREMENTS ARE NOT MET.—Paragraph (3) of 
section 7122(d) (relating to standards for 
evaluation of offers), as redesignated by sub-
section (a), is amended by striking ‘‘; and’’ at 
the end of subparagraph (A) and inserting a 
comma, by striking the period at the end of 
subparagraph (B) and inserting ‘‘, and’’, and 
by adding at the end the following new sub-
paragraph: 

‘‘(C) any offer-in-compromise which does 
not meet the requirements of subsection (c) 
shall be returned to the taxpayer as 
unprocessable.’’. 

(2) DEEMED ACCEPTANCE OF OFFER NOT RE-
JECTED WITHIN CERTAIN PERIOD.—Section 7122, 

as amended by subsection (a), is amended by 
adding at the end the following new sub-
section: 

‘‘(g) DEEMED ACCEPTANCE OF OFFER NOT 
REJECTED WITHIN CERTAIN PERIOD.—Any 
offer-in-compromise submitted under this 
section shall be deemed to be accepted by 
the Secretary if such offer is not rejected by 
the Secretary before the date which is 24 
months after the date of the submission of 
such offer. For purposes of the preceding sen-
tence, any period during which any tax li-
ability which is the subject of such offer-in- 
compromise is in dispute in any judicial pro-
ceeding shall not be taken in to account in 
determining the expiration of the 24-month 
period.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to offers-in- 
compromise submitted on and after the date 
which is 60 days after the date of the enact-
ment of this Act. 

Subtitle D—Penalties and Fines 
SEC. 431. INCREASE IN CRIMINAL MONETARY 

PENALTY LIMITATION FOR THE UN-
DERPAYMENT OR OVERPAYMENT OF 
TAX DUE TO FRAUD. 

(a) IN GENERAL.—Section 7206 (relating to 
fraud and false statements) is amended— 

(1) by striking ‘‘Any person who—’’ and in-
serting ‘‘(a) IN GENERAL.—Any person who— 
’’, and 

(2) by adding at the end the following new 
subsection: 

‘‘(b) INCREASE IN MONETARY LIMITATION FOR 
UNDERPAYMENT OR OVERPAYMENT OF TAX DUE 
TO FRAUD.—If any portion of any under-
payment (as defined in section 6664(a)) or 
overpayment (as defined in section 6401(a)) of 
tax required to be shown on a return is at-
tributable to fraudulent action described in 
subsection (a), the applicable dollar amount 
under subsection (a) shall in no event be less 
than an amount equal to such portion. A rule 
similar to the rule under section 6663(b) shall 
apply for purposes of determining the por-
tion so attributable.’’. 

(b) INCREASE IN PENALTIES.— 
(1) ATTEMPT TO EVADE OR DEFEAT TAX.— 

Section 7201 is amended— 
(A) by striking ‘‘$100,000’’ and inserting 

‘‘$500,000’’, 
(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘5 years’’ and inserting ‘‘10 

years’’. 
(2) WILLFUL FAILURE TO FILE RETURN, SUP-

PLY INFORMATION, OR PAY TAX.—Section 7203 
is amended— 

(A) in the first sentence— 
(i) by striking ‘‘Any person’’ and inserting 

the following: 
‘‘(a) IN GENERAL.—Any person’’, and 
(ii) by striking ‘‘$25,000’’ and inserting 

‘‘$50,000’’, 
(B) in the third sentence, by striking ‘‘sec-

tion’’ and inserting ‘‘subsection’’, and 
(C) by adding at the end the following new 

subsection: 
‘‘(b) AGGRAVATED FAILURE TO FILE.— 
‘‘(1) IN GENERAL.—In the case of any failure 

described in paragraph (2), the first sentence 
of subsection (a) shall be applied by sub-
stituting— 

‘‘(A) ‘felony’ for ‘misdemeanor’, 
‘‘(B) ‘$500,000 ($1,000,000’ for ‘$25,000 

($100,000’, and 
‘‘(C) ‘10 years’ for ‘1 year’. 
‘‘(2) FAILURE DESCRIBED.—A failure de-

scribed in this paragraph is a failure to make 
a return described in subsection (a) for a pe-
riod of 3 or more consecutive taxable 
years.’’. 

(3) FRAUD AND FALSE STATEMENTS.—Section 
7206(a) (as redesignated by subsection (a)) is 
amended— 

(A) by striking ‘‘$100,000’’ and inserting 
‘‘$500,000’’, 
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(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘3 years’’ and inserting ‘‘5 

years’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to actions, 
and failures to act, occurring after the date 
of the enactment of this Act. 
SEC. 432. DOUBLING OF CERTAIN PENALTIES, 

FINES, AND INTEREST ON UNDER-
PAYMENTS RELATED TO CERTAIN 
OFFSHORE FINANCIAL ARRANGE-
MENTS. 

(a) DETERMINATION OF PENALTY.— 
(1) IN GENERAL.—Notwithstanding any 

other provision of law, in the case of an ap-
plicable taxpayer— 

(A) the determination as to whether any 
interest or applicable penalty is to be im-
posed with respect to any arrangement de-
scribed in paragraph (2), or to any under-
payment of Federal income tax attributable 
to items arising in connection with any such 
arrangement, shall be made without regard 
to the rules of subsections (b), (c), and (d) of 
section 6664 of the Internal Revenue Code of 
1986, and 

(B) if any such interest or applicable pen-
alty is imposed, the amount of such interest 
or penalty shall be equal to twice that deter-
mined without regard to this section. 

(2) APPLICABLE TAXPAYER.—For purposes of 
this subsection— 

(A) IN GENERAL.—The term ‘‘applicable 
taxpayer’’ means a taxpayer which— 

(i) has underreported its United States in-
come tax liability with respect to any item 
which directly or indirectly involves— 

(I) any financial arrangement which in any 
manner relies on the use of offshore payment 
mechanisms (including credit, debit, or 
charge cards) issued by banks or other enti-
ties in foreign jurisdictions, or 

(II) any offshore financial arrangement (in-
cluding any arrangement with foreign banks, 
financial institutions, corporations, partner-
ships, trusts, or other entities), and 

(ii) has neither signed a closing agreement 
pursuant to the Voluntary Offshore Compli-
ance Initiative established by the Depart-
ment of the Treasury under Revenue Proce-
dure 2003–11 nor voluntarily disclosed its par-
ticipation in such arrangement by notifying 
the Internal Revenue Service of such ar-
rangement prior to the issue being raised by 
the Internal Revenue Service during an ex-
amination. 

(B) AUTHORITY TO WAIVE.—The Secretary of 
the Treasury or the Secretary’s delegate 
may waive the application of paragraph (1) 
to any taxpayer if the Secretary or the Sec-
retary’s delegate determines that the use of 
such offshore payment mechanisms is inci-
dental to the transaction and, in addition, in 
the case of a trade or business, such use is 
conducted in the ordinary course of the type 
of trade or business of the taxpayer. 

(C) ISSUES RAISED.—For purposes of sub-
paragraph (A)(ii), an item shall be treated as 
an issue raised during an examination if the 
individual examining the return— 

(i) communicates to the taxpayer knowl-
edge about the specific item, or 

(ii) has made a request to the taxpayer for 
information and the taxpayer could not 
make a complete response to that request 
without giving the examiner knowledge of 
the specific item. 

(b) APPLICABLE PENALTY.—For purposes of 
this section, the term ‘‘applicable penalty’’ 
means any penalty, addition to tax, or fine 
imposed under chapter 68 of the Internal 
Revenue Code of 1986. 

(c) EFFECTIVE DATE.—The provisions of 
this section shall apply to interest, pen-
alties, additions to tax, and fines with re-
spect to any taxable year if, as of the date of 
the enactment of this Act, the assessment of 

any tax, penalty, or interest with respect to 
such taxable year is not prevented by the op-
eration of any law or rule of law. 
SEC. 433. DENIAL OF DEDUCTION FOR CERTAIN 

FINES, PENALTIES, AND OTHER 
AMOUNTS. 

(a) IN GENERAL.—Subsection (f) of section 
162 (relating to trade or business expenses) is 
amended to read as follows: 

‘‘(f) FINES, PENALTIES, AND OTHER 
AMOUNTS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), no deduction otherwise allow-
able shall be allowed under this chapter for 
any amount paid or incurred (whether by 
suit, agreement, or otherwise) to, or at the 
direction of, a government or entity de-
scribed in paragraph (4) in relation to the 
violation of any law or the investigation or 
inquiry by such government or entity into 
the potential violation of any law. 

‘‘(2) EXCEPTION FOR AMOUNTS CONSTITUTING 
RESTITUTION OR PAID TO COME INTO COMPLI-
ANCE WITH LAW.—Paragraph (1) shall not 
apply to any amount which— 

‘‘(A) the taxpayer establishes— 
‘‘(i) constitutes restitution (including re-

mediation of property) for damage or harm 
caused by or which may be caused by the 
violation of any law or the potential viola-
tion of any law, or 

‘‘(ii) is paid to come into compliance with 
any law which was violated or involved in 
the investigation or inquiry, and 

‘‘(B) is identified as restitution or as an 
amount paid to come into compliance with 
the law, as the case may be, in the court 
order or settlement agreement. 

Identification pursuant to subparagraph (B) 
alone shall not satisfy the requirement 
under subparagraph (A). This paragraph 
shall not apply to any amount paid or in-
curred as reimbursement to the government 
or entity for the costs of any investigation 
or litigation. 

‘‘(3) EXCEPTION FOR AMOUNTS PAID OR IN-
CURRED AS THE RESULT OF CERTAIN COURT OR-
DERS.—Paragraph (1) shall not apply to any 
amount paid or incurred by order of a court 
in a suit in which no government or entity 
described in paragraph (4) is a party. 

‘‘(4) CERTAIN NONGOVERNMENTAL REGU-
LATORY ENTITIES.—An entity is described in 
this paragraph if it is— 

‘‘(A) a nongovernmental entity which exer-
cises self-regulatory powers (including im-
posing sanctions) in connection with a quali-
fied board or exchange (as defined in section 
1256(g)(7)), or 

‘‘(B) to the extent provided in regulations, 
a nongovernmental entity which exercises 
self-regulatory powers (including imposing 
sanctions) as part of performing an essential 
governmental function. 

‘‘(5) EXCEPTION FOR TAXES DUE.—Paragraph 
(1) shall not apply to any amount paid or in-
curred as taxes due.’’. 

(b) REPORTING OF DEDUCTIBLE AMOUNTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61, as amended by 
this Act, is amended by inserting after sec-
tion 6050U the following new section: 
‘‘SEC. 6050V. INFORMATION WITH RESPECT TO 

CERTAIN FINES, PENALTIES, AND 
OTHER AMOUNTS. 

‘‘(a) REQUIREMENT OF REPORTING.— 
‘‘(1) IN GENERAL.—The appropriate official 

of any government or entity which is de-
scribed in section 162(f)(4) which is involved 
in a suit or agreement described in para-
graph (2) shall make a return in such form as 
determined by the Secretary setting forth— 

‘‘(A) the amount required to be paid as a 
result of the suit or agreement to which 
paragraph (1) of section 162(f) applies, 

‘‘(B) any amount required to be paid as a 
result of the suit or agreement which con-

stitutes restitution or remediation of prop-
erty, and 

‘‘(C) any amount required to be paid as a 
result of the suit or agreement for the pur-
pose of coming into compliance with any law 
which was violated or involved in the inves-
tigation or inquiry. 

‘‘(2) SUIT OR AGREEMENT DESCRIBED.— 
‘‘(A) IN GENERAL.—A suit or agreement is 

described in this paragraph if— 
‘‘(i) it is— 
‘‘(I) a suit with respect to a violation of 

any law over which the government or entity 
has authority and with respect to which 
there has been a court order, or 

‘‘(II) an agreement which is entered into 
with respect to a violation of any law over 
which the government or entity has author-
ity, or with respect to an investigation or in-
quiry by the government or entity into the 
potential violation of any law over which 
such government or entity has authority, 
and 

‘‘(ii) the aggregate amount involved in all 
court orders and agreements with respect to 
the violation, investigation, or inquiry is 
$600 or more. 

‘‘(B) ADJUSTMENT OF REPORTING THRESH-
OLD.—The Secretary may adjust the $600 
amount in subparagraph (A)(ii) as necessary 
in order to ensure the efficient administra-
tion of the internal revenue laws. 

‘‘(3) TIME OF FILING.—The return required 
under this subsection shall be filed not later 
than— 

‘‘(A) 30 days after the date on which a 
court order is issued with respect to the suit 
or the date the agreement is entered into, as 
the case may be, or 

‘‘(B) the date specified Secretary. 
‘‘(b) STATEMENTS TO BE FURNISHED TO INDI-

VIDUALS INVOLVED IN THE SETTLEMENT.— 
Every person required to make a return 
under subsection (a) shall furnish to each 
person who is a party to the suit or agree-
ment a written statement showing— 

‘‘(1) the name of the government or entity, 
and 

‘‘(2) the information supplied to the Sec-
retary under subsection (a)(1). 
The written statement required under the 
preceding sentence shall be furnished to the 
person at the same time the government or 
entity provides the Secretary with the infor-
mation required under subsection (a). 

‘‘(c) APPROPRIATE OFFICIAL DEFINED.—For 
purposes of this section, the term ‘appro-
priate official’ means the officer or employee 
having control of the suit, investigation, or 
inquiry or the person appropriately des-
ignated for purposes of this section.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61, as amended by this 
Act, is amended by inserting after the item 
relating to section 6050U the following new 
item: 
‘‘Sec. 6050V. Information with respect to 

certain fines, penalties, and 
other amounts.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred on or after the date of the 
enactment of this Act, except that such 
amendments shall not apply to amounts paid 
or incurred under any binding order or agree-
ment entered into before such date. Such ex-
ception shall not apply to an order or agree-
ment requiring court approval unless the ap-
proval was obtained before such date. 
SEC. 434. DENIAL OF DEDUCTION FOR PUNITIVE 

DAMAGES. 
(a) DISALLOWANCE OF DEDUCTION.— 
(1) IN GENERAL.—Section 162(g) (relating to 

treble damage payments under the antitrust 
laws) is amended— 

(A) by redesignating paragraphs (1) and (2) 
as subparagraphs (A) and (B), respectively, 
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(B) by striking ‘‘If’’ and inserting: 
‘‘(1) TREBLE DAMAGES.—If’’, and 
(C) by adding at the end the following new 

paragraph: 
‘‘(2) PUNITIVE DAMAGES.—No deduction 

shall be allowed under this chapter for any 
amount paid or incurred for punitive dam-
ages in connection with any judgment in, or 
settlement of, any action. This paragraph 
shall not apply to punitive damages de-
scribed in section 104(c).’’. 

(2) CONFORMING AMENDMENT.—The heading 
for section 162(g) is amended by inserting 
‘‘OR PUNITIVE DAMAGES’’ after ‘‘LAWS’’. 

(b) INCLUSION IN INCOME OF PUNITIVE DAM-
AGES PAID BY INSURER OR OTHERWISE.— 

(1) IN GENERAL.—Part II of subchapter B of 
chapter 1 (relating to items specifically in-
cluded in gross income) is amended by add-
ing at the end the following new section: 
‘‘SEC. 91. PUNITIVE DAMAGES COMPENSATED BY 

INSURANCE OR OTHERWISE. 
‘‘Gross income shall include any amount 

paid to or on behalf of a taxpayer as insur-
ance or otherwise by reason of the taxpayer’s 
liability (or agreement) to pay punitive dam-
ages.’’. 

(2) REPORTING REQUIREMENTS.—Section 6041 
(relating to information at source) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(f) SECTION TO APPLY TO PUNITIVE DAM-
AGES COMPENSATION.—This section shall 
apply to payments by a person to or on be-
half of another person as insurance or other-
wise by reason of the other person’s liability 
(or agreement) to pay punitive damages.’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part II of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 

‘‘Sec. 91. Punitive damages compensated by 
insurance or otherwise.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to damages 
paid or incurred on or after the date of the 
enactment of this Act. 
SEC. 435. INCREASE IN PENALTY FOR BAD 

CHECKS AND MONEY ORDERS. 
(a) IN GENERAL.—Section 6657 (relating to 

bad checks) is amended— 
(1) by striking ‘‘$750’’ and inserting 

‘‘$2,000’’, and 
(2) by striking ‘‘$15’’ and inserting ‘‘$40’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section apply to checks or 
money orders received after the date of the 
enactment of this Act. 

Subtitle E—Provisions to Discourage 
Expatriation 

SEC. 441. TAX TREATMENT OF INVERTED ENTI-
TIES. 

(a) IN GENERAL.—Section 7874 is amended— 
(1) by striking ‘‘March 4, 2003’’ in sub-

section (a)(2)(B)(i) and in the matter fol-
lowing subsection (a)(2)(B)(iii) and inserting 
‘‘March 20, 2002’’, 

(2) by striking ‘‘at least 60 percent’’ in sub-
section (a)(2)(B)(ii) and inserting ‘‘more than 
50 percent’’, 

(3) by striking ‘‘80 percent’’ in subsection 
(b) and inserting ‘‘at least 80 percent’’, 

(4) by striking ‘‘60 percent’’ in subsection 
(b) and inserting ‘‘more than 50 percent’’, 

(5) by adding at the end of subsection (a)(2) 
the following new sentence: ‘‘Except as pro-
vided in regulations, an acquisition of prop-
erties of a domestic corporation shall not be 
treated as described in subparagraph (B) if 
none of the corporation’s stock was readily 
tradeable on an established securities mar-
ket at any time during the 4-year period end-
ing on the date of the acquisition.’’, and 

(6) by redesignating subsection (g) as sub-
section (h) and by inserting after subsection 
(f) the following new subsection: 

‘‘(g) SPECIAL RULES APPLICABLE TO EXPA-
TRIATED ENTITIES.— 

‘‘(1) INCREASES IN ACCURACY-RELATED PEN-
ALTIES.—In the case of any underpayment of 
tax of an expatriated entity— 

‘‘(A) section 6662(a) shall be applied with 
respect to such underpayment by sub-
stituting ‘30 percent’ for ‘20 percent’, and 

‘‘(B) if such underpayment is attributable 
to one or more gross valuation understate-
ments, the increase in the rate of penalty 
under section 6662(h) shall be to 50 percent 
rather than 40 percent. 

‘‘(2) MODIFICATIONS OF LIMITATION ON INTER-
EST DEDUCTION.—In the case of an expatri-
ated entity, section 163(j) shall be applied— 

‘‘(A) without regard to paragraph (2)(A)(ii) 
thereof, and 

‘‘(B) by substituting ‘25 percent’ for ‘50 per-
cent’ each place it appears in paragraph 
(2)(B) thereof.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years ending after March 20, 2002. 
SEC. 442. REVISION OF TAX RULES ON EXPATRIA-

TION OF INDIVIDUALS. 
(a) IN GENERAL.—Subpart A of part II of 

subchapter N of chapter 1 is amended by in-
serting after section 877 the following new 
section: 
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION. 
‘‘(a) GENERAL RULES.—For purposes of this 

subtitle— 
‘‘(1) MARK TO MARKET.—Except as provided 

in subsections (d) and (f), all property of a 
covered expatriate to whom this section ap-
plies shall be treated as sold on the day be-
fore the expatriation date for its fair market 
value. 

‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the 
case of any sale under paragraph (1)— 

‘‘(A) notwithstanding any other provision 
of this title, any gain arising from such sale 
shall be taken into account for the taxable 
year of the sale, and 

‘‘(B) any loss arising from such sale shall 
be taken into account for the taxable year of 
the sale to the extent otherwise provided by 
this title, except that section 1091 shall not 
apply to any such loss. 
Proper adjustment shall be made in the 
amount of any gain or loss subsequently re-
alized for gain or loss taken into account 
under the preceding sentence. 

‘‘(3) EXCLUSION FOR CERTAIN GAIN.— 
‘‘(A) IN GENERAL.—The amount which, but 

for this paragraph, would be includible in the 
gross income of any individual by reason of 
this section shall be reduced (but not below 
zero) by $600,000. For purposes of this para-
graph, allocable expatriation gain taken into 
account under subsection (f)(2) shall be 
treated in the same manner as an amount re-
quired to be includible in gross income. 

‘‘(B) COST-OF-LIVING ADJUSTMENT.— 
‘‘(i) IN GENERAL.—In the case of an expa-

triation date occurring in any calendar year 
after 2005, the $600,000 amount under sub-
paragraph (A) shall be increased by an 
amount equal to— 

‘‘(I) such dollar amount, multiplied by 
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar 
year, determined by substituting ‘calendar 
year 2004’ for ‘calendar year 1992’ in subpara-
graph (B) thereof. 

‘‘(ii) ROUNDING RULES.—If any amount after 
adjustment under clause (i) is not a multiple 
of $1,000, such amount shall be rounded to 
the next lower multiple of $1,000. 

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS 
UNITED STATES CITIZEN.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
elects the application of this paragraph— 

‘‘(i) this section (other than this paragraph 
and subsection (i)) shall not apply to the ex-
patriate, but 

‘‘(ii) in the case of property to which this 
section would apply but for such election, 
the expatriate shall be subject to tax under 
this title in the same manner as if the indi-
vidual were a United States citizen. 

‘‘(B) REQUIREMENTS.—Subparagraph (A) 
shall not apply to an individual unless the 
individual— 

‘‘(i) provides security for payment of tax in 
such form and manner, and in such amount, 
as the Secretary may require, 

‘‘(ii) consents to the waiver of any right of 
the individual under any treaty of the 
United States which would preclude assess-
ment or collection of any tax which may be 
imposed by reason of this paragraph, and 

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe. 

‘‘(C) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to 
which this section would apply but for the 
election and, once made, shall be irrev-
ocable. Such election shall also apply to 
property the basis of which is determined in 
whole or in part by reference to the property 
with respect to which the election was made. 

‘‘(b) ELECTION TO DEFER TAX.— 
‘‘(1) IN GENERAL.—If the taxpayer elects the 

application of this subsection with respect to 
any property treated as sold by reason of 
subsection (a), the payment of the additional 
tax attributable to such property shall be 
postponed until the due date of the return 
for the taxable year in which such property 
is disposed of (or, in the case of property dis-
posed of in a transaction in which gain is not 
recognized in whole or in part, until such 
other date as the Secretary may prescribe). 

‘‘(2) DETERMINATION OF TAX WITH RESPECT 
TO PROPERTY.—For purposes of paragraph (1), 
the additional tax attributable to any prop-
erty is an amount which bears the same 
ratio to the additional tax imposed by this 
chapter for the taxable year solely by reason 
of subsection (a) as the gain taken into ac-
count under subsection (a) with respect to 
such property bears to the total gain taken 
into account under subsection (a) with re-
spect to all property to which subsection (a) 
applies. 

‘‘(3) TERMINATION OF POSTPONEMENT.—No 
tax may be postponed under this subsection 
later than the due date for the return of tax 
imposed by this chapter for the taxable year 
which includes the date of death of the expa-
triate (or, if earlier, the time that the secu-
rity provided with respect to the property 
fails to meet the requirements of paragraph 
(4), unless the taxpayer corrects such failure 
within the time specified by the Secretary). 

‘‘(4) SECURITY.— 
‘‘(A) IN GENERAL.—No election may be 

made under paragraph (1) with respect to 
any property unless adequate security is pro-
vided to the Secretary with respect to such 
property. 

‘‘(B) ADEQUATE SECURITY.—For purposes of 
subparagraph (A), security with respect to 
any property shall be treated as adequate se-
curity if— 

‘‘(i) it is a bond in an amount equal to the 
deferred tax amount under paragraph (2) for 
the property, or 

‘‘(ii) the taxpayer otherwise establishes to 
the satisfaction of the Secretary that the se-
curity is adequate. 

‘‘(5) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless 
the taxpayer consents to the waiver of any 
right under any treaty of the United States 
which would preclude assessment or collec-
tion of any tax imposed by reason of this sec-
tion. 

‘‘(6) ELECTIONS.—An election under para-
graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be made under 
paragraph (1) with respect to an interest in a 
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trust with respect to which gain is required 
to be recognized under subsection (f)(1). 

‘‘(7) INTEREST.—For purposes of section 
6601— 

‘‘(A) the last date for the payment of tax 
shall be determined without regard to the 
election under this subsection, and 

‘‘(B) section 6621(a)(2) shall be applied by 
substituting ‘5 percentage points’ for ‘3 per-
centage points’ in subparagraph (B) thereof. 

‘‘(c) COVERED EXPATRIATE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), the term ‘covered expatriate’ 
means an expatriate. 

‘‘(2) EXCEPTIONS.—An individual shall not 
be treated as a covered expatriate if— 

‘‘(A) the individual— 
‘‘(i) became at birth a citizen of the United 

States and a citizen of another country and, 
as of the expatriation date, continues to be a 
citizen of, and is taxed as a resident of, such 
other country, and 

‘‘(ii) has not been a resident of the United 
States (as defined in section 7701(b)(1)(A)(ii)) 
during the 5 taxable years ending with the 
taxable year during which the expatriation 
date occurs, or 

‘‘(B)(i) the individual’s relinquishment of 
United States citizenship occurs before such 
individual attains age 181⁄2, and 

‘‘(ii) the individual has been a resident of 
the United States (as so defined) for not 
more than 5 taxable years before the date of 
relinquishment. 

‘‘(d) EXEMPT PROPERTY; SPECIAL RULES FOR 
PENSION PLANS.— 

‘‘(1) EXEMPT PROPERTY.—This section shall 
not apply to the following: 

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other 
than stock of a United States real property 
holding corporation which does not, on the 
day before the expatriation date, meet the 
requirements of section 897(c)(2). 

‘‘(B) SPECIFIED PROPERTY.—Any property 
or interest in property not described in sub-
paragraph (A) which the Secretary specifies 
in regulations. 

‘‘(2) SPECIAL RULES FOR CERTAIN RETIRE-
MENT PLANS.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
holds on the day before the expatriation date 
any interest in a retirement plan to which 
this paragraph applies— 

‘‘(i) such interest shall not be treated as 
sold for purposes of subsection (a)(1), but 

‘‘(ii) an amount equal to the present value 
of the expatriate’s nonforfeitable accrued 
benefit shall be treated as having been re-
ceived by such individual on such date as a 
distribution under the plan. 

‘‘(B) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS.—In the case of any distribution on or 
after the expatriation date to or on behalf of 
the covered expatriate from a plan from 
which the expatriate was treated as receiv-
ing a distribution under subparagraph (A), 
the amount otherwise includible in gross in-
come by reason of the subsequent distribu-
tion shall be reduced by the excess of the 
amount includible in gross income under 
subparagraph (A) over any portion of such 
amount to which this subparagraph pre-
viously applied. 

‘‘(C) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS BY PLAN.—For purposes of this title, a 
retirement plan to which this paragraph ap-
plies, and any person acting on the plan’s be-
half, shall treat any subsequent distribution 
described in subparagraph (B) in the same 
manner as such distribution would be treat-
ed without regard to this paragraph. 

‘‘(D) APPLICABLE PLANS.—This paragraph 
shall apply to— 

‘‘(i) any qualified retirement plan (as de-
fined in section 4974(c)), 

‘‘(ii) an eligible deferred compensation 
plan (as defined in section 457(b)) of an eligi-
ble employer described in section 
457(e)(1)(A), and 

‘‘(iii) to the extent provided in regulations, 
any foreign pension plan or similar retire-
ment arrangements or programs. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) EXPATRIATE.—The term ‘expatriate’ 
means— 

‘‘(A) any United States citizen who relin-
quishes citizenship, and 

‘‘(B) any long-term resident of the United 
States who— 

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or 

‘‘(ii) commences to be treated as a resident 
of a foreign country under the provisions of 
a tax treaty between the United States and 
the foreign country and who does not waive 
the benefits of such treaty applicable to resi-
dents of the foreign country. 

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means— 

‘‘(A) the date an individual relinquishes 
United States citizenship, or 

‘‘(B) in the case of a long-term resident of 
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph 
(1)(B). 

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A 
citizen shall be treated as relinquishing 
United States citizenship on the earliest of— 

‘‘(A) the date the individual renounces 
such individual’s United States nationality 
before a diplomatic or consular officer of the 
United States pursuant to paragraph (5) of 
section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(5)), 

‘‘(B) the date the individual furnishes to 
the United States Department of State a 
signed statement of voluntary relinquish-
ment of United States nationality con-
firming the performance of an act of expa-
triation specified in paragraph (1), (2), (3), or 
(4) of section 349(a) of the Immigration and 
Nationality Act (8 U.S.C. 1481(a)(1)–(4)), 

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or 

‘‘(D) the date a court of the United States 
cancels a naturalized citizen’s certificate of 
naturalization. 
Subparagraph (A) or (B) shall not apply to 
any individual unless the renunciation or 
voluntary relinquishment is subsequently 
approved by the issuance to the individual of 
a certificate of loss of nationality by the 
United States Department of State. 

‘‘(4) LONG-TERM RESIDENT.—The term ‘long- 
term resident’ has the meaning given to such 
term by section 877(e)(2). 

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), if an individual is determined 
under paragraph (3) to hold an interest in a 
trust on the day before the expatriation 
date— 

‘‘(A) the individual shall not be treated as 
having sold such interest, 

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and 

‘‘(C)(i) such separate share shall be treated 
as a separate trust consisting of the assets 
allocable to such share, 

‘‘(ii) the separate trust shall be treated as 
having sold its assets on the day before the 
expatriation date for their fair market value 
and as having distributed all of its assets to 
the individual as of such time, and 

‘‘(iii) the individual shall be treated as 
having recontributed the assets to the sepa-
rate trust. 

Subsection (a)(2) shall apply to any income, 
gain, or loss of the individual arising from a 

distribution described in subparagraph 
(C)(ii). In determining the amount of such 
distribution, proper adjustments shall be 
made for liabilities of the trust allocable to 
an individual’s share in the trust. 

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.— 

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a 
qualified trust— 

‘‘(i) paragraph (1) and subsection (a) shall 
not apply, and 

‘‘(ii) in addition to any other tax imposed 
by this title, there is hereby imposed on each 
distribution with respect to such interest a 
tax in the amount determined under sub-
paragraph (B). 

‘‘(B) AMOUNT OF TAX.—The amount of tax 
under subparagraph (A)(ii) shall be equal to 
the lesser of— 

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year which includes 
the day before the expatriation date, multi-
plied by the amount of the distribution, or 

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution 
determined without regard to any increases 
under subparagraph (C)(ii) after the 30th day 
preceding the distribution. 

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes 
of subparagraph (B)(ii)— 

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect 
to any trust interest is an amount equal to 
the tax which would have been imposed on 
the allocable expatriation gain with respect 
to the trust interest if such gain had been in-
cluded in gross income under subsection (a). 

‘‘(ii) INCREASE FOR INTEREST.—The balance 
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the 
time the interest accrues), for periods after 
the 90th day after the expatriation date, by 
using the rates and method applicable under 
section 6621 for underpayments of tax for 
such periods, except that section 6621(a)(2) 
shall be applied by substituting ‘5 percentage 
points’ for ‘3 percentage points’ in subpara-
graph (B) thereof. 

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY 
PAID.—The balance in the tax deferred ac-
count shall be reduced— 

‘‘(I) by the amount of taxes imposed by 
subparagraph (A) on any distribution to the 
person holding the trust interest, and 

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in 
regulations, by the amount of taxes imposed 
by subparagraph (A) on distributions from 
the trust with respect to nonvested interests 
not held by such person. 

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For 
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of 
gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in 
the trust if the beneficiary held directly all 
assets allocable to such interests. 

‘‘(E) TAX DEDUCTED AND WITHHELD.— 
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to 
which it relates. 

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE 
TREATY RIGHTS.—If an amount may not be 
deducted and withheld under clause (i) by 
reason of the distributee failing to waive any 
treaty right with respect to such distribu-
tion— 

‘‘(I) the tax imposed by subparagraph 
(A)(ii) shall be imposed on the trust and each 
trustee shall be personally liable for the 
amount of such tax, and 
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‘‘(II) any other beneficiary of the trust 

shall be entitled to recover from the dis-
tributee the amount of such tax imposed on 
the other beneficiary. 

‘‘(F) DISPOSITION.—If a trust ceases to be a 
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified 
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu 
of the tax imposed by subparagraph (A)(ii), 
there is hereby imposed a tax equal to the 
lesser of— 

‘‘(i) the tax determined under paragraph (1) 
as if the day before the expatriation date 
were the date of such cessation, disposition, 
or death, whichever is applicable, or 

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date. 
Such tax shall be imposed on the trust and 
each trustee shall be personally liable for the 
amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-
tate the amount of such tax imposed on the 
other beneficiary. 

‘‘(G) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this paragraph— 

‘‘(i) QUALIFIED TRUST.—The term ‘qualified 
trust’ means a trust which is described in 
section 7701(a)(30)(E). 

‘‘(ii) VESTED INTEREST.—The term ‘vested 
interest’ means any interest which, as of the 
day before the expatriation date, is vested in 
the beneficiary. 

‘‘(iii) NONVESTED INTEREST.—The term 
‘nonvested interest’ means, with respect to 
any beneficiary, any interest in a trust 
which is not a vested interest. Such interest 
shall be determined by assuming the max-
imum exercise of discretion in favor of the 
beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary. 

‘‘(iv) ADJUSTMENTS.—The Secretary may 
provide for such adjustments to the bases of 
assets in a trust or a deferred tax account, 
and the timing of such adjustments, in order 
to ensure that gain is taxed only once. 

‘‘(v) COORDINATION WITH RETIREMENT PLAN 
RULES.—This subsection shall not apply to 
an interest in a trust which is part of a re-
tirement plan to which subsection (d)(2) ap-
plies. 

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.— 

‘‘(A) DETERMINATIONS UNDER PARAGRAPH 
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based 
upon all relevant facts and circumstances, 
including the terms of the trust instrument 
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar 
adviser. 

‘‘(B) OTHER DETERMINATIONS.—For purposes 
of this section— 

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-
ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be 
the trust beneficiaries for purposes of this 
section. 

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income 
tax return— 

‘‘(I) the methodology used to determine 
that taxpayer’s trust interest under this sec-
tion, and 

‘‘(II) if the taxpayer knows (or has reason 
to know) that any other beneficiary of such 
trust is using a different methodology to de-
termine such beneficiary’s trust interest 
under this section. 

‘‘(g) TERMINATION OF DEFERRALS, ETC.—In 
the case of any covered expatriate, notwith-
standing any other provision of this title— 

‘‘(1) any period during which recognition of 
income or gain is deferred shall terminate on 
the day before the expatriation date, and 

‘‘(2) any extension of time for payment of 
tax shall cease to apply on the day before the 
expatriation date and the unpaid portion of 
such tax shall be due and payable at the time 
and in the manner prescribed by the Sec-
retary. 

‘‘(h) IMPOSITION OF TENTATIVE TAX.— 
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable 
year, there is hereby imposed, immediately 
before the expatriation date, a tax in an 
amount equal to the amount of tax which 
would be imposed if the taxable year were a 
short taxable year ending on the expatria-
tion date. 

‘‘(2) DUE DATE.—The due date for any tax 
imposed by paragraph (1) shall be the 90th 
day after the expatriation date. 

‘‘(3) TREATMENT OF TAX.—Any tax paid 
under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for 
the taxable year to which subsection (a) ap-
plies. 

‘‘(4) DEFERRAL OF TAX.—The provisions of 
subsection (b) shall apply to the tax imposed 
by this subsection to the extent attributable 
to gain includible in gross income by reason 
of this section. 

‘‘(i) SPECIAL LIENS FOR DEFERRED TAX 
AMOUNTS.— 

‘‘(1) IMPOSITION OF LIEN.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

makes an election under subsection (a)(4) or 
(b) which results in the deferral of any tax 
imposed by reason of subsection (a), the de-
ferred amount (including any interest, addi-
tional amount, addition to tax, assessable 
penalty, and costs attributable to the de-
ferred amount) shall be a lien in favor of the 
United States on all property of the expa-
triate located in the United States (without 
regard to whether this section applies to the 
property). 

‘‘(B) DEFERRED AMOUNT.—For purposes of 
this subsection, the deferred amount is the 
amount of the increase in the covered expa-
triate’s income tax which, but for the elec-
tion under subsection (a)(4) or (b), would 
have occurred by reason of this section for 
the taxable year including the expatriation 
date. 

‘‘(2) PERIOD OF LIEN.—The lien imposed by 
this subsection shall arise on the expatria-
tion date and continue until— 

‘‘(A) the liability for tax by reason of this 
section is satisfied or has become unenforce-
able by reason of lapse of time, or 

‘‘(B) it is established to the satisfaction of 
the Secretary that no further tax liability 
may arise by reason of this section. 

‘‘(3) CERTAIN RULES APPLY.—The rules set 
forth in paragraphs (1), (3), and (4) of section 
6324A(d) shall apply with respect to the lien 
imposed by this subsection as if it were a 
lien imposed by section 6324A. 

‘‘(j) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’. 

(b) INCLUSION IN INCOME OF GIFTS AND BE-
QUESTS RECEIVED BY UNITED STATES CITIZENS 
AND RESIDENTS FROM EXPATRIATES.—Section 
102 (relating to gifts, etc. not included in 
gross income) is amended by adding at the 
end the following new subsection: 

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.— 

‘‘(1) IN GENERAL.—Subsection (a) shall not 
exclude from gross income the value of any 
property acquired by gift, bequest, devise, or 
inheritance from a covered expatriate after 
the expatriation date. For purposes of this 
subsection, any term used in this subsection 
which is also used in section 877A shall have 

the same meaning as when used in section 
877A. 

‘‘(2) EXCEPTIONS FOR TRANSFERS OTHERWISE 
SUBJECT TO ESTATE OR GIFT TAX.—Paragraph 
(1) shall not apply to any property if either— 

‘‘(A) the gift, bequest, devise, or inherit-
ance is— 

‘‘(i) shown on a timely filed return of tax 
imposed by chapter 12 as a taxable gift by 
the covered expatriate, or 

‘‘(ii) included in the gross estate of the 
covered expatriate for purposes of chapter 11 
and shown on a timely filed return of tax im-
posed by chapter 11 of the estate of the cov-
ered expatriate, or 

‘‘(B) no such return was timely filed but no 
such return would have been required to be 
filed even if the covered expatriate were a 
citizen or long-term resident of the United 
States.’’. 

(c) DEFINITION OF TERMINATION OF UNITED 
STATES CITIZENSHIP.—Section 7701(a) is 
amended by adding at the end the following 
new paragraph: 

‘‘(49) TERMINATION OF UNITED STATES CITI-
ZENSHIP.— 

‘‘(A) IN GENERAL.—An individual shall not 
cease to be treated as a United States citizen 
before the date on which the individual’s 
citizenship is treated as relinquished under 
section 877A(e)(3). 

‘‘(B) DUAL CITIZENS.—Under regulations 
prescribed by the Secretary, subparagraph 
(A) shall not apply to an individual who be-
came at birth a citizen of the United States 
and a citizen of another country.’’. 

(d) INELIGIBILITY FOR VISA OR ADMISSION TO 
UNITED STATES.— 

(1) IN GENERAL.—Section 212(a)(10)(E) of the 
Immigration and Nationality Act (8 U.S.C. 
1182(a)(10)(E)) is amended to read as follows: 

‘‘(E) FORMER CITIZENS NOT IN COMPLIANCE 
WITH EXPATRIATION REVENUE PROVISIONS.— 
Any alien who is a former citizen of the 
United States who relinquishes United 
States citizenship (within the meaning of 
section 877A(e)(3) of the Internal Revenue 
Code of 1986) and who is not in compliance 
with section 877A of such Code (relating to 
expatriation) is inadmissible.’’. 

(2) AVAILABILITY OF INFORMATION.— 
(A) IN GENERAL.—Section 6103(l) (relating 

to disclosure of returns and return informa-
tion for purposes other than tax administra-
tion) is amended by adding at the end the 
following new paragraph: 

‘‘(21) DISCLOSURE TO DENY VISA OR ADMIS-
SION TO CERTAIN EXPATRIATES.—Upon written 
request of the Attorney General or the At-
torney General’s delegate, the Secretary 
shall disclose whether an individual is in 
compliance with section 877A (and if not in 
compliance, any items of noncompliance) to 
officers and employees of the Federal agency 
responsible for administering section 
212(a)(10)(E) of the Immigration and Nation-
ality Act solely for the purpose of, and to the 
extent necessary in, administering such sec-
tion 212(a)(10)(E).’’. 

(B) SAFEGUARDS.—Section 6103(p)(4) (relat-
ing to safeguards) is amended by striking ‘‘or 
(20)’’ each place it appears and inserting 
‘‘(20), or (21)’’. 

(3) EFFECTIVE DATES.—The amendments 
made by this subsection shall apply to indi-
viduals who relinquish United States citizen-
ship on or after the date of the enactment of 
this Act. 

(e) CONFORMING AMENDMENTS.— 
(1) Section 877 is amended by adding at the 

end the following new subsection: 
‘‘(h) APPLICATION.—This section shall not 

apply to an expatriate (as defined in section 
877A(e)) whose expatriation date (as so de-
fined) occurs on or after the date of the en-
actment of this subsection.’’. 

(2) Section 2107 is amended by adding at 
the end the following new subsection: 
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‘‘(f) APPLICATION.—This section shall not 

apply to any expatriate subject to section 
877A.’’. 

(3) Section 2501(a)(3) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) APPLICATION.—This paragraph shall 
not apply to any expatriate subject to sec-
tion 877A.’’. 

(4) Section 6039G(a) is amended by insert-
ing ‘‘or 877A’’ after ‘‘section 877(b)’’. 

(5) The second sentence of section 6039G(d) 
is amended by inserting ‘‘or who relinquishes 
United States citizenship (within the mean-
ing of section 877A(e)(3))’’ after ‘‘section 
877(a))’’. 

(f) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the 
following new item: 

‘‘Sec. 877A. Tax responsibilities of expatria-
tion.’’. 

(g) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in this 

subsection, the amendments made by this 
section shall apply to expatriates (within the 
meaning of section 877A(e) of the Internal 
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined) 
occurs on or after the date of the enactment 
of this Act. 

(2) GIFTS AND BEQUESTS.—Section 102(d) of 
the Internal Revenue Code of 1986 (as added 
by subsection (b)) shall apply to gifts and be-
quests received on or after the date of the 
enactment of this Act, from an individual or 
the estate of an individual whose expatria-
tion date (as so defined) occurs after such 
date. 

(3) DUE DATE FOR TENTATIVE TAX.—The due 
date under section 877A(h)(2) of the Internal 
Revenue Code of 1986, as added by this sec-
tion, shall in no event occur before the 90th 
day after the date of the enactment of this 
Act. 

Subtitle F—Miscellaneous Provisions 
SEC. 451. TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT INSTRUMENTS. 
(a) IN GENERAL.—Section 1275(d) (relating 

to regulation authority) is amended— 
(1) by striking ‘‘The Secretary’’ and insert-

ing the following: 
‘‘(1) IN GENERAL.—The Secretary’’, and 
(2) by adding at the end the following new 

paragraph: 
‘‘(2) TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT.— 
‘‘(A) IN GENERAL.—In the case of a debt in-

strument which— 
‘‘(i) is convertible into stock of the issuing 

corporation, into stock or debt of a related 
party (within the meaning of section 267(b) 
or 707(b)(1)), or into cash or other property in 
an amount equal to the approximate value of 
such stock or debt, and 

‘‘(ii) provides for contingent payments, 

any regulations which require original issue 
discount to be determined by reference to 
the comparable yield of a noncontingent 
fixed-rate debt instrument shall be applied 
as if the regulations require that such com-
parable yield be determined by reference to a 
noncontingent fixed-rate debt instrument 
which is convertible into stock. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), the comparable yield shall be 
determined without taking into account the 
yield resulting from the conversion of a debt 
instrument into stock.’’. 

(b) CROSS REFERENCE.—Section 163(e)(6) 
(relating to cross references) is amended by 
adding at the end the following: 

‘‘For the treatment of contingent payment 
convertible debt, see section 1275(d)(2).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to debt in-

struments issued on or after the date of the 
enactment of this Act. 
SEC. 452. GRANT OF TREASURY REGULATORY AU-

THORITY TO ADDRESS FOREIGN TAX 
CREDIT TRANSACTIONS INVOLVING 
INAPPROPRIATE SEPARATION OF 
FOREIGN TAXES FROM RELATED 
FOREIGN INCOME. 

(a) IN GENERAL.—Section 901 (relating to 
taxes of foreign countries and of possessions 
of United States) is amended by redesig-
nating subsection (m) as subsection (n) and 
by inserting after subsection (l) the fol-
lowing new subsection: 

‘‘(m) REGULATIONS.—The Secretary may 
prescribe regulations disallowing a credit 
under subsection (a) for all or a portion of 
any foreign tax, or allocating a foreign tax 
among 2 or more persons, in cases where the 
foreign tax is imposed on any person in re-
spect of income of another person or in other 
cases involving the inappropriate separation 
of the foreign tax from the related foreign 
income.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 453. REPEAL OF SPECIAL PROPERTY EXCEP-

TION TO LEASING PROVISIONS OF 
THE AMERICAN JOBS CREATION ACT 
OF 2004. 

(a) IN GENERAL.—Section 849(b) of the 
American Jobs Creation Act of 2004 is 
amended by striking paragraphs (1) and (2), 
by redesignating paragraphs (3) and (4) as 
paragraphs (1) and (2), respectively. 

(b) LEASES TO FOREIGN ENTITIES.—Section 
849(b) of the American Jobs Creation Act of 
2004, as amended by subsection (a), is amend-
ed by adding at the end the following new 
paragraph: 

‘‘(3) LEASES TO FOREIGN ENTITIES.—In the 
case of tax-exempt use property leased to a 
tax-exempt entity which is a foreign person 
or entity, the amendments made by this part 
shall apply to taxable years beginning after 
December 31, 2005, with respect to leases en-
tered into on or before March 12, 2004.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the American 
Jobs Creation Act of 2004. 
SEC. 454. APPLICATION OF EARNINGS STRIPPING 

RULES TO PARTNERS WHICH ARE 
CORPORATIONS. 

(a) IN GENERAL.—Section 163(j) (relating to 
limitation on deduction for interest on cer-
tain indebtedness) is amended by redesig-
nating paragraph (8) as paragraph (9) and by 
inserting after paragraph (7) the following 
new paragraph: 

‘‘(8) TREATMENT OF CORPORATE PARTNERS.— 
Except to the extent provided by regula-
tions, in applying this subsection to a cor-
poration which owns (directly or indirectly) 
an interest in a partnership— 

‘‘(A) such corporation’s distributive share 
of interest income paid or accrued to such 
partnership shall be treated as interest in-
come paid or accrued to such corporation, 

‘‘(B) such corporation’s distributive share 
of interest paid or accrued by such partner-
ship shall be treated as interest paid or ac-
crued by such corporation, and 

‘‘(C) such corporation’s share of the liabil-
ities of such partnership shall be treated as 
liabilities of such corporation.’’. 

(b) ADDITIONAL REGULATORY AUTHORITY.— 
Section 163(j)(9) (relating to regulations), as 
redesignated by subsection (a), is amended 
by striking ‘‘and’’ at the end of subparagraph 
(B), by striking the period at the end of sub-
paragraph (C) and inserting ‘‘, and’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(D) regulations providing for the realloca-
tion of shares of partnership indebtedness, or 

distributive shares of the partnership’s inter-
est income or interest expense, as may be ap-
propriate to carry out the purposes of this 
subsection.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning on or after the date of the 
enactment of this Act. 
SEC. 455. LIMITATION OF EMPLOYER DEDUCTION 

FOR CERTAIN ENTERTAINMENT EX-
PENSES. 

(a) IN GENERAL.—Paragraph (2) of section 
274(e) (relating to expenses treated as com-
pensation) is amended to read as follows: 

‘‘(2) EXPENSES TREATED AS COMPENSATION.— 
Expenses for goods, services, and facilities, 
to the extent that the expenses do not exceed 
the amount of the expenses which are treat-
ed by the taxpayer, with respect to the re-
cipient of the entertainment, amusement, or 
recreation, as compensation to an employee 
on the taxpayer’s return of tax under this 
chapter and as wages to such employee for 
purposes of chapter 24 (relating to with-
holding of income tax at source on wages).’’. 

(b) PERSONS NOT EMPLOYEES.—Paragraph 
(9) of section 274(e) is amended by striking 
‘‘to the extent that the expenses are includ-
ible in the gross income’’ and inserting ‘‘to 
the extent that the expenses do not exceed 
the amount of the expenses which are includ-
ible in the gross income’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
incurred after the date of the enactment of 
this Act. 
SEC. 456. INCREASE IN AGE OF MINOR CHILDREN 

WHOSE UNEARNED INCOME IS 
TAXED AS IF PARENT’S INCOME. 

(a) IN GENERAL.—Section 1(g)(2)(A) (relat-
ing to child to whom subsection applies) is 
amended by striking ‘‘age 14’’ and inserting 
‘‘age 18’’. 

(b) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—Section 
1(g)(4) (relating to net unearned income) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—For purposes 
of this subsection, in the case of any child 
who is a beneficiary of a qualified disability 
trust (as defined in section 642(b)(2)(C)(ii)), 
any amount included in the income of such 
child under sections 652 and 662 during a tax-
able year shall be considered earned income 
of such child for such taxable year.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 457. LOAN AND REDEMPTION REQUIRE-

MENTS ON POOLED FINANCING RE-
QUIREMENTS. 

(a) STRENGTHENED REASONABLE EXPECTA-
TION REQUIREMENT.—Subparagraph (A) of 
section 149(f)(2) (relating to reasonable ex-
pectation requirement) is amended to read 
as follows: 

‘‘(A) IN GENERAL.—The requirements of 
this paragraph are met with respect to an 
issue if the issuer reasonably expects that— 

‘‘(i) as of the close of the 1-year period be-
ginning on the date of issuance of the issue, 
at least 50 percent of the net proceeds of the 
issue (as of the close of such period) will 
have been used directly or indirectly to 
make or finance loans to ultimate borrowers, 
and 

‘‘(ii) as of the close of the 3-year period be-
ginning on such date of issuance, at least 95 
percent of the net proceeds of the issue (as of 
the close of such period) will have been so 
used.’’. 

(b) WRITTEN LOAN COMMITMENT AND RE-
DEMPTION REQUIREMENTS.—Section 149(f) (re-
lating to treatment of certain pooled financ-
ing bonds) is amended by redesignating para-
graphs (4) and (5) as paragraphs (6) and (7), 
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respectively, and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) WRITTEN LOAN COMMITMENT REQUIRE-
MENT.— 

‘‘(A) IN GENERAL.—The requirement of this 
paragraph is met with respect to an issue if 
the issuer receives prior to issuance written 
loan commitments identifying the ultimate 
potential borrowers of at least 50 percent of 
the net proceeds of such issue. 

‘‘(B) EXCEPTION.—Subparagraph (A) shall 
not apply with respect to any issuer which is 
a State (or an integral part of a State) 
issuing pooled financing bonds to make or fi-
nance loans to subordinate governmental 
units of such State or to State-created enti-
ties providing financing for water-infrastruc-
ture projects through the federally-spon-
sored State revolving fund program. 

‘‘(5) REDEMPTION REQUIREMENT.—The re-
quirement of this paragraph is met if to the 
extent that less than the percentage of the 
proceeds of an issue required to be used 
under clause (i) or (ii) of paragraph (2)(A) is 
used by the close of the period identified in 
such clause, the issuer uses an amount of 
proceeds equal to the excess of— 

‘‘(A) the amount required to be used under 
such clause, over 

‘‘(B) the amount actually used by the close 
of such period, 

‘‘to redeem outstanding bonds within 90 
days after the end of such period.’’. 

(c) ELIMINATION OF DISREGARD OF POOLED 
BONDS IN DETERMINING ELIGIBILITY FOR 
SMALL ISSUER EXCEPTION TO ARBITRAGE RE-
BATE.—Section 148(f)(4)(D)(ii) (relating to ag-
gregation of issuers) is amended by striking 
subclause (II) and by redesignating sub-
clauses (III) and (IV) as subclauses (II) and 
(III), respectively. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 149(f)(1) is amended by striking 

‘‘paragraphs (2) and (3)’’ and inserting ‘‘para-
graphs (2), (3), (4), and (5)’’. 

(2) Section 149(f)(7)(B), as redesignated by 
subsection (b), is amended by striking ‘‘para-
graph (4)(A)’’ and inserting ‘‘paragraph 
(6)(A)’’. 

(3) Section 54(l)(2) is amended by striking 
‘‘section 149(f)(4)(A)’’ and inserting ‘‘section 
149(f)(6)(A)’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act. 
SEC. 458. REPORTING OF INTEREST ON TAX-EX-

EMPT BONDS. 
(a) IN GENERAL.—Section 6049(b)(2) (relat-

ing to exceptions) is amended by striking 
subparagraph (B) and by redesignating sub-
paragraphs (C) and (D) as subparagraphs (B) 
and (C), respectively. 

(b) CONFORMING AMENDMENT.—Section 
6049(b)(2)(C), as redesignated by subsection 
(a), is amended by striking ‘‘subparagraph 
(C)’’ and inserting ‘‘subparagraph (B)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interest 
earned after December 31, 2005. 
SEC. 459. MODIFICATION OF CREDIT FOR PRO-

DUCING FUEL FROM A NONCONVEN-
TIONAL SOURCE. 

(a) TAXABLE YEARS ENDING BEFORE 2006.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 29(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
29(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005.—Section 29(b)(2), as 
amended by paragraph (1), is amended by 

adding at the end the following new sen-
tence: ‘‘This paragraph shall not apply with 
respect to the $3 amount in subsection (a) for 
calendar year 2005 and the amount in effect 
under subsection (a) for sales in such cal-
endar year shall be the amount which was in 
effect for sales in calendar year 2004.’’. 

(b) TAXABLE YEARS ENDING AFTER 2005.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 45K(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
45K(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005, 2006, AND 2007.—Section 
45K(b)(2), as amended by paragraph (1), is 
amended by adding at the end the following 
new sentence: ‘‘This paragraph shall not 
apply with respect to the $3 amount in sub-
section (a) for calendar years 2005, 2006, and 
2007 and the amount in effect under sub-
section (a) for sales in each such calendar 
year shall be the amount which was in effect 
for sales in calendar year 2004.’’. 

(3) TREATMENT OF COKE AND COKE GAS.— 
(A) NONAPPLICATION OF PHASEOUT.—Section 

45K(g)(2) is amended by adding at the end the 
following new subparagraph: 

‘‘(D) NONAPPLICATION OF PHASEOUT.—Sub-
section (b)(1) shall not apply.’’. 

(B) APPLICATION OF INFLATION ADJUST-
MENT.—Section 45K(g)(2)(B) is amended by 
inserting ‘‘and the last sentence of sub-
section (b)(2) shall not apply.’’. 

(C) CLARIFICATION OF QUALIFYING FACIL-
ITY.—Section 45K(g)(1) is amended by insert-
ing ‘‘(other than from petroleum based prod-
ucts)’’ after ‘‘coke or coke gas’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to fuel sold 
after December 31, 2004. 
SEC. 460. MODIFICATION OF INDIVIDUAL ESTI-

MATED TAX SAFE HARBOR. 
(a) IN GENERAL.—Clause (i) of section 

6654(d)(1)(C) is amended by striking ‘‘sub-
stituting’’ and all that follows through 
‘‘1997.’’ and inserting ‘‘substituting ‘110 per-
cent (120 percent if the preceding taxable 
year begins in 2005)’ for ‘100 percent’.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply with respect 
to any installment payment for taxable 
years beginning after December 31, 2005. 
SEC. 461. REVALUATION OF LIFO INVENTORIES 

OF LARGE INTEGRATED OIL COMPA-
NIES. 

(a) GENERAL RULE.—Notwithstanding any 
other provision of law, if a taxpayer is an ap-
plicable integrated oil company for its last 
taxable year ending in calendar year 2005, 
the taxpayer shall— 

(1) increase, effective as of the close of 
such taxable year, the value of each historic 
LIFO layer of inventories of crude oil, nat-
ural gas, or any other petroleum product 
(within the meaning of section 4611) by the 
layer adjustment amount, and 

(2) decrease its cost of goods sold for such 
taxable year by the aggregate amount of the 
increases under paragraph (1). 
If the aggregate amount of the increases 
under paragraph (1) exceed the taxpayer’s 
cost of goods sold for such taxable year, the 
taxpayer’s gross income for such taxable 
year shall be increased by the amount of 
such excess. 

(b) LAYER ADJUSTMENT AMOUNT.—For pur-
poses of this section— 

(1) IN GENERAL.—The term ‘‘layer adjust-
ment amount’’ means, with respect to any 
historic LIFO layer, the product of— 

(A) $18.75, and 
(B) the number of barrels of crude oil (or in 

the case of natural gas or other petroleum 
products, the number of barrel-of-oil equiva-
lents) represented by the layer. 

(2) BARREL-OF-OIL EQUIVALENT.—The term 
‘‘barrel-of-oil equivalent’’ has the meaning 
given such term by section 29(d)(5) (as in ef-
fect before its redesignation by the Energy 
Tax Incentives Act of 2005). 

(c) APPLICATION OF REQUIREMENT.— 
(1) NO CHANGE IN METHOD OF ACCOUNTING.— 

Any adjustment required by this section 
shall not be treated as a change in method of 
accounting. 

(2) UNDERPAYMENTS OF ESTIMATED TAX.—o 
addition to the tax shall be made under sec-
tion 6655 of the Internal Revenue Code of 1986 
(relating to failure by corporation to pay es-
timated tax) with respect to any under-
payment of an installment required to be 
paid with respect to the taxable year de-
scribed in subsection (a) to the extent such 
underpayment was created or increased by 
this section. 

(d) APPLICABLE INTEGRATED OIL COM-
PANY.—For purposes of this section, the term 
‘‘applicable integrated oil company’’ means 
an integrated oil company (as defined in sec-
tion 291(b)(4) of the Internal Revenue Code of 
1986) which has an average daily worldwide 
production of crude oil of at least 500,000 bar-
rels for the taxable year and which had gross 
receipts in excess of $1,000,000,000 for its last 
taxable year ending during calendar year 
2005. For purposes of this subsection all per-
sons treated as a single employer under sub-
sections (a) and (b) of section 52 of the Inter-
nal Revenue Code of 1986 shall be treated as 
1 person and, in the case of a short taxable 
year, the rule under section 448(c)(3)(B) shall 
apply. 
SEC. 462. ELIMINATION OF AMORTIZATION OF 

GEOLOGICAL AND GEOPHYSICAL EX-
PENDITURES FOR MAJOR INTE-
GRATED OIL COMPANIES. 

(a) IN GENERAL.—Section 167(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(5) NONAPPLICATION TO MAJOR INTEGRATED 
OIL COMPANIES.—This subsection shall not 
apply with respect to any expenses paid or 
incurred for any taxable year by any inte-
grated oil company (as defined in section 
291(b)(4)) which has an average daily world-
wide production of crude oil of at least 
500,000 barrels for such taxable year.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the amendment made by section 
1329(a) of the Energy Policy Act of 2005. 
SEC. 463. VALUATION OF EMPLOYEE PERSONAL 

USE OF NONCOMMERCIAL AIR-
CRAFT. 

(a) IN GENERAL.—For purposes of Federal 
income tax inclusion, the value of any em-
ployee personal use of noncommercial air-
craft shall equal the excess (if any) of— 

(1) greater of— 
(A) the fair market value of such use, or 
(B) the actual cost of such use (including 

all fixed and variable costs), over 
(2) any amount paid by or on behalf of such 

employee for such use. 
(b) EFFECTIVE DATE.—Subsection (a) shall 

apply to use after the date of the enactment 
of this Act. 
SEC. 464. APPLICATION OF FIRPTA TO REGU-

LATED INVESTMENT COMPANIES. 
(a) IN GENERAL.—Subclause (II) of section 

897(h)(4)(A)(i) (defining qualified investment 
entity) is amended by inserting ‘‘which is a 
United States real property holding corpora-
tion or which would be a United States real 
property holding corporation if the excep-
tions provided in subsections (c)(3) and (h)(2) 
did not apply to interests in any real estate 
investment trust or regulated investment 
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company’’ after ‘‘regulated investment com-
pany’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to distribu-
tions with respect to taxable years beginning 
after December 31, 2004. 
SEC. 465. TREATMENT OF DISTRIBUTIONS AT-

TRIBUTABLE TO FIRPTA GAINS. 
(a) QUALIFIED INVESTMENT ENTITY.— 
(1) IN GENERAL.—Section 897(h)(1) is amend-

ed— 
(A) by striking ‘‘a nonresident alien indi-

vidual or a foreign corporation’’ in the first 
sentence and inserting ‘‘a nonresident alien 
individual, a foreign corporation, or other 
qualified investment entity’’, 

(B) by striking ‘‘such nonresident alien in-
dividual or foreign corporation’’ in the first 
sentence and inserting ‘‘such nonresident 
alien individual, foreign corporation, or 
other qualified investment entity’’, and 

(C) by striking the second sentence and in-
serting the following new sentence: ‘‘Not-
withstanding the preceding sentence, any 
distribution by a qualified investment entity 
to a nonresident alien, a foreign corporation, 
or other qualified investment entity with re-
spect to any class of stock which is regularly 
traded on an established securities market 
located in the United States shall not be 
treated as gain recognized from the sale or 
exchange of a United States real property in-
terest if the shareholder did not own more 
than 5 percent of such class of stock at any 
time during the 1 year period ending on the 
date of such distribution.’’. 

(2) APPLICATION AFTER 2007.—Clause (ii) of 
section 897(h)(4)(A) is amended by adding at 
the end the following new sentence: ‘‘Not-
withstanding the preceding sentence, an en-
tity described in clause (i)(II) shall be treat-
ed as a qualified investment entity for pur-
poses of applying paragraph (1) in any case in 
which a real estate investment trust makes 
a distribution to an entity described in 
clause (i)(II).’’. 

(b) TREATMENT OF CERTAIN DISTRIBUTIONS 
AS DIVIDENDS.— 

(1) IN GENERAL.—Section 852(b)(3) (relating 
to capital gains) is amended by adding at the 
end the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 
not apply by reason of the second sentence of 
section 897(h)(1), the amount of such dis-
tribution which would be included in com-
puting long-term capital gains for the share-
holder under subparagraph (B) or (D) (with-
out regard to this subparagraph)— 

‘‘(i) shall not be included in computing 
such shareholder’s long-term capital gains, 
and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(2) CONFORMING AMENDMENT.—Section 
871(k)(2) (relating to short-term capital gain 
dividends) is amended by adding at the end 
the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 
not apply by reason of the second sentence of 
section 897(h)(1), the amount which would be 
treated as a short-term capital gain dividend 
to the shareholder (without regard to this 
subparagraph)— 

‘‘(i) shall not be treated as a short-term 
capital gain dividend, and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(c) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to taxable years of quali-
fied investment entities beginning after the 
date of the enactment of this Act. 

(2) DIVIDENDS.—The amendments made by 
subsection (b) shall apply to dividends with 
respect to taxable years of regulated invest-
ment companies beginning after December 
31, 2004. 
SEC. 466. PREVENTION OF AVOIDANCE OF TAX 

ON INVESTMENTS OF FOREIGN PER-
SONS IN UNITED STATES REAL 
PROPERTY THROUGH WASH SALE 
TRANSACTIONS. 

(a) IN GENERAL.—Section 897(h) of the In-
ternal Revenue Code of 1986 (relating to spe-
cial rules in certain investment entities) is 
amended by redesignating paragraph (4) as 
paragraph (5) and by inserting after para-
graph (3) the following new paragraph: 

‘‘(4) TREATMENT OF CERTAIN WASH SALE 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—If an interest in a do-
mestically controlled qualified investment 
entity is disposed of in an applicable wash 
sale transaction, the taxpayer shall, for pur-
poses of this section, be treated as having 
gain from the sale or exchange of a United 
States real property interest in an amount 
equal to the portion of the distribution de-
scribed in subparagraph (B) with respect to 
such interest which, but for the disposition, 
would have been treated by the taxpayer as 
gain from the sale or exchange of a United 
States real property interest under para-
graph (1). 

‘‘(B) APPLICABLE WASH SALES TRANS-
ACTION.—For purposes of this paragraph— 

‘‘(i) IN GENERAL.—The term ‘applicable 
wash sales transaction’ means any trans-
action (or series of transactions) under 
which a nonresident alien individual or for-
eign corporation— 

‘‘(I) disposes of an interest in a domesti-
cally controlled qualified investment entity 
during the 30-day period preceding a dis-
tribution which is to be made with respect to 
the interest and any portion of which, but 
for the disposition, would have been treated 
by the taxpayer as gain from the sale or ex-
change of a United States real property in-
terest under paragraph (1), and 

‘‘(II) acquires an identical interest in such 
entity during the 60-day period beginning 
with the 1st day of the 30-day period de-
scribed in subclause (I). 

For purposes of subclause (II), a nonresident 
alien individual or foreign corporation shall 
be treated as having acquired any interest 
acquired by a person related (within the 
meaning of section 465(b)(3)(C)) to the indi-
vidual or corporation. 

‘‘(ii) EXCEPTION WHERE DISTRIBUTION ACTU-
ALLY RECEIVED.—A transaction shall not be 
treated as an applicable wash sales trans-
action if the nonresident alien individual or 
foreign corporation receives the distribution 
described in clause (i)(I) with respect to ei-
ther the interest which was disposed of, or 
acquired, in the transaction. 

‘‘(iii) EXCEPTION FOR CERTAIN PUBLICLY 
TRADED STOCK.—A transaction shall not be 
treated as an applicable wash sales trans-
action if it involves the disposition of any 
class of stock in a qualified investment enti-
ty which is regularly traded on an estab-
lished securities market within the United 
States but only if the nonresident alien indi-
vidual or foreign corporation did not own 
more than 5 percent of such class of stock at 
any time during the 1-year period ending on 
the date of the distribution described in 
clause (i)(I).’’. 

(b) NO WITHHOLDING REQUIRED.—Section 
1445(b) of the Internal Revenue Code of 1986 
(relating to exemptions) is amended by add-
ing at the end the following new paragraph: 

‘‘(8) APPLICABLE WASH SALES TRANS-
ACTIONS.—No person shall be required to de-
duct and withhold any amount under sub-
section (a) with respect to a disposition 
which is treated as a disposition of a United 

States real property interest solely by rea-
son of section 897(h)(4).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to disposi-
tions after December 31, 2005, in taxable 
years ending after such date. 

SEC. 467. MODIFICATIONS TO RULES RELATING 
TO TAXATION OF DISTRIBUTIONS OF 
STOCK AND SECURITIES OF A CON-
TROLLED CORPORATION. 

(a) MODIFICATION OF ACTIVE BUSINESS DEFI-
NITION UNDER SECTION 355.— 

(1) IN GENERAL.—Section 355(b) (defining 
active conduct of a trade or business) is 
amended by adding at the end the following 
new paragraph: 

‘‘(3) SPECIAL RULES RELATING TO ACTIVE 
BUSINESS REQUIREMENT.— 

‘‘(A) IN GENERAL.—For purposes of deter-
mining whether a corporation meets the re-
quirement of paragraph (2)(A), all members 
of such corporation’s separate affiliated 
group shall be treated as 1 corporation. For 
purposes of the preceding sentence, the term 
‘separate affiliated group’ means, with re-
spect to any corporation, the affiliated group 
which would be determined under section 
1504(a) if such corporation were the common 
parent and section 1504(b) did not apply. 

‘‘(B) CONTROL.—For purposes of paragraph 
(2)(D), all distributee corporations which are 
members of the same affiliated group (as de-
fined in section 1504(a) without regard to sec-
tion 1504(b)) shall be treated as 1 distributee 
corporation.’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Subparagraph (A) of section 355(b)(2) is 

amended to read as follows: 
‘‘(A) it is engaged in the active conduct of 

a trade or business,’’. 
(B) Section 355(b)(2) of such Code is amend-

ed by striking the last sentence. 
(3) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply— 
(i) to distributions after the date of the en-

actment of this Act, and before January 1, 
2010, and 

(ii) for purposes of determining the contin-
ued qualification under section 355(b)(2)(A) of 
the Internal Revenue Code of 1986 (as amend-
ed by paragraph (2)(A)) of distributions made 
before such date, as a result of an acquisi-
tion, disposition, or other restructuring after 
such date and before January 1, 2010. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 

(C) ELECTIONS.— 
(i) OUT OF TRANSITION RELIEF.—Subpara-

graph (B) shall not apply if the distributing 
corporation elects not to have such subpara-
graph apply to distributions of such corpora-
tion. Any such election, once made, shall be 
irrevocable. 

(ii) APPLICATION TO PRIOR DISTRIBUTIONS.— 
Subparagraph (A)(ii) shall not apply to a dis-
tributing or controlled corporation if the 
corporation elects not to have such subpara-
graph apply to such corporation. Any such 
election, once made, shall be irrevocable. 

(b) SECTION 355 NOT TO APPLY TO DISTRIBU-
TIONS IF THE DISTRIBUTING OR CONTROLLED 
CORPORATION IS A DISQUALIFIED INVESTMENT 
CORPORATION.— 
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(1) IN GENERAL.—Section 355 (relating to 

distributions of stock and securities of a con-
trolled corporation) is amended by adding at 
the end the following new subsection: 

‘‘(g) SECTION NOT TO APPLY TO DISTRIBU-
TIONS INVOLVING DISQUALIFIED INVESTMENT 
CORPORATIONS.— 

‘‘(1) IN GENERAL.—This section (and so 
much of section 356 as relates to this section) 
shall not apply to any distribution which is 
part of a transaction if— 

‘‘(A) either the distributing corporation or 
controlled corporation is, immediately after 
the transaction, a disqualified investment 
corporation, and 

‘‘(B) any person holds, immediately after 
the transaction, a 50-percent or greater in-
terest in any disqualified investment cor-
poration, but only if such person did not hold 
such an interest in such corporation imme-
diately before the transaction. 

‘‘(2) DISQUALIFIED INVESTMENT CORPORA-
TION.—For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘disqualified 
investment corporation’ means any distrib-
uting or controlled corporation if the fair 
market value of the investment assets of the 
corporation is 75 percent or more of the fair 
market value of all assets of the corporation. 

‘‘(B) INVESTMENT ASSETS.— 
‘‘(i) IN GENERAL.—Except as otherwise pro-

vided in this subparagraph, the term ‘invest-
ment assets’ means— 

‘‘(I) cash, 
‘‘(II) any stock or securities in a corpora-

tion, 
‘‘(III) any interest in a partnership, 
‘‘(IV) any debt instrument or other evi-

dence of indebtedness, 
‘‘(V) any option, forward or futures con-

tract, notional principal contract, or deriva-
tive, 

‘‘(VI) foreign currency, or 
‘‘(VII) any similar asset. 
‘‘(ii) EXCEPTION FOR ASSETS USED IN ACTIVE 

CONDUCT OF CERTAIN FINANCIAL TRADES OR 
BUSINESSES.—Such term shall not include 
any asset which is held for use in the active 
and regular conduct of— 

‘‘(I) a lending or finance business (within 
the meaning of section 954(h)(4)), 

‘‘(II) a banking business through a bank (as 
defined in section 581), a domestic building 
and loan association (within the meaning of 
section 7701(a)(19)), or any similar institu-
tion specified by the Secretary, or 

‘‘(III) an insurance business if the conduct 
of the business is licensed, authorized, or 
regulated by an applicable insurance regu-
latory body. 

This clause shall only apply with respect to 
any business if substantially all of the in-
come of the business is derived from persons 
who are not related (within the meaning of 
section 267(b) or 707(b)(1)) to the person con-
ducting the business. 

‘‘(iii) EXCEPTION FOR SECURITIES MARKED TO 
MARKET.—Such term shall not include any 
security (as defined in section 475(c)(2)) 
which is held by a dealer in securities and to 
which section 475(a) applies. 

‘‘(iv) STOCK OR SECURITIES IN A 25-PERCENT 
CONTROLLED ENTITY.— 

‘‘(I) IN GENERAL.—Such term shall not in-
clude any stock and securities in, or any 
asset described in subclause (IV) or (V) of 
clause (i) issued by, a corporation which is a 
25-percent controlled entity with respect to 
the distributing or controlled corporation. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 25- 
percent controlled entity. 

‘‘(III) 25-PERCENT CONTROLLED ENTITY.—For 
purposes of this clause, the term ‘25-percent 
controlled entity’ means, with respect to any 

distributing or controlled corporation, any 
corporation with respect to which the dis-
tributing or controlled corporation owns di-
rectly or indirectly stock meeting the re-
quirements of section 1504(a)(2), except that 
such section shall be applied by substituting 
‘25 percent’ for ‘80 percent’ and without re-
gard to stock described in section 1504(a)(4). 

‘‘(v) INTERESTS IN CERTAIN PARTNERSHIPS.— 
‘‘(I) IN GENERAL.—Such term shall not in-

clude any interest in a partnership, or any 
debt instrument or other evidence of indebt-
edness, issued by the partnership, if 1 or 
more of the trades or businesses of the part-
nership are (or, without regard to the 5-year 
requirement under subsection (b)(2)(B), 
would be) taken into account by the distrib-
uting or controlled corporation, as the case 
may be, in determining whether the require-
ments of subsection (b) are met with respect 
to the distribution. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 
partnership described in subclause (I). 

‘‘(3) 50-PERCENT OR GREATER INTEREST.—For 
purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘50-percent or 
greater interest’ has the meaning given such 
term by subsection (d)(4). 

‘‘(B) ATTRIBUTION RULES.—The rules of sec-
tion 318 shall apply for purposes of deter-
mining ownership of stock for purposes of 
this paragraph. 

‘‘(4) TRANSACTION.—For purposes of this 
subsection, the term ‘transaction’ includes a 
series of transactions. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out, or prevent the avoidance 
of, the purposes of this subsection, including 
regulations— 

‘‘(A) to carry out, or prevent the avoidance 
of, the purposes of this subsection in cases 
involving— 

‘‘(i) the use of related persons, inter-
mediaries, pass-thru entities, options, or 
other arrangements, and 

‘‘(ii) the treatment of assets unrelated to 
the trade or business of a corporation as in-
vestment assets if, prior to the distribution, 
investment assets were used to acquire such 
unrelated assets, 

‘‘(B) which in appropriate cases exclude 
from the application of this subsection a dis-
tribution which does not have the character 
of a redemption which would be treated as a 
sale or exchange under section 302, and 

‘‘(C) which modify the application of the 
attribution rules applied for purposes of this 
subsection.’’. 

(2) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply to distribu-
tions after the date of the enactment of this 
Act. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 

SEC. 468. AMORTIZATION OF EXPENSES IN-
CURRED IN CREATING OR ACQUIR-
ING MUSIC OR MUSIC COPYRIGHTS. 

(a) IN GENERAL.—Section 263A (relating to 
capitalization and inclusion in inventory 
costs of certain expenses) is amended by re-
designating subsection (i) as subsection (j) 

and by adding after subsection (h) the fol-
lowing new subsection: 

‘‘(i) SPECIAL RULES FOR CERTAIN MUSICAL 
WORKS AND COPYRIGHTS.— 

‘‘(1) IN GENERAL.—If— 
‘‘(A) any expense is paid or incurred by the 

taxpayer in creating or acquiring any musi-
cal composition (including any accom-
panying words) or any copyright with re-
spect to a musical composition, and 

‘‘(B) such expense is required to be capital-
ized under this section, 

then, notwithstanding section 167(g), the 
amount capitalized shall be amortized rat-
ably over the 5-year period beginning with 
the month in which the composition or copy-
right was acquired (or, in the case of ex-
penses paid or incurred in connection with 
the creation of a musical composition, the 5- 
taxable-year period beginning with the tax-
able year in which the expenses were paid or 
incurred). 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to any expense— 

‘‘(A) which is a qualified creative expense 
under subsection (h), 

‘‘(B) to which a simplified procedure estab-
lished under subsection (j)(2) applies, 

‘‘(C) which is an amortizable section 197 in-
tangible (as defined in section 197(c)), or 

‘‘(D) which, without regard to this section, 
would not be allowable as a deduction.’’ 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
paid or incurred after December 31, 2005, in 
taxable years ending after such date. 
SEC. 469. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
(a) IN GENERAL.—Subpart H of part IV of 

subchapter A of chapter 1 (relating to credits 
against tax) is amended by adding at the end 
the following new section: 
‘‘SEC. 54A. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
‘‘(a) ALLOWANCE OF CREDIT.—In the case of 

a taxpayer who holds a rural renaissance 
bond on a credit allowance date of such bond, 
which occurs during the taxable year, there 
shall be allowed as a credit against the tax 
imposed by this chapter for such taxable 
year an amount equal to the sum of the cred-
its determined under subsection (b) with re-
spect to credit allowance dates during such 
year on which the taxpayer holds such bond. 

‘‘(b) AMOUNT OF CREDIT.— 
‘‘(1) IN GENERAL.—The amount of the credit 

determined under this subsection with re-
spect to any credit allowance date for a rural 
renaissance bond is 25 percent of the annual 
credit determined with respect to such bond. 

‘‘(2) ANNUAL CREDIT.—The annual credit de-
termined with respect to any rural renais-
sance bond is the product of— 

‘‘(A) the credit rate determined by the Sec-
retary under paragraph (3) for the day on 
which such bond was sold, multiplied by 

‘‘(B) the outstanding face amount of the 
bond. 

‘‘(3) DETERMINATION.—For purposes of para-
graph (2), with respect to any rural renais-
sance bond, the Secretary shall determine 
daily or caused to be determined daily a 
credit rate which shall apply to the first day 
on which there is a binding, written contract 
for the sale or exchange of the bond. The 
credit rate for any day is the credit rate 
which the Secretary or the Secretary’s des-
ignee estimates will permit the issuance of 
rural renaissance bonds with a specified ma-
turity or redemption date without discount 
and without interest cost to the qualified 
issuer. 

‘‘(4) CREDIT ALLOWANCE DATE.—For pur-
poses of this section, the term ‘credit allow-
ance date’ means— 

‘‘(A) March 15, 
‘‘(B) June 15, 
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‘‘(C) September 15, and 
‘‘(D) December 15. 

Such term also includes the last day on 
which the bond is outstanding. 

‘‘(5) SPECIAL RULE FOR ISSUANCE AND RE-
DEMPTION.—In the case of a bond which is 
issued during the 3-month period ending on a 
credit allowance date, the amount of the 
credit determined under this subsection with 
respect to such credit allowance date shall 
be a ratable portion of the credit otherwise 
determined based on the portion of the 3- 
month period during which the bond is out-
standing. A similar rule shall apply when the 
bond is redeemed or matures. 

‘‘(c) LIMITATION BASED ON AMOUNT OF 
TAX.—The credit allowed under subsection 
(a) for any taxable year shall not exceed the 
excess of— 

‘‘(1) the sum of the regular tax liability (as 
defined in section 26(b)) plus the tax imposed 
by section 55, over 

‘‘(2) the sum of the credits allowable under 
this part (other than subpart C). 

‘‘(d) RURAL RENAISSANCE BOND.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘rural renais-
sance bond’ means any bond issued as part of 
an issue if— 

‘‘(A) the bond is issued by a qualified 
issuer, 

‘‘(B) 95 percent or more of the proceeds 
from the sale of such issue are to be used for 
capital expenditures incurred for 1 or more 
qualified projects, 

‘‘(C) the qualified issuer designates such 
bond for purposes of this section and the 
bond is in registered form, and 

‘‘(D) the issue meets the requirements of 
subsections (e) and (h). 

‘‘(2) QUALIFIED PROJECT; SPECIAL USE 
RULES.— 

‘‘(A) IN GENERAL.—The term ‘qualified 
project’ means 1 or more projects described 
in subparagraph (B) located in a rural area. 

‘‘(B) PROJECTS DESCRIBED.—A project de-
scribed in this subparagraph is— 

‘‘(i) a water or waste treatment project, 
‘‘(ii) an affordable housing project, 
‘‘(iii) a community facility project, includ-

ing hospitals, fire and police stations, and 
nursing and assisted-living facilities, 

‘‘(iv) a value-added agriculture or renew-
able energy facility project for agricultural 
producers or farmer-owned entities, includ-
ing any project to promote the production, 
processing, or retail sale of ethanol (includ-
ing fuel at least 85 percent of the volume of 
which consists of ethanol), biodiesel, animal 
waste, biomass, raw commodities, or wind as 
a fuel, 

‘‘(v) a distance learning or telemedicine 
project, 

‘‘(vi) a rural utility infrastructure project, 
including any electric or telephone system, 

‘‘(vii) a project to expand broadband tech-
nology, 

‘‘(viii) a rural teleworks project, and 
‘‘(ix) any project described in any pre-

ceding clause carried out by the Delta Re-
gional Authority. 

‘‘(C) SPECIAL RULES.—For purposes of this 
paragraph— 

‘‘(i) any project described in subparagraph 
(B)(iv) for a farmer-owned entity may be 
considered a qualified project if such entity 
is located in a rural area, or in the case of a 
farmer-owned entity the headquarters of 
which are located in a nonrural area, if the 
project is located in a rural area, and 

‘‘(ii) any project for a farmer-owned entity 
which is a facility described in subparagraph 
(B)(iv) for agricultural producers may be 
considered a qualified project regardless of 
whether the facility is located in a rural or 
nonrural area. 

‘‘(3) SPECIAL USE RULES.— 

‘‘(A) REFINANCING RULES.—For purposes of 
paragraph (1)(B), a qualified project may be 
refinanced with proceeds of a rural renais-
sance bond only if the indebtedness being re-
financed (including any obligation directly 
or indirectly refinanced by such indebted-
ness) was originally incurred after the date 
of the enactment of this section. 

‘‘(B) REIMBURSEMENT.—For purposes of 
paragraph (1)(B), a rural renaissance bond 
may be issued to reimburse a borrower for 
amounts paid after the date of the enact-
ment of this section with respect to a quali-
fied project, but only if— 

‘‘(i) prior to the payment of the original 
expenditure, the borrower declared its intent 
to reimburse such expenditure with the pro-
ceeds of a rural renaissance bond, 

‘‘(ii) not later than 60 days after payment 
of the original expenditure, the qualified 
issuer adopts an official intent to reimburse 
the original expenditure with such proceeds, 
and 

‘‘(iii) the reimbursement is made not later 
than 18 months after the date the original 
expenditure is paid. 

‘‘(C) TREATMENT OF CHANGES IN USE.—For 
purposes of paragraph (1)(B), the proceeds of 
an issue shall not be treated as used for a 
qualified project to the extent that a bor-
rower takes any action within its control 
which causes such proceeds not to be used 
for a qualified project. The Secretary shall 
prescribe regulations specifying remedial ac-
tions that may be taken (including condi-
tions to taking such remedial actions) to 
prevent an action described in the preceding 
sentence from causing a bond to fail to be a 
rural renaissance bond. 

‘‘(e) MATURITY LIMITATIONS.— 
‘‘(1) DURATION OF TERM.—A bond shall not 

be treated as a rural renaissance bond if the 
maturity of such bond exceeds the maximum 
term determined by the Secretary under 
paragraph (2) with respect to such bond. 

‘‘(2) MAXIMUM TERM.—During each calendar 
month, the Secretary shall determine the 
maximum term permitted under this para-
graph for bonds issued during the following 
calendar month. Such maximum term shall 
be the term which the Secretary estimates 
will result in the present value of the obliga-
tion to repay the principal on the bond being 
equal to 50 percent of the face amount of 
such bond. Such present value shall be deter-
mined without regard to the requirements of 
subsection (f)(3) and using as a discount rate 
the average annual interest rate of tax-ex-
empt obligations having a term of 10 years or 
more which are issued during the month. If 
the term as so determined is not a multiple 
of a whole year, such term shall be rounded 
to the next highest whole year. 

‘‘(3) RATABLE PRINCIPAL AMORTIZATION RE-
QUIRED.—A bond shall not be treated as a 
rural renaissance bond unless it is part of an 
issue which provides for an equal amount of 
principal to be paid by the qualified issuer 
during each calendar year that the issue is 
outstanding. 

‘‘(f) LIMITATION ON AMOUNT OF BONDS DES-
IGNATED.— 

‘‘(1) NATIONAL LIMITATION.—There is a rural 
renaissance bond limitation of $200,000,000. 

‘‘(2) ALLOCATION BY SECRETARY.—The Sec-
retary shall allocate the amount described in 
paragraph (1) among qualified projects in 
such manner as the Secretary determines ap-
propriate. 

‘‘(g) CREDIT INCLUDED IN GROSS INCOME.— 
Gross income includes the amount of the 
credit allowed to the taxpayer under this 
section (determined without regard to sub-
section (c)) and the amount so included shall 
be treated as interest income. 

‘‘(h) SPECIAL RULES RELATING TO EXPENDI-
TURES.— 

‘‘(1) IN GENERAL.—An issue shall be treated 
as meeting the requirements of this sub-
section if, as of the date of issuance, the 
qualified issuer reasonably expects— 

‘‘(A) at least 95 percent of the proceeds 
from the sale of the issue are to be spent for 
1 or more qualified projects within the 5-year 
period beginning on the date of issuance of 
the rural renaissance bond, 

‘‘(B) a binding commitment with a third 
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be in-
curred within the 6-month period beginning 
on the date of issuance of the rural renais-
sance bond or, in the case of a rural renais-
sance bond, the proceeds of which are to be 
loaned to 2 or more borrowers, such binding 
commitment will be incurred within the 6- 
month period beginning on the date of the 
loan of such proceeds to a borrower, and 

‘‘(C) such projects will be completed with 
due diligence and the proceeds from the sale 
of the issue will be spent with due diligence. 

‘‘(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of 
the period described in paragraph (1)(A), the 
Secretary may extend such period if the 
qualified issuer establishes that the failure 
to satisfy the 5-year requirement is due to 
reasonable cause and the related projects 
will continue to proceed with due diligence. 

‘‘(3) FAILURE TO SPEND REQUIRED AMOUNT OF 
BOND PROCEEDS WITHIN 5 YEARS.—To the ex-
tent that less than 95 percent of the proceeds 
of such issue are expended by the close of the 
5-year period beginning on the date of 
issuance (or if an extension has been ob-
tained under paragraph (2), by the close of 
the extended period), the qualified issuer 
shall redeem all of the nonqualified bonds 
within 90 days after the end of such period. 
For purposes of this paragraph, the amount 
of the nonqualified bonds required to be re-
deemed shall be determined in the same 
manner as under section 142. 

‘‘(i) SPECIAL RULES RELATING TO ARBI-
TRAGE.—A bond which is part of an issue 
shall not be treated as a rural renaissance 
bond unless, with respect to the issue of 
which the bond is a part, the qualified issuer 
satisfies the arbitrage requirements of sec-
tion 148 with respect to proceeds of the issue. 

‘‘(j) QUALIFIED ISSUER.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘qualified 
issuer’ means any not-for-profit cooperative 
lender which has as of the date of the enact-
ment of this section received a guarantee 
under section 306 of the Rural Electrification 
Act and which meets the requirement of 
paragraph (2). 

‘‘(2) USER FEE REQUIREMENT.—The require-
ment of this paragraph is met if the issuer of 
any rural renaissance bond makes grants for 
qualified projects as defined under sub-
section (d)(2) on a semi-annual basis every 
year that such bond is outstanding in an an-
nual amount equal to one-half of the rate on 
United States Treasury Bills of the same ma-
turity multiplied by the outstanding prin-
ciple balance of rural renaissance bonds 
issued by such issuer. 

‘‘(k) SPECIAL RULES RELATING TO POOL 
BONDS.—No portion of a pooled financing 
bond may be allocable to loan unless the bor-
rower has entered into a written loan com-
mitment for such portion prior to the issue 
date of such issue. 

‘‘(l) OTHER DEFINITIONS AND SPECIAL 
RULES.—For purposes of this section— 

‘‘(1) BOND.—The term ‘bond’ includes any 
obligation. 

‘‘(2) POOLED FINANCING BOND.—The term 
‘pooled financing bond’ shall have the mean-
ing given such term by section 149(f)(4)(A). 

‘‘(3) RURAL AREA.—The term ‘rural area’ 
means any area other than— 
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‘‘(A) a city or town which has a population 

of greater than 50,000 inhabitants, or 
‘‘(B) the urbanized area contiguous and ad-

jacent to such a city or town. 
‘‘(4) PARTNERSHIP; S CORPORATION; AND 

OTHER PASS-THRU ENTITIES.— 
‘‘(A) IN GENERAL.—Under regulations pre-

scribed by the Secretary, in the case of a 
partnership, trust, S corporation, or other 
pass-thru entity, rules similar to the rules of 
section 41(g) shall apply with respect to the 
credit allowable under subsection (a). 

‘‘(B) NO BASIS ADJUSTMENT.—In the case of 
a bond held by a partnership or an S corpora-
tion, rules similar to the rules under section 
1397E(l) shall apply. 

‘‘(5) BONDS HELD BY REGULATED INVESTMENT 
COMPANIES.—If any rural renaissance bond is 
held by a regulated investment company, the 
credit determined under subsection (a) shall 
be allowed to shareholders of such company 
under procedures prescribed by the Sec-
retary. 

‘‘(6) REPORTING.—Issuers of rural renais-
sance bonds shall submit reports similar to 
the reports required under section 149(e).’’. 

(b) REPORTING.—Subsection (d) of section 
6049 (relating to returns regarding payments 
of interest) is amended by adding at the end 
the following new paragraph: 

‘‘(9) REPORTING OF CREDIT ON RURAL RENAIS-
SANCE BONDS.— 

‘‘(A) IN GENERAL.—For purposes of sub-
section (a), the term ‘interest’ includes 
amounts includible in gross income under 
section 54(f) and such amounts shall be treat-
ed as paid on the credit allowance date (as 
defined in section 54(b)(4)). 

‘‘(B) REPORTING TO CORPORATIONS, ETC.— 
Except as otherwise provided in regulations, 
in the case of any interest described in sub-
paragraph (A), subsection (b)(4) shall be ap-
plied without regard to subparagraphs (A), 
(H), (I), (J), (K), and (L)(i) of such subsection. 

‘‘(C) REGULATORY AUTHORITY.—The Sec-
retary may prescribe such regulations as are 
necessary or appropriate to carry out the 
purposes of this paragraph, including regula-
tions which require more frequent or more 
detailed reporting.’’. 

(c) CONFORMING AMENDMENTS.— 
(1) The table of sections for subpart H of 

part IV of subchapter A of chapter 1 is 
amended by adding at the end the following 
new item: 

‘‘Sec. 54A. Credit to holders of rural renais-
sance bonds.’’. 

(2) Section 54(c)(2) is amended by inserting 
‘‘, section 54A,’’ after ‘‘subpart C’’. 

(d) ISSUANCE OF REGULATIONS.—The Sec-
retary of Treasury shall issue regulations re-
quired under section 54A of the Internal Rev-
enue Code of 1986 (as added by this section) 
not later than 120 days after the date of the 
enactment of this Act. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act and before January 1, 2010. 
SEC. 470. MODIFICATIONS OF FOREIGN TAX 

CREDIT RULES APPLICABLE TO 
LARGE INTEGRATED OIL COMPA-
NIES WHICH ARE DUAL CAPACITY 
TAXPAYERS. 

(a) IN GENERAL.—Section 901 (relating to 
credit for taxes of foreign countries and of 
possessions of the United States), as amend-
ed by this Act, is amended by redesignating 
subsections (m) and (n) as subsections (n) 
and (o), respectively, and by inserting after 
subsection (l) the following new subsection: 

‘‘(m) SPECIAL RULES RELATING TO LARGE 
INTEGRATED OIL COMPANIES WHICH ARE DUAL 
CAPACITY TAXPAYERS.— 

‘‘(1) GENERAL RULE.—Notwithstanding any 
other provision of this chapter, any amount 
paid or accrued by a dual capacity taxpayer 

which is a large integrated oil company to a 
foreign country or possession of the United 
States for any period shall not be considered 
a tax— 

‘‘(A) if, for such period, the foreign country 
or possession does not impose a generally ap-
plicable income tax, or 

‘‘(B) to the extent such amount exceeds the 
amount (determined in accordance with reg-
ulations) which— 

‘‘(i) is paid by such dual capacity taxpayer 
pursuant to the generally applicable income 
tax imposed by the country or possession, or 

‘‘(ii) would be paid if the generally applica-
ble income tax imposed by the country or 
possession were applicable to such dual ca-
pacity taxpayer. 
Nothing in this paragraph shall be construed 
to imply the proper treatment of any such 
amount not in excess of the amount deter-
mined under subparagraph (B). 

‘‘(2) DUAL CAPACITY TAXPAYER.—For pur-
poses of this subsection, the term ‘dual ca-
pacity taxpayer’ means, with respect to any 
foreign country or possession of the United 
States, a person who— 

‘‘(A) is subject to a levy of such country or 
possession, and 

‘‘(B) receives (or will receive) directly or 
indirectly a specific economic benefit (as de-
termined in accordance with regulations) 
from such country or possession. 

‘‘(3) GENERALLY APPLICABLE INCOME TAX.— 
For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘generally ap-
plicable income tax’ means an income tax 
(or a series of income taxes) which is gen-
erally imposed under the laws of a foreign 
country or possession on income derived 
from the conduct of a trade or business with-
in such country or possession. 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a tax unless it has substantial applica-
tion, by its terms and in practice, to— 

‘‘(i) persons who are not dual capacity tax-
payers, and 

‘‘(ii) persons who are citizens or residents 
of the foreign country or possession. 

‘‘(4) LARGE INTEGRATED OIL COMPANY.—For 
purposes of this subsection, the term ‘large 
integrated oil company’ means, with respect 
to any taxable year, an integrated oil com-
pany (as defined in section 291(b)(4)) which— 

‘‘(A) had gross receipts in excess of 
$1,000,000,000 for such taxable year, and 

‘‘(B) has an average daily worldwide pro-
duction of crude oil of at least 500,000 barrels 
for such taxable year.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxes paid or ac-
crued in taxable years beginning after the 
date of the enactment of this Act. 

(2) CONTRARY TREATY OBLIGATIONS 
UPHELD.—The amendments made by this sec-
tion shall not apply to the extent contrary 
to any treaty obligation of the United 
States. 
SEC. 471. DISABILITY PREFERENCE PROGRAM 

FOR TAX COLLECTION CONTRACTS. 
(a) IN GENERAL.—The Secretary of the 

Treasury shall not enter into any qualified 
tax collection contract after April 1, 2006, 
until the Secretary implements a disability 
preference program that meets the require-
ments of subsection (b). 

(b) DISABILITY PREFERENCE PROGRAM RE-
QUIREMENTS.— 

(1) IN GENERAL.—A disability preference 
program meets the requirements of this sub-
section if such program requires that not 
less than 10 percent of the accounts of each 
dollar value category are awarded to persons 
described in paragraph (2). 

(2) PERSON DESCRIBED.—For purposes of 
paragraph (1), a person is described in this 
paragraph if— 

(A) as of the date any qualified tax collec-
tion contract is awarded— 

(i) such person employs not less than 50 se-
verely disabled individuals within the United 
States; or 

(ii) not less than 30 percent of the employ-
ees of such person within the United States 
are severely disabled individuals; 

(B) such person agrees as a condition of the 
qualified tax collection contract that not 
more than 90 days after the date such con-
tract is awarded, not less than 35 percent of 
the employees of such person employed in 
connection with providing services under 
such contract shall— 

(i) be hired after the date such contract is 
awarded; and 

(ii) be severely disabled individuals; and 
(C) such person is otherwise qualified to 

perform the services required. 
(c) DEFINITIONS.—For purposes of this sec-

tion— 
(1) QUALIFIED TAX COLLECTION CONTRACT.— 

The term ‘‘qualified tax collection contract’’ 
shall have the meaning given such term 
under section 6306(b) of the Internal Revenue 
Code of 1986. 

(2) DOLLAR VALUE CATEGORY.—The term 
‘‘dollar value category’’ means the dollar 
ranges of accounts for collection as deter-
mined and assigned by the Secretary under 
section 6306(b)(1)(B) of the Internal Revenue 
Code of 1986 with respect to a qualified tax 
collection contract. 

(3) SEVERELY DISABLED INDIVIDUAL.—The 
term ‘‘severely disabled individual’’ means— 

(A) a veteran of the United States armed 
forces with a disability of 50 percent or 
greater— 

(i) determined by the Secretary of Vet-
erans Affairs to be service-connected; or 

(ii) deemed by law to be service-connected; 
or 

(B) any individual who is a disabled bene-
ficiary (as defined in section 1148(k)(2) of the 
Social Security Act (42 U.S.C. 1320b–19(k)(2))) 
or who would be considered to be such a dis-
abled beneficiary but for having income or 
resources in excess of the income or re-
sources eligibility limits established under 
title XVI of the Social Security Act (42 
U.S.C. 1381 et seq.), respectively. 

TITLE V—COMPLIANCE WITH 
CONGRESSIONAL BUDGET ACT 

SEC. 501. SUNSET OF CERTAIN PROVISIONS AND 
AMENDMENTS. 

The provisions of, and amendments made 
by, title I, subtitle A of title II, and title III 
shall not apply to taxable years beginning 
after September 30, 2010, and the Internal 
Revenue Code of 1986 shall be applied and ad-
ministered to such years as if such provi-
sions and amendments had never been en-
acted. 

SA 2709. Mr. FRIST proposed an 
amendment to amendment SA 2708 pro-
posed by Mr. FRIST (for Mr. GRASSLEY 
(for himself and Mr. BAUCUS)) to the 
amendment SA 2707 proposed by Mr. 
FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, 
to provide for reconciliation pursuant 
to section 201(b) of the concurrent reso-
lution on the budget for fiscal year 
2006; as follows: 

At the end of the amendment add the fol-
lowing: 

‘‘This section shall become effective 1 day 
after enactment.’’ 

SA 2710. Mr. FRIST (for himself, Mr. 
GRASSLEY and Mr. BAUCUS) proposed an 
amendment to the bill H.R. 4297, to 
provide for reconciliation pursuant to 
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section 201(b) of the concurrent resolu-
tion on the budget for fiscal year 2006; 
as follows: 

Strike all after the enacting clause and in-
sert the following: 
SECTION 1. SHORT TITLE; AMENDMENT OF 1986 

CODE; TABLE OF CONTENTS. 
(a) SHORT TITLE.—This Act may be cited as 

the ‘‘Tax Relief Act of 2005’’. 
(b) AMENDMENT OF 1986 CODE.—Except as 

otherwise expressly provided, whenever in 
this Act an amendment or repeal is ex-
pressed in terms of an amendment to, or re-
peal of, a section or other provision, the ref-
erence shall be considered to be made to a 
section or other provision of the Internal 
Revenue Code of 1986. 

(c) TABLE OF CONTENTS.—The table of con-
tents for this Act is as follows: 
Sec. 1. Short title; amendment of 1986 Code; 

table of contents. 
TITLE I—EXTENSION OF EXPIRING 

PROVISIONS 
Sec. 101. Extension of increased expensing 

for small business. 
Sec. 102. Credit for elective deferrals and 

IRA contributions. 
Sec. 103. Above-the-line deduction for higher 

education. 
Sec. 104. Extension and modification of new 

markets tax credit. 
Sec. 105. Election to deduct State and local 

general sales taxes. 
Sec. 106. Extension and increase in min-

imum tax relief to individuals. 
Sec. 107. Allowance of nonrefundable per-

sonal credits against regular 
and alternative minimum tax 
liability. 

Sec. 108. Extension and modification of re-
search credit. 

Sec. 109. Work opportunity tax credit and 
welfare-to-work credit. 

Sec. 110. Qualified zone academy bonds. 
Sec. 111. Deduction for corporate donations 

of computer technology and 
equipment. 

Sec. 112. Above-the-line deduction for cer-
tain expenses of elementary 
and secondary school teachers. 

Sec. 113. Expensing of brownfields remedi-
ation costs. 

Sec. 114. Tax incentives for investment in 
the District of Columbia. 

Sec. 115. Indian employment tax credit. 
Sec. 116. Accelerated depreciation for busi-

ness property on Indian res-
ervation. 

Sec. 117. Fifteen-year straight-line cost re-
covery for qualified leasehold 
improvements and qualified 
restaurant improvements. 

Sec. 118. Extension of full credit for quali-
fied electric vehicles. 

Sec. 119. Application of EGTRRA sunset to 
this title. 

TITLE II—PROVISIONS RELATING TO 
CHARITABLE DONATIONS 

Subtitle A—Charitable Giving Incentives 
Sec. 201. Charitable deduction for non-

itemizers. 
Sec. 202. Tax-free distributions from indi-

vidual retirement plans for 
charitable purposes. 

Sec. 203. Modification of charitable deduc-
tion for contributions of food 
inventory. 

Sec. 204. Basis adjustment to stock of S cor-
poration contributing property. 

Sec. 205. Modification of charitable deduc-
tion for contributions of book 
inventory. 

Sec. 206. Modification of tax treatment of 
certain payments to controlling 
exempt organizations and pub-
lic disclosure of information re-
lating to unrelated business in-
come. 

Sec. 207. Encouragement of contributions of 
capital gain real property made 
for conservation purposes. 

Sec. 208. Enhanced deduction for charitable 
contribution of literary, musi-
cal, artistic, and scholarly com-
positions. 

Sec. 209. Mileage reimbursements to chari-
table volunteers excluded from 
gross income. 

Sec. 210. Alternative percentage limitation 
for corporate charitable con-
tributions to the mathematics 
and science partnership pro-
gram. 

Subtitle B—Reforming Charitable 
Organizations 

PART I—GENERAL REFORMS 
Sec. 211. Tax involvement by exempt organi-

zations in tax shelter trans-
actions. 

Sec. 212. Excise tax on certain acquisitions 
of interests in insurance con-
tracts in which certain exempt 
organizations hold an interest. 

Sec. 213. Increase in penalty excise taxes on 
public charities, social welfare 
organizations, and private foun-
dations. 

Sec. 214. Reform of charitable contributions 
of certain easements on build-
ings in registered historic dis-
tricts. 

Sec. 215. Charitable contributions of taxi-
dermy property. 

Sec. 216. Recapture of tax benefit for chari-
table contributions of exempt 
use property not used for an ex-
empt use. 

Sec. 217. Limitation of deduction for chari-
table contributions of clothing 
and household items. 

Sec. 218. Modification of recordkeeping re-
quirements for certain chari-
table contributions. 

Sec. 219. Contributions of fractional inter-
ests in tangible personal prop-
erty. 

Sec. 220. Provisions relating to substantial 
and gross overstatements of 
valuations of charitable deduc-
tion property. 

Sec. 221. Additional standards for credit 
counseling organizations. 

Sec. 222. Expansion of the base of tax on pri-
vate foundation net investment 
income. 

Sec. 223. Definition of convention or associa-
tion of churches. 

Sec. 224. Notification requirement for enti-
ties not currently required to 
file. 

Sec. 225. Disclosure to State officials of pro-
posed actions related to exempt 
organizations. 

PART II—IMPROVED ACCOUNTABILITY OF 
DONOR ADVISED FUNDS 

Sec. 231. Excise tax on sponsoring organiza-
tions of donor advised funds for 
failure to meet distribution re-
quirements. 

Sec. 232. Prohibited transactions. 
Sec. 233. Treatment of charitable contribu-

tion deductions to donor ad-
vised funds. 

Sec. 234. Returns of, and applications for 
recognition by, sponsoring or-
ganizations. 

PART III—IMPROVED ACCOUNTABILITY OF 
SUPPORTING ORGANIZATIONS 

Sec. 241. Requirements for supporting orga-
nizations. 

Sec. 242. Excise tax on supporting organiza-
tions for failure to meet dis-
tribution requirements. 

Sec. 243. Excess benefit transactions. 

Sec. 244. Excess business holdings of sup-
porting organizations. 

Sec. 245. Treatment of amounts paid to sup-
porting organizations by pri-
vate foundations. 

Sec. 246. Returns of supporting organiza-
tions. 

TITLE III—MISCELLANEOUS PROVISIONS 
Sec. 301. Restructuring of New York Liberty 

Zone tax credits. 
Sec. 302. Modification to S corporation pas-

sive investment income rules. 
Sec. 303. Modification of effective date of 

disregard of certain capital ex-
penditures for purposes of 
qualified small issue bonds. 

Sec. 304. Premiums for mortgage insurance. 
Sec. 305. Sense of the Senate on use of no- 

bid contracting by Federal 
Emergency Management Agen-
cy. 

Sec. 306. Sense of Congress regarding Doha 
Round. 

Sec. 307. Modification of bond rule. 
Sec. 308. Treatment of certain stock option 

plans under nonqualified de-
ferred compensation rules. 

Sec. 309. Sense of the Senate regarding the 
dedication of excess funds. 

Sec. 310. Modification of treatment of loans 
to qualified continuing care fa-
cilities. 

Sec. 311. Exclusion of gain from sale of a 
principal residence by certain 
employees of the intelligence 
community. 

TITLE IV—REVENUE OFFSET 
PROVISIONS 

Subtitle A—Provisions Designed to Curtail 
Tax Shelters 

Sec. 401. Understatement of taxpayer’s li-
ability by income tax return 
preparer. 

Sec. 402. Frivolous tax submissions. 
Sec. 403. Penalty for promoting abusive tax 

shelters. 
Sec. 404. Penalty for aiding and abetting the 

understatement of tax liability. 
Subtitle B—Economic Substance Doctrine 

Sec. 411. Clarification of economic substance 
doctrine. 

Sec. 412. Penalty for understatements at-
tributable to transactions lack-
ing economic substance, etc. 

Sec. 413. Denial of deduction for interest on 
underpayments attributable to 
noneconomic substance trans-
actions. 

Subtitle C—Improvements in Efficiency and 
Safeguards in Internal Revenue Service 
Collection 

Sec. 421. Waiver of user fee for installment 
agreements using automated 
withdrawals. 

Sec. 422. Termination of installment agree-
ments. 

Sec. 423. Partial payments required with 
submission of offers-in-com-
promise. 

Subtitle D—Penalties and Fines 
Sec. 431. Increase in criminal monetary pen-

alty limitation for the under-
payment or overpayment of tax 
due to fraud. 

Sec. 432. Doubling of certain penalties, fines, 
and interest on underpayments 
related to certain offshore fi-
nancial arrangements. 

Sec. 433. Denial of deduction for certain 
fines, penalties, and other 
amounts. 

Sec. 434. Denial of deduction for punitive 
damages. 

Sec. 435. Increase in penalty for bad checks 
and money orders. 
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Subtitle E—Provisions to Discourage 

Expatriation 
Sec. 441. Tax treatment of inverted entities. 
Sec. 442. Revision of tax rules on expatria-

tion of individuals. 
Subtitle F—Miscellaneous Provisions 

Sec. 451. Treatment of contingent payment 
convertible debt instruments. 

Sec. 452. Grant of Treasury regulatory au-
thority to address foreign tax 
credit transactions involving 
inappropriate separation of for-
eign taxes from related foreign 
income. 

Sec. 453. Repeal of special property excep-
tion to leasing provisions of the 
American Jobs Creation Act of 
2004. 

Sec. 454. Application of earnings stripping 
rules to partners which are cor-
porations. 

Sec. 455. Limitation of employer deduction 
for certain entertainment ex-
penses. 

Sec. 456. Increase in age of minor children 
whose unearned income is taxed 
as if parent’s income. 

Sec. 457. Loan and redemption requirements 
on pooled financing require-
ments. 

Sec. 458. Reporting of interest on tax-ex-
empt bonds. 

Sec. 459. Modification of credit for pro-
ducing fuel from a nonconven-
tional source. 

Sec. 460. Modification of individual esti-
mated tax safe harbor. 

Sec. 461. Revaluation of LIFO inventories of 
large integrated oil companies. 

Sec. 462. Elimination of amortization of geo-
logical and geophysical expend-
itures for major integrated oil 
companies. 

Sec. 463. Valuation of employee personal use 
of noncommercial aircraft. 

Sec. 464. Application of FIRPTA to regu-
lated investment companies. 

Sec. 465. Treatment of distributions attrib-
utable to FIRPTA gains. 

Sec. 466. Prevention of avoidance of tax on 
investments of foreign persons 
in United States real property 
through wash sale transactions. 

Sec. 467. Modifications to rules relating to 
taxation of distributions of 
stock and securities of a con-
trolled corporation. 

Sec. 468. Amortization of expenses incurred 
in creating or acquiring music 
or music copyrights. 

Sec. 469. Credit to holders of rural renais-
sance bonds. 

Sec. 470. Modifications of foreign tax credit 
rules applicable to large inte-
grated oil companies which are 
dual capacity taxpayers. 

Sec. 471. Disability preference program for 
tax collection contracts. 

TITLE V—COMPLIANCE WITH 
CONGRESSIONAL BUDGET ACT 

Sec. 501. Sunset of certain provisions and 
amendments. 

TITLE I—EXTENSION OF EXPIRING 
PROVISIONS 

SEC. 101. EXTENSION OF INCREASED EXPENSING 
FOR SMALL BUSINESS. 

Section 179 is amended by striking ‘‘2008’’ 
each place it appears and inserting ‘‘2010’’. 
SEC. 102. CREDIT FOR ELECTIVE DEFERRALS 

AND IRA CONTRIBUTIONS. 
Section 25B(h) is amended by striking 

‘‘2006’’ and inserting ‘‘2009’’. 
SEC. 103. ABOVE-THE-LINE DEDUCTION FOR 

HIGHER EDUCATION. 
(a) IN GENERAL.—Section 222(e) is amended 

by striking ‘‘2005’’and inserting ‘‘2009’’. 

(b) CONFORMING AMENDMENTS.—Section 
222(b)(2)(B) is amended— 

(1) by striking ‘‘a taxable year beginning in 
2004 or 2005’’ and inserting ‘‘any taxable year 
beginning after 2003’’, and 

(2) by striking ‘‘2004 AND 2005’’ and inserting 
‘‘AFTER 2003’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 104. EXTENSION AND MODIFICATION OF 

NEW MARKETS TAX CREDIT. 
(a) EXTENSION.—Section 45D(f)(1)(D) is 

amended by striking ‘‘and 2007’’ and insert-
ing ‘‘, 2007, and 2008’’. 

(b) REGULATIONS REGARDING NON-METRO-
POLITAN COUNTIES.—Section 45D(i) is amend-
ed by striking ‘‘and’’ at the end of paragraph 
(4), by striking the period at the end of para-
graph (5) and inserting ‘‘, and’’, and by add-
ing at the end by the following new para-
graph: 

‘‘(6) which ensure that non-metropolitan 
counties receive a proportional allocation of 
qualified equity investments.’’. 
SEC. 105. ELECTION TO DEDUCT STATE AND 

LOCAL GENERAL SALES TAXES. 
(a) IN GENERAL.—Section 164(b)(5)(I) is 

amended by striking ‘‘2006’’ and inserting 
‘‘2008’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 106. EXTENSION AND INCREASE IN MIN-

IMUM TAX RELIEF TO INDIVIDUALS. 
(a) IN GENERAL.—Section 55(d)(1) is amend-

ed— 
(1) by striking ‘‘$58,000’’ and all that fol-

lows through ‘‘2005’’ in subparagraph (A) and 
inserting ‘‘$62,550 in the case of taxable years 
beginning in 2006’’, and 

(2) by striking ‘‘$40,250’’ and all that fol-
lows through ‘‘2005’’ in subparagraph (B) and 
inserting ‘‘$42,500 in the case of taxable years 
beginning in 2006’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 107. ALLOWANCE OF NONREFUNDABLE PER-

SONAL CREDITS AGAINST REGULAR 
AND ALTERNATIVE MINIMUM TAX LI-
ABILITY. 

(a) IN GENERAL.—Paragraph (2) of section 
26(a) is amended— 

(1) by striking ‘‘2005’’ in the heading thereof 
and inserting ‘‘2007’’, and 

(2) by striking ‘‘or 2005’’ and inserting 
‘‘2005, 2006, or 2007’’. 

(b) CONFORMING PROVISIONS.— 
(1) Section 30B(g) is amended by adding at 

the end the following new paragraph: 
‘‘(3) SPECIAL RULE FOR 2006 AND 2007.—For 

purposes of any taxable year beginning dur-
ing 2006 or 2007, the credit allowed under sub-
section (a) (after the application of para-
graph (1)) shall not exceed the excess of— 

‘‘(A) the sum of the regular tax liability 
(as defined in section 26(b)) plus the tax im-
posed by section 55, over 

‘‘(B) the sum of the credits allowable under 
subpart A and this subpart (other than this 
section and section 30C).’’. 

(2) Section 30C(d) is amended by adding at 
the end the following new paragraph: 

‘‘(3) SPECIAL RULE FOR 2006 AND 2007.—For 
purposes of any taxable year beginning dur-
ing 2006 or 2007, the credit allowed under sub-
section (a) (after the application of para-
graph (1)) shall not exceed the excess of— 

‘‘(A) the sum of the regular tax liability 
(as defined in section 26(b)) plus the tax im-
posed by section 55, over 

‘‘(B) the sum of the credits allowable under 
subpart A and this subpart (other than this 
section).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

SEC. 108. EXTENSION AND MODIFICATION OF RE-
SEARCH CREDIT. 

(a) EXTENSION.— 
(1) IN GENERAL.—Section 41(h)(1)(B) is 

amended by striking ‘‘2005’’ and inserting 
‘‘2007’’. 

(2) CONFORMING AMENDMENT.—Section 
45C(b)(1)(D) is amended by striking ‘‘2005’’ 
and inserting ‘‘2007’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to tax-
able years beginning after December 31, 2005. 

(b) INCREASE IN RATES OF ALTERNATIVE IN-
CREMENTAL CREDIT.—Subparagraph (A) of 
section 41(c)(4) (relating to election of alter-
native incremental credit) is amended— 

(1) by striking ‘‘2.65 percent’’ and inserting 
‘‘3 percent’’, 

(2) by striking ‘‘3.2 percent’’ and inserting 
‘‘4 percent’’, and 

(3) by striking ‘‘3.75 percent’’ and inserting 
‘‘5 percent’’. 

(c) ALTERNATIVE SIMPLIFIED CREDIT FOR 
QUALIFIED RESEARCH EXPENSES.— 

(1) IN GENERAL.—Subsection (c) of section 
41 (relating to base amount) is amended by 
redesignating paragraphs (5) and (6) as para-
graphs (6) and (7), respectively, and by in-
serting after paragraph (4) the following new 
paragraph: 

‘‘(5) ELECTION OF ALTERNATIVE SIMPLIFIED 
CREDIT.— 

‘‘(A) IN GENERAL.—At the election of the 
taxpayer, the credit determined under sub-
section (a)(1) shall be equal to 12 percent of 
so much of the qualified research expenses 
for the taxable year as exceeds 50 percent of 
the average qualified research expenses for 
the 3 taxable years preceding the taxable 
year for which the credit is being deter-
mined. 

‘‘(B) SPECIAL RULE IN CASE OF NO QUALIFIED 
RESEARCH EXPENSES IN ANY OF 3 PRECEDING 
TAXABLE YEARS.— 

‘‘(i) TAXPAYERS TO WHICH SUBPARAGRAPH 
APPLIES.—The credit under this paragraph 
shall be determined under this subparagraph 
if the taxpayer has no qualified research ex-
penses in any 1 of the 3 taxable years pre-
ceding the taxable year for which the credit 
is being determined. 

‘‘(ii) CREDIT RATE.—The credit determined 
under this subparagraph shall be equal to 6 
percent of the qualified research expenses for 
the taxable year. 

‘‘(C) ELECTION.—An election under this 
paragraph shall apply to the taxable year for 
which made and all succeeding taxable years 
unless revoked with the consent of the Sec-
retary. An election under this paragraph 
may not be made for any taxable year to 
which an election under paragraph (4) ap-
plies.’’. 

(2) COORDINATION WITH ELECTION OF ALTER-
NATIVE INCREMENTAL CREDIT.— 

(A) IN GENERAL.—Section 41(c)(4)(B) (relat-
ing to election) is amended by adding at the 
end the following: ‘‘An election under this 
paragraph may not be made for any taxable 
year to which an election under paragraph 
(5) applies.’’. 

(B) TRANSITION RULE.—In the case of an 
election under section 41(c)(4) of the Internal 
Revenue Code of 1986 which applies to the 
taxable year which includes the date of the 
enactment of this Act, such election shall be 
treated as revoked with the consent of the 
Secretary of the Treasury if the taxpayer 
makes an election under section 41(c)(5) of 
such Code (as added by subsection (a)) for 
such year. 

(d) EXPANSION OF CREDIT TO EXPENSES OF 
GENERAL COLLABORATIVE RESEARCH CON-
SORTIA.—Section 41 is amended— 

(1) by striking ‘‘an energy research consor-
tium’’ in subsections (a)(3) and (b)(3)(C)(i) 
and inserting ‘‘a research consortium’’, 
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(2) by striking ‘‘energy’’ each place it ap-

pears in subsection (f)(6)(A), 
(3) by inserting ‘‘or 501(c)(6)’’ after ‘‘section 

501(c)(3)’’ in subsection (f)(6)(A)(i)(I), and 
(4) by striking ‘‘ENERGY RESEARCH’’ in the 

heading for subsection (f)(6) and inserting 
‘‘RESEARCH’’. 

(e) EFFECTIVE DATE.—Except as provided in 
subsection (a)(3), the amendments made by 
this section shall apply to taxable years end-
ing after December 31, 2005. 
SEC. 109. WORK OPPORTUNITY TAX CREDIT AND 

WELFARE-TO-WORK CREDIT. 
(a) IN GENERAL.—Section 51(c)(4)(B) is 

amended by striking ‘‘2005’’ and inserting 
‘‘2007’’. 

(b) ELIGIBILITY OF EX-FELONS DETERMINED 
WITHOUT REGARD TO FAMILY INCOME.—Para-
graph (4) of section 51(d) is amended by add-
ing ‘‘and’’ at the end of subparagraph (A), by 
striking ‘‘, and’’ at the end of subparagraph 
(B) and inserting a period, and by striking 
all that follows subparagraph (B). 

(c) INCREASE IN MAXIMUM AGE FOR ELIGI-
BILITY OF FOOD STAMP RECIPIENTS.—Clause 
(i) of section 51(d)(8)(A) is amended by strik-
ing ‘‘25’’ and inserting ‘‘40’’. 

(d) INCREASE IN MAXIMUM AGE FOR DES-
IGNATED COMMUNITY RESIDENTS.— 

(1) IN GENERAL.—Paragraph (5) of section 
51(d) is amended to read as follows: 

‘‘(5) DESIGNATED COMMUNITY RESIDENTS.— 
‘‘(A) IN GENERAL.—The term ‘designated 

community resident’ means any individual 
who is certified by the designated local agen-
cy— 

‘‘(i) as having attained age 18 but not age 
40 on the hiring date, and 

‘‘(ii) as having his principal place of abode 
within an empowerment zone, enterprise 
community, or renewal community. 

‘‘(B) INDIVIDUAL MUST CONTINUE TO RESIDE 
IN ZONE OR COMMUNITY.—In the case of a des-
ignated community resident, the term 
‘qualified wages’ shall not include wages 
paid or incurred for services performed while 
the individual’s principal place of abode is 
outside an empowerment zone, enterprise 
community, or renewal community.’’ 

(2) CONFORMING AMENDMENT.—Subpara-
graph (D) of section 51(d)(1) is amended to 
read as follows: 

‘‘(D) a designated community resident,’’. 
(e) CONSOLIDATION OF WORK OPPORTUNITY 

CREDIT WITH WELFARE-TO-WORK CREDIT.— 
(1) IN GENERAL.—Paragraph (1) of section 

51(d) is amended by striking ‘‘or’’ at the end 
of subparagraph (G), by striking the period 
at the end of subparagraph (H) and inserting 
‘‘, or’’, and by adding at the end the fol-
lowing new subparagraph: 

‘‘(I) a long-term family assistance recipi-
ent.’’ 

(2) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—Subsection (d) of section 51 is amended 
by redesignating paragraphs (10) through (12) 
as paragraphs (11) through (13), respectively, 
and by inserting after paragraph (9) the fol-
lowing new paragraph: 

‘‘(10) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—The term ‘long-term family assistance 
recipient’ means any individual who is cer-
tified by the designated local agency— 

‘‘(A) as being a member of a family receiv-
ing assistance under a IV–A program (as de-
fined in paragraph (2)(B)) for at least the 18- 
month period ending on the hiring date, 

‘‘(B)(i) as being a member of a family re-
ceiving such assistance for 18 months begin-
ning after August 5, 1997, and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the end of the ear-
liest such 18-month period, or 

‘‘(C)(i) as being a member of a family 
which ceased to be eligible for such assist-
ance by reason of any limitation imposed by 
Federal or State law on the maximum period 
such assistance is payable to a family, and 

‘‘(ii) as having a hiring date which is not 
more than 2 years after the date of such ces-
sation.’’ 

(3) INCREASED CREDIT FOR EMPLOYMENT OF 
LONG-TERM FAMILY ASSISTANCE RECIPIENTS.— 
Section 51 is amended by inserting after sub-
section (d) the following new subsection: 

‘‘(e) CREDIT FOR SECOND-YEAR WAGES FOR 
EMPLOYMENT OF LONG-TERM FAMILY ASSIST-
ANCE RECIPIENTS.— 

‘‘(1) IN GENERAL.—With respect to the em-
ployment of a long-term family assistance 
recipient— 

‘‘(A) the amount of the work opportunity 
credit determined under this section for the 
taxable year shall include 50 percent of the 
qualified second-year wages for such year, 
and 

‘‘(B) in lieu of applying subsection (b)(3), 
the amount of the qualified first-year wages, 
and the amount of qualified second-year 
wages, which may be taken into account 
with respect to such a recipient shall not ex-
ceed $10,000 per year. 

‘‘(2) QUALIFIED SECOND-YEAR WAGES.—For 
purposes of this subsection, the term ‘quali-
fied second-year wages’ means qualified 
wages— 

‘‘(A) which are paid to a long-term family 
assistance recipient, and 

‘‘(B) which are attributable to service ren-
dered during the 1-year period beginning on 
the day after the last day of the 1-year pe-
riod with respect to such recipient deter-
mined under subsection (b)(2). 

‘‘(3) SPECIAL RULES FOR AGRICULTURAL AND 
RAILWAY LABOR.—If such recipient is an em-
ployee to whom subparagraph (A) or (B) of 
subsection (h)(1) applies, rules similar to the 
rules of such subparagraphs shall apply ex-
cept that— 

‘‘(A) such subparagraph (A) shall be applied 
by substituting ‘$10,000’ for ‘$6,000’, and 

‘‘(B) such subparagraph (B) shall be applied 
by substituting ‘$833.33’ for ‘$500’.’’ 

(4) REPEAL OF SEPARATE WELFARE-TO-WORK 
CREDIT.— 

(A) IN GENERAL.—Section 51A is hereby re-
pealed. 

(B) CLERICAL AMENDMENT.—The table of 
sections for subpart F of part IV of sub-
chapter A of chapter 1 is amended by strik-
ing the item relating to section 51A. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to individ-
uals who begin work for the employer after 
December 31, 2005. 
SEC. 110. QUALIFIED ZONE ACADEMY BONDS. 

(a) IN GENERAL.—Paragraph (1) of section 
1397E(e) is amended by striking ‘‘and 2005’’ 
and inserting ‘‘2005, 2006, and 2007’’. 

(b) FORM OF PRIVATE BUSINESS CONTRIBU-
TIONS.—Section 1397E(d)(2)(B) is amended by 
striking ‘‘any contribution’’ and all that fol-
lows and inserting ‘‘any cash or cash equiva-
lent contribution’’. 

(c) SPECIAL RULES RELATING TO AMORTIZA-
TION, EXPENDITURES, ARBITRAGE, AND RE-
PORTING.— 

(1) IN GENERAL.—Section 1397E is amend-
ed— 

(A) in subsection (d)(1), by striking ‘‘and’’ 
at the end of subparagraph (C)(iii), by strik-
ing the period at the end of subparagraph (D) 
and inserting ‘‘, and’’, and by adding at the 
end the following new subparagraph: 

‘‘(E) the issue meets the requirements of 
subsections (f), (g), (h), and (i).’’, and 

(B) by redesignating subsections (f), (g), 
(h), and (i) as subsection (j), (k), (l), and (m), 
respectively, and by inserting after sub-
section (e) the following new subsections: 

‘‘(f) RATABLE PRINCIPAL AMORTIZATION RE-
QUIRED.—An issue shall be treated as meet-
ing the requirements of this subsection if 
such issue provides for an equal amount of 
principal to be paid by the issuer during each 
calendar year that the issue is outstanding. 

‘‘(g) SPECIAL RULES RELATING TO EXPENDI-
TURES.— 

‘‘(1) IN GENERAL.—An issue shall be treated 
as meeting the requirements of this sub-
section if, as of the date of issuance, the 
issuer reasonably expects— 

‘‘(A) at least 95 percent of the proceeds 
from the sale of the issue are to be spent for 
1 or more qualified purposes with respect to 
qualified zone academies within the 5-year 
period beginning on the date of issuance of 
the qualified zone academy bond, 

‘‘(B) a binding commitment with a third 
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be in-
curred within the 6-month period beginning 
on the date of issuance of the qualified zone 
academy bond, and 

‘‘(C) such purposes will be completed with 
due diligence and the proceeds from the sale 
of the issue will be spent with due diligence. 

‘‘(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of 
the period described in paragraph (1)(A), the 
Secretary may extend such period if the 
issuer establishes that the failure to satisfy 
the 5-year requirement is due to reasonable 
cause and the related purposes will continue 
to proceed with due diligence. 

‘‘(3) FAILURE TO SPEND REQUIRED AMOUNT OF 
BOND PROCEEDS WITHIN 5 YEARS.—To the ex-
tent that less than 95 percent of the proceeds 
of such issue are expended by the close of the 
5-year period beginning on the date of 
issuance (or if an extension has been ob-
tained under paragraph (2), by the close of 
the extended period), the issuer shall redeem 
all of the nonqualified bonds within 90 days 
after the end of such period. For purposes of 
this paragraph, the amount of the non-
qualified bonds required to be redeemed shall 
be determined in the same manner as under 
section 142. 

‘‘(h) SPECIAL RULES RELATING TO ARBI-
TRAGE.—An issue shall be treated as meeting 
the requirements of this subsection if the 
issuer satisfies the arbitrage requirements of 
section 148 with respect to proceeds of the 
issue. 

‘‘(i) REPORTING.—Issuers of qualified acad-
emy zone bonds shall submit reports similar 
to the reports required under section 
149(e).’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 1397E(d)(3) is amended by in-

serting ‘‘without regard to the requirements 
of subsection (f) and’’ after ‘‘Such present 
value shall be determined’’. 

(B) Sections 54(l)(3)(B) and 1400N(l)(7)(B)(ii) 
are each amended by striking ‘‘section 
1397E(i)’’ and inserting ‘‘section 1397E(l)’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to obliga-
tions issued after December 31, 2005. 
SEC. 111. DEDUCTION FOR CORPORATE DONA-

TIONS OF COMPUTER TECHNOLOGY 
AND EQUIPMENT. 

(a) IN GENERAL.—Section 170(e)(6)(G) is 
amended by striking ‘‘2005’’ and inserting 
‘‘2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 112. ABOVE-THE-LINE DEDUCTION FOR CER-

TAIN EXPENSES OF ELEMENTARY 
AND SECONDARY SCHOOL TEACH-
ERS. 

(a) IN GENERAL.—Subparagraph (D) of sec-
tion 62(a)(2) is amended by striking ‘‘or 2005’’ 
and inserting ‘‘2005, 2006, or 2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 113. EXPENSING OF BROWNFIELDS REMEDI-

ATION COSTS. 
(a) EXTENSION.—Subsection (h) of section 

198 is amended by striking ‘‘2005’’ and insert-
ing ‘‘2007’’. 
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(b) EXPANSION.—Section 198(d)(1) (defining 

hazardous substance) is amended by striking 
‘‘and’’ at the end of subparagraph (A), by 
striking the period at the end of subpara-
graph (B) and inserting ‘‘, and’’, and by add-
ing at the end the following new subpara-
graph: 

‘‘(C) any petroleum product (as defined in 
section 4612(a)(3)).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expendi-
tures paid or incurred after December 31, 
2005. 
SEC. 114. TAX INCENTIVES FOR INVESTMENT IN 

THE DISTRICT OF COLUMBIA. 
(a) DESIGNATION OF ZONE.— 
(1) IN GENERAL.—Subsection (f) of section 

1400 is amended by striking ‘‘2005’’ both 
places it appears and inserting ‘‘2006’’. 

(2) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to peri-
ods beginning after December 31, 2005. 

(b) TAX-EXEMPT ECONOMIC DEVELOPMENT 
BONDS.— 

(1) IN GENERAL.—Subsection (b) of section 
1400A is amended by striking ‘‘2005’’ and in-
serting ‘‘2006’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to bonds 
issued after December 31, 2005. 

(c) ZERO PERCENT CAPITAL GAINS RATE.— 
(1) IN GENERAL.—Subsection (b) of section 

1400B is amended by striking ‘‘2006’’ each 
place it appears and inserting ‘‘2007’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 1400B(e)(2) is amended— 
(i) by striking ‘‘2010’’ and inserting ‘‘2011’’, 

and 
(ii) by striking ‘‘2010’’ in the heading there-

of and inserting ‘‘2011’’. 
(B) Section 1400B(g)(2) is amended by strik-

ing ‘‘2010’’ and inserting ‘‘2011’’. 
(C) Section 1400F(d) is amended by striking 

‘‘2010’’ and inserting ‘‘2011’’. 
(3) EFFECTIVE DATES.— 
(A) EXTENSION.—The amendments made by 

paragraph (1) shall apply to acquisitions 
after December 31, 2005. 

(B) CONFORMING AMENDMENTS.—The amend-
ments made by paragraph (2) shall take ef-
fect on the date of the enactment of this Act. 

(d) FIRST-TIME HOMEBUYER CREDIT.— 
(1) IN GENERAL.—Subsection (i) of section 

1400C is amended by striking ‘‘2006’’ and in-
serting ‘‘2007’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to prop-
erty purchased after December 31, 2005. 
SEC. 115. INDIAN EMPLOYMENT TAX CREDIT. 

(a) IN GENERAL.—Section 45A(f) is amended 
by striking ‘‘2005’’ and inserting ‘‘2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 116. ACCELERATED DEPRECIATION FOR 

BUSINESS PROPERTY ON INDIAN 
RESERVATION. 

(a) IN GENERAL.—Section 168(j)(8) is amend-
ed by striking ‘‘2005’’ and inserting ‘‘2007’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to property 
placed in service after December 31, 2005. 
SEC. 117. FIFTEEN-YEAR STRAIGHT-LINE COST 

RECOVERY FOR QUALIFIED LEASE-
HOLD IMPROVEMENTS AND QUALI-
FIED RESTAURANT IMPROVEMENTS. 

(a) IN GENERAL.—Clauses (iv) and (v) of sec-
tion 168(e)(3)(E) are each amended by strik-
ing ‘‘2006’’ and inserting ‘‘2008’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to property 
placed in service after December 31, 2005. 
SEC. 118. EXTENSION OF FULL CREDIT FOR 

QUALIFIED ELECTRIC VEHICLES. 
(a) IN GENERAL.—Section 30(e) is amended 

by striking ‘‘2006’’ and inserting ‘‘2007’’. 
(b) REPEAL OF PHASEOUT.—Section 30(b) 

(relating to limitations) is amended by strik-

ing paragraph (2) and by redesignating para-
graph (3) as paragraph (2). 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 119. APPLICATION OF EGTRRA SUNSET TO 

THIS TITLE. 
Each amendment made by this title shall 

be subject to title IX of the Economic 
Growth and Tax Relief Reconciliation Act of 
2001 to the same extent and in the same man-
ner as the provision of such Act to which 
such amendment relates. 

TITLE II—PROVISIONS RELATING TO 
CHARITABLE DONATIONS 

Subtitle A—Charitable Giving Incentives 
SEC. 201. CHARITABLE DEDUCTION FOR NON-

ITEMIZERS. 
(a) IN GENERAL.—Section 170 (relating to 

charitable, etc., contributions and gifts) is 
amended by redesignating subsection (o) as 
subsection (p) and by inserting after sub-
section (n) the following new subsection: 

‘‘(o) DEDUCTION FOR INDIVIDUALS NOT 
ITEMIZING DEDUCTIONS.—In the case of an in-
dividual who does not itemize deductions for 
any taxable year beginning after December 
31, 2005, and before January 1, 2008, there 
shall be taken into account as a direct chari-
table deduction under section 63 an amount 
equal to the amount allowable under sub-
section (a) for the taxable year for cash con-
tributions (determined without regard to 
any carryover).’’. 

(b) DIRECT CHARITABLE DEDUCTION.— 
(1) IN GENERAL.—Subsection (b) of section 

63 (defining taxable income) is amended by 
striking ‘‘and’’ at the end of paragraph (1), 
by striking the period at the end of para-
graph (2) and inserting ‘‘, and’’, and by add-
ing at the end the following new paragraph: 

‘‘(3) the direct charitable deduction.’’. 
(2) DEFINITION.—Section 63 is amended by 

redesignating subsection (g) as subsection 
(h) and by inserting after subsection (f) the 
following new subsection: 

‘‘(g) DIRECT CHARITABLE DEDUCTION.—For 
purposes of this section, the term ‘direct 
charitable deduction’ means that portion of 
the amount allowable under section 170(a) 
which is taken as a direct charitable deduc-
tion for the taxable year under section 
170(o).’’. 

(3) CONFORMING AMENDMENT.—Subsection 
(d) of section 63 is amended by striking 
‘‘and’’ at the end of paragraph (1), by strik-
ing the period at the end of paragraph (2) and 
inserting ‘‘, and’’, and by adding at the end 
the following new paragraph: 

‘‘(3) the direct charitable deduction.’’. 
(c) FLOOR ON CHARITABLE CONTRIBUTIONS BY 

INDIVIDUALS.—Section 170(a) is amended by 
adding at the end the following new para-
graph: 

‘‘(4) DOLLAR FLOOR ON CHARITABLE CON-
TRIBUTIONS BY INDIVIDUALS.—In the case of 
an individual, for any taxable year beginning 
after December 31, 2005, and before January 
1, 2008, the amount otherwise allowed as a 
deduction under paragraph (1) shall be al-
lowed only to the extent that such amount 
exceeds $210 ($420 in the case of a joint re-
turn).’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 202. TAX-FREE DISTRIBUTIONS FROM INDI-

VIDUAL RETIREMENT PLANS FOR 
CHARITABLE PURPOSES. 

(a) IN GENERAL.—Subsection (d) of section 
408 (relating to individual retirement ac-
counts) is amended by adding at the end the 
following new paragraph: 

‘‘(8) DISTRIBUTIONS FOR CHARITABLE PUR-
POSES.— 

‘‘(A) IN GENERAL.—No amount shall be in-
cludible in gross income by reason of a quali-
fied charitable distribution. 

‘‘(B) QUALIFIED CHARITABLE DISTRIBUTION.— 
For purposes of this paragraph, the term 
‘qualified charitable distribution’ means any 
distribution from an individual retirement 
plan (other than a plan described in sub-
section (k) or (p))— 

‘‘(i) which is made directly by the trustee— 
‘‘(I) to an organization described in section 

170(c), or 
‘‘(II) to a split-interest entity, and 
‘‘(ii) which is made on or after— 
‘‘(I) in the case of any distribution de-

scribed in clause (i)(I), the date that the in-
dividual for whose benefit the plan is main-
tained has attained age 701⁄2, and 

‘‘(II) in the case of any distribution de-
scribed in clause (i)(II), the date that such 
individual has attained age 591⁄2. 

A distribution shall be treated as a qualified 
charitable distribution only to the extent 
that the distribution would be includible in 
gross income without regard to subpara-
graph (A) and, in the case of a distribution to 
a split-interest entity, only if no person 
holds an income interest in the amounts in 
the split-interest entity attributable to such 
distribution other than one or more of the 
following: the individual for whose benefit 
such plan is maintained, the spouse of such 
individual, or any organization described in 
section 170(c). 

‘‘(C) CONTRIBUTIONS MUST BE OTHERWISE DE-
DUCTIBLE.—For purposes of this paragraph— 

‘‘(i) DIRECT CONTRIBUTIONS.—A distribution 
to an organization described in section 170(c) 
shall be treated as a qualified charitable dis-
tribution only if a deduction for the entire 
distribution would be allowable under sec-
tion 170 (determined without regard to sub-
sections (a)(4) and (b) thereof and this para-
graph). 

‘‘(ii) SPLIT-INTEREST GIFTS.—A distribution 
to a split-interest entity shall be treated as 
a qualified charitable distribution only if a 
deduction for the entire value of the interest 
in the distribution for the use of an organiza-
tion described in section 170(c) would be al-
lowable under section 170 (determined with-
out regard to subsections (a)(4) and (b) there-
of and this paragraph). 

‘‘(D) APPLICATION OF SECTION 72.—Notwith-
standing section 72, in determining the ex-
tent to which a distribution is a qualified 
charitable distribution, the entire amount of 
the distribution shall be treated as includ-
ible in gross income without regard to sub-
paragraph (A) to the extent that such 
amount does not exceed the aggregate 
amount which would have been so includible 
if all amounts distributed from all individual 
retirement plans were treated as 1 contract 
under paragraph (2)(A) for purposes of deter-
mining the inclusion of such distribution 
under section 72. Proper adjustments shall be 
made in applying section 72 to other dis-
tributions in such taxable year and subse-
quent taxable years. 

‘‘(E) SPECIAL RULES FOR SPLIT-INTEREST EN-
TITIES.— 

‘‘(i) CHARITABLE REMAINDER TRUSTS.—Not-
withstanding section 664(b), distributions 
made from a trust described in subparagraph 
(G)(i) shall be treated as ordinary income in 
the hands of the beneficiary to whom is paid 
the annuity described in section 664(d)(1)(A) 
or the payment described in section 
664(d)(2)(A). 

‘‘(ii) POOLED INCOME FUNDS.—No amount 
shall be includible in the gross income of a 
pooled income fund (as defined in subpara-
graph (G)(ii)) by reason of a qualified chari-
table distribution to such fund, and all dis-
tributions from the fund which are attrib-
utable to qualified charitable distributions 
shall be treated as ordinary income to the 
beneficiary. 
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‘‘(iii) CHARITABLE GIFT ANNUITIES.—Quali-

fied charitable distributions made for a char-
itable gift annuity shall not be treated as an 
investment in the contract. 

‘‘(F) DENIAL OF DEDUCTION.—Qualified char-
itable distributions shall not be taken into 
account in determining the deduction under 
section 170. 

‘‘(G) SPLIT-INTEREST ENTITY DEFINED.—For 
purposes of this paragraph, the term ‘split- 
interest entity’ means— 

‘‘(i) a charitable remainder annuity trust 
or a charitable remainder unitrust (as such 
terms are defined in section 664(d)) which 
must be funded exclusively by qualified char-
itable distributions, 

‘‘(ii) a pooled income fund (as defined in 
section 642(c)(5)), but only if the fund ac-
counts separately for amounts attributable 
to qualified charitable distributions, and 

‘‘(iii) a charitable gift annuity (as defined 
in section 501(m)(5)). 

‘‘(H) TERMINATION.—This paragraph shall 
not apply to distributions made in taxable 
years beginning after December 31, 2007.’’. 

(b) MODIFICATIONS RELATING TO INFORMA-
TION RETURNS BY CERTAIN TRUSTS.— 

(1) RETURNS.—Section 6034 (relating to re-
turns by trusts described in section 4947(a)(2) 
or claiming charitable deductions under sec-
tion 642(c)) is amended to read as follows: 
‘‘SEC. 6034. RETURNS BY CERTAIN TRUSTS. 

‘‘(a) SPLIT-INTEREST TRUSTS.—Every trust 
described in section 4947(a)(2) shall furnish 
such information with respect to the taxable 
year as the Secretary may by forms or regu-
lations require. 

‘‘(b) TRUSTS CLAIMING CERTAIN CHARITABLE 
DEDUCTIONS.— 

‘‘(1) IN GENERAL.—Every trust not required 
to file a return under subsection (a) but 
claiming a deduction under section 642(c) for 
the taxable year shall furnish such informa-
tion with respect to such taxable year as the 
Secretary may by forms or regulations pre-
scribe, including— 

‘‘(A) the amount of the deduction taken 
under section 642(c) within such year, 

‘‘(B) the amount paid out within such year 
which represents amounts for which deduc-
tions under section 642(c) have been taken in 
prior years, 

‘‘(C) the amount for which such deductions 
have been taken in prior years but which has 
not been paid out at the beginning of such 
year, 

‘‘(D) the amount paid out of principal in 
the current and prior years for the purposes 
described in section 642(c), 

‘‘(E) the total income of the trust within 
such year and the expenses attributable 
thereto, and 

‘‘(F) a balance sheet showing the assets, li-
abilities, and net worth of the trust as of the 
beginning of such year. 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to a trust for any taxable year if— 

‘‘(A) all the net income for such year, de-
termined under the applicable principles of 
the law of trusts, is required to be distrib-
uted currently to the beneficiaries, or 

‘‘(B) the trust is described in section 
4947(a)(1).’’. 

(2) INCREASE IN PENALTY RELATING TO FIL-
ING OF INFORMATION RETURN BY SPLIT-INTER-
EST TRUSTS.—Paragraph (2) of section 6652(c) 
(relating to returns by exempt organizations 
and by certain trusts) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) SPLIT-INTEREST TRUSTS.—In the case 
of a trust which is required to file a return 
under section 6034(a), subparagraphs (A) and 
(B) of this paragraph shall not apply and 
paragraph (1) shall apply in the same manner 
as if such return were required under section 
6033, except that— 

‘‘(i) the 5 percent limitation in the second 
sentence of paragraph (1)(A) shall not apply, 

‘‘(ii) in the case of any trust with gross in-
come in excess of $250,000, the first sentence 
of paragraph (1)(A) shall be applied by sub-
stituting ‘$100’ for ‘$20’, and the second sen-
tence thereof shall be applied by substituting 
‘$50,000’ for ‘$10,000’, and 

‘‘(iii) the third sentence of paragraph (1)(A) 
shall be disregarded. 
In addition to any penalty imposed on the 
trust pursuant to this subparagraph, if the 
person required to file such return know-
ingly fails to file the return, such penalty 
shall also be imposed on such person who 
shall be personally liable for such penalty.’’. 

(3) CONFIDENTIALITY OF NONCHARITABLE 
BENEFICIARIES.—Subsection (b) of section 
6104 (relating to inspection of annual infor-
mation returns) is amended by adding at the 
end the following new sentence: ‘‘In the case 
of a trust which is required to file a return 
under section 6034(a), this subsection shall 
not apply to information regarding bene-
ficiaries which are not organizations de-
scribed in section 170(c).’’. 

(c) EFFECTIVE DATES.— 
(1) SUBSECTION (a).—The amendment made 

by subsection (a) shall apply to distributions 
made in taxable years beginning after De-
cember 31, 2005. 

(2) SUBSECTION (b).—The amendments made 
by subsection (b) shall apply to returns for 
taxable years beginning after December 31, 
2005. 
SEC. 203. MODIFICATION OF CHARITABLE DE-

DUCTION FOR CONTRIBUTIONS OF 
FOOD INVENTORY. 

(a) IN GENERAL.—Subparagraph (C) of sec-
tion 170(e)(3) (relating to special rule for cer-
tain contributions of inventory and other 
property) is amended to read as follows: 

‘‘(C) SPECIAL RULE FOR CONTRIBUTIONS OF 
FOOD INVENTORY.— 

‘‘(i) GENERAL RULE.—In the case of a chari-
table contribution of food from any trade or 
business of the taxpayer, this paragraph 
shall be applied— 

‘‘(I) without regard to whether the con-
tribution is made by a C corporation, and 

‘‘(II) only to food that is apparently whole-
some food. 

‘‘(ii) LIMITATION.—In the case of a taxpayer 
other than a C corporation, the aggregate 
amount of such contributions for any tax-
able year which may be taken into account 
under this section shall not exceed 10 percent 
of the taxpayer’s aggregate net income for 
such taxable year from all trades or busi-
nesses from which such contributions were 
made for such year, computed without re-
gard to this section. 

‘‘(iii) LIMITATION ON REDUCTION.—In the 
case of any such contribution, notwith-
standing subparagraph (B), the amount of 
the reduction determined under paragraph 
(1)(A) shall not exceed the amount by which 
the fair market value of the apparently 
wholesome food exceeds twice the basis of 
such food. 

‘‘(iv) DETERMINATION OF BASIS.—If a tax-
payer— 

‘‘(I) does not account for inventories under 
section 471, and 

‘‘(II) is not required to capitalize indirect 
costs under section 263A, 
the taxpayer may elect, solely for purposes 
of subparagraph (B), to treat the basis of any 
apparently wholesome food as being equal to 
25 percent of the fair market value of such 
food. 

‘‘(v) DETERMINATION OF FAIR MARKET 
VALUE.—In the case of any such contribution 
of apparently wholesome food which, solely 
by reason of internal standards of the tax-
payer or lack of market, cannot or will not 
be sold, the fair market value of such con-
tribution shall be determined— 

‘‘(I) without regard to such internal stand-
ards or such lack of market and 

‘‘(II) by taking into account the price at 
which the same or substantially the same 
food items (as to both type and quality) are 
sold by the taxpayer at the time of the con-
tribution (or, if not so sold at such time, in 
the recent past). 

‘‘(vi) APPARENTLY WHOLESOME FOOD.—For 
purposes of this subparagraph, the term ‘ap-
parently wholesome food’ has the meaning 
given to such term by section 22(b)(2) of the 
Bill Emerson Good Samaritan Food Dona-
tion Act (42 U.S.C. 1791(b)(2)), as in effect on 
the date of the enactment of this subpara-
graph. 

‘‘(vii) TERMINATION.—This subparagraph 
shall not apply to contributions made after 
December 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after December 31, 2005. 
SEC. 204. BASIS ADJUSTMENT TO STOCK OF S 

CORPORATION CONTRIBUTING 
PROPERTY. 

(a) IN GENERAL.—Paragraph (2) of section 
1367(a) (relating to adjustments to basis of 
stock of shareholders, etc.) is amended by 
adding at the end the following new flush 
sentence: 

‘‘The decrease under subparagraph (B) by 
reason of a charitable contribution (as de-
fined in section 170(c)) of property shall be 
the amount equal to the shareholder’s pro 
rata share of the adjusted basis of such prop-
erty. The preceding sentence shall not apply 
to contributions made in taxable years be-
ginning after December 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 
SEC. 205. MODIFICATION OF CHARITABLE DE-

DUCTION FOR CONTRIBUTIONS OF 
BOOK INVENTORY. 

(a) IN GENERAL.—Subparagraph (D) of sec-
tion 170(e)(3) (relating to special rule for cer-
tain contributions of inventory and other 
property) is amended to read as follows: 

‘‘(D) SPECIAL RULE FOR CONTRIBUTIONS OF 
BOOK INVENTORY FOR EDUCATIONAL PUR-
POSES.— 

‘‘(i) CONTRIBUTIONS OF BOOK INVENTORY.—In 
determining whether a qualified book con-
tribution is a qualified contribution, sub-
paragraph (A) shall be applied without re-
gard to whether— 

‘‘(I) the donee is an organization described 
in the matter preceding clause (i) of subpara-
graph (A), and 

‘‘(II) the property is to be used by the 
donee solely for the care of the ill, the needy, 
or infants. 

‘‘(ii) AMOUNT OF REDUCTION.—Notwith-
standing subparagraph (B), the amount of 
the reduction determined under paragraph 
(1)(A) shall not exceed the amount by which 
the fair market value of the contributed 
property (as determined by the taxpayer 
using a bona fide published market price for 
such book) exceeds twice the basis of such 
property. 

‘‘(iii) QUALIFIED BOOK CONTRIBUTION.—For 
purposes of this paragraph, the term ‘quali-
fied book contribution’ means a charitable 
contribution of books, but only if the re-
quirements of clauses (iv) and (v) are met. 

‘‘(iv) IDENTITY OF DONEE.—The requirement 
of this clause is met if the contribution is to 
an organization— 

‘‘(I) described in subclause (I) or (III) of 
paragraph (6)(B)(i), or 

‘‘(II) described in section 501(c)(3) and ex-
empt from tax under section 501(a) (other 
than a private foundation, as defined in sec-
tion 509(a), which is not an operating founda-
tion, as defined in section 4942(j)(3)), which is 
organized primarily to make books available 
to the general public at no cost or to operate 
a literacy program. 
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‘‘(v) CERTIFICATION BY DONEE.—The require-

ment of this clause is met if, in addition to 
the certifications required by subparagraph 
(A) (as modified by this subparagraph), the 
donee certifies in writing that— 

‘‘(I) the books are suitable, in terms of cur-
rency, content, and quantity, for use in the 
donee’s educational programs, and 

‘‘(II) the donee will use the books in its 
educational programs. 

‘‘(vi) BONA FIDE PUBLISHED MARKET PRICE.— 
For purposes of this subparagraph, the term 
‘bona fide published market price’ means, 
with respect to any book, a price— 

‘‘(I) determined using the same printing 
and edition, 

‘‘(II) determined in the usual market in 
which such a book has been customarily sold 
by the taxpayer, and 

‘‘(III) for which the taxpayer can dem-
onstrate to the satisfaction of the Secretary 
that the taxpayer customarily sold such 
books in arm’s length transactions within 7 
years preceding the contribution of such a 
book. 

‘‘(vii) TERMINATION.—This subparagraph 
shall not apply to contributions made after 
December 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after December 31, 2005. 
SEC. 206. MODIFICATION OF TAX TREATMENT OF 

CERTAIN PAYMENTS TO CONTROL-
LING EXEMPT ORGANIZATIONS AND 
PUBLIC DISCLOSURE OF INFORMA-
TION RELATING TO UNRELATED 
BUSINESS INCOME. 

(a) MODIFICATION OF SECTION 512(B)(13).— 
(1) IN GENERAL.—Paragraph (13) of section 

512(b) (relating to special rules for certain 
amounts received from controlled entities) is 
amended by redesignating subparagraph (E) 
as subparagraph (F) and by inserting after 
subparagraph (D) the following new subpara-
graph: 

‘‘(E) PARAGRAPH TO APPLY ONLY TO EXCESS 
PAYMENTS.— 

‘‘(i) IN GENERAL.—Subparagraph (A) shall 
apply only to the portion of a specified pay-
ment received or accrued by the controlling 
organization that exceeds the amount which 
would have been paid or accrued if such pay-
ment met the requirements prescribed under 
section 482. 

‘‘(ii) ADDITION TO TAX FOR VALUATION 
MISSTATEMENTS.—The tax imposed by this 
chapter on the controlling organization shall 
be increased by an amount equal to 20 per-
cent of the larger of— 

‘‘(I) such excess determined without regard 
to any amendment or supplement to a return 
of tax, or 

‘‘(II) such excess determined with regard to 
all such amendments and supplements.’’. 

(2) EFFECTIVE DATE.— 
(A) IN GENERAL.—The amendment made by 

this subsection shall apply to payments re-
ceived or accrued after December 31, 2000. 

(B) PAYMENTS SUBJECT TO BINDING CON-
TRACT TRANSITION RULE.—If the amendments 
made by section 1041 of the Taxpayer Relief 
Act of 1997 did not apply to any amount re-
ceived or accrued in the first 2 taxable years 
beginning on or after the date of the enact-
ment of the Taxpayer Relief Act of 1997 
under any contract described in subsection 
(b)(2) of such section, such amendments also 
shall not apply to amounts received or ac-
crued under such contract before January 1, 
2001. 

(b) PUBLIC AVAILABILITY OF UNRELATED 
BUSINESS INCOME TAX RETURNS.— 

(1) IN GENERAL.—Subparagraph (A) of sec-
tion 6104(d)(1) is amended by redesignating 
clauses (ii) and (iii) as clauses (iii) and (iv), 
respectively, and by inserting after clause (i) 
the following new clause: 

‘‘(ii) any annual return filed under section 
6011 which relates to any tax imposed by sec-

tion 511 (relating to imposition of tax on un-
related business income of charitable, etc., 
organizations) by such organization, but 
only if such organization is described in sec-
tion 501(c)(3),’’. 

(2) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-
turns filed after the date of the enactment of 
this Act. 

(c) CERTIFICATION OF UNRELATED BUSINESS 
TAXABLE INCOME FOR CERTAIN ORGANIZA-
TIONS.— 

(1) IN GENERAL.—Section 6011 is amended 
by redesignating subsection (g) as subsection 
(h) and by inserting after subsection (f) the 
following new subsection: 

‘‘(g) RETURNS OF CERTAIN ORGANIZATIONS 
RELATING TO UNRELATED BUSINESS TAXABLE 
INCOME.— 

‘‘(1) IN GENERAL.—Every applicable exempt 
organization shall include with the return 
under subsection (a) for the taxable year a 
statement by an independent auditor or an 
independent counsel which meets the re-
quirements of paragraph (2). 

‘‘(2) STATEMENT.—A statement meets the 
requirement of this paragraph if the state-
ment— 

‘‘(A) contains a certification that— 
‘‘(i) the information contained in the re-

turn— 
‘‘(I) has been reviewed by the auditor or 

counsel, and 
‘‘(II) to the best of the auditor’s or coun-

sel’s knowledge, is accurate, and 
‘‘(ii) to the best of the auditor’s or coun-

sel’s knowledge, the allocation of expenses 
between the unrelated trades and business of 
the organization and the activities related to 
the purpose or function constituting the 
basis of the organization’s exemption under 
section 501 complies with the requirements 
set forth by the Secretary under section 512, 
and 

‘‘(B) indicates— 
‘‘(i) whether the auditor or counsel has 

provided a tax opinion to the organization 
regarding— 

‘‘(I) the classification of any trade or busi-
ness of the organization as an unrelated 
trade or business, or 

‘‘(II) the treatment of any income as unre-
lated business taxable income, and 

‘‘(ii) a description of any material facts 
with respect to any such opinion. 

‘‘(3) APPLICABLE EXEMPT ORGANIZATION.— 
For purposes of this subsection, the term 
‘applicable exempt organization’ means any 
organization which— 

‘‘(A) is described in section 501(c)(3), 
‘‘(B) has— 
‘‘(i) gross income and receipts of not less 

than $10,000,000 for the taxable year, or 
‘‘(ii) gross assets of not less than $10,000,000 

on the last day of the taxable year, and 
‘‘(C) is subject to the tax imposed under 

section 511 for the taxable year.’’. 
(2) PENALTY.— 
(A) IN GENERAL.—Part I of subchapter B of 

chapter 68 (relating to assessable penalties) 
is amended by adding at the end the fol-
lowing new section: 
‘‘SEC. 6720B. UNRELATED BUSINESS INCOME RE-

QUIREMENTS. 
‘‘(a) IN GENERAL.—Any applicable exempt 

organization (as defined in section 6011(g)(3)) 
which fails to file a statement required 
under section 6011(g) shall pay a penalty in 
an amount equal to 1⁄2 percent of the gross 
revenue amount of such organization for the 
taxable year to which such statement re-
lates. 

‘‘(b) GROSS REVENUE AMOUNT.—For pur-
poses of subsection (a), the term ‘gross rev-
enue amount’ means, with respect to any 
taxable year, the gross income and receipts 
of the organization determined without re-

gard to any contributions or grants received 
by the organization. 

‘‘(c) REASONABLE CAUSE.—No penalty shall 
be imposed under this section with respect to 
any failure if it is shown that such failure is 
due to reasonable cause.’’. 

(B) CONFORMING AMENDMENT.—The table of 
sections of part I of subchapter B of chapter 
68 is amended by adding after the item relat-
ing to section 6720A the following new item: 
‘‘Sec. 6720B. Unrelated business income re-

quirements.’’. 
(3) EFFECTIVE DATE.—The amendments 

made by this subsection shall apply to re-
turns for taxable years beginning after the 
date of the enactment of this Act. 
SEC. 207. ENCOURAGEMENT OF CONTRIBUTIONS 

OF CAPITAL GAIN REAL PROPERTY 
MADE FOR CONSERVATION PUR-
POSES. 

(a) IN GENERAL.— 
(1) INDIVIDUALS.—Paragraph (1) of sub-

section 170(b) (relating to percentage limita-
tions) is amended by redesignating subpara-
graphs (E) and (F) as subparagraphs (F) and 
(G), respectively, and by inserting after sub-
paragraph (D) the following new subpara-
graph: 

‘‘(E) CONTRIBUTIONS OF QUALIFIED CON-
SERVATION CONTRIBUTIONS.— 

‘‘(i) IN GENERAL.—Any qualified conserva-
tion contribution (as defined in subsection 
(h)(1)) to an organization described in sub-
paragraph (A) shall be allowed to the extent 
the aggregate of such contributions does not 
exceed the excess of 50 percent of the tax-
payer’s contribution base over the amount of 
all other charitable contributions allowable 
under this paragraph. 

‘‘(ii) CARRYOVER.—If the aggregate amount 
of contributions described in clause (i) ex-
ceeds the limitation of clause (i), such excess 
shall be treated (in a manner consistent with 
the rules of subsection (d)(1)) as a charitable 
contribution to which clause (i) applies in 
each of the 15 succeeding years in order of 
time. 

‘‘(iii) COORDINATION WITH OTHER SUBPARA-
GRAPHS.—For purposes of applying this sub-
section and subsection (d)(1), contributions 
described in clause (i) shall not be treated as 
described in subparagraph (A), (B), (C), or (D) 
and such subparagraphs shall apply without 
regard to such contributions. 

‘‘(iv) QUALIFIED FARMER OR RANCHER.— 
‘‘(I) IN GENERAL.—If the individual is a 

qualified farmer or rancher for the taxable 
year in which the contribution is made, 
clause (i) shall be applied by substituting ‘100 
percent’ for ‘50 percent’. 

‘‘(II) DEFINITION.—For purposes of sub-
clause (I), the term ‘qualified farmer or 
rancher’ means a taxpayer whose gross in-
come from the trade or business of farming 
(within the meaning of section 2032A(e)(5)) is 
greater than 50 percent of the taxpayer’s 
gross income for the taxable year. 

‘‘(v) TERMINATION.—This subparagraph 
shall not apply to any contribution made in 
taxable years beginning after December 31, 
2007.’’. 

(2) CORPORATIONS.—Paragraph (2) of sec-
tion 170(b) is amended to read as follows: 

‘‘(2) CORPORATIONS.—In the case of a cor-
poration— 

‘‘(A) IN GENERAL.—The total deductions 
under subsection (a) for any taxable year 
(other than for contributions to which sub-
paragraph (B) applies) shall not exceed 10 
percent of the taxpayer’s taxable income. 

‘‘(B) QUALIFIED CONSERVATION CONTRIBU-
TIONS BY CERTAIN CORPORATE FARMERS AND 
RANCHERS.— 

‘‘(i) IN GENERAL.—Any qualified conserva-
tion contribution (as defined in subsection 
(h)(1)) made— 

‘‘(I) by a corporation which, for the taxable 
year during which the contribution is made, 
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is a qualified farmer or rancher (as defined in 
paragraph (1)(E)(iv)(II)) and the stock of 
which is not readily tradable on an estab-
lished securities market at any time during 
such year, and 

‘‘(II) to an organization described in para-
graph (1)(A), 

shall be allowed to the extent the aggregate 
of such contributions does not exceed the ex-
cess of the taxpayer’s taxable income over 
the amount of charitable contributions al-
lowable under subparagraph (A). 

‘‘(ii) CARRYOVER.—If the aggregate amount 
of contributions described in clause (i) ex-
ceeds the limitation of clause (i), such excess 
shall be treated (in a manner consistent with 
the rules of subsection (d)(2)) as a charitable 
contribution to which clause (i) applies in 
each of the 15 succeeding years in order of 
time. 

‘‘(iii) TERMINATION.—This subparagraph 
shall not apply to any contribution made in 
taxable years beginning after December 31, 
2007. 

‘‘(C) TAXABLE INCOME.—For purposes of 
this paragraph, taxable income shall be com-
puted without regard to— 

‘‘(i) this section, 
‘‘(ii) part VIII (except section 248), 
‘‘(iii) any net operating loss carrryback to 

the taxable year under section 172, 
‘‘(iv) section 199, and 
‘‘(v) any capital loss carryback to the tax-

able year under section 1212(a)(1).’’. 
(b) CONFORMING AMENDMENTS.— 
(1) Paragraph (2) of section 170(d) is amend-

ed by striking ‘‘subsection (b)(2)’’ each place 
it appears and inserting ‘‘subsection 
(b)(2)(A)’’. 

(2) Section 545(b)(2) is amended by striking 
‘‘and (D)’’ and inserting ‘‘(D), and (E)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 
SEC. 208. ENHANCED DEDUCTION FOR CHARI-

TABLE CONTRIBUTION OF LIT-
ERARY, MUSICAL, ARTISTIC, AND 
SCHOLARLY COMPOSITIONS. 

(a) IN GENERAL.—Subsection (e) of section 
170 (relating to certain contributions of ordi-
nary income and capital gain property) is 
amended by adding at the end the following 
new paragraph: 

‘‘(7) SPECIAL RULE FOR CERTAIN CONTRIBU-
TIONS OF LITERARY, MUSICAL, ARTISTIC, OR 
SCHOLARLY COMPOSITIONS.— 

‘‘(A) IN GENERAL.—In the case of a qualified 
artistic charitable contribution— 

‘‘(i) the amount of such contribution taken 
into account under this section shall be the 
fair market value of the property contrib-
uted (determined at the time of such con-
tribution), and 

‘‘(ii) no reduction in the amount of such 
contribution shall be made under paragraph 
(1). 

‘‘(B) QUALIFIED ARTISTIC CHARITABLE CON-
TRIBUTION.—For purposes of this paragraph, 
the term ‘qualified artistic charitable con-
tribution’ means a charitable contribution of 
any literary, musical, artistic, or scholarly 
composition, or similar property, or the 
copyright thereon (or both), but only if— 

‘‘(i) such property was created by the per-
sonal efforts of the taxpayer making such 
contribution no less than 18 months prior to 
such contribution, 

‘‘(ii) the taxpayer— 
‘‘(I) has received a qualified appraisal of 

the fair market value of such property in ac-
cordance with the regulations under this sec-
tion, and 

‘‘(II) attaches to the taxpayer’s income tax 
return for the taxable year in which such 
contribution was made a copy of such ap-
praisal, 

‘‘(iii) the donee is an organization de-
scribed in subsection (b)(1)(A), 

‘‘(iv) the use of such property by the donee 
is related to the purpose or function consti-
tuting the basis for the donee’s exemption 
under section 501 (or, in the case of a govern-
mental unit, to any purpose or function de-
scribed under section 501(c)), 

‘‘(v) the taxpayer receives from the donee a 
written statement representing that the 
donee’s use of the property will be in accord-
ance with the provisions of clause (iv), and 

‘‘(vi) the written appraisal referred to in 
clause (ii) includes evidence of the extent (if 
any) to which property created by the per-
sonal efforts of the taxpayer and of the same 
type as the donated property is or has been— 

‘‘(I) owned, maintained, and displayed by 
organizations described in subsection 
(b)(1)(A), and 

‘‘(II) sold to or exchanged by persons other 
than the taxpayer, donee, or any related per-
son (as defined in section 465(b)(3)(C)). 

‘‘(C) MAXIMUM DOLLAR LIMITATION; NO CAR-
RYOVER OF INCREASED DEDUCTION.— 

‘‘(i) IN GENERAL.—Subsections (b) and (d) 
shall not apply to the amount by which any 
charitable contribution is increased by rea-
son of this paragraph and such increased 
contribution shall not be taken into account 
for purposes of applying subparagraphs (A) 
through (D) of subsection (b)(1) and sub-
section (d). 

‘‘(ii) CONTRIBUTION BASE LIMITATION.—The 
increased contributions shall be allowed to 
the extent the aggregate of such contribu-
tions do not exceed the excess of 50 percent 
of the contribution base (as defined in sub-
paragraph (F) of subsection (b)(1)) over the 
amount of all other charitable contributions 
allowable under subparagraphs (A) through 
(D) of subsection (b)(1). 

‘‘(iii) ARTISTIC ADJUSTED GROSS INCOME.— 
The aggregate increase in the charitable 
contributions by reason of this paragraph for 
any taxable year shall not exceed the artis-
tic adjusted gross income of the taxpayer for 
such taxable year. 

‘‘(D) ARTISTIC ADJUSTED GROSS INCOME.— 
For purposes of this paragraph, the term ‘ar-
tistic adjusted gross income’ means that por-
tion of the adjusted gross income of the tax-
payer for the taxable year attributable to— 

‘‘(i) income from the sale or use of prop-
erty created by the personal efforts of the 
taxpayer which is of the same type as the do-
nated property, and 

‘‘(ii) income from teaching, lecturing, per-
forming, or similar activity with respect to 
property described in clause (i). 

‘‘(E) PARAGRAPH NOT TO APPLY TO CERTAIN 
CONTRIBUTIONS.—Subparagraph (A) shall not 
apply to any charitable contribution of any 
letter, memorandum, or similar property 
which was written, prepared, or produced by 
or for an individual while the individual is 
an officer or employee of any person (includ-
ing any government agency or instrumen-
tality) unless such letter, memorandum, or 
similar property is entirely personal. 

‘‘(F) COPYRIGHT TREATED AS SEPARATE 
PROPERTY FOR PARTIAL INTEREST RULE.—In 
the case of a qualified artistic charitable 
contribution, the tangible literary, musical, 
artistic, or scholarly composition, or similar 
property and the copyright on such work 
shall be treated as separate properties for 
purposes of this paragraph and subsection 
(f)(3). 

‘‘(G) TERMINATION.—This paragraph shall 
not apply to contributions made after De-
cember 31, 2007.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after December 31, 2005. 

SEC. 209. MILEAGE REIMBURSEMENTS TO CHARI-
TABLE VOLUNTEERS EXCLUDED 
FROM GROSS INCOME. 

(a) IN GENERAL.—Part III of subchapter B 
of chapter 1 is amended by inserting after 
section 139A the following new section: 
‘‘SEC. 139B. MILEAGE REIMBURSEMENTS TO 

CHARITABLE VOLUNTEERS. 
‘‘(a) IN GENERAL.—Gross income of an indi-

vidual does not include amounts received, 
from an organization described in section 
170(c), as reimbursement of operating ex-
penses with respect to use of a passenger 
automobile for the benefit of such organiza-
tion. The preceding sentence shall apply only 
to the extent that the expenses which are re-
imbursed would be deductible under this 
chapter if section 274(d) were applied— 

‘‘(1) by using the standard business mileage 
rate established under such section, and 

‘‘(2) as if the individual were an employee 
of an organization not described in section 
170(c). 

‘‘(b) APPLICATION TO VOLUNTEER SERVICES 
ONLY.—Subsection (a) shall not apply with 
respect to any expenses relating to the per-
formance of services for compensation. 

‘‘(c) NO DOUBLE BENEFIT.—A taxpayer may 
not claim a deduction or credit under any 
other provision of this title with respect to 
the expenses under subsection (a). 

‘‘(d) EXEMPTION FROM REPORTING REQUIRE-
MENTS.—Section 6041 shall not apply with re-
spect to reimbursements excluded from in-
come under subsection (a). 

‘‘(e) TERMINATION.—This section shall not 
apply to taxable years beginning after De-
cember 31, 2007.’’. 

(b) CLERICAL AMENDMENT.—The table of 
sections for part III of subchapter B of chap-
ter 1 is amended by inserting after the item 
relating to section 139A the following new 
item: 
‘‘Sec. 139B. Mileage reimbursements to 

charitable volunteers.’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 210. ALTERNATIVE PERCENTAGE LIMITA-

TION FOR CORPORATE CHARITABLE 
CONTRIBUTIONS TO THE MATHE-
MATICS AND SCIENCE PARTNERSHIP 
PROGRAM. 

(a) IN GENERAL.—Section 170(b) (related to 
percentage limitations) is amended by add-
ing at the end the following new paragraph: 

‘‘(3) SPECIAL RULE FOR CORPORATE CON-
TRIBUTIONS TO THE MATHEMATICS AND SCIENCE 
PARTNERSHIP PROGRAM.— 

‘‘(A) IN GENERAL.—In the case of a corpora-
tion which makes an eligible mathematics 
and science contribution— 

‘‘(i) the limitation under paragraph (2) 
shall apply separately with respect to all 
such contributions and all other charitable 
contributions, and 

‘‘(ii) paragraph (2)(A) shall be applied by 
substituting for ‘10 percent of the taxpayer’s 
taxable income’ the following: ‘the sum of (i) 
the lesser of all eligible mathematics and 
science contributions or 15 percent of the 
taxpayer’s taxable income, plus (ii) the less-
er of the contributions (other than eligible 
mathematics and science contributions and 
contributions to which subparagraph (B) ap-
plies) or 10 percent of the taxpayer’s taxable 
income reduced by all eligible mathematics 
and science contributions’. 

‘‘(B) ELIGIBLE MATHEMATICS AND SCIENCE 
CONTRIBUTION.— 

‘‘(i) IN GENERAL.—For purposes of this 
paragraph, the term ‘eligible mathematics 
and science contribution’ means a charitable 
contribution (other than a contribution of 
used equipment) to a qualified partnership 
for the purpose of an activity described in 
section 2202(c) of the Elementary and Sec-
ondary Education Act of 1965. 
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‘‘(ii) QUALIFIED PARTNERSHIP.—The term 

‘qualified partnership’ means an eligible 
partnership (within the meaning of section 
2201(b)(1) of the Elementary and Secondary 
Education Act of 1965), but only to the ex-
tent that such partnership does not include a 
person other than a person described in para-
graph (1)(A). 

‘‘(C) TERMINATION.—This paragraph shall 
not apply to any contributions made in tax-
able years beginning after December 31, 
2006.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
December 31, 2005. 

Subtitle B—Reforming Charitable 
Organizations 

PART I—GENERAL REFORMS 
SEC. 211. TAX INVOLVEMENT BY EXEMPT ORGA-

NIZATIONS IN TAX SHELTER TRANS-
ACTIONS. 

(a) IMPOSITION OF EXCISE TAX.— 
(1) IN GENERAL.—Chapter 42 (relating to 

private foundations and certain other tax-ex-
empt organizations) is amended by adding at 
the end the following new subchapter: 

‘‘Subchapter F—Tax Shelter Transactions 
‘‘Sec. 4965. Excise tax on certain tax-exempt 

entities entering into prohib-
ited tax shelter transactions 

‘‘SEC. 4965. EXCISE TAX ON CERTAIN TAX-EXEMPT 
ENTITIES ENTERING INTO PROHIB-
ITED TAX SHELTER TRANSACTIONS. 

‘‘(a) PARTICIPATION IN AND APPROVAL OF 
PROHIBITED TRANSACTIONS.— 

‘‘(1) TAX-EXEMPT ENTITY.— 
‘‘(A) IN GENERAL.—If any tax-exempt entity 

(other than a tax-exempt entity described in 
paragraph (4), (5), (6), or (7) of subsection (c)) 
is a party to a prohibited tax shelter trans-
action at any time during the taxable year 
and knows or has reason to know such trans-
action is a prohibited tax shelter trans-
action, such entity shall pay a tax for such 
taxable year in the amount determined 
under subsection (b)(1)(A). 

‘‘(B) POST-TRANSACTION DETERMINATION.—If 
any tax-exempt entity (other than a tax-ex-
empt entity described in paragraph (4), (5), 
(6), or (7) of subsection (c)) is a party to a 
subsequently listed transaction at any time 
during the taxable year, such entity shall 
pay a tax in the amount determined under 
subsection (b)(1)(B). 

‘‘(2) ENTITY MANAGER.—If any entity man-
ager of a tax-exempt entity approves such 
entity as (or otherwise causes such entity to 
be) a party to a prohibited tax shelter trans-
action at any time during the taxable year 
and knows or has reason to know that the 
transaction is a prohibited tax shelter trans-
action, such manager shall pay a tax for 
such taxable year in the amount determined 
under subsection (b)(2). 

‘‘(3) REASONABLE CAUSE EXCEPTION.—No tax 
shall be imposed under paragraph (1)(A) or 
(2) if it is shown that the participation of the 
tax-exempt entity in the transaction was not 
willful and was due to reasonable cause. 

‘‘(b) AMOUNT OF TAX.— 
‘‘(1) ENTITY.—In the case of a tax-exempt 

entity— 
‘‘(A) IN GENERAL.—The amount of the tax 

imposed under subsection (a)(1)(A) on the en-
tity with respect to a taxable year shall be 
the greater of— 

‘‘(i) 100 percent of the entity’s net income 
(after taking into account any tax imposed 
by this subtitle with respect to the prohib-
ited tax shelter transaction) for such taxable 
year which is attributable to the prohibited 
tax shelter transaction, or 

‘‘(ii) 75 percent of the proceeds received by 
the entity which are attributable to the pro-
hibited tax shelter transaction. 

‘‘(B) POST-TRANSACTION DETERMINATION.— 
The amount of the tax imposed under sub-

section (a)(1)(B) on the entity with respect to 
any taxable year shall be an amount equal to 
the product of— 

‘‘(i) the highest rate of tax under section 
11, and 

‘‘(ii) the greater of— 
‘‘(I) the entity’s net income (after taking 

into account any tax imposed by this sub-
title with respect to the subsequently listed 
transaction) for such taxable year which is 
attributable to the subsequently listed 
transaction and which is properly allocable 
to the period beginning on the later of the 
date such transaction is identified by guid-
ance as a listed transaction by the Secretary 
or the first day of the taxable year, or 

‘‘(II) 75 percent of the proceeds received by 
the entity which are attributable to the sub-
sequently listed transaction and which are 
properly allocable to the period beginning on 
the later of the date such transaction is 
identified by guidance as a listed transaction 
by the Secretary or the first day of the tax-
able year. 

‘‘(2) ENTITY MANAGER.—In the case of each 
entity manager to whom subsection (a)(2) ap-
plies, the amount of the tax under such sub-
section shall be $20,000 for each approval. 

‘‘(c) TAX-EXEMPT ENTITY.—For purposes of 
this section, the term ‘tax-exempt entity’ 
means an entity which is— 

‘‘(1) described in section 501(c) or 501(d), 
‘‘(2) described in section 170(c) (other than 

an agency or instrumentality of the United 
States) to which paragraph (1) of this sub-
section does not apply, 

‘‘(3) an Indian tribal government (within 
the meaning of section 7701(a)(40)), 

‘‘(4) described in paragraph (1), (2), or (3) of 
section 4979(e), 

‘‘(5) a program described in section 529, 
‘‘(6) an eligible deferred compensation plan 

described in section 457(b) which is main-
tained by an employer described in section 
4457(e)(1)(A), or 

‘‘(7) an arrangement described in section 
4973(a). 

‘‘(d) ENTITY MANAGER.—For purposes of 
this section, the term ‘entity manager’ 
means— 

‘‘(1) with respect to a tax-exempt entity 
described in paragraph (3) or (4) of section 
501(c)— 

‘‘(A) in the case of an entity other than a 
private foundation, an organization manager 
(as defined in section 4958(f)(2)), and 

‘‘(B) in the case of a private foundation, a 
foundation manager (as defined in section 
4946(b)), and 

‘‘(2) in all other cases, the person with au-
thority or responsibility similar to that ex-
ercised by an officer, director, or trustee of 
an organization. 

‘‘(e) PROHIBITED TAX SHELTER TRANS-
ACTION; SUBSEQUENTLY LISTED TRANS-
ACTION.—For purposes of this section— 

‘‘(1) PROHIBITED TAX SHELTER TRANS-
ACTION.— 

‘‘(A) IN GENERAL.—The term ‘prohibited 
tax shelter transaction’ means— 

‘‘(i) any listed transaction, or 
‘‘(ii) any prohibited reportable transaction 

if the tax-exempt entity knows or has reason 
to know that such transaction is a report-
able transaction. 

‘‘(B) LISTED TRANSACTION.—The term ‘list-
ed transaction’ has the meaning given such 
term by section 6707A(c)(2). 

‘‘(C) PROHIBITED REPORTABLE TRANS-
ACTION.—The term ‘prohibited reportable 
transaction’ means any confidential trans-
action or any transaction with contractual 
protection (as defined under regulations pre-
scribed by the Secretary) which is a report-
able transaction (as defined in section 
6707A(c)(1)). 

‘‘(2) SUBSEQUENTLY LISTED TRANSACTION.— 
The term ‘subsequently listed transaction’ 

means any transaction to which a tax-ex-
empt entity is a party and which is deter-
mined by the Secretary to be a listed trans-
action at any time after the entity has en-
tered into the transaction. 

‘‘(f) REGULATORY AUTHORITY.—The Sec-
retary is authorized to promulgate regula-
tions which provide guidance regarding the 
determination of the allocation of net in-
come of a tax-exempt entity attributable to 
a transaction to various periods, including 
before and after the listing of the trans-
action or the date which is 90 days after the 
date of the enactment of this section. 

‘‘(g) COORDINATION WITH OTHER TAXES AND 
PENALTIES.—The tax imposed by this section 
is in addition to any other tax, addition to 
tax, or penalty imposed under this title.’’. 

(2) CONFORMING AMENDMENT.—The table of 
subchapters for chapter 42 is amended by 
adding at the end the following new item: 

‘‘SUBCHAPTER F. TAX SHELTER 
TRANSACTIONS.’’. 

(b) DISCLOSURE REQUIREMENTS.— 
(1) DISCLOSURE BY ORGANIZATION TO THE IN-

TERNAL REVENUE SERVICE.— 
(A) IN GENERAL.—Section 6033(a) (relating 

to organizations required to file) is amended 
by redesignating paragraph (2) as paragraph 
(3), and by inserting after paragraph (1) the 
following new paragraph: 

‘‘(2) PARTICIPATION IN CERTAIN REPORTABLE 
TRANSACTIONS.—Every tax-exempt entity de-
scribed in section 4965(c) shall file (in such 
form and manner and at such time as deter-
mined by the Secretary) a disclosure of— 

‘‘(A) such entity’s participation in any pro-
hibited tax shelter transaction (as defined in 
section 4965(e)), and 

‘‘(B) the identity of any other party par-
ticipating in such transaction which is 
known by such tax-exempt entity.’’. 

(B) CONFORMING AMENDMENT.—Section 
6033(a)(1) is amended by striking ‘‘paragraph 
(2)’’ and inserting ‘‘paragraph (3)’’. 

(2) DISCLOSURE BY OTHER TAXPAYERS TO THE 
TAX-EXEMPT ENTITY.—Section 6011 (relating 
to general requirement of return, statement, 
or list), as amended by this Act, is amended 
by redesignating subsection (h) as subsection 
(i) and by inserting after subsection (g) the 
following new subsection: 

‘‘(h) DISCLOSURE OF REPORTABLE TRANS-
ACTION TO TAX-EXEMPT ENTITY.—Any taxable 
party to a prohibited tax shelter transaction 
(as defined in section 4965(e)(1)) shall by 
statement disclose to any tax-exempt entity 
(as defined in section 4965(c)) which is a 
party to such transaction that such trans-
action is such a prohibited tax shelter trans-
action.’’. 

(c) PENALTY FOR NONDISCLOSURE.— 
(1) IN GENERAL.—Section 6652(c) (relating 

to returns by exempt organizations and by 
certain trusts), as amended by this Act, is 
amended by redesignating paragraphs (2), (3), 
and (4) as paragraphs (3), (4), and (5), respec-
tively, and by inserting after paragraph (1) 
the following new paragraph: 

‘‘(2) DISCLOSURE UNDER SECTION 6033.— 
‘‘(A) PENALTY ON ORGANIZATIONS.—In the 

case of a failure to file a disclosure required 
under section 6033(a)(2), there shall be paid 
by the tax-exempt entity (the entity man-
ager in the case of a tax-exempt entity de-
scribed in paragraph (4), (5), (6), or (7) of sec-
tion 4965(c)) $100 for each day during which 
such failure continues. The maximum pen-
alty under this subparagraph on failures 
with respect to any 1 disclosure shall not ex-
ceed $50,000. 

‘‘(B) PERSONS.— 
‘‘(i) IN GENERAL.—The Secretary may make 

a written demand on any tax-exempt entity 
subject to penalty under subparagraph (A) 
specifying therein a reasonable future date 
by which the disclosure shall be filed for pur-
poses of this subparagraph. 
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‘‘(ii) FAILURE TO COMPLY WITH DEMAND.—If 

any person fails to comply with any demand 
under clause (i) on or before the date speci-
fied in such demand, there shall be paid by 
such person failing to so comply $100 for each 
day after the expiration of the time specified 
in such demand during which such failure 
continues. The maximum penalty imposed 
under this subparagraph on all tax-exempt 
entities for failures with respect to any 1 dis-
closure shall not exceed $10,000. 

‘‘(C) DEFINITIONS.—Any term used in this 
section which is also used in section 4965 
shall have the meaning given such term 
under section 4965.’’. 

(2) CONFORMING AMENDMENT.—Subpara-
graph (A) of section 6652(c)(1) of such Code is 
amended by striking ‘‘6033’’ each place it ap-
pears in the text and heading thereof and in-
serting ‘‘6033(a)(1)’’. 

(d) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to transactions after the 
date of the enactment of this Act, except 
that no tax under section 4965(a) of the Inter-
nal Revenue Code of 1986 (as added by this 
section) shall apply with respect to income 
that is properly allocable to any period on or 
before the date which is 90 days after such 
date of enactment. 

(2) DISCLOSURE.—The amendments made by 
subsections (b) and (c) shall apply to disclo-
sures the due date for which are after the 
date of the enactment of this Act. 

SEC. 212. EXCISE TAX ON CERTAIN ACQUISITIONS 
OF INTERESTS IN INSURANCE CON-
TRACTS IN WHICH CERTAIN EXEMPT 
ORGANIZATIONS HOLD AN INTER-
EST. 

(a) IMPOSITION OF TAX.— 
(1) IN GENERAL.—Subchapter F of chapter 

42 (relating to tax shelter transactions), as 
added by this Act, is amended by adding at 
the end the following new section: 

‘‘SEC. 4966. EXCISE TAX ON ACQUISITION OF IN-
TERESTS IN INSURANCE CON-
TRACTS IN WHICH CERTAIN EXEMPT 
ORGANIZATIONS HOLD AN INTER-
EST. 

‘‘(a) IMPOSITION OF TAX.—If there is a tax-
able acquisition of any interest in an appli-
cable insurance contract, there is hereby im-
posed on the person acquiring the interest a 
tax equal to 100 percent of the acquisition 
costs of the interest. 

‘‘(b) TAXABLE ACQUISITION.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—The term ‘taxable acqui-
sition’ means the acquisition of any direct or 
indirect interest in an applicable insurance 
contract by— 

‘‘(A) an applicable exempt organization, or 
‘‘(B) a person other than an applicable ex-

empt organization if such interest in the 
hands of such person is not an interest de-
scribed in clause (i), (ii), (iii), or (iv) of para-
graph (2)(B). 

‘‘(2) APPLICABLE INSURANCE CONTRACT.— 
‘‘(A) IN GENERAL.—The term ‘applicable in-

surance contract’ means any life insurance, 
annuity, or endowment contract with re-
spect to which both an applicable exempt or-
ganization and a person other than an appli-
cable exempt organization have directly or 
indirectly held an interest in the contract 
(whether or not at the same time). 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a life insurance, annuity, or endow-
ment contract if— 

‘‘(i) all persons directly or indirectly hold-
ing any interest in the contract (other than 
applicable exempt organizations) have an in-
surable interest in the insured under the 
contract independent of any interest of an 
applicable exempt organization in the con-
tract, 

‘‘(ii) the sole interest in the contract of 
each person other than an applicable exempt 
organization is as a named beneficiary, 

‘‘(iii) the sole interest in the contract of 
each person other than an applicable exempt 
organization is— 

‘‘(I) as a beneficiary of a trust holding an 
interest in the contract, but only if the per-
son’s designation as such beneficiary was 
made without consideration and solely on a 
purely gratuitous basis, or 

‘‘(II) as a trustee who holds an interest in 
the contract in a fiduciary capacity solely 
for the benefit of applicable exempt organi-
zations or persons otherwise described in 
clauses (i), (ii), and (iv) or subclause (I) of 
this clause, or 

‘‘(iv) except as provided in subparagraph 
(C), the sole interest in the contract of each 
person other than an applicable exempt orga-
nization is as a lender with respect to the 
contract and the contract covers only 1 indi-
vidual and such individual is an officer, di-
rector, or employee of the applicable exempt 
organization with an interest in the con-
tract. 

‘‘(C) RESTRICTIONS ON EXCEPTION FOR LEND-
ERS.— 

‘‘(i) NUMERICAL LIMIT.—The number of con-
tracts that may be taken into account under 
subparagraph (B)(iv) with respect to officers, 
directors, or employees of the applicable ex-
empt organization with interests in the con-
tracts shall not exceed the greater of— 

‘‘(I) the lesser of 5 percent of the total offi-
cers, directors, and employees of the organi-
zation or 20, or 

‘‘(II) 5. 
‘‘(ii) AGGREGATE INDEBTEDNESS.—The ex-

ception under subparagraph (B)(iv) shall 
apply only to the extent that the aggregate 
amount of the indebtedness with respect to 1 
or more contracts covering a single indi-
vidual does not exceed $50,000. 

‘‘(D) SECRETARIAL AUTHORITY.—The Sec-
retary may exempt a contract from treat-
ment as an applicable insurance contract 
based on specific factors, including factors 
such as whether the transaction is at arms 
length, whether economic benefits to the ap-
plicable exempt organization substantially 
exceed the economic benefits to all other 
persons with an interest in the contract (de-
termined without regard to whether, or the 
extent to which, such organization has paid 
or contributed with respect to the contract), 
and the likelihood of abuse. 

‘‘(3) DEFINITION AND RULE RELATING TO AC-
QUISITION COSTS.— 

‘‘(A) ACQUISITION COSTS DEFINED.—The 
term ‘acquisition costs’ means the direct or 
indirect costs of acquiring an interest in an 
applicable insurance contract. Such term 
shall include any fees, commissions, charges, 
or other amounts paid in connection with 
the acquisition, whether or not paid to the 
issuer of the contract. 

‘‘(B) TIMING OF PAYMENTS.—Except as pro-
vided in regulations, if acquisition costs of 
any acquisition are paid or incurred in more 
than 1 calendar year, the tax imposed by 
subsection (a) with respect to the acquisition 
shall be imposed each time the costs are so 
paid or incurred. 

‘‘(4) RULES RELATING TO INTERESTS.— 
‘‘(A) IN GENERAL.—An interest in the con-

tract includes any right with respect to the 
contract, whether as an owner, beneficiary, 
or otherwise. 

‘‘(B) INDIRECT INTERESTS.— 
‘‘(i) IN GENERAL.—Except as provided in 

clause (ii), an indirect interest in a contract 
includes an interest in an entity which di-
rectly or indirectly holds an interest in the 
contract. 

‘‘(ii) PORTFOLIO INVESTMENTS.—If an appli-
cable exempt organization holds an interest 
in a contract solely because the organization 

holds, as part of a diversified investment 
strategy, a de minimis interest in an entity 
which directly or indirectly holds the inter-
est in the contract, such indirect interest in 
the contract shall not be taken into account 
for purposes of this section. 

‘‘(C) EXCHANGED CONTRACTS.—In the case of 
an exchange of an applicable insurance con-
tract on which no gain or loss is recognized 
under section 1035, any interest in any of the 
contracts involved in the exchange shall be 
treated as an interest in all such contracts. 

‘‘(5) INCREASE IN INTEREST.—If a person in-
creases an interest in an applicable insur-
ance contract, the increase shall be treated 
as a separate acquisition for purposes of this 
section. 

‘‘(6) PRIOR ACQUISITIONS.—Except as pro-
vided in regulations, if a person acquires an 
interest in a contract before the contract is 
treated as an applicable insurance contract, 
the acquisition shall be treated as a taxable 
acquisition of an interest in an applicable in-
surance contract as of the date the contract 
becomes an applicable insurance contract. 

‘‘(c) APPLICABLE EXEMPT ORGANIZATION.— 
For purposes of this section, the term ‘appli-
cable exempt organization’ means— 

‘‘(1) an organization described in section 
170(c), 

‘‘(2) an organization described in section 
168(h)(2)(A)(iv), or 

‘‘(3) an organization not described in para-
graph (1) or (2) which is described in section 
2055(a) or section 2522(a). 

‘‘(d) TAX NOT TREATED AS INVESTMENT IN 
THE CONTRACT.—For purposes of section 72, 
the tax imposed by this section shall not be 
included in investment in the contract. 

‘‘(e) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out the provisions of this sec-
tion. Such regulations may include regula-
tions which— 

‘‘(1) provide, for purposes of subsection 
(b)(6), appropriate rules for the application 
of this section in any case where an interest 
is acquired before a contract becomes an ap-
plicable insurance contract, 

‘‘(2) prevent, in cases the Secretary deter-
mines appropriate, the imposition of more 
than one tax under this section if the same 
interest is acquired more than once, and 

‘‘(3) are designed to prevent avoidance of 
the purposes of this section, including 
through the use of intermediaries.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subchapter F of chapter 42, as 
added by this Act, is amended by adding at 
the end the following new item: 
‘‘Sec. 4966. Excise tax on acquisition of in-

terests in insurance contracts 
in which certain exempt organi-
zations hold an interest.’’. 

(b) REPORTING REQUIREMENTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 (relating to infor-
mation concerning transactions with other 
persons) is amended by adding at the end the 
following new section: 
‘‘SEC. 6050U. RETURNS RELATING TO APPLICA-

BLE INSURANCE CONTRACTS IN 
WHICH CERTAIN EXEMPT ORGANI-
ZATIONS HOLD INTERESTS. 

‘‘(a) REQUIREMENTS OF REPORTING.— 
‘‘(1) EXEMPT ORGANIZATIONS.—Each— 
‘‘(A) applicable exempt organization which 

acquires (within the meaning of section 4966) 
an interest in any applicable insurance con-
tract, and 

‘‘(B) other person which makes an acquisi-
tion of such an interest if such acquisition is 
taxable under section 4966, 
shall make the return described in sub-
section (c). 

‘‘(2) TRANSFERS.—If a person (including an 
applicable exempt organization) acquires an 
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interest in an applicable insurance contract 
in an acquisition which is taxable under sec-
tion 4966 and then transfers such interest to 
1 or more other persons, each person acquir-
ing all or a portion of such interest shall 
make the return described in subsection (c). 

‘‘(b) TIME FOR MAKING RETURN.—Any orga-
nization or person required to make a return 
under subsection (a) shall file such return at 
such time as may be established by the Sec-
retary with respect to— 

‘‘(1) in the case of a person described in 
subsection (a)(1), the calendar year in which 
the acquisition occurs, any calendar year in 
which acquisition costs are paid or incurred, 
and any other calendar years specified by the 
Secretary, and 

‘‘(2) in the case of a person described in 
subsection (a)(2), the calendar year in which 
the transfer occurs. 

‘‘(c) FORM AND MANNER OF RETURNS.—A re-
turn is described in this subsection if such 
return— 

‘‘(1) is in such form as the Secretary pre-
scribes, 

‘‘(2) in the case of— 
‘‘(A) a return required under subsection 

(a)(1)(A), contains the name, address, and 
taxpayer identification number of the appli-
cable exempt organization, the issuer of the 
applicable insurance contract, and any per-
son acquiring an interest in the contract if 
the acquisition is taxable under section 4966, 

‘‘(B) a return required under subsection 
(a)(1)(B), contains the name, address, and 
taxpayer identification number of the person 
acquiring an interest in the applicable insur-
ance contract if the acquisition is taxable 
under section 4966, any applicable exempt or-
ganization holding an interest in the con-
tract, and the issuer of the contract, and 

‘‘(C) a return required under subsection 
(a)(2), contains the name, address, and tax-
payer identification number of the transferor 
and transferee, and 

‘‘(3) contains such other information as the 
Secretary may prescribe. 

‘‘(d) STATEMENTS TO BE FURNISHED TO PER-
SONS WITH RESPECT TO WHOM INFORMATION IS 
REQUIRED.—Every person required to make a 
return under subsection (a) shall furnish to 
each person whose taxpayer identification 
information is required to be included in 
such return under subsection (c) a written 
statement showing— 

‘‘(1) the name and address of the person re-
quired to make such return and the tele-
phone number of the information contact for 
such person, and 

‘‘(2) the taxpayer identity and other infor-
mation required to be shown on the return 
with respect to such person. 
The written statement required under the 
preceding sentence shall be furnished on or 
before the date specified by the Secretary. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion, any term used in this section which is 
also used in section 4966 shall have the mean-
ing given such term by section 4966.’’. 

(2) PENALTIES.— 
(A) IN GENERAL.—Section 6724(d) is amend-

ed— 
(i) in paragraph (1)(B), by redesignating 

clauses (xiii) through (xviii) as clauses (xiv) 
through (xix) and by inserting after clause 
(xii) the following new clause: 

‘‘(xiii) section 6050U (relating to returns re-
lating to applicable insurance contracts in 
which certain exempt organizations hold in-
terests),’’, and 

(ii) in paragraph (3), by striking ‘‘and’’ at 
the end of subparagraph (C), by striking the 
period at the end of subparagraph (D) and in-
serting ‘‘, and’’, and by adding at the end the 
following new subparagraph: 

‘‘(E) the statement required by subsection 
(d) of section 6050U (relating to returns relat-
ing to applicable insurance contracts in 

which certain exempt organizations hold in-
terests).’’. 

(B) INTENTIONAL DISREGARD.—Section 
6721(e)(2) is amended by striking ‘‘or’’ at the 
end of subparagraph (B), by striking ‘‘and’’ 
at the end of subparagraph (C) and inserting 
‘‘or’’, and by adding at the end the following 
new subparagraph: 

‘‘(D) in the case of a return required to be 
filed under section 6050U, the amount of tax 
imposed under section 4966 which has not 
been paid with respect to items required to 
be included on the return, and’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61is amended by adding 
at the end the following new item: 
‘‘Sec. 6050U. Returns relating to applicable 

insurance contracts in which 
certain exempt organizations 
hold interests.’’. 

(c) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to contracts issued 
after May 3, 2005. 

(2) REPORTING OF EXISTING CONTRACTS.—In 
the case of any life insurance, annuity, or 
endowment contract— 

(A) which was issued on or before May 3, 
2005, 

(B) with respect to which an applicable ex-
empt organization (as defined in section 4966 
of the Internal Revenue Code of 1986, as 
added by this section) holds an interest on 
May 3, 2005, and 

(C) which would be treated as an applicable 
insurance contract (as so defined) if issued 
after May 3, 2005, 
such organization shall, not later than the 
date which is 1 year after the date of the en-
actment of this Act, report to the Secretary 
of the Treasury with respect to such con-
tract. Such report shall be in such form and 
manner, and contain such information, as 
the Secretary may prescribe. The Secretary 
shall submit such reports, along with any 
recommendations for legislation as the Sec-
retary considers appropriate, to the Com-
mittee on Ways and Means of the House of 
Representatives and to the Committee on Fi-
nance of the Senate within 6 months of the 
date such reports are required to be filed. 
SEC. 213. INCREASE IN PENALTY EXCISE TAXES 

ON PUBLIC CHARITIES, SOCIAL WEL-
FARE ORGANIZATIONS, AND PRI-
VATE FOUNDATIONS. 

(a) TAXES ON SELF-DEALING AND EXCESS 
BENEFIT TRANSACTIONS.— 

(1) IN GENERAL.—Section 4941(a) (relating 
to initial taxes) is amended— 

(A) in paragraph (1), by striking ‘‘5 per-
cent’’ and inserting ‘‘10 percent’’, and 

(B) in paragraph (2), by striking ‘‘21⁄2 per-
cent’’ and inserting ‘‘5 percent’’. 

(2) INCREASE IN TAX IF SELF-DEALING IN-
CLUDES COMPENSATION TO DISQUALIFIED PER-
SON.—Section 4941(a)(1) is amended by adding 
at the end the following new sentence: ‘‘If 
the act of self-dealing includes acts described 
in subsection (d)(1)(D), ‘25 percent’ shall be 
substituted for ‘10 percent’, except that the 
Secretary may abate under section 4962 (de-
termined without regard to the exception 
under subsection (b) thereof) not more than 
15 percentage points of such tax.’’. 

(3) INCREASED LIMITATION FOR MANAGERS ON 
SELF-DEALING.—Section 4941(c)(2) is amended 
by striking ‘‘$10,000’’ each place it appears in 
the text and heading thereof and inserting 
‘‘$20,000’’. 

(4) INCREASED LIMITATION FOR MANAGERS ON 
EXCESS BENEFIT TRANSACTIONS.—Section 
4958(d)(2) is amended by striking ‘‘$10,000’’ 
and inserting ‘‘$20,000’’. 

(b) TAXES ON FAILURE TO DISTRIBUTE IN-
COME.—Section 4942(a) (relating to initial 
tax) is amended by striking ‘‘15 percent’’ and 
inserting ‘‘30 percent’’. 

(c) TAXES ON EXCESS BUSINESS HOLDINGS.— 
Section 4943(a)(1) (relating to imposition) is 
amended by striking ‘‘5 percent’’ and insert-
ing ‘‘10 percent’’. 

(d) TAXES ON INVESTMENTS WHICH JEOP-
ARDIZE CHARITABLE PURPOSE.— 

(1) IN GENERAL.—Section 4944(a) (relating 
to initial taxes) is amended by striking ‘‘5 
percent’’ both places it appears and inserting 
‘‘10 percent’’. 

(2) INCREASED LIMITATION FOR MANAGERS.— 
Section 4944(d)(2) is amended— 

(A) by striking ‘‘$5,000,’’ and inserting 
‘‘$10,000,’’, and 

(B) by striking ‘‘$10,000.’’ and inserting 
‘‘$20,000.’’. 

(e) TAXES ON TAXABLE EXPENDITURES.— 
(1) IN GENERAL.—Section 4945(a) (relating 

to initial taxes) is amended— 
(A) in paragraph (1), by striking ‘‘10 per-

cent’’ and inserting ‘‘20 percent’’, and 
(B) in paragraph (2), by striking ‘‘21⁄2 per-

cent’’ and inserting ‘‘5 percent’’. 
(2) INCREASED LIMITATION FOR MANAGERS.— 

Section 4945(c)(2) is amended— 
(A) by striking ‘‘$5,000,’’ and inserting 

‘‘$10,000,’’, and 
(B) by striking ‘‘$10,000.’’ and inserting 

‘‘$20,000.’’. 
(f) EFFECTIVE DATE.—The amendments 

made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 214. REFORM OF CHARITABLE CONTRIBU-

TIONS OF CERTAIN EASEMENTS ON 
BUILDINGS IN REGISTERED HIS-
TORIC DISTRICTS. 

(a) SPECIAL RULES WITH RESPECT TO BUILD-
INGS IN REGISTERED HISTORIC DISTRICTS.— 

(1) IN GENERAL.—Paragraph (4) of section 
170(h) (relating to definition of conservation 
purpose) is amended by redesignating sub-
paragraph (B) as subparagraph (C) and by in-
serting after subparagraph (A) the following 
new subparagraph: 

‘‘(B) SPECIAL RULES WITH RESPECT TO BUILD-
INGS IN REGISTERED HISTORIC DISTRICTS.—In 
the case of any contribution of a qualified 
real property interest which is a restriction 
with respect to the exterior of a building de-
scribed in subparagraph (C)(ii), such con-
tribution shall not be considered to be exclu-
sively for conservation purposes unless— 

‘‘(i) such interest— 
‘‘(I) includes a restriction which preserves 

the entire exterior of the building (including 
the front, sides, rear, and height of the build-
ing), and 

‘‘(II) prohibits any change in the exterior 
of the building which is inconsistent with 
the historical character of such exterior, 

‘‘(ii) the donor and donee enter into a writ-
ten agreement certifying, under penalty of 
perjury, that the donee— 

‘‘(I) is a qualified organization (as defined 
in paragraph (3)) with a purpose of environ-
mental protection, land conservation, open 
space preservation, or historic preservation, 
and 

‘‘(II) has the resources to manage and en-
force the restriction and a commitment to 
do so, and 

‘‘(iii) in the case of any contribution made 
in a taxable year beginning after the date of 
the enactment of this subparagraph, the tax-
payer includes with the taxpayer’s return for 
the taxable year of the contribution— 

‘‘(I) a qualified appraisal (within the mean-
ing of subsection (f)(11)(E)) of the qualified 
property interest, 

‘‘(II) photographs of the entire exterior of 
the building, and 

‘‘(III) a description of all restrictions on 
the development of the building.’’. 

(b) DISALLOWANCE OF DEDUCTION FOR 
STRUCTURES AND LAND IN REGISTERED HIS-
TORIC DISTRICTS.—Subparagraph (C) of sec-
tion 170(h)(4), as redesignated by subsection 
(a), is amended— 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00154 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATE S619 February 2, 2006 
(1) by striking ‘‘any building, structure, or 

land area which’’, 
(2) by inserting ‘‘any building, structure, 

or land area which’’ before ‘‘is listed’’ in 
clause (i), and 

(3) by inserting ‘‘any building which’’ be-
fore ‘‘is located’’ in clause (ii). 

(c) FILING FEE FOR CERTAIN CONTRIBU-
TIONS.—Subsection (f) of section 170 (relating 
to disallowance of deduction in certain cases 
and special rules) is amended by inserting at 
the end the following new paragraph: 

‘‘(13) CONTRIBUTIONS OF CERTAIN INTERESTS 
IN BUILDINGS LOCATED IN REGISTERED HISTORIC 
DISTRICTS.— 

‘‘(A) IN GENERAL.—No deduction shall be 
allowed with respect to any contribution de-
scribed in subparagraph (B) unless the tax-
payer includes with the return for the tax-
able year of the contribution a $500 filing fee. 

‘‘(B) CONTRIBUTION DESCRIBED.—A contribu-
tion is described in this subparagraph if such 
contribution is a qualified conservation con-
tribution (as defined in subsection (h)) which 
is a restriction with respect to the exterior 
of a building described in subsection 
(h)(4)(C)(ii) and for which a deduction is 
claimed in excess of the greater of— 

‘‘(i) 3 percent of the fair market value of 
the building (determined immediately before 
such contribution), or 

‘‘(ii) $10,000. 
‘‘(C) DEDICATION OF FEE.—Any fee collected 

under this paragraph shall be used for the 
enforcement of the provisions of subsection 
(h).’’. 

(d) EFFECTIVE DATE.— 
(1) SPECIAL RULES FOR BUILDINGS IN REG-

ISTERED HISTORIC DISTRICTS.—The amend-
ments made by subsection (a) shall apply to 
contributions made after November 15, 2005. 

(2) DISALLOWANCE OF DEDUCTION FOR STRUC-
TURES AND LAND.—The amendments made by 
subsection (b) shall apply to contributions 
made after the date of the enactment of this 
Act. 

(3) FILING FEE.—The amendment made by 
subsection (c) shall apply to contributions 
made 180 days after the date of the enact-
ment of this Act. 
SEC. 215. CHARITABLE CONTRIBUTIONS OF TAXI-

DERMY PROPERTY. 
(a) IN GENERAL.—Subsection (f) of section 

170, as amended by this Act, is amended by 
adding at the end the following new para-
graph: 

‘‘(14) CONTRIBUTIONS OF TAXIDERMY PROP-
ERTY.— 

‘‘(A) CONTRIBUTIONS OF MORE THAN $500.—In 
the case of any contribution of taxidermy 
property for which a deduction of more than 
$500 is claimed, no deduction shall be allowed 
under subsection (a) unless the donor in-
cludes with the return for the taxable year 
in which the contribution is made a photo-
graph of the taxidermy property and data 
with respect to the sales prices of similar 
taxidermy property. 

‘‘(B) CONTRIBUTIONS OF MORE THAN $5,000.— 
In the case of any contribution of taxidermy 
property for which a deduction of more than 
$5,000 is claimed, no deduction shall be al-
lowed under subsection (a) unless the 
donor— 

‘‘(i) notifies the Internal Revenue Service 
of such deduction, and 

‘‘(ii) includes with the return for the tax-
able year in which the contribution is 
made— 

‘‘(I) a statement of value from the Internal 
Revenue Service, or 

‘‘(II) a request for a statement of value 
from the Internal Revenue Service and a $500 
fee. 

‘‘(C) TAXIDERMY PROPERTY.—For purposes 
of this section, the term ‘taxidermy prop-
erty’ means a mounted work of art which 
contains any part of a dead animal.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made after November 15, 2005. 

SEC. 216. RECAPTURE OF TAX BENEFIT FOR 
CHARITABLE CONTRIBUTIONS OF 
EXEMPT USE PROPERTY NOT USED 
FOR AN EXEMPT USE. 

(a) RECAPTURE OF DEDUCTION ON CERTAIN 
SALES OF EXEMPT USE PROPERTY.— 

(1) IN GENERAL.—Clause (i) of section 
170(e)(1)(B) (related to certain contributions 
of ordinary income and capital gain prop-
erty) is amended to read as follows: 

‘‘(i) of tangible personal property— 
‘‘(I) if the use by the donee is unrelated to 

the purpose or function constituting the 
basis for its exemption under section 501 (or, 
in the case of a governmental unit, to any 
purpose or function described in subsection 
(c)), or 

‘‘(II) which is applicable property (as de-
fined in paragraph (8)(C)) which is sold, ex-
changed, or otherwise disposed of by the 
donee before the last day of the taxable year 
in which the contribution was made and with 
respect to which the donee has not made a 
certification in accordance with paragraph 
(8)(D),’’. 

(2) DISPOSITIONS AFTER CLOSE OF TAXABLE 
YEAR.—Section 170(e), as amended by this 
Act, is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(8) RECAPTURE OF DEDUCTION ON CERTAIN 
DISPOSITIONS OF EXEMPT USE PROPERTY.— 

‘‘(A) IN GENERAL.—In the case of an appli-
cable disposition of applicable property, 
there shall be included in the income of the 
donor of such property for the taxable year 
of such donor in which the applicable dis-
position occurs an amount equal to the ex-
cess (if any) of— 

‘‘(i) the amount of the deduction allowed 
to the donor under this section with respect 
to such property, over 

‘‘(ii) the donor’s basis in such property at 
the time such property was contributed. 

‘‘(B) APPLICABLE DISPOSITION.—For pur-
poses of this paragraph, the term ‘applicable 
disposition’ means any sale, exchange, or 
other disposition by the donee of applicable 
property— 

‘‘(i) after the last day of the taxable year 
of the donor in which such property was con-
tributed, and 

‘‘(ii) before the last day of the 3-year pe-
riod beginning on the date of the contribu-
tion of such property, 
unless the donee makes a certification in ac-
cordance with subparagraph (D). 

‘‘(C) APPLICABLE PROPERTY.—For purposes 
of this paragraph, the term ‘applicable prop-
erty’ means charitable deduction property 
(as defined in section 6050L(a)(2)(A))— 

‘‘(i) which is tangible personal property the 
use of which is identified by the donee as re-
lated to the purpose or function constituting 
the basis of the donee’s exemption under sec-
tion 501, and 

‘‘(ii) for which a deduction in excess of the 
donor’s basis is allowed. 

‘‘(D) CERTIFICATION.—A certification meets 
the requirements of this subparagraph if it is 
a written statement which is signed under 
penalty of perjury by an officer of the donee 
organization and— 

‘‘(i) which— 
‘‘(I) certifies that the use of the property 

by the donee was related to the purpose or 
function constituting the basis for the 
donee’s exemption under section 501, and 

‘‘(II) describes how the property was used 
and how such use furthered such purpose or 
function, or 

‘‘(ii) which— 
‘‘(I) states the intended use of the property 

by the donee at the time of the contribution, 
and 

‘‘(II) certifies that such intended use has 
become impossible or infeasible to imple-
ment.’’. 

(b) REPORTING REQUIREMENTS.—Paragraph 
(1) of section 6050L(a) (relating to returns re-
lating to certain dispositions of donated 
property) is amended— 

(1) by striking ‘‘2 years’’ and inserting ‘‘3 
years’’, and 

(2) by striking ‘‘and’’ at the end of subpara-
graph (D), by striking the period at the end 
of subparagraph (E) and inserting a comma, 
and by inserting at the end the following: 

‘‘(F) a description of the donee’s use of the 
property, and 

‘‘(G) a statement indicating whether the 
use of the property was related to the pur-
pose or function constituting the basis for 
the donee’s exemption under section 501. 
In any case in which the donee indicates that 
the use of applicable property (as defined in 
section 170(e)(1)(C)) was related to the pur-
pose or function constituting the basis for 
the exemption of the donee under section 501 
under subparagraph (G), the donee shall in-
clude with the return the certification de-
scribed in section 170(e)(8)(D) if such certifi-
cation is required under section 170(e)(8).’’. 

(c) PENALTY.— 
(1) IN GENERAL.—Part I of subchapter B of 

chapter 68 (relating to assessable penalties), 
as amended by this Act, is amended by in-
serting after section 6720B the following new 
section: 
‘‘SEC. 6720C. FRAUDULENT IDENTIFICATION OF 

EXEMPT USE PROPERTY. 
‘‘In addition to any criminal penalty pro-

vided by law, any person who identifies ap-
plicable property (as defined in section 
170(e)(8)(C)) as having a use which is related 
to a purpose or function constituting the 
basis for the donee’s exemption under sec-
tion 501 and who knows that such property is 
not intended for such a use shall pay a pen-
alty of $10,000.’’. 

(2) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68, as amended by this Act, is amended by 
adding after the item relating to section 
6720B the following new item: 
‘‘Sec. 6720C. Fraudulent identification of ex-

empt use property.’’. 
(d) EFFECTIVE DATE.— 
(1) RECAPTURE.—The amendments made by 

subsection (a) shall apply to contributions 
after June 1, 2006. 

(2) REPORTING.—The amendments made by 
subsection (b) shall apply to returns filed 
after June 1, 2006. 

(3) PENALTY.—The amendments made by 
subsection (c) shall apply to identifications 
made after the date of the enactment of this 
Act. 
SEC. 217. LIMITATION OF DEDUCTION FOR CHAR-

ITABLE CONTRIBUTIONS OF CLOTH-
ING AND HOUSEHOLD ITEMS. 

(a) IN GENERAL.—Subsection (f) of section 
170, as amended by this Act, is amended by 
adding at the end the following new para-
graph: 

‘‘(15) CONTRIBUTIONS OF CLOTHING AND 
HOUSEHOLD ITEMS.— 

‘‘(A) IN GENERAL.—In the case of an indi-
vidual, partnership, or S corporation, the de-
duction allowed under subsection (a) for any 
contribution of clothing or household items 
with respect to which the donor has not ob-
tained a qualified appraisal shall be— 

‘‘(i) in the case of an item which is in good 
used condition or better, no more than the 
amount assigned to such item under sub-
paragraph (B) for such year, 

‘‘(ii) except as provided by clause (iii), in 
the case of an item which is not in good used 
condition or better, no more than 20 percent 
of the amount assigned to such item under 
subparagraph (B) for such year, and 
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‘‘(iii) in the case of an item which is not 

functional with respect to the use for which 
it was designed, zero. 

‘‘(B) ASSIGNED VALUES.—Each year the Sec-
retary shall publish an itemized list of cloth-
ing and household items and shall assign an 
amount with respect to each item on the list 
which represents the fair market value of 
such item in good used condition. 

‘‘(C) EXCEPTION FOR ITEMS SOLD BY THE 
DONEE.—Subparagraph (A) shall not apply to 
any contribution of clothing or household 
items for which a deduction of more than 
$500 is claimed if— 

‘‘(i) the donee sells the clothing or house-
hold items before the earlier of— 

‘‘(I) the due date (including extensions) for 
filing the return of tax for the taxable year 
of the donor in which the contribution was 
made, or 

‘‘(II) the date on which such return was 
filed, 

‘‘(ii) the donee reports the sales price of 
the clothing or household items to the 
donor, and 

‘‘(iii) the amount claimed as a deduction 
with respect to such clothing or household 
items does not exceed the amount of the 
sales price reported to the donor. 

‘‘(D) HOUSEHOLD ITEMS.—For purposes of 
this paragraph— 

‘‘(i) IN GENERAL.—The term ‘household 
items’ includes furniture, furnishings, elec-
tronics, appliances, linens, and other similar 
items. 

‘‘(ii) EXCLUDED ITEMS.—Such term does not 
include— 

‘‘(I) food, 
‘‘(II) paintings, antiques, and other objects 

of art, 
‘‘(III) jewelry and gems, and 
‘‘(IV) collections. 
‘‘(E) SPECIAL RULE FOR PASS-THRU ENTI-

TIES.—In the case of a partnership or S cor-
poration, this paragraph shall be applied at 
the entity level, except that the deduction 
shall be denied at the partner or shareholder 
level.’’. 

(b) SUBSTANTIATION.— 
(1) ITEMS OF $250 OR MORE.—Subparagraph 

(B) of section 170(f)(8) is amended by insert-
ing after clause (iii) the following new 
clause: 

‘‘(iv) In the case of a contribution con-
sisting of clothing or household items, the 
number of items contributed, an indication 
of the condition of each item, a description 
of the type of item contributed, and a copy 
of the list published under paragraph (15)(B) 
or an instruction on how to obtain such 
list.’’. 

(2) ITEMS OF $500 OR MORE.—Subparagraph 
(B) of section 170(f)(11) is amended by insert-
ing ‘‘, the information contained in the ac-
knowledgment required under paragraph (8) 
in the case of any contribution of clothing or 
household items,’’ after ‘‘a description of 
such property’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made after December 31, 2006. 
SEC. 218. MODIFICATION OF RECORDKEEPING 

REQUIREMENTS FOR CERTAIN 
CHARITABLE CONTRIBUTIONS. 

(a) RECORDKEEPING REQUIREMENT.—Sub-
section (f) of section 170, as amended by this 
Act, is amended by adding at the end the fol-
lowing new paragraph: 

‘‘(16) RECORDKEEPING.—No deduction shall 
be allowed under subsection (a) for any con-
tribution of a cash, check, or other monetary 
gift unless the donor maintains as a record 
of such contribution— 

‘‘(A) a cancelled check, or 
‘‘(B) a receipt or a letter or other written 

communication from the donee showing the 
name of the donee organization, the date of 

the contribution, and the amount of the con-
tribution.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to contribu-
tions made in taxable years beginning after 
the date of the enactment of this Act. 
SEC. 219. CONTRIBUTIONS OF FRACTIONAL IN-

TERESTS IN TANGIBLE PERSONAL 
PROPERTY. 

(a) INCOME TAX.—Section 170 (relating to 
charitable, etc., contributions and gifts), as 
amended by this Act, is amended by redesig-
nating subsection (p) as subsection (q) and 
by inserting after subsection (o) the fol-
lowing new subsection: 

‘‘(p) SPECIAL RULES FOR FRACTIONAL 
GIFTS.— 

‘‘(1) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(A) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(i) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(ii) the fair market value of the property 
at the time of the additional contribution. 

‘‘(B) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(i) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means any chari-
table contribution by the taxpayer of any in-
terest in property with respect to which the 
taxpayer has previously made an initial frac-
tional contribution. 

‘‘(ii) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any taxpayer, the 
first charitable contribution of an undivided 
portion of the taxpayer’s entire interest in 
any tangible personal property. 

‘‘(2) RECAPTURE OF DEDUCTION IN CERTAIN 
CASES.— 

‘‘(A) IN GENERAL.—The Secretary shall pro-
vide for the recapture of an amount equal to 
the amount of any deduction allowed under 
this section (plus interest) with respect to 
any contribution of an undivided interest of 
a taxpayer’s entire interest in property in 
any case where such property is not in the 
physical possession of the donee during any 
applicable period for a period of time which 
bears substantially the same ratio to 1 year 
as— 

‘‘(i) the percentage of the undivided inter-
est of the donee in the property (determined 
on the day after such contribution was 
made), bears to 

‘‘(ii) 100 percent. 
‘‘(B) APPLICABLE PERIOD.—For purposes of 

subparagraph (A), the term ‘applicable pe-
riod’ means any 1-year period which begins 
on— 

‘‘(i) in the year of the contribution, the 
date of the contribution, and 

‘‘(ii) in any subsequent calendar year, the 
date which corresponds to the date described 
in clause (i). 

‘‘(C) ANTI-ABUSE RULES.—The Secretary 
shall prescribe such regulations as necessary 
to prevent the avoidance of the purposes of 
this paragraph through the transfer of any 
such undivided interest to a third party con-
trolled by the taxpayer.’’. 

(b) ESTATE TAX.—Section 2055 (relating to 
transfers for public, charitable, and religious 
uses) is amended by redesignating subsection 
(g) as subsection (h) and by inserting after 
subsection (f) the following new subsection: 

‘‘(g) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(1) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(A) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(B) the fair market value of the property 
at the time of the additional contribution. 

‘‘(2) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(A) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means a bequest, 
legacy, devise, or transfer described in sub-
section (a) of any interest in a property with 
respect to which the decedent had previously 
made an initial fractional contribution. 

‘‘(B) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any decedent, any 
charitable contribution of an undivided por-
tion of the decedent’s entire interest in any 
tangible personal property for which a de-
duction was allowed under section 170.’’. 

(c) GIFT TAX.—Section 2522 (relating to 
charitable and similar gifts) is amended by 
redesignating subsection (e) as subsection (f) 
and by inserting after subsection (d) the fol-
lowing new subsection: 

‘‘(e) SPECIAL RULES FOR FRACTIONAL 
GIFTS.— 

‘‘(1) VALUATION OF SUBSEQUENT GIFTS.— 
‘‘(A) IN GENERAL.—In the case of any addi-

tional contribution, the fair market value of 
such contribution shall be determined by 
using the lesser of— 

‘‘(i) the fair market value of the property 
at the time of the initial fractional contribu-
tion, or 

‘‘(ii) the fair market value of the property 
at the time of the additional contribution. 

‘‘(B) DEFINITIONS.—For purposes of this 
paragraph— 

‘‘(i) ADDITIONAL CONTRIBUTION.—The term 
‘additional contribution’ means any gift for 
which a deduction is allowed under sub-
section (a) or (b) of any interest in a prop-
erty with respect to which the donor has pre-
viously made an initial fractional contribu-
tion. 

‘‘(ii) INITIAL FRACTIONAL CONTRIBUTION.— 
The term ‘initial fractional contribution’ 
means, with respect to any donor, the first 
gift of an undivided portion of the donor’s 
entire interest in any tangible personal prop-
erty for which a deduction is allowed under 
subsection (a) or (b). 

‘‘(2) RECAPTURE OF DEDUCTION IN CERTAIN 
CASES.— 

‘‘(A) IN GENERAL.—The Secretary shall pro-
vide for the recapture of an amount equal to 
the amount of any deduction allowed under 
this section (plus interest) with respect to 
any contribution of an undivided interest of 
a donor’s entire interest in property in any 
case where such property is not in the phys-
ical possession of the donee during any appli-
cable period for a period of time which bears 
substantially the same ratio to 1 year as— 

‘‘(i) the percentage of the undivided inter-
est of the donee in the property (determined 
on the day after such contribution was 
made), bears to 

‘‘(ii) 100 percent. 
‘‘(B) APPLICABLE PERIOD.—For purposes of 

subparagraph (A), the term ‘applicable pe-
riod’ means any 1-year period which begins 
on— 

‘‘(i) in the year of the contribution, the 
date of the contribution, and 

‘‘(ii) in any subsequent calendar year, the 
date which corresponds to the date described 
in clause (i). 

‘‘(C) ANTI-ABUSE RULES.—The Secretary 
shall prescribe such regulations as necessary 
to prevent the avoidance of the purposes of 
this paragraph though the transfer of any 
such undivided interest to a third party con-
trolled by the donor.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions, bequests, and gifts made after the date 
of the enactment of this Act. 
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SEC. 220. PROVISIONS RELATING TO SUBSTAN-

TIAL AND GROSS OVERSTATEMENTS 
OF VALUATIONS OF CHARITABLE 
DEDUCTION PROPERTY. 

(a) SUBSTANTIAL AND GROSS OVERSTATE-
MENTS OF VALUATIONS OF CHARITABLE DEDUC-
TION PROPERTY.— 

(1) IN GENERAL.—Section 6662 (relating to 
imposition of accuracy-related penalties) is 
amended by adding at the end the following 
new subsection: 

‘‘(i) SPECIAL RULES FOR CHARITABLE DEDUC-
TION PROPERTY.—In the case of charitable de-
duction property (as defined in section 
6664(c)(3)(A))— 

‘‘(1) the determination under subsection 
(e)(1)(A) as to whether there is a substantial 
valuation misstatement under chapter 1 with 
respect to the value of the property shall be 
made by substituting ‘150 percent’ for ‘200 
percent’, and 

‘‘(2) the determination under subsection 
(h)(2)(A)(i) as to whether there is a gross 
valuation misstatement with respect to the 
value of the property shall be made by sub-
stituting ‘200 percent’ for ‘400 percent’ and by 
substituting ‘150 percent’ for ‘200 percent’ in 
applying subsection (e)(1)(A) for purposes of 
such determination.’’. 

(2) ELIMINATION OF REASONABLE CAUSE EX-
CEPTION FOR GROSS MISSTATEMENTS.—Section 
6664(c)(2) (relating to reasonable cause excep-
tion for underpayments) is amended by 
striking ‘‘paragraph (1) shall not apply un-
less’’ and inserting ‘‘paragraph (1) shall not 
apply. The preceding sentence shall not 
apply to a substantial valuation overstate-
ment under chapter 1 if’’. 

(b) PENALTY ON APPRAISERS WHOSE AP-
PRAISALS RESULT IN SUBSTANTIAL OR GROSS 
VALUATION MISSTATEMENTS.— 

(1) IN GENERAL.—Part I of subchapter B of 
chapter 68 (relating to assessable penalties) 
is amended by inserting after section 6695 
the following new section: 
‘‘SEC. 6695A. SUBSTANTIAL AND GROSS VALU-

ATION MISSTATEMENTS ATTRIB-
UTABLE TO INCORRECT APPRAIS-
ALS. 

‘‘(a) IMPOSITION OF PENALTY.—If— 
‘‘(1) a person prepares an appraisal of the 

value of property and such person knows, or 
reasonably should have known, that the ap-
praisal would be used in connection with a 
return or a claim for refund, and 

‘‘(2) the claimed value of the property on a 
return or claim for refund which is based on 
such appraisal results in a substantial valu-
ation misstatement under chapter 1 (within 
the meaning of section 6662(e)), or a gross 
valuation misstatement (within the meaning 
of section 6662(h)), with respect to such prop-
erty, 
then such person shall pay a penalty in the 
amount determined under subsection (b). 

‘‘(b) AMOUNT OF PENALTY.—The amount of 
the penalty imposed under subsection (a) on 
any person with respect to an appraisal shall 
be equal to the lesser of— 

‘‘(1) the greater of— 
‘‘(A) 10 percent of the amount of the under-

payment (as defined in section 6664(a)) at-
tributable to the misstatement described in 
subsection (a)(2), or 

‘‘(B) $1,000, or 
‘‘(2) 125 percent of the gross income re-

ceived by the person described in subsection 
(a)(1) from the preparation of the appraisal. 

‘‘(c) EXCEPTION.—No penalty shall be im-
posed under subsection (a) if the person es-
tablishes to the satisfaction of the Secretary 
that the value established in the appraisal 
was more likely than not the proper value.’’. 

(2) RULES APPLICABLE TO PENALTY.—Sec-
tion 6696 (relating to rules applicable with 
respect to sections 6694 and 6695) is amend-
ed— 

(A) by striking ‘‘6694 and 6695’’ each place 
it appears in the text and heading thereof 
and inserting ‘‘6694, 6695, and 6695A’’, and 

(B) by striking ‘‘6694 or 6695’’ each place it 
appears in the text and inserting ‘‘6694, 6695, 
or 6695A’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6696 and inserting the following 
new items: 
‘‘Sec. 6695A. Substantial and gross valuation 

misstatements attributable to 
incorrect appraisals. 

‘‘Sec. 6696. Rules applicable with respect to 
sections 6694, 6695, and 6695A.’’. 

(c) QUALIFIED APPRAISERS AND APPRAIS-
ALS.— 

(1) IN GENERAL.—Subparagraph (E) of sec-
tion 170(f)(11) is amended to read as follows: 

‘‘(E) QUALIFIED APPRAISAL AND AP-
PRAISER.—For purposes of this paragraph— 

‘‘(i) QUALIFIED APPRAISAL.—The term 
‘qualified appraisal’ means, with respect to 
any property, an appraisal of such property 
which— 

‘‘(I) is treated for purposes of this para-
graph as a qualified appraisal under regula-
tions or other guidance prescribed by the 
Secretary, and 

‘‘(II) is conducted by a qualified appraiser 
in accordance with generally accepted ap-
praisal standards and any regulations or 
other guidance prescribed under subclause 
(I). 

‘‘(ii) QUALIFIED APPRAISER.—Except as pro-
vided in clause (iii), the term ‘qualified ap-
praiser’ means an individual who— 

‘‘(I) has earned an appraisal designation 
from a recognized professional appraiser or-
ganization or has otherwise met minimum 
education and experience requirements set 
forth in regulations prescribed by the Sec-
retary, 

‘‘(II) regularly performs appraisals for 
which the individual receives compensation, 
and 

‘‘(III) meets such other requirements as 
may be prescribed by the Secretary in regu-
lations or other guidance. 

‘‘(iii) SPECIFIC APPRAISALS.—An individual 
shall not be treated as a qualified appraiser 
with respect to any specific appraisal un-
less— 

‘‘(I) the individual demonstrates verifiable 
education and experience in valuing the type 
of property subject to the appraisal, and 

‘‘(II) the individual has not been prohibited 
from practicing before the Internal Revenue 
Service by the Secretary under section 330(c) 
of title 31, United States Code, at any time 
during the 3-year period ending on the date 
of the appraisal.’’. 

(2) REASONABLE CAUSE EXCEPTION.—Sub-
paragraphs (B) and (C) of section 6664(c)(3) 
are amended to read as follows: 

‘‘(B) QUALIFIED APPRAISAL.—The term 
‘qualified appraisal’ has the meaning given 
such term by section 170(f)(11)(E)(i). 

‘‘(C) QUALIFIED APPRAISER.—The term 
‘qualified appraiser’ has the meaning given 
such term by section 170(f)(11)(E)(ii).’’. 

(d) DISCIPLINARY ACTIONS AGAINST AP-
PRAISERS.—Section 330(c) of title 31, United 
States Code, is amended by striking ‘‘with 
respect to whom a penalty has been assessed 
under section 6701(a) of the Internal Revenue 
Code of 1986’’. 

(e) EFFECTIVE DATES.— 
(1) MISSTATEMENT PENALTIES.—Except as 

provided in paragraph (3), the amendments 
made by subsection (a) shall apply to returns 
filed after the date of the enactment of this 
Act. 

(2) APPRAISER PROVISIONS.—Except as pro-
vided in paragraph (3), the amendments 
made by subsections (b), (c), and (d) shall 

apply to appraisals prepared with respect to 
returns or submissions filed after the date of 
the enactment of this Act. 

(3) SPECIAL RULE FOR CERTAIN EASEMENTS.— 
In the case of a contribution of a qualified 
real property interest which is a restriction 
with respect to the exterior of a building de-
scribed in section 170(h)(4)(C)(ii) of the Inter-
nal Revenue Code of 1986, and an appraisal 
with respect to the contribution, the amend-
ments made by subsections (a) and (b) shall 
apply to returns filed after December 16, 
2004. 

SEC. 221. ADDITIONAL STANDARDS FOR CREDIT 
COUNSELING ORGANIZATIONS. 

(a) IN GENERAL.—Section 501 (relating to 
exemption from tax on corporations, certain 
trusts, etc.) is amended by redesignating 
subsection (q) as subsection (r) and by insert-
ing after subsection (p) the following new 
subsection: 

‘‘(q) SPECIAL RULES FOR CREDIT COUN-
SELING ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—An organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose shall 
not be exempt from tax under subsection (a) 
unless such organization is described in para-
graph (3) or (4) of subsection (c) and such or-
ganization is organized and operated in ac-
cordance with the following requirements: 

‘‘(A) The organization— 
‘‘(i) provides credit counseling services tai-

lored to the specific needs and circumstances 
of consumers, 

‘‘(ii) makes no loans to debtors and does 
not negotiate the making of loans on behalf 
of debtors, and 

‘‘(iii) does not promote, or charge any sep-
arate fee for, any service for the purpose of 
improving any consumer’s credit record, 
credit history, or credit rating. 

‘‘(B) The organization does not refuse to 
provide credit counseling services to a con-
sumer due to the inability of the consumer 
to pay, the ineligibility of the consumer for 
debt management plan enrollment, or the 
unwillingness of the consumer to enroll in a 
debt management plan. 

‘‘(C) The organization establishes and im-
plements a fee policy which— 

‘‘(i) requires that any fees charged to a 
consumer for services are reasonable, and 

‘‘(ii) prohibits charging any fee based in 
whole or in part on a percentage of the con-
sumer’s debt, the consumer’s payments to be 
made pursuant to a debt management plan, 
or the projected or actual savings to the con-
sumer resulting from enrolling in a debt 
management plan. 

‘‘(D) At all times the organization has a 
board of directors or other governing body— 

‘‘(i) which is controlled by persons who 
represent the broad interests of the public, 
such as public officials acting in their capac-
ities as such, persons having special knowl-
edge or expertise in credit or financial edu-
cation, and community leaders, 

‘‘(ii) not more than 20 percent of the voting 
power of which is vested in persons who are 
employed by the organization or who will 
benefit financially, directly or indirectly, 
from the organization’s activities (other 
than through the receipt of reasonable direc-
tors’ fees or the repayment of consumer debt 
to creditors other than the credit counseling 
organization or its affiliates), and 

‘‘(iii) not more than 49 percent of the vot-
ing power of which is vested in persons who 
are employed by the organization or who will 
benefit financially, directly or indirectly, 
from the organization’s activities (other 
than through the receipt of reasonable direc-
tors’ fees). 

‘‘(E) The organization does not own more 
than 35 percent of— 
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‘‘(i) the total combined voting power of a 

corporation which is in the business of lend-
ing money, repairing credit, or providing 
debt management plan services, payment 
processing, or similar services, 

‘‘(ii) the profits interest of a partnership 
which is in the business of lending money, 
repairing credit, or providing debt manage-
ment plan services, payment processing, or 
similar services, and 

‘‘(iii) the beneficial interest of a trust or 
estate which is in the business of lending 
money, repairing credit, or providing debt 
management plan services, payment proc-
essing, or similar services. 

‘‘(F) The organization receives no amount 
for providing referrals to others for financial 
services (including debt management serv-
ices) or credit counseling services to be pro-
vided to consumers, and pays no amount to 
others for obtaining referrals of consumers. 

‘‘(2) REQUIREMENTS UNDER SUBSECTION 
(c)(3).—In addition to the requirements 
under paragraph (1), an organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose and 
which is described in paragraph (3) of sub-
section (c) shall not be exempt from tax 
under subsection (a) unless such organiza-
tion is organized and operated in accordance 
with the following requirements: 

‘‘(A) The organization— 
‘‘(i) charges no fees (other than nominal 

fees) for debt management plan services or 
credit counseling services and waives any 
fees if the consumer is unable to pay such 
fees, and 

‘‘(ii) does not solicit contributions from 
consumers during the initial counseling 
process or while the consumer is receiving 
services from the organization. 

‘‘(B) The activities of the organization re-
lated to debt management plan services (in 
the aggregate) do not exceed 25 percent of 
the total activities of the organization ac-
tivities measured by any of the following: 

‘‘(i) The time spent on activities. 
‘‘(ii) The resources dedicated to activities. 
‘‘(iii) The effort expended by the organiza-

tion with respect to activities. 
‘‘(iv) The sources of revenue of the organi-

zation. 
‘‘(v) Any other measures prescribed by the 

Secretary. 
‘‘(3) REQUIREMENTS UNDER SUBSECTION 

(c)(4).—In addition to the requirements 
under paragraph (1), an organization with re-
spect to which the provision of credit coun-
seling services is a substantial purpose and 
which is described in paragraph (4) of sub-
section (c) shall not be exempt from tax 
under subsection (a) unless such organiza-
tion— 

‘‘(A) is organized and operated such that it 
charges no fees (other than nominal fees) for 
credit counseling services and waives any 
fees if the consumer is unable to pay such 
fees, and 

‘‘(B) notifies the Secretary, in such manner 
as the Secretary may by regulations pre-
scribe, that it is applying for recognition as 
a credit counseling organization. 

‘‘(4) SECRETARIAL AUTHORITY.—The Sec-
retary may require any organization de-
scribed in paragraph (1) to submit such infor-
mation as the Secretary requires to verify 
that such organization meets the require-
ments of this section. 

‘‘(5) CREDIT COUNSELING SERVICES; DEBT 
MANAGEMENT PLAN SERVICES.—For purposes 
of this subsection— 

‘‘(A) CREDIT COUNSELING SERVICES.—The 
term ‘credit counseling services’ means— 

‘‘(i) the providing of educational informa-
tion to the general public on budgeting, per-
sonal finance, financial literacy, saving and 
spending practices, and the sound use of con-
sumer credit, 

‘‘(ii) the assisting of individuals and fami-
lies with financial problems by providing 
them with counseling, or 

‘‘(iii) a combination of the activities de-
scribed in clauses (i) and (ii). 

‘‘(B) DEBT MANAGEMENT PLAN SERVICES.— 
The term ‘debt management plan services’ 
means services related to the repayment, 
consolidation, or restructuring of a con-
sumer’s debt, and includes the negotiation 
with creditors of lower interest rates, the 
waiver or reduction of fees, and the mar-
keting and processing of debt management 
plans.’’. 

(b) DEBT MANAGEMENT PLAN SERVICES 
TREATED AS AN UNRELATED BUSINESS.—Sec-
tion 513 (relating to unrelated trade or busi-
ness) is amended by adding at the end the 
following: 

‘‘(j) DEBT MANAGEMENT PLAN SERVICES.— 
The term ‘unrelated trade or business’ in-
cludes— 

‘‘(1) the provision of debt management plan 
services (as defined in section 501(q)(4)(B)) by 
an organization described in section 501(q) to 
the extent such services are not substan-
tially related to the provision of credit coun-
seling services (as defined in section 
501(q)(4)(A)) to a consumer, and 

‘‘(2) the provision of debt management plan 
services (as so defined) by any organization 
other than an organization which meets the 
requirements of section 501(q).’’. 

(c) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to taxable years begin-
ning after the date of the enactment of this 
Act. 

(2) TRANSITION RULE FOR EXISTING ORGANI-
ZATIONS.—In the case of any organization de-
scribed in paragraph (3) or (4) section 501(c) 
of the Internal Revenue Code of 1986 and 
with respect to which the provision of credit 
counseling services is a substantial purpose 
on the date of the enactment of this Act, the 
amendments made by this section shall 
apply to taxable years beginning after the 
date which is 1 year after the date of the en-
actment of this Act. 
SEC. 222. EXPANSION OF THE BASE OF TAX ON 

PRIVATE FOUNDATION NET INVEST-
MENT INCOME. 

(a) GROSS INVESTMENT INCOME.— 
(1) IN GENERAL.—Paragraph (2) of section 

4940(c) (relating to gross investment income) 
is amended by adding at the end the fol-
lowing new sentence: ‘‘Such term shall also 
include income from sources similar to those 
in the preceding sentence.’’. 

(2) CONFORMING AMENDMENT.—Subsection 
(e) of section 509 (relating to gross invest-
ment income) is amended by adding at the 
end the following new sentence: ‘‘Such term 
shall also include income from sources simi-
lar to those in the preceding sentence.’’. 

(b) CAPITAL GAIN NET INCOME.—Paragraph 
(4) of section 4940(c) (relating to capital 
gains and losses) is amended— 

(1) in subparagraph (A), by striking ‘‘used 
for the production of interest, dividends, 
rents, and royalties’’ and inserting ‘‘used for 
the production of gross investment income 
(as defined in paragraph (2))’’, and 

(2) in subparagraph (C), by inserting ‘‘or 
carrybacks’’ after ‘‘carryovers’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 223. DEFINITION OF CONVENTION OR ASSO-

CIATION OF CHURCHES. 
Section 7701 (relating to definitions) is 

amended by redesignating subsection(o) as 
subsection (p) and by inserting after sub-
section (n) the following new subsection: 

‘‘(o) CONVENTION OR ASSOCIATION OF 
CHURCHES.—For purposes of this title, any 

organization which is otherwise a convention 
or association of churches shall not fail to so 
qualify merely because the membership of 
such organization includes individuals as 
well as churches or because individuals have 
voting rights in such organization.’’. 
SEC. 224. NOTIFICATION REQUIREMENT FOR EN-

TITIES NOT CURRENTLY REQUIRED 
TO FILE. 

(a) IN GENERAL.—Section 6033 (relating to 
returns by exempt organizations) is amended 
by redesignating subsection (h) as subsection 
(i) and by inserting after subsection (g) the 
following new subsection: 

‘‘(h) ADDITIONAL NOTIFICATION REQUIRE-
MENTS.—Any organization the gross receipts 
of which in any taxable year result in such 
organization being referred to in subsection 
(a)(3)(A)(ii) or (a)(3)(B)— 

‘‘(1) shall furnish annually, at such time 
and in such manner as the Secretary may by 
forms or regulations prescribe, information 
setting forth— 

‘‘(A) the legal name of the organization, 
‘‘(B) any name under which such organiza-

tion operates or does business, 
‘‘(C) the organization’s mailing address and 

Internet web site address (if any), 
‘‘(D) the organization’s taxpayer identi-

fication number, 
‘‘(E) the name and address of a principal 

officer, and 
‘‘(F) evidence of the continuing basis for 

the organization’s exemption from the filing 
requirements under subsection (a)(1), and 

‘‘(2) upon the termination of the existence 
of the organization, shall furnish notice of 
such termination.’’. 

(b) LOSS OF EXEMPT STATUS FOR FAILURE 
TO FILE RETURN OR NOTICE.—Section 6033 (re-
lating to returns by exempt organizations), 
as amended by subsection (a), is amended by 
redesignating subsection (i) as subsection (j) 
and by inserting after subsection (h) the fol-
lowing new subsection: 

‘‘(i) LOSS OF EXEMPT STATUS FOR FAILURE 
TO FILE RETURN OR NOTICE.— 

‘‘(1) IN GENERAL.—If an organization de-
scribed in subsection (a)(1) or (k) fails to file 
an annual return or notice required under ei-
ther subsection for 3 consecutive years, such 
organization’s status as an organization ex-
empt from tax under section 501(a) shall be 
considered revoked on and after the date set 
by the Secretary for the filing of the third 
annual return or notice. The Secretary shall 
publish and maintain a list of any organiza-
tion the status of which is so revoked. 

‘‘(2) APPLICATION NECESSARY FOR REIN-
STATEMENT.—Any organization the tax-ex-
empt status of which is revoked under para-
graph (1) must apply in order to obtain rein-
statement of such status regardless of 
whether such organization was originally re-
quired to make such an application. 

‘‘(3) RETROACTIVE REINSTATEMENT IF REA-
SONABLE CAUSE SHOWN FOR FAILURE.—If upon 
application for reinstatement of status as an 
organization exempt from tax under section 
501(a), an organization described in para-
graph (1) can show to the satisfaction of the 
Secretary evidence of reasonable cause for 
the failure described in such paragraph, the 
organization’s exempt status may, in the dis-
cretion of the Secretary, be reinstated effec-
tive from the date of the revocation under 
such paragraph.’’. 

(c) NO DECLARATORY JUDGMENT RELIEF.— 
Section 7428(b) (relating to limitations) is 
amended by adding at the end the following 
new paragraph: 

‘‘(4) NONAPPLICATION FOR CERTAIN REVOCA-
TIONS.—No action may be brought under this 
section with respect to any revocation of 
status described in section 6033(i)(1).’’. 

(d) NO INSPECTION REQUIREMENT.—Section 
6104(b) (relating to inspection of annual in-
formation returns), as amended by this Act, 
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CONGRESSIONAL RECORD — SENATE S623 February 2, 2006 
is amended by inserting ‘‘(other than sub-
section (h) thereof)’’ after ‘‘6033’’. 

(e) NO DISCLOSURE REQUIREMENT.—Section 
6104(d)(3) (relating to exceptions from disclo-
sure requirements) is amended by redesig-
nating subparagraph (B) as subparagraph (C) 
and by inserting after subparagraph (A) the 
following new subparagraph: 

‘‘(B) NONDISCLOSURE OF ANNUAL NOTICES.— 
Paragraph (1) shall not require the disclosure 
of any notice required under section 
6033(h).’’. 

(f) NO MONETARY PENALTY FOR FAILURE TO 
NOTIFY.—Section 6652(c)(1) (relating to an-
nual returns under section 6033 or 6012(a)(6)) 
is amended by adding at the end the fol-
lowing new subparagraph: 

‘‘(E) NO PENALTY FOR CERTAIN ANNUAL NO-
TICES.—This paragraph shall not apply with 
respect to any notice required under section 
6033(h).’’. 

(g) SECRETARIAL OUTREACH REQUIRE-
MENTS.— 

(1) NOTICE REQUIREMENT.—The Secretary of 
the Treasury shall notify in a timely manner 
every organization described in section 
6033(h) of the Internal Revenue Code of 1986 
(as added by this section) of the requirement 
under such section 6033(h) and of the penalty 
established under section 6033(i) of such 
Code— 

(A) by mail, in the case of any organization 
the identity and address of which is included 
in the list of exempt organizations main-
tained by the Secretary, and 

(B) by Internet or other means of outreach, 
in the case of any other organization. 

(2) LOSS OF STATUS PENALTY FOR FAILURE 
TO FILE RETURN.—The Secretary of the Treas-
ury shall publicize in a timely manner in ap-
propriate forms and instructions and 
through other appropriate means, the pen-
alty established under section 6033(i) of such 
Code for the failure to file a return under 
section 6033(a)(1) of such Code. 

(h) EFFECTIVE DATE.—The amendments 
made by this section shall apply to notices 
and returns with respect to annual periods 
beginning after 2005. 
SEC. 225. DISCLOSURE TO STATE OFFICIALS OF 

PROPOSED ACTIONS RELATED TO 
EXEMPT ORGANIZATIONS. 

(a) IN GENERAL.—Subsection (c) of section 
6104 is amended by striking paragraph (2) and 
inserting the following new paragraphs: 

‘‘(2) DISCLOSURE OF PROPOSED ACTIONS RE-
LATED TO CHARITABLE ORGANIZATIONS.— 

‘‘(A) SPECIFIC NOTIFICATIONS.—In the case 
of an organization to which paragraph (1) ap-
plies, the Secretary may disclose to the ap-
propriate State officer— 

‘‘(i) a notice of proposed refusal to recog-
nize such organization as an organization de-
scribed in section 501(c)(3) or a notice of pro-
posed revocation of such organization’s rec-
ognition as an organization exempt from 
taxation, 

‘‘(ii) the issuance of a letter of proposed de-
ficiency of tax imposed under section 507 or 
chapter 41 or 42, and 

‘‘(iii) the names, addresses, and taxpayer 
identification numbers of organizations 
which have applied for recognition as organi-
zations described in section 501(c)(3). 

‘‘(B) ADDITIONAL DISCLOSURES.—Returns 
and return information of organizations with 
respect to which information is disclosed 
under subparagraph (A) may be made avail-
able for inspection by or disclosed to an ap-
propriate State officer. 

‘‘(C) PROCEDURES FOR DISCLOSURE.—Infor-
mation may be inspected or disclosed under 
subparagraph (A) or (B) only— 

‘‘(i) upon written request by an appropriate 
State officer, and 

‘‘(ii) for the purpose of, and only to the ex-
tent necessary in, the administration of 
State laws regulating such organizations. 

Such information may only be inspected by 
or disclosed to a person other than the ap-
propriate State officer if such person is an 
officer or employee of the State and is des-
ignated by the appropriate State officer to 
receive the returns or return information 
under this paragraph on behalf of the appro-
priate State officer. 

‘‘(D) DISCLOSURES OTHER THAN BY RE-
QUEST.—The Secretary may make available 
for inspection or disclose returns and return 
information of an organization to which 
paragraph (1) applies to an appropriate State 
officer of any State if the Secretary deter-
mines that such inspection or disclosure may 
facilitate the resolution of Federal or State 
issues relating to the tax-exempt status of 
such organization. 

‘‘(3) DISCLOSURE WITH RESPECT TO CERTAIN 
OTHER EXEMPT ORGANIZATIONS.—Upon written 
request by an appropriate State officer, the 
Secretary may make available for inspection 
or disclosure returns and return information 
of an organization described in paragraph (2), 
(4), (6), (7), (8), (10), or (13) of section 501(c) for 
the purpose of, and to the extent necessary 
in, the administration of State laws regu-
lating the solicitation or administration of 
the charitable funds or charitable assets of 
such organizations. Such information may 
only be inspected by or disclosed to a person 
other than the appropriate State officer if 
such person is an officer or employee of the 
State and is designated by the appropriate 
State officer to receive the returns or return 
information under this paragraph on behalf 
of the appropriate State officer. 

‘‘(4) USE IN CIVIL JUDICIAL AND ADMINISTRA-
TIVE PROCEEDINGS.—Returns and return in-
formation disclosed pursuant to this sub-
section may be disclosed in civil administra-
tive and civil judicial proceedings pertaining 
to the enforcement of State laws regulating 
such organizations in a manner prescribed by 
the Secretary similar to that for tax admin-
istration proceedings under section 
6103(h)(4). 

‘‘(5) NO DISCLOSURE IF IMPAIRMENT.—Re-
turns and return information shall not be 
disclosed under this subsection, or in any 
proceeding described in paragraph (4), to the 
extent that the Secretary determines that 
such disclosure would seriously impair Fed-
eral tax administration. 

‘‘(6) DEFINITIONS.—For purposes of this sub-
section— 

‘‘(A) RETURN AND RETURN INFORMATION.— 
The terms ‘return’ and ‘return information’ 
have the respective meanings given to such 
terms by section 6103(b). 

‘‘(B) APPROPRIATE STATE OFFICER.—The 
term ‘appropriate State officer’ means— 

‘‘(i) the State attorney general, 
‘‘(ii) the State tax officer, 
‘‘(iii) in the case of an organization to 

which paragraph (1) applies, any other State 
official charged with overseeing organiza-
tions of the type described in section 
501(c)(3), and 

‘‘(iv) in the case of an organization to 
which paragraph (3) applies, the head of an 
agency designated by the State attorney 
general as having primary responsibility for 
overseeing the solicitation of funds for chari-
table purposes.’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Subparagraph (A) of section 6103(p)(3) is 

amended by inserting ‘‘an section 6104(c)’’ 
after ‘‘section’’ in the first sentence. 

(2) Paragraph (4) of section 6103(p) is 
amended— 

(A) in the matter preceding subparagraph 
(A), by inserting ‘‘, or any appropriate State 
officer (as defined in section 6104(c)),’’ before 
‘‘or any other person’’, 

(B) in subparagraph (F)(i), by inserting ‘‘or 
any appropriate State officer (as defined in 

section 6104(c)),’’ before ‘‘or any other per-
son’’, and 

(C) in the matter following subparagraph 
(F), by inserting ‘‘, an appropriate State offi-
cer (as defined in section 6104(c)),’’ after ‘‘in-
cluding an agency’’ each place it appears. 

(3) The heading for paragraph (1) of section 
6104(c) is amended by inserting ‘‘FOR CHARI-
TABLE ORGANIZATIONS’’ after ‘‘RULE’’. 

(4) Paragraph (2) of section 7213(a) is 
amended by inserting ‘‘or under section 
6104(c)’’ after ‘‘6103’’. 

(5) Paragraph (2) of section 7213A(a) is 
amended by inserting ‘‘or 6104(c)’’ after 
‘‘6103’’. 

(6) Paragraph (2) of section 7431(a) is 
amended by inserting ‘‘(including any disclo-
sure in violation of section 6014(c)’’ after 
‘‘6103’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on the 
date of the enactment of this Act but shall 
not apply to requests made before such date. 

PART II—IMPROVED ACCOUNTABILITY OF 
DONOR ADVISED FUNDS 

SEC. 231. EXCISE TAX ON SPONSORING ORGANI-
ZATIONS OF DONOR ADVISED FUNDS 
FOR FAILURE TO MEET DISTRIBU-
TION REQUIREMENTS. 

(a) IN GENERAL.—Chapter 42 (relating to 
private foundations and certain other tax-ex-
empt organizations), as amended by this Act, 
is amended by adding at the end the fol-
lowing new subchapter: 

‘‘Subchapter G—Donor Advised Funds 
‘‘Sec. 4967. Taxes on sponsoring organiza-

tions of donor advised funds for 
failure to meet distributions re-
quirements. 

‘‘Sec. 4968. Taxes on prohibited distribu-
tions. 

‘‘Sec. 4969. Taxes on prohibited benefits. 
‘‘SEC. 4967. TAXES ON SPONSORING ORGANIZA-

TIONS OF DONOR ADVISED FUNDS 
FOR FAILURE TO MEET DISTRIBU-
TION REQUIREMENTS. 

‘‘(a) INITIAL TAX.—There is hereby imposed 
on any sponsoring organization a tax equal 
to 30 percent of each of the following 
amounts: 

‘‘(1) The organization level undistributed 
amount of such sponsoring organization 
(other than any organization subject to tax 
under section 4942) for any taxable year 
which has not been distributed before the 
first day of the second (or any succeeding) 
taxable year following such taxable year (if 
such first day falls within the taxable pe-
riod). 

‘‘(2) The fund level undistributed amount 
of any donor advised fund of such sponsoring 
organization for any taxable year which has 
not been distributed before the 181st day of 
the first (or any succeeding) taxable year fol-
lowing the applicable period (if such 181st 
day falls within the taxable period). 

‘‘(3) The illiquid fund undistributed 
amount of any illiquid asset donor advised 
fund of such sponsoring organization for any 
taxable year which has not been distributed 
before the 181st day of the second (or any 
succeeding) taxable year following such tax-
able year (if such 181st day falls within the 
taxable period). 

‘‘(b) ADDITIONAL TAX.—In any case in 
which an initial tax is imposed under sub-
section (a) on any amount, if any portion of 
such amount remains undistributed at the 
close of the taxable period, there is hereby 
imposed a tax equal to 100 percent of the 
amount remaining undistributed at such 
time. 

‘‘(c) ORGANIZATION LEVEL UNDISTRIBUTED 
AMOUNT; FUND LEVEL UNDISTRIBUTED 
AMOUNT; ILLIQUID FUND UNDISTRIBUTED 
AMOUNT.—For purposes of this section— 
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‘‘(1) ORGANIZATION LEVEL UNDISTRIBUTED 

AMOUNT.—The term ‘organization level un-
distributed amount’ means, with respect to 
any sponsoring organization for any taxable 
year, the amount by which— 

‘‘(A) the organization level distributable 
amount for such taxable year, exceeds 

‘‘(B) the qualifying distributions made dur-
ing such taxable year and designated for the 
purpose of reducing such amount. 

‘‘(2) FUND LEVEL UNDISTRIBUTED AMOUNT.— 
The term ‘fund level undistributed amount’ 
means, with respect to any donor advised 
fund of a sponsoring organization for any ap-
plicable period, the amount by which— 

‘‘(A) the fund level distributable amount 
for such applicable period, exceeds 

‘‘(B) the qualifying distributions made dur-
ing such applicable period and designated for 
the purpose of reducing such amount. 

‘‘(3) ILLIQUID FUND UNDISTRIBUTED 
AMOUNT.— 

‘‘(A) IN GENERAL.—The term ‘illiquid fund 
undistributed amount’ means, with respect 
to any illiquid asset donor advised fund of a 
sponsoring organization for any taxable 
year, the amount by which— 

‘‘(i) the illiquid fund distributable amount 
for such taxable year, exceeds 

‘‘(ii) the qualifying distributions made dur-
ing such taxable year and designated for the 
purpose of reducing such amount. 

‘‘(B) ILLIQUID ASSET DONOR ADVISED FUND.— 
The term ‘illiquid asset donor advised fund’ 
means for any taxable year a donor advised 
fund the value of the illiquid assets of which 
(as of the end of the preceding taxable year) 
exceeds 10 percent of the value of the total 
assets of such fund. 

‘‘(C) ILLIQUID ASSET.—The term ‘illiquid 
asset’ means for any taxable year any asset 
other than cash and marketable securities 
the value of which is held for the entire tax-
able year as such asset or any other illiquid 
asset. 

‘‘(d) ORGANIZATION LEVEL DISTRIBUTABLE 
AMOUNT; FUND LEVEL DISTRIBUTABLE 
AMOUNT; ILLIQUID FUND DISTRIBUTABLE 
AMOUNT.—For purposes of this section— 

‘‘(1) ORGANIZATION LEVEL DISTRIBUTABLE 
AMOUNT.—The term ‘organization level dis-
tributable amount’ means, with respect to 
any sponsoring organization for any taxable 
year, an amount equal to the applicable per-
centage of the fair market value of the ag-
gregate assets of all donor advised funds 
maintained by such organization as deter-
mined on the last day of the preceding tax-
able year (other than such funds which have 
been in existence for less than 1 year as so 
determined). 

‘‘(2) FUND LEVEL DISTRIBUTABLE AMOUNT.— 
The term ‘fund level distributable amount’ 
means, with respect to any donor advised 
fund of any sponsoring organization for any 
applicable 3-consecutive taxable year period, 
an amount equal to the greater of— 

‘‘(A) $250, or 
‘‘(B) 2.5 percent of the greater of— 
‘‘(i) the average of the sponsoring organiza-

tion’s required minimum initial contribution 
amount for such period, or 

‘‘(ii) the average of the sponsoring organi-
zation’s required minimum balance for such 
period, 
for the type of donor with respect to such 
donor advised fund. 

‘‘(3) ILLIQUID FUND DISTRIBUTABLE 
AMOUNT.—The term ‘illiquid fund distribut-
able amount’ means, with respect to any il-
liquid asset donor advised fund of any spon-
soring organization for any taxable year, an 
amount equal to the applicable percentage of 
the value of the assets in such fund as deter-
mined at the end of the preceding taxable 
year. 

‘‘(4) APPLICABLE PERCENTAGE.—For pur-
poses of paragraphs (1) and (3), the applicable 
percentage is— 

‘‘(A) 3 percent for the first taxable year be-
ginning after the date of the enactment of 
this section, 

‘‘(B) 4 percent for the second taxable year 
beginning after such date, and 

‘‘(C) 5 percent for any taxable year begin-
ning after the second taxable year beginning 
after such date. 

‘‘(e) QUALIFYING DISTRIBUTION.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying dis-
tribution’ means— 

‘‘(A) any amount paid by the sponsoring 
organization from a donor advised fund— 

‘‘(i) to any organization described in sec-
tion 170(b)(1)(A) (other than any organization 
described in section 509(a)(3) or any spon-
soring organization if such amount is for 
maintenance in a donor advised fund), and 

‘‘(ii) notwithstanding clause (i), to any or-
ganization described section 170(f)(17)(B)(ii), 
but only to the extent not prohibited by reg-
ulations, and 

‘‘(B) any amount set aside in such donor 
advised fund for purposes, and under proce-
dures similar to those, described in section 
4942(g)(2). 
Such term shall also include any amount 
paid during any taxable year for reasonable 
and necessary administrative expenses 
charged to a donor advised fund by a spon-
soring organization. 

‘‘(2) DISTRIBUTIONS TO SPONSORING ORGANI-
ZATIONS.— 

‘‘(A) IN GENERAL.—Except as provided in 
subparagraph (B), such term shall include 
any distribution to a sponsoring organiza-
tion. 

‘‘(B) ORGANIZATION LEVEL DISTRIBUTIONS.— 
For purposes of subsection (c)(1)(B), such 
term shall not include any distribution to a 
sponsoring organization unless such distribu-
tion is designated for use in connection with 
a charitable program of such organization. 

‘‘(3) PURPOSE OF DISTRIBUTION.—Each quali-
fying distribution shall be taken into ac-
count in determining whether each of the re-
quirements of paragraphs (1), (2), and (3) of 
subsection (a) are met, except that only 
qualifying distributions from a donor advised 
fund shall be taken into account in deter-
mining whether the requirements of para-
graphs (2) and (3) of subsection (a) are met 
with respect to the fund. 

‘‘(4) DESIGNATION OF TAXABLE YEAR.— 
‘‘(A) IN GENERAL.—A sponsoring organiza-

tion shall designate the taxable years or ap-
plicable periods with respect to which any 
qualifying distribution shall be applied for 
purposes of satisfying the distribution re-
quirements of such taxable year or applica-
ble period. 

‘‘(B) CARRYOVER OF EXCESS DISTRIBUTION 
DESIGNATIONS.—If a sponsoring organization 
designates an amount of qualifying distribu-
tions in excess of the amount necessary to 
meet the distribution requirements for all 
taxable years and all applicable periods, the 
sponsoring organization may designate such 
excess as a carryover distribution which may 
be applied for purposes of satisfying the dis-
tribution requirements of the succeeding 5 
taxable years. 

‘‘(f) VALUATION RULES.—For purposes of de-
termining the value of any asset held by a 
donor advised fund, the following rules shall 
apply: 

‘‘(1) Securities for which market 
quotations are readily available shall be val-
ued at fair market value determined on a 
monthly basis. 

‘‘(2) Cash shall be determined on an aver-
age monthly basis. 

‘‘(3) Any illiquid asset transferred by a 
donor to a sponsoring organization for main-

tenance in such donor advised fund shall be 
valued in an amount equal to the sum of— 

‘‘(A) the value of such asset claimed by the 
donor for purposes of determining the do-
nor’s deduction under section 170, 2055, or 
2522 with respect to such transfer and re-
ported by the donor to the sponsoring orga-
nization (in any manner specified by the Sec-
retary), and 

‘‘(B) an assumed annual rate of return of 5 
percent of such value. 

‘‘(4) Any illiquid asset purchased by such 
fund shall be valued in an amount equal to— 

‘‘(A) the purchase price paid for such asset 
by such fund, and 

‘‘(B) an assumed annual rate of return of 5 
percent of such value. 

‘‘(g) SPONSORING ORGANIZATION; DONOR AD-
VISED FUND.—For purposes of this sub-
chapter— 

‘‘(1) SPONSORING ORGANIZATION.—The term 
‘sponsoring organization’ means any organi-
zation which— 

‘‘(A) is described in section 170(c) (other 
than in paragraph (1) thereof, and without 
regard to paragraph (2)(A) thereof), and 

‘‘(B) maintains 1 or more donor advised 
funds. 

‘‘(2) DONOR ADVISED FUND.— 
‘‘(A) IN GENERAL.—Except as provided in 

subparagraph (B), the term ‘donor advised 
fund’ means a fund or account— 

‘‘(i) which is separately identified by ref-
erence to contributions of a donor or donors, 

‘‘(ii) which is owned and controlled by a 
sponsoring organization, and 

‘‘(iii) with respect to which a donor or any 
person appointed or designated by such per-
son) has, or reasonably expects to have, advi-
sory privileges with respect to the distribu-
tion or investment of amounts held in such 
fund or account by reason of the donor’s sta-
tus as a donor. 

‘‘(B) EXCEPTION.—The term ‘donor advised 
fund’ shall not include any fund or account 
with respect to which a person described in 
subparagraph (A)(iii) advises as to which in-
dividuals receive grants for travel, study, or 
other similar purposes, but only if— 

‘‘(i) such person’s advisory privileges are 
performed exclusively by such person in the 
person’s capacity as a member of a com-
mittee appointed by the sponsoring organiza-
tion, 

‘‘(ii) no combination of persons described 
in subparagraph (A)(iii) (or persons related 
to such persons) control, directly or indi-
rectly, such committee, and 

‘‘(iii) all grants from such fund or account 
satisfy requirements similar to those de-
scribed in section 4945(g) (concerning grants 
to individuals by private foundations). 

‘‘(C) SECRETARIAL AUTHORITY.—The Sec-
retary may exempt a fund or account from 
treatment as a donor advised fund which— 

‘‘(i) is advised by committee not directly 
or indirectly controlled by the donor or advi-
sor (and any related parties), or 

‘‘(ii) will benefit a single identified organi-
zation or governmental entity or a single 
identified charitable purpose. 

‘‘(h) OTHER DEFINITIONS.—For purposes of 
this section— 

‘‘(1) TAXABLE PERIOD.—The term ‘taxable 
period’ means, with respect to the undistrib-
uted amount for any taxable year, the period 
beginning with the first day of the taxable 
year and ending on the earlier of— 

‘‘(A) the date of mailing of a notice of defi-
ciency with respect to the tax imposed by 
subsection (a) under section 6212, or 

‘‘(B) the date on which the tax imposed by 
subsection (a) is assessed. 

‘‘(2) APPLICABLE PERIOD.—The term ‘appli-
cable period’ means, with respect to any 
donor advised fund of any sponsoring organi-
zation, a 3-consecutive taxable year period 
determined under the following rules: 
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‘‘(A) The first applicable 3-consecutive tax-

able year period for any donor advised fund 
shall begin on the first day of the first tax-
able year of the sponsoring organization be-
ginning after the date such fund has been in 
existence for 1 year. 

‘‘(B) Any applicable 3-consecutive taxable 
year period after the first such period shall 
begin on the day after the termination of 
any preceding applicable 3-consecutive tax-
able year period with respect to such donor 
advised fund. 

‘‘(i) REGULATIONS.—The Secretary may 
issue such regulations as are necessary to 
carry out the purposes of this section, in-
cluding regulations regarding— 

‘‘(1) the acceptable methods for calculating 
the organization level undistributed amount 
for sponsoring organizations, 

‘‘(2) the allowable adjustments in the de-
termination of the value of any illiquid asset 
where the asset value has declined signifi-
cantly after a contribution to, or purchase 
by, the donor advised fund, and 

‘‘(3) the treatment or disregard of trans-
actions designed to avoid the application of 
the illiquid asset rules, such as through ex-
changes of illiquid assets for other assets. 
‘‘SEC. 4968. TAXES ON PROHIBITED DISTRIBU-

TIONS. 
‘‘(a) IMPOSITION OF TAXES.— 
‘‘(1) ON THE DONOR OR DONOR ADVISOR.— 

There is hereby imposed on the advice of any 
person described in section 4967(g)(2)(A)(iii) 
to have a sponsoring organization of a donor 
advised fund make a taxable distribution 
from such fund a tax equal to 20 percent of 
the amount thereof. The tax imposed by this 
paragraph shall be paid by such person who 
advised the sponsoring organization of the 
donor advised fund to make the distribution. 

‘‘(2) ON THE FUND MANAGEMENT.—There is 
hereby imposed on the agreement of any 
fund manager to the making of a distribu-
tion, knowing that it is a taxable distribu-
tion, a tax equal to 5 percent of the amount 
thereof, unless such agreement is not willful 
and is due to reasonable cause. The tax im-
posed by this paragraph shall be paid by any 
fund manager who agreed to the making of 
the distribution. 

‘‘(b) JOINT AND SEVERAL LIABILITY.—For 
purposes of subsection (a), if more than one 
person is liable under subsection (a)(1) or 
(a)(2) with respect to the making of a taxable 
distribution, all such persons shall be jointly 
and severally liable under such paragraph 
with respect to such distribution. 

‘‘(c) TAXABLE DISTRIBUTION.—For purposes 
of this subsection— 

‘‘(1) IN GENERAL.—The term ‘taxable dis-
tribution’ means any distribution from a 
donor advised fund to any person other than 
the sponsoring organization’s non donor ad-
vised funds or accounts or organizations de-
scribed in section 170(b)(1)(A) (other than 
any organization described in section 
509(a)(3) or any sponsoring organization if 
such amount is for maintenance in a donor 
advised fund). 

‘‘(2) EXCEPTION.—Notwithstanding para-
graph (1), such term shall not include any 
distribution from a donor advised fund to 
any organization described in section 
170(f)(17)(B)(ii) to the extent such distribu-
tion is not prohibited under regulations. 

‘‘(d) FUND MANAGER.—For purposes of this 
subchapter, the term ‘fund manager’ means, 
with respect to any sponsoring organization 
of a donor advised fund— 

‘‘(1) an officer, director, or trustee of such 
sponsoring organization (or an individual 
having powers or responsibilities similar to 
those of officers, directors, or trustees of the 
sponsoring organization), and 

‘‘(2) with respect to any act (or failure to 
act), the employees of the sponsoring organi-

zation having authority or responsibility 
with respect to such act (or failure to act). 
‘‘SEC. 4969. TAXES ON PROHIBITED BENEFITS. 

‘‘(a) IMPOSITION OF TAXES.— 
‘‘(1) ON THE DONOR, DONOR ADVISOR, OR RE-

LATED PERSON.—There is hereby imposed on 
the advice of any person described in sub-
section (c) to have a sponsoring organization 
of a donor advised fund make a distribution 
from such fund which results in such a per-
son receiving, directly or indirectly, a more 
than incidental benefit as a result of such 
distribution, a tax equal to 25 percent of the 
amount of such distribution. The tax im-
posed by this paragraph shall be paid by such 
person who advised the sponsoring organiza-
tion of the donor advised fund to make the 
distribution. 

‘‘(2) ON THE RECIPIENT OF THE BENEFIT.— 
There is hereby imposed on any person de-
scribed in subsection (c) who receives a ben-
efit described in paragraph (1), a tax equal to 
25 percent of the amount of the distribution 
described in paragraph (1). 

‘‘(3) ON THE FUND MANAGEMENT.—There is 
hereby imposed on the agreement of any 
fund manager to the making of a distribu-
tion, knowing that such distribution would 
confer a benefit described in paragraph (1), a 
tax equal to 10 percent of the amount of such 
distribution, unless such agreement is not 
willful and is due to reasonable cause. The 
tax imposed by this paragraph shall be paid 
by any fund manager who agreed to the mak-
ing of the distribution. 

‘‘(b) JOINT AND SEVERAL LIABILITY.—For 
purposes of subsection (a), if more than one 
person is liable under subsection (a)(1), (a)(2), 
or (a)(3) with respect to the making of a dis-
tribution described in subsection (a), all such 
persons shall be jointly and severally liable 
under such paragraph with respect to such 
distribution. 

‘‘(c) DONOR, DONOR ADVISOR, OR RELATED 
PERSON.—A person is described in this sub-
section if such person is described in section 
4958(f)(1)(D) (determined without regard to 
any investment advisor).’’. 

(b) ABATEMENT OF TAXES ALLOWED.—Sec-
tion 4963 is amended— 

(1) by inserting ‘‘4967, 4968, 4969,’’ after 
‘‘4958,’’ each place it appears in subsections 
(a) and (c), 

(2) by inserting ‘‘4967,’’ after ‘‘4958,’’ in sub-
section (b), 

(3) in subsection (d)(2), by striking ‘‘and’’ 
at the end of subparagraph (B), by striking 
the period at the end of subparagraph (C) and 
inserting ‘‘, and’’, and by adding at the end 
the following new subparagraph: 

‘‘(D) in the case of the second tier tax im-
posed by section 4967(b), reducing the 
amount of the undistributed amount to 
zero.’’, and 

(4) in subsection (e)(2), by redesignating 
subparagraphs (C) and (D) as subparagraphs 
(E) and (F), respectively, and by inserting 
after subparagraph (B) the following new 
subparagraphs: 

‘‘(C) in the case of section 4967(a)(1), on the 
first day of the taxable year for which there 
was a failure to distribute, 

‘‘(D) in the case of paragraph (2) or (3) of 
section 4967(a), on the 181st day of the tax-
able year for which there was a failure to 
distribute,’’. 

(c) CONFORMING AMENDMENTS.— 
(1) The table of subchapters for chapter 42, 

as amended by this Act, is amended by add-
ing at the end the following new item: 

‘‘SUBCHAPTER G. DONOR ADVISED FUNDS.’’. 
(2) Section 6213(e) is amended by inserting 

‘‘4967 (relating to taxes on sponsoring organi-
zations of donor advised funds for failure to 
meet distribution requirements),’’ after 
‘‘benefit),’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 

years beginning after the date of the enact-
ment of this Act. 

SEC. 232. PROHIBITED TRANSACTIONS. 

(a) DISQUALIFIED PERSONS.— 
(1) IN GENERAL.—Paragraph (1) of section 

4958(f) is amended by striking ‘‘and’’ at the 
end of subparagraph (B), by striking the pe-
riod at the end of subparagraph (C) and in-
serting ‘‘, and’’, and by adding after subpara-
graph (C) the following new subparagraph: 

‘‘(D) any person who is described in para-
graph (7) with respect to any sponsoring or-
ganization (as defined in section 4967(g)(1)).’’. 

(2) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS TREATED AS DISQUALIFIED 
PERSONS.—Section 4958(f) is amended by add-
ing at the end the following new paragraph: 

‘‘(7) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS WITH RESPECT TO SPONSORING 
ORGANIZATIONS.—For purposes of paragraph 
(1)(D)— 

‘‘(A) IN GENERAL.—A person is described in 
this paragraph if such person— 

‘‘(i) is described in section 4967(g)(2)(A)(iii), 
‘‘(ii) is an investment advisor, 
‘‘(iii) is a member of the family of an indi-

vidual described in clause (i) or (ii), or 
‘‘(iv) is a 35-percent controlled entity (as 

defined in paragraph (3) by substituting ‘per-
sons described in clause (i), (ii), or (iii) of 
paragraph (7)(A)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(B) INVESTMENT ADVISOR.—The term ‘in-
vestment advisor’ means, with respect to 
any sponsoring organization (as defined in 
section 4967(g)(1)), any person (other than an 
employee of such organization) compensated 
by such organization for managing the in-
vestment of, or providing investment advice 
with respect to, assets maintained in donor 
advised funds (as defined in section 
4967(g)(2)) owned by such organization.’’. 

(3) DONORS, DONOR ADVISORS, AND INVEST-
MENT ADVISORS TREATED AS DISQUALIFIED 
PERSONS WITH RESPECT TO A SPONSORING OR-
GANIZATION WHICH IS A PRIVATE FOUNDATION.— 
Section 4946(a)(1) is amended by striking 
‘‘and’’ at the end of subparagraph (H), by 
striking the period at the end of subpara-
graph (I) and inserting ‘‘, and’’, and by add-
ing at the end the following new subpara-
graph: 

‘‘(J) a person described in section 
4958(f)(1)(D).’’. 

(b) CERTAIN TRANSACTIONS TREATED AS EX-
CESS BENEFIT TRANSACTIONS.— 

(1) IN GENERAL.—Section 4958(c) is amended 
by redesignating paragraph (2) as paragraph 
(3) and by inserting after paragraph (1) the 
following new paragraph: 

‘‘(2) SPECIAL RULES FOR DONOR ADVISED 
FUNDS OWNED BY SPONSORING ORGANIZA-
TIONS.—In the case of any donor advised fund 
(as defined in section 4967(g)(2)) of a spon-
soring organization (as defined in section 
4967(g)(1))— 

‘‘(A) the term ‘excess benefit transaction’ 
includes any grant, loan, compensation, or 
other payment from such fund to a person 
described in subsection (f)(1)(D) (determined 
without regard to any investment advisor) 
with respect to such fund, and 

‘‘(B) the term ‘excess benefit’ includes, 
with respect to any transaction described in 
subparagraph (A), the amount of any such 
grant, loan, compensation, or other pay-
ment. 

Notwithstanding the last sentence of sub-
section (e), a sponsoring organization shall 
be treated as an applicable tax-exempt orga-
nization to the extent necessary to carry out 
this paragraph.’’. 
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(2) SPECIAL RULE FOR CORRECTION OF TRANS-

ACTION.—Section 4958(f)(6) is amended by in-
serting ‘‘, except that in the case of any cor-
rection of an excess benefit transaction de-
scribed in subsection (c)(2), no amount re-
paid in a manner prescribed by the Secretary 
may be held in, or credited to, any donor ad-
vised fund’’ after ‘‘standards’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 233. TREATMENT OF CHARITABLE CON-

TRIBUTION DEDUCTIONS TO DONOR 
ADVISED FUNDS. 

(a) INCOME.—Section 170(f) (relating to dis-
allowance of deduction in certain cases and 
special rules), as amended by this Act, is 
amended by adding at the end the following 
new paragraph: 

‘‘(17) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3), (4), or (5) of sub-
section (c) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of paragraph 
(8)(C) from the sponsoring organization that 
such organization has exclusive legal control 
over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-
nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(b) ESTATE.—Section 2055(e) is amended by 
adding at the end the following new para-
graph: 

‘‘(5) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3) or (4) of subsection 
(a) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of section 
170(f)(8)(C)) from the sponsoring organization 
that such organization has exclusive legal 
control over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-

nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(c) GIFT.—Section 2522(c) is amended by 
adding at the end the following new para-
graph: 

‘‘(13) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.— 

‘‘(A) IN GENERAL.—A deduction otherwise 
allowed under subsection (a) for any con-
tribution to a sponsoring organization (as 
defined in section 4967(g)(1)) to be main-
tained in any donor advised fund (as defined 
in section 4967(g)(2)) of such organization 
shall only be allowed if— 

‘‘(i) such sponsoring organization is not de-
scribed in paragraph (3) or (4) of subsection 
(a) or section 509(a)(3), and 

‘‘(ii) the taxpayer obtains a contempora-
neous written acknowledgment (determined 
under rules similar to the rules of section 
170(f)(8)(C)) from the sponsoring organization 
that such organization has exclusive legal 
control over the assets contributed. 

‘‘(B) CONTRIBUTIONS TO TYPE I OR TYPE II 
SUPPORTING ORGANIZATIONS.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
paragraph (A)(i), a contribution to a spon-
soring organization (as so defined) described 
in clause (ii) to be maintained in any donor 
advised fund (as so defined) of such organiza-
tion shall be allowed to the extent not pro-
hibited by regulations. 

‘‘(ii) ORGANIZATION DESCRIBED.—An organi-
zation is described in this clause if the orga-
nization meets the requirements of subpara-
graphs (A) and (C) of section 509(a)(3) and is— 

‘‘(I) operated, supervised, or controlled by 
one or more organizations described in para-
graph (1) or (2) of section 509(a), or 

‘‘(II) supervised or controlled in connection 
with one or more such organizations.’’. 

(d) REGULATIONS.—The regulations pre-
scribed under sections 170(f)(17)(B)(i), 
2055(e)(5)(B)(i), 2522(c)(13)(B)(i), 
4967(e)(i)(A)(ii), and 4968(c)(2) of the Internal 
Revenue Code of 1986 shall deny a deduction 
for contributions to sponsoring organiza-
tions (as defined in section 4967(g)(1) of such 
Code) which are described in section 
170(f)(17)(B)(ii) of such Code and shall apply 
excise taxes to distributions from donor ad-
vised funds (as defined in section 4967(g)(2) of 
such Code) and sponsoring organizations (as 
so defined) to organizations so described in 
cases where the donor of the contributions or 
the donor or donor advisor of the amounts 
distributed directly or indirectly controls a 
supported organization (as defined in section 
509(f)(3) of such Code) of such organization. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to contribu-
tions made after the date which is 180 days 
after the date of the enactment of this Act. 
SEC. 234. RETURNS OF, AND APPLICATIONS FOR 

RECOGNITION BY, SPONSORING OR-
GANIZATIONS. 

(a) MATTERS INCLUDED ON RETURNS.— 
(1) IN GENERAL.—Section 6033, as amended 

by this Act, is amended by redesignating 
subsection (j) as subsection (k) and by insert-
ing after subsection (i) the following new 
subsection: 

‘‘(j) ADDITIONAL PROVISIONS RELATING TO 
SPONSORING ORGANIZATIONS.—Every organi-
zation described in section 4967(g)(1) shall, on 
the return required under subsection (a) for 
the taxable year— 

‘‘(1) list the total number of donor advised 
funds (as defined in section 4967(g)(2)) it owns 
at the end of such taxable year, 

‘‘(2) indicate the aggregate value of assets 
held in such funds at the end of such taxable 
year, and 

‘‘(3) indicate the aggregate contributions 
to and grants made from such funds during 
such taxable year.’’. 

(2) EXTENSION OF STATUTE OF LIMITA-
TIONS.—Section 6501(c) is amended by adding 
at the end the following new paragraph: 

‘‘(11) DONOR ADVISED FUNDS.—If a spon-
soring organization (as defined in section 
4967(g)(1)) fails to include on any return for 
any taxable year any information with re-
spect to any donor advised fund of such orga-
nization which is required under section 
6033(j) to be included with such return, the 
time for assessment of any tax imposed 
under subchapter G of chapter 42 with re-
spect to any distribution from such donor 
advised fund shall not expire before the date 
which is 3 years after the date on which the 
secretary is furnished the information so re-
quired.’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to re-
turns filed for taxable years ending after the 
date of the enactment of this Act. 

(b) MATTERS INCLUDED ON EXEMPT STATUS 
APPLICATION.— 

(1) IN GENERAL.—Section 508 is amended by 
adding at the end the following new sub-
section: 

‘‘(f) ADDITIONAL PROVISIONS RELATING TO 
SPONSORING ORGANIZATIONS.—A sponsoring 
organization (as defined in section 4967(g)(1)) 
shall give notice to the Secretary (in such 
manner as the Secretary may provide) 
whether such organization maintains or in-
tends to maintain donor advised funds (as de-
fined in section 4967(g)(2)) and the manner in 
which such organization plans to operate 
such funds.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by this subsection shall apply to orga-
nizations applying for tax-exempt status 
after the date of the enactment of this Act. 

PART III—IMPROVED ACCOUNTABILITY 
OF SUPPORTING ORGANIZATIONS 

SEC. 241. REQUIREMENTS FOR SUPPORTING OR-
GANIZATIONS. 

(a) TYPES OF SUPPORTING ORGANIZATIONS.— 
Subparagraph (B) of section 509(a)(3) is 
amended to read as follows: 

‘‘(B) is— 
‘‘(i) operated, supervised, or controlled by 

one or more organizations described in para-
graph (1) or (2), 

‘‘(ii) supervised or controlled in connection 
with one or more such organizations, or 

‘‘(iii) operated in connection with one or 
more such organizations, and’’. 

(b) REQUIREMENTS FOR SUPPORTING ORGANI-
ZATIONS.—Section 509 (relating to private 
foundation defined) is amended by adding at 
the end the following new subsection: 

‘‘(f) REQUIREMENTS FOR SUPPORTING ORGA-
NIZATIONS.— 

‘‘(1) TYPE III SUPPORTING ORGANIZATIONS.— 
For purposes of subsection (a)(3)(B)(iii), an 
organization shall not be considered to be 
operated in connection with any organiza-
tion described in paragraph (1) or (2) of sub-
section (a) unless such organization meets 
the following requirements: 

‘‘(A) APPLICATION REQUIREMENT.—The orga-
nization provides to the Secretary, as a part 
of any notification filed under section 508(a) 
after the date of the enactment of this sub-
section, a letter from each supported organi-
zation acknowledging that the supported or-
ganization has been designated by such orga-
nization as a supported organization. 

‘‘(B) RESPONSIVENESS.—For each taxable 
year beginning after the date of the enact-
ment of this subsection, the organization 
provides to each supported organization such 
information as the Secretary may require to 
ensure that such organization is responsive 
to the needs or demands of the supported or-
ganization. 
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‘‘(C) SUPPORTED ORGANIZATIONS.— 
‘‘(i) IN GENERAL.—The organization— 
‘‘(I) is not operated in connection with 

more than 5 supported organizations, and 
‘‘(II) is not operated in connection with 

any supported organization that is not orga-
nized in the United States on any date after 
the date which is 180 days after the date of 
the enactment of this subsection. 

‘‘(ii) SPECIAL RULE FOR EXISTING ORGANIZA-
TIONS.—If the organization is operated in 
connection with more than 5 supported orga-
nizations on the date of the enactment of 
this subsection— 

‘‘(I) clause (i)(I) shall not apply, and 
‘‘(II) the organization may not be operated 

in connection with any other organization 
after such date unless the total number of 
supported organizations is 5 or less. 

‘‘(D) CONTRIBUTIONS TO DONOR ADVISED 
FUNDS.—The organization makes no con-
tributions to or for the use of any donor ad-
vised fund (as defined in section 4967(g)(2)). 

‘‘(2) ORGANIZATIONS CONTROLLED BY DO-
NORS.— 

‘‘(A) IN GENERAL.—For purposes of sub-
section (a)(3)(B), an organization shall not be 
considered to be— 

‘‘(i) operated, supervised, or controlled by 
any organization described in paragraph (1) 
or (2) of subsection (a), or 

‘‘(ii) operated in connection with any orga-
nization described in paragraph (1) or (2) of 
subsection (a), 
if such organization accepts any gift or con-
tribution from any person described in sub-
paragraph (B). 

‘‘(B) PERSON DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a person (other than an organization 
described in paragraph (1), (2), or (4) of sec-
tion 509(a)) who controls, directly or indi-
rectly, either alone or together with persons 
described in clauses (ii) and (iii), the gov-
erning body of a supported organization, 

‘‘(ii) a member of the family (determined 
under section 4958(f)(4)) of an individual de-
scribed in clause (i), or 

‘‘(iii) a 35-percent controlled entity (as de-
fined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 509(f)(2)(B)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(3) SUPPORTED ORGANIZATION.—For pur-
poses of this subsection, the term ‘supported 
organization’ means, with respect to an or-
ganization described in subsection (a)(3), an 
organization described in paragraph (1) or (2) 
of subsection (a)— 

‘‘(A) for whose benefit the organization de-
scribed in subsection (a)(3) is organized and 
operated, or 

‘‘(B) with respect to which the organiza-
tion performs the functions of, or carries out 
the purposes of.’’. 

(c) CHARITABLE TRUSTS WHICH ARE TYPE III 
SUPPORTING ORGANIZATIONS.—For purposes of 
section 509(a)(3)(B)(iii) of the Internal Rev-
enue Code of 1986, an organization which is a 
trust shall not be considered to be operated 
in connection with any organization de-
scribed in paragraph (1) or (2) of section 
509(a) of such Code solely because— 

(1) it is a charitable trust under State law, 
(2) the supported organization (as defined 

in section 509(f)(3) of such Code) is a bene-
ficiary of such trust, and 

(3) the supported organization (as so de-
fined) has the power to enforce the trust and 
compel an accounting. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on the 
date of the enactment of this Act. 

SEC. 242. EXCISE TAX ON SUPPORTING ORGANI-
ZATIONS FOR FAILURE TO MEET 
DISTRIBUTION REQUIREMENTS. 

(a) IN GENERAL.—Subchapter D of chapter 
42 (relating to failure by certain charitable 
organizations to meet certain qualification 
requirements) is amended by adding at the 
end the following new section: 
‘‘SEC. 4959. TAXES ON CERTAIN SUPPORTING OR-

GANIZATIONS FAILING TO MEET DIS-
TRIBUTION REQUIREMENTS. 

‘‘(a) INITIAL TAX.—There is hereby imposed 
on the undistributed income of any type III 
supporting organization for any taxable 
year, which has not been distributed before 
the first day of the second (or any suc-
ceeding) taxable year following such taxable 
year (if such first day falls within the tax-
able period), a tax equal to 30 percent of the 
amount of such income remaining undistrib-
uted at the beginning of such second (or suc-
ceeding) taxable year. 

‘‘(b) ADDITIONAL TAX.—In any case in 
which an initial tax is imposed under sub-
section (a) on the undistributed income of a 
type III supporting organization for any tax-
able year, if any portion of such income re-
mains undistributed at the close of the tax-
able period, there is hereby imposed a tax 
equal to 100 percent of the amount remaining 
undistributed at such time. 

‘‘(c) UNDISTRIBUTED INCOME.—For purposes 
of this section, the term ‘undistributed in-
come’ means, with respect to any type III 
supporting organization for any taxable year 
as of any time, the amount by which— 

‘‘(1) the distributable amount for such tax-
able year, exceeds 

‘‘(2) the qualifying distributions made be-
fore such time out of such distributable 
amount. 

‘‘(d) DISTRIBUTABLE AMOUNT.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—the term ‘distributable 
amount’ means, with respect to any type III 
supporting organization for any taxable 
year, an amount equal to the sum of— 

‘‘(A) the greater of— 
‘‘(i) 85 percent of the adjusted net income 

(as defined in section 4942(f)) of the type III 
supporting organization for the preceding 
taxable year, or 

‘‘(ii) the applicable percentage of the fair 
market value of the aggregate assets of such 
organization (other than assets used or held 
to perform the functions of, or carry out the 
purposes of, a supported organization) on the 
last day of the preceding taxable year, and 

‘‘(B) any amount received during the pre-
ceding taxable year which is a repayment of 
amounts paid by the organization in any 
prior taxable year to a supported organiza-
tion exclusively for the benefit of such sup-
ported organization or to perform the func-
tions of, or carry out the purposes of such 
supported organization. 

‘‘(2) INVESTMENT ASSETS.—For purposes of 
paragraph (1)(A)(ii), assets held for invest-
ment or for the operation of an unrelated 
trade or business shall not be considered as 
assets used or held to perform the functions 
of, or carry out the purposes of, a supported 
organization. 

‘‘(3) APPLICABLE PERCENTAGE.—For pur-
poses of paragraph (1)(A)(ii), the applicable 
percentage is— 

‘‘(A) 3 percent for the first taxable year be-
ginning after the date of the enactment of 
this section, 

‘‘(B) 4 percent for the second taxable year 
beginning after such date, and 

‘‘(C) 5 percent for any taxable year begin-
ning after the second taxable year beginning 
after such date. 

‘‘(e) QUALIFYING DISTRIBUTION.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying dis-
tribution’ means amounts paid by the type 

III supporting organization to or for the use 
of a supported organization. 

‘‘(2) ADMINISTRATIVE AND OPERATING EX-
PENSES.—Reasonable and necessary adminis-
trative expenses of a type III supporting or-
ganization shall be treated as a qualifying 
distribution to a supported organization. 

‘‘(f) TREATMENT OF QUALIFYING DISTRIBU-
TIONS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), any qualifying distribution 
made during a taxable year shall be treated 
as made— 

‘‘(A) first out of the undistributed income 
of the immediately preceding taxable year (if 
the type III supporting organization was sub-
ject to the tax imposed by this section for 
such preceding taxable year) to the extent 
thereof, and 

‘‘(B) second out of the undistributed in-
come for the taxable year to the extent 
thereof. 
For purposes of this paragraph, distributions 
shall be taken into account in the order of 
time in which made. 

‘‘(2) CORRECTION OF DEFICIENT DISTRIBU-
TIONS FOR PRIOR TAXABLE YEARS, ETC.—In the 
case of any qualifying distribution which 
(under paragraph (1)) is not treated as made 
out of the undistributed income of the imme-
diately preceding taxable year, the type III 
supporting organization may elect to treat 
any portion of such distribution as made out 
of the undistributed income of a designated 
prior taxable year. The election shall be 
made by the type III supporting organization 
at such time and in such manner as the Sec-
retary shall by regulations prescribe. 

‘‘(g) ADJUSTMENT OF DISTRIBUTABLE 
AMOUNT WHERE DISTRIBUTIONS DURING PRIOR 
YEARS HAVE EXCEEDED INCOME.— 

‘‘(1) IN GENERAL.—If, for the taxable years 
in the adjustment period for which an orga-
nization is a type III supporting organiza-
tion— 

‘‘(A) the aggregate qualifying distributions 
treated (under subsection (f)) as made out of 
the undistributed income for such taxable 
years, exceeds 

‘‘(B) the distributable amounts for such 
taxable years (determined without regard to 
this subsection), 
then, for purposes of this section (other than 
subsection (f)), the distributable amount for 
the taxable year shall be reduced by an 
amount equal to such excess. 

‘‘(2) TAXABLE YEARS IN ADJUSTMENT PE-
RIOD.—For purposes of paragraph (1), with re-
spect to any taxable year of a type III sup-
porting organization, the taxable years in 
the adjustment period are the taxable years 
(not exceeding 5) beginning after the date of 
the enactment of this section and imme-
diately preceding the taxable year. 

‘‘(h) OTHER DEFINITIONS.—For purposes of 
this section— 

‘‘(1) TAXABLE PERIOD.—The term ‘taxable 
period’ means, with respect to the undistrib-
uted income for any taxable year, the period 
beginning with the first day of the taxable 
year and ending on the earlier of— 

‘‘(A) the date of mailing of a notice of defi-
ciency with respect to the tax imposed by 
subsection (a) under section 6212, or 

‘‘(B) the date on which the tax imposed by 
subsection (a) is assessed. 

‘‘(2) TYPE III SUPPORTING ORGANIZATION.— 
The term ‘type III supporting organization’ 
means an organization which meets the re-
quirements of subparagraphs (A) and (C) of 
section 509(a)(3) and which is operated in 
connection with one or more organizations 
described in paragraph (1) or (2) of section 
509(a). 

‘‘(3) SUPPORTED ORGANIZATION.—The term 
‘supported organization’ has the meaning 
given such term under section 509(f)(3).’’. 
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(b) CONFORMING AMENDMENT.—The table of 

sections for subchapter D of chapter 42 is 
amended by inserting after the item relating 
to section 4958 the following new item: 

‘‘Sec. 4959. Taxes on certain supporting or-
ganizations failing to meet dis-
tribution requirements.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 

SEC. 243. EXCESS BENEFIT TRANSACTIONS. 

(a) IN GENERAL.—Section 4958(c), as amend-
ed by this Act, is amended by redesignating 
paragraph (3) as paragraph (4) and by insert-
ing after paragraph (2) the following new 
paragraph: 

‘‘(3) SPECIAL RULES FOR SUPPORTING ORGA-
NIZATIONS.— 

‘‘(A) IN GENERAL.—In the case of any orga-
nization described in section 509(a)(3)— 

‘‘(i) the term ‘excess benefit transaction’ 
includes— 

‘‘(I) any grant, loan, compensation, or 
other payment provided by such organiza-
tion to a person described in subparagraph 
(B), and 

‘‘(II) any loan provided by such organiza-
tion to a disqualified person (other than an 
organization described in paragraph (1), (2), 
or (4) of section 509(a)), and 

‘‘(ii) the term ‘excess benefit’ includes, 
with respect to any transaction described in 
clause (i), the amount of any such grant, 
loan, compensation, or other payment. 

‘‘(B) PERSON DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a substantial contributor to such orga-
nization, 

‘‘(ii) a member of the family (determined 
under section 4958(f)(4)) of an individual de-
scribed in clause (i), or 

‘‘(iii) a 35-percent controlled entity (as de-
fined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 4958(c)(3)(B)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof). 

‘‘(C) SUBSTANTIAL CONTRIBUTOR.—For pur-
poses of this paragraph— 

‘‘(i) IN GENERAL.—The term ‘substantial 
contributor’ means any person who contrib-
uted or bequeathed an aggregate amount of 
more than $5,000 to the organization, if such 
amount is more than 2 percent of the total 
contributions and bequests received by the 
organization before the close of the taxable 
year of the organization in which the con-
tribution or bequest is received by the orga-
nization from such person. In the case of a 
trust, such term also means the creator of 
the trust. 

‘‘(ii) EXCEPTION.—Such term shall not in-
clude any organization described in para-
graph (1), (2), or (4) of section 509(a).’’. 

(b) DISQUALIFIED PERSONS.—Paragraph (1) 
of section 4958(f), as amended by this Act, is 
amended by striking ‘‘and’’ at the end of sub-
paragraph (D), by striking the period at the 
end of subparagraph (E) and inserting ‘‘, 
and’’, and by adding after subparagraph (D) 
the following new subparagraph: 

‘‘(E) any person who is described in sub-
paragraph (A), (B), or (C) with respect to an 
organization described in section 509(a)(3) 
which is organized and operated exclusively 
for the benefit of, to perform the functions 
of, or to carry out the purposes of the appli-
cable tax-exempt organization.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions occurring after the date of the enact-
ment of this Act. 

SEC. 244. EXCESS BUSINESS HOLDINGS OF SUP-
PORTING ORGANIZATIONS. 

(a) IN GENERAL.—Section 4943 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) APPLICATION OF TAX TO SUPPORTING 
ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—For purposes of this sec-
tion, a qualified supporting organization 
shall be treated as a private foundation. 

‘‘(2) EXCEPTION.—The Secretary may ex-
empt any qualified supporting organization 
from the application of this subsection if the 
Secretary determines that the excess busi-
ness holdings of such organization are con-
sistent with the purpose or function consti-
tuting the basis for its exemption under sec-
tion 501. 

‘‘(3) QUALIFIED SUPPORTING ORGANIZATION.— 
For purposes of this subsection, the term 
‘qualified supporting organization’ means 
any— 

‘‘(A) type III supporting organization (as 
defined in section 4959(h)(2)), or 

‘‘(B) organization which meets the require-
ments of subparagraphs (A) and (C) of sec-
tion 509(a)(3) and which is supervised or con-
trolled in connection with or one or more or-
ganizations described in paragraph (1) or (2) 
of section 509(a), but only if such organiza-
tion accepts any gift or contribution from 
any person described in section 509(f)(2)(B). 

‘‘(4) DISQUALIFIED PERSON.— 
‘‘(A) IN GENERAL.—In applying this section 

to any organization described in section 
509(a)(3), the term ‘disqualified person’ 
means, with respect to the organization— 

‘‘(i) any person who was, at any time dur-
ing the 5-year period ending on date de-
scribed in subsection (a)(2)(A), in a position 
to exercise substantial influence over the af-
fairs of the organization, 

‘‘(ii) any member of the family (deter-
mined under section 4958(f)(4)) of an indi-
vidual described in clause (i), 

‘‘(iii) any 35-percent controlled entity (as 
defined in section 4958(f)(3) by substituting 
‘persons described in clause (i) or (ii) of sec-
tion 4943(e)(2)(A)’ for ‘persons described in 
subparagraph (A) or (B) of paragraph (1)’ in 
subparagraph (A)(i) thereof), 

‘‘(iv) any person described in section 
4958(c)(3)(B), and 

‘‘(v) any organization— 
‘‘(I) which is effectively controlled (di-

rectly or indirectly) by the same person or 
persons who control the organization in 
question, or 

‘‘(II) substantially all of the contributions 
to which were made (directly or indirectly) 
by the same person or persons described in 
subparagraph (B) or a member of their fam-
ily (within the meaning of section 4946(d)) 
who made (directly or indirectly) substan-
tially all of the contributions to the organi-
zation in question. 

‘‘(B) PERSONS DESCRIBED.—A person is de-
scribed in this subparagraph if such person 
is— 

‘‘(i) a substantial contributor to the orga-
nization (as defined in section 4958(c)(3)(C)), 

‘‘(ii) an officer, director, or trustee of the 
organization (or an individual having powers 
or responsibilities similar to those officers, 
directors, or trustees of the organization), or 

‘‘(iii) an owner of more than 20 percent of— 
‘‘(I) the total combined voting power of a 

corporation, 
‘‘(II) the profits interest of a partnership, 

or 
‘‘(III) the beneficial interest of a trust or 

unincorporated enterprise, 
which is a substantial contributor (as so de-
fined) to the organization. 

‘‘(5) SPECIAL RULE FOR CERTAIN HOLDINGS OF 
TYPE III SUPPORTING ORGANIZATIONS.—For 
purposes of this subsection, the term ‘excess 
business holdings’ shall not include any 

holdings of a type III supporting organiza-
tion (as defined in section 4959(h)(2)) in any 
business enterprise if the holdings are held 
for the benefit of the community pursuant to 
the direction of a State attorney general or 
a State official with jurisdiction over the 
type III supporting organization. 

‘‘(6) PRESENT HOLDINGS.—For purposes of 
this subsection, rules similar to the rules of 
paragraphs (4), (5), and (6) of subsection (c) 
shall apply to organizations described in sec-
tion 509(a)(3), except that— 

‘‘(A) ‘the date of the enactment of this sub-
section’ shall be substituted for ‘May 26, 1969’ 
each place it appears in paragraphs (4), (5), 
and (6), and 

‘‘(B) ‘January 1, 2007’ shall be substituted 
for ‘January 1, 1970’ in paragraph (4)(E).’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to taxable 
years beginning after the date of the enact-
ment of this Act. 
SEC. 245. TREATMENT OF AMOUNTS PAID TO SUP-

PORTING ORGANIZATIONS BY PRI-
VATE FOUNDATIONS. 

(a) QUALIFYING DISTRIBUTIONS.—Paragraph 
(4) of section 4942(g) is amended to read as 
follows: 

‘‘(4) LIMITATION ON DISTRIBUTIONS BY NON-
OPERATING PRIVATE FOUNDATIONS TO SUP-
PORTING ORGANIZATIONS.—For purposes of 
this section, the term ‘qualifying distribu-
tion’ shall not include any amount paid by a 
private foundation which is not an operating 
foundation to an organization described in 
section 509(a)(3).’’. 

(b) TAXABLE EXPENDITURES.— 
(1) IN GENERAL.—Subsection (d) of section 

4945 is amended by redesignating paragraphs 
(4) and (5) as paragraphs (5) and (6), respec-
tively, and by inserting after paragraph (3) 
the following new paragraph: 

‘‘(4) to an organization described in section 
509(a)(3),’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Section 4945(d)(5), as redesignated by 

subparagraph (A), is amended— 
(i) by striking ‘‘a grant to an organiza-

tion’’ and inserting ‘‘a grant to any other or-
ganization’’, and 

(ii) by striking ‘‘paragraph (1), (2), or (3) of 
section 509(a)’’ in subparagraph (A) and in-
serting ‘‘paragraph (1) or (2) of section 
509(a)’’. 

(B) Section 4945(f) is amended by striking 
‘‘Subsection (d)(4)’’ in the last sentence 
thereof and inserting ‘‘Subsection (d)(5)’’. 

(C) Section 4945(h) is amended by striking 
‘‘subsection (d)(4)’’ and inserting ‘‘subsection 
(d)(5)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to distribu-
tions and expenditures after the date of the 
enactment of this Act. 
SEC. 246. RETURNS OF SUPPORTING ORGANIZA-

TIONS. 
(a) REQUIREMENT TO FILE RETURN.—Sub-

paragraph (B) of section 6033(a)(3), as redesig-
nated by this Act, is amended by inserting 
‘‘(other than an organization described in 
section 509(a)(3))’’ after ‘‘paragraph (1)’’. 

(b) MATTERS INCLUDED ON RETURNS.—Sec-
tion 6033, as amended by this Act, is amend-
ed by redesignating subsection (k) as sub-
section (l) and by inserting after subsection 
(j) the following new subsection: 

‘‘(k) ADDITIONAL PROVISIONS RELATING TO 
SUPPORTING ORGANIZATIONS.— 

‘‘(1) IN GENERAL.—Every organization de-
scribed in section 509(a)(3) shall, on the re-
turn required under subsection (a)— 

‘‘(A) list the organizations described in sec-
tion 509(a)(3)(A) with respect to which such 
organization provides support, 

‘‘(B) indicate whether the organization 
meets the requirements of clause (i), (ii), or 
(iii) of section 509(a)(3)(B), and 

‘‘(C) certify that the organization meets 
the requirements of section 509(a)(3)(C). 
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‘‘(2) TYPE III SUPPORTING ORGANIZATIONS.— 

Every type III supporting organization (as 
defined in section 4959(h)(2)) shall indicate on 
the return required under subsection (a) for 
the taxable year whether the organization 
has received a letter from each supported or-
ganization (as defined in section 509(f)(3)) 
during the taxable year which— 

‘‘(A) acknowledges that the supporting or-
ganization has designated such organization 
as a supported organization, 

‘‘(B) details the type of support provided 
by the supporting organization, and 

‘‘(C) explains how such support furthers 
the charitable purpose of the supported orga-
nization.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to returns 
filed for taxable years ending after the date 
of the enactment of this Act. 
TITLE III—MISCELLANEOUS PROVISIONS 

SEC. 301. RESTRUCTURING OF NEW YORK LIB-
ERTY ZONE TAX CREDITS. 

(a) IN GENERAL.—Subchapter Y of chapter 1 
is amended by adding at the end the fol-
lowing new section: 
‘‘SEC. 1400M. NEW YORK LIBERTY ZONE TAX 

CREDITS. 
‘‘(a) IN GENERAL.—There shall be allowed 

as a credit against any taxes imposed by this 
title (other than by section 3111(a), section 
3403, or subtitle D) paid or incurred by any 
governmental unit of the State of New York 
and the City of New York, New York (includ-
ing any agency or instrumentality thereof) 
for any calendar year an amount equal to 
the lesser of— 

‘‘(1) the total expenditures during such 
year by such governmental unit for quali-
fying projects, or 

‘‘(2) the amount allocated to such govern-
mental unit for such calendar year under 
subsection (b)(2). 

‘‘(b) QUALIFYING PROJECT.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘qualifying 
project’ means any transportation infra-
structure project, including highways, mass 
transit systems, railroads, airports, ports, 
and waterways, in or connecting with the 
New York Liberty Zone (as defined in section 
1400L(h)), which is designated as a qualifying 
project under this section jointly by the 
Governor of the State of New York and the 
Mayor of the City of New York, New York. 

‘‘(2) DOLLAR LIMITATION.— 
‘‘(A) IN GENERAL.—The Governor of the 

State of New York and the Mayor of the City 
of New York, New York, shall jointly allo-
cate to a governmental unit the amount of 
expenditures which may be taken into ac-
count under subsection (a) for any calendar 
year in the credit period with respect to a 
qualifying project. 

‘‘(B) AGGREGATE LIMIT.—The aggregate 
amount which may be allocated under sub-
paragraph (A) for all calendar years in the 
credit period shall not exceed $2,000,000,000. 

‘‘(C) ANNUAL LIMIT.—The aggregate 
amount which may be allocated under sub-
paragraph (A) for any calendar year in the 
credit period shall not exceed the sum of— 

‘‘(i) $200,000,000, plus 
‘‘(ii) the aggregate amount authorized to 

be allocated under this paragraph for all pre-
ceding calendar years in the credit period 
which was not so allocated. 

‘‘(D) UNALLOCATED AMOUNTS AT END OF 
CREDIT PERIOD.—If, as of the close of the 
credit period, the amount under subpara-
graph (B) exceeds the aggregate amount allo-
cated under subparagraph (A) for all cal-
endar years in the credit period, the Gov-
ernor of the State of New York and the 
Mayor of the City of New York, New York, 
may jointly allocate for any calendar year 
following the credit period for expenditures 

with respect to qualifying projects which 
may be taken into account under subsection 
(a) an amount equal to such excess, reduced 
by the aggregate amount allocated under 
this subparagraph for all preceding calendar 
years. 

‘‘(c) CARRYOVER OF UNUSED ALLOCATIONS.— 
‘‘(1) IN GENERAL.—If the amount allocated 

under subsection (b)(2) to a governmental 
unit for any calendar year exceeds the total 
expenditures for such year by such govern-
mental unit for qualifying projects, the allo-
cation of such governmental unit for the suc-
ceeding calendar year shall be increased by 
the amount of such excess. 

‘‘(2) REALLOCATION.—If a governmental 
unit does not use an amount allocated to it 
under subsection (b)(2) within the time pre-
scribed by the Governor of the State of New 
York and the Mayor of the City of New York, 
New York, then such amount shall after such 
time be treated for purposes of subsection 
(b)(2) in the same manner as if it had never 
been allocated. 

‘‘(d) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this section— 

‘‘(1) CREDIT PERIOD.—The term ‘credit pe-
riod’ means the 10-year period beginning on 
January 1, 2006. 

‘‘(2) TREATMENT OF FUNDS.—Any expendi-
ture for a qualifying project taken into ac-
count for purposes of the credit under this 
section shall be considered State and local 
funds for the purpose of any Federal pro-
gram. 

‘‘(e) REGULATIONS.—The Secretary may 
prescribe such regulations as are necessary 
to ensure compliance with the purposes of 
this section.’’. 

(b) TERMINATION OF CERTAIN NEW YORK 
LIBERTY ZONE BENEFITS.— 

(1) SPECIAL ALLOWANCE AND EXPENSING.— 
Section 1400L(b)(2)(A)(v) is amended by 
striking ‘‘the termination date’’ and insert-
ing ‘‘the date of the enactment of the Tax 
Relief Act of 2005 or the termination date if 
pursuant to a binding contract in effect on 
such enactment date’’. 

(2) LEASEHOLD.—Section 1400L(c)(2)(B) is 
amended by striking ‘‘before January 1, 
2007’’ and inserting ‘‘on or before the date of 
the enactment of the Tax Relief Act of 2005 
or before January 1, 2007, if pursuant to a 
binding contract in effect on such enactment 
date’’. 
SEC. 302. MODIFICATION TO S CORPORATION 

PASSIVE INVESTMENT INCOME 
RULES. 

(a) INCREASED PERCENTAGE LIMIT.—Para-
graph (2) of section 1375(a) is amended by 
striking ‘‘25 percent’’ and inserting ‘‘60 per-
cent’’. 

(b) OTHER PROVISIONS.— 
(1) REPEAL OF EXCESSIVE PASSIVE INCOME AS 

A TERMINATION EVENT.—Section 1362(d) is 
amended by striking paragraph (3). 

(2) CAPITAL GAIN NOT TREATED AS PASSIVE 
INVESTMENT INCOME.—Subsection (b) of sec-
tion 1375 is amended by striking paragraphs 
(3) and (4) and inserting the following new 
paragraph: 

‘‘(3) PASSIVE INVESTMENT INCOME DE-
FINED.— 

‘‘(A) Except as otherwise provided in this 
paragraph, the term ‘passive investment in-
come’ means gross receipts derived from roy-
alties, rents, dividends, interest, and annu-
ities. 

‘‘(B) EXCEPTION FOR INTEREST ON NOTES 
FROM SALES OF INVENTORY.—The term ‘pas-
sive investment income’ shall not include in-
terest on any obligation acquired in the ordi-
nary course of the corporation’s trade or 
business from its sale of property described 
in section 1221(a)(1). 

‘‘(C) TREATMENT OF CERTAIN LENDING OR FI-
NANCE COMPANIES.—If the S corporation 
meets the requirements of section 542(c)(6) 

for the taxable year, the term ‘passive in-
vestment income’ shall not include gross re-
ceipts for the taxable year which are derived 
directly from the active and regular conduct 
of a lending or finance business (as defined in 
section 542(d)(1)). 

‘‘(D) TREATMENT OF CERTAIN DIVIDENDS.—If 
an S corporation holds stock in a C corpora-
tion meeting the requirements of section 
1504(a)(2), the term ‘passive investment in-
come’ shall not include dividends from such 
C corporation to the extent such dividends 
are attributable to the earnings and profits 
of such C corporation derived from the active 
conduct of a trade or business. 

‘‘(E) EXCEPTION FOR BANKS, ETC.—In the 
case of a bank (as defined in section 581) or 
a depository institution holding company (as 
defined in section 3(w)(1) of the Federal De-
posit Insurance Act (12 U.S.C. 1813(w)(1)), the 
term ‘passive investment income’ shall not 
include— 

‘‘(i) interest income earned by such bank 
or company, or 

‘‘(ii) dividends on assets required to be held 
by such bank or company, including stock in 
the Federal Reserve Bank, the Federal Home 
Loan Bank, or the Federal Agricultural 
Mortgage Bank or participation certificates 
issued by a Federal Intermediate Credit 
Bank. 

‘‘(F) COORDINATION WITH SECTION 1374.—The 
amount of passive investment income shall 
be determined by not taking into account 
any recognized built-in gain or loss of the S 
corporation for any taxable year in the rec-
ognition period. Terms used in the preceding 
sentence shall have the same respective 
meanings as when used in section 1374.’’. 

(c) CONFORMING AMENDMENTS.— 
(1) Subparagraph (J) of section 26(b)(2) is 

amended by striking ‘‘25 percent’’ and insert-
ing ‘‘60 percent’’. 

(2) Clause (i) of section 1042(c)(4)(A) is 
amended by striking ‘‘section 1362(d)(3)(C)’’ 
and inserting ‘‘section 1375(b)(3)’’. 

(3) Subparagraph (B) of section 1362(f)(1) is 
amended by striking ‘‘or (3)’’. 

(4) Clause (i) of section 1375(b)(1)(A) is 
amended by striking ‘‘25 percent’’ and insert-
ing ‘‘60 percent’’. 

(5) The heading for section 1375 is amended 
by striking ‘‘25 PERCENT’’ and inserting ‘‘60 
PERCENT’’. 

(6) The item relating to section 1375 in the 
table of sections for part III of subchapter S 
of chapter 1 is amended by striking ‘‘25 per-
cent’’ and inserting ‘‘60 percent’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2006 and 
before October 1, 2009. 
SEC. 303. MODIFICATION OF EFFECTIVE DATE OF 

DISREGARD OF CERTAIN CAPITAL 
EXPENDITURES FOR PURPOSES OF 
QUALIFIED SMALL ISSUE BONDS. 

(a) IN GENERAL.—Section 144(a)(4)(G) is 
amended by striking ‘‘September 30, 2009’’ 
and inserting ‘‘December 31, 2006’’. 

(b) CONFORMING AMENDMENT.—Section 
144(a)(4)(F) is amended by striking ‘‘Sep-
tember 30, 2009’’ and inserting ‘‘December 31, 
2006’’. 
SEC. 304. PREMIUMS FOR MORTGAGE INSUR-

ANCE. 
(a) IN GENERAL.—Section 163(h)(3) (relating 

to qualified residence interest) is amended 
by adding at the end the following new sub-
paragraph: 

‘‘(E) MORTGAGE INSURANCE PREMIUMS 
TREATED AS INTEREST.— 

‘‘(i) IN GENERAL.—Premiums paid or ac-
crued for qualified mortgage insurance by a 
taxpayer during the taxable year in connec-
tion with acquisition indebtedness with re-
spect to a qualified residence of the taxpayer 
shall be treated for purposes of this section 
as interest which is qualified residence inter-
est. 
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‘‘(ii) PHASEOUT.—The amount otherwise 

treated as interest under clause (i) shall be 
reduced (but not below zero) by 10 percent of 
such amount for each $1,000 ($500 in the case 
of a married individual filing a separate re-
turn) (or fraction thereof) that the tax-
payer’s adjusted gross income for the taxable 
year exceeds $100,000 ($50,000 in the case of a 
married individual filing a separate re-
turn).’’. 

(b) DEFINITION AND SPECIAL RULES.—Sec-
tion 163(h)(4) (relating to other definitions 
and special rules) is amended by adding at 
the end the following new subparagraphs: 

‘‘(E) QUALIFIED MORTGAGE INSURANCE.—The 
term ‘qualified mortgage insurance’ means— 

‘‘(i) mortgage insurance provided by the 
Veterans Administration, the Federal Hous-
ing Administration, or the Rural Housing 
Administration, and 

‘‘(ii) private mortgage insurance (as de-
fined by section 2 of the Homeowners Protec-
tion Act of 1998 (12 U.S.C. 4901), as in effect 
on the date of the enactment of this subpara-
graph). 

‘‘(F) SPECIAL RULES FOR PREPAID QUALIFIED 
MORTGAGE INSURANCE.—Any amount paid by 
the taxpayer for qualified mortgage insur-
ance that is properly allocable to any mort-
gage the payment of which extends to peri-
ods that are after the close of the taxable 
year in which such amount is paid shall be 
chargeable to capital account and shall be 
treated as paid in such periods to which so 
allocated. No deduction shall be allowed for 
the unamortized balance of such account if 
such mortgage is satisfied before the end of 
its term. The preceding sentences shall not 
apply to amounts paid for qualified mortgage 
insurance provided by the Veterans Adminis-
tration or the Rural Housing Administra-
tion.’’. 

(c) INFORMATION RETURNS RELATING TO 
MORTGAGE INSURANCE.—Section 6050H (relat-
ing to returns relating to mortgage interest 
received in trade or business from individ-
uals) is amended by adding at the end the 
following new subsection: 

‘‘(h) RETURNS RELATING TO MORTGAGE IN-
SURANCE PREMIUMS.— 

‘‘(1) IN GENERAL.—The Secretary may pre-
scribe, by regulations, that any person who, 
in the course of a trade or business, receives 
from any individual premiums for mortgage 
insurance aggregating $600 or more for any 
calendar year, shall make a return with re-
spect to each such individual. Such return 
shall be in such form, shall be made at such 
time, and shall contain such information as 
the Secretary may prescribe. 

‘‘(2) STATEMENT TO BE FURNISHED TO INDI-
VIDUALS WITH RESPECT TO WHOM INFORMATION 
IS REQUIRED.—Every person required to make 
a return under paragraph (1) shall furnish to 
each individual with respect to whom a re-
turn is made a written statement showing 
such information as the Secretary may pre-
scribe. Such written statement shall be fur-
nished on or before January 31 of the year 
following the calendar year for which the re-
turn under paragraph (1) was required to be 
made. 

‘‘(3) SPECIAL RULES.—For purposes of this 
subsection— 

‘‘(A) rules similar to the rules of sub-
section (c) shall apply, and 

‘‘(B) the term ‘mortgage insurance’ 
means— 

‘‘(i) mortgage insurance provided by the 
Veterans Administration, the Federal Hous-
ing Administration, or the Rural Housing 
Administration, and 

‘‘(ii) private mortgage insurance (as de-
fined by section 2 of the Homeowners Protec-
tion Act of 1998 (12 U.S.C. 4901), as in effect 
on the date of the enactment of this sub-
section).’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or accrued during the period beginning 
after December 31, 2006, and before January 
1, 2008, and properly allocable to such period, 
with respect to mortgage insurance con-
tracts issued after December 31, 2006. 
SEC. 305. SENSE OF THE SENATE ON USE OF NO- 

BID CONTRACTING BY FEDERAL 
EMERGENCY MANAGEMENT AGEN-
CY. 

(a) FINDINGS.—The Senate finds that— 
(1) on September 8, 2005, the Federal Emer-

gency Management Agency announced that 
it had awarded 4 contracts for emergency 
housing relief following Hurricane Katrina 
to The Shaw Group of Baton Rouge, Lou-
isiana, Fluor Corporation of Aliso Viejo, 
California, Bechtel National of San Fran-
cisco, California, and CH2M Hill of Denver, 
Colorado; 

(2) these contracts were awarded with no 
competition from other capable firms, and 
up to $100,000,000 in taxpayer funds were au-
thorized for each of these contracts; 

(3) in the midst of concerns about abusive 
and irresponsible spending of taxpayer funds, 
the Federal Emergency Management Agency 
pledged to re-bid these noncompetitive con-
tracts, with Acting Under Secretary of 
Emergency Preparedness and Response, R. 
David Paulison, stating before the Com-
mittee on Homeland Security and Govern-
ment Affairs of the Senate that ‘‘[a]ll of 
these no-bid contracts, we are going to go 
back and re-bid’’; 

(4) the Federal Emergency Management 
Agency has yet to reopen these 4 contracts 
to competitive bidding, and declared on No-
vember 11, 2005, that these contracts would 
not be reopened for bidding until February 
2006; 

(5) by February 2006, the majority of the 
contracts will have been completed and the 
majority of taxpayer funds will have been 
spent; 

(6) large and politically-connected firms 
continue to benefit from no-bid and limited- 
competition contracts, and contracts are not 
being awarded to capable, local companies; 

(7) according to an analysis in the Wash-
ington Post, companies outside the States 
most affected by Hurricane Katrina have re-
ceived more than 90 percent of the Federal 
contracts for recovery and reconstruction; 

(8) the monitoring of Federal contracting 
practices remains difficult, with a report by 
the San Jose Mercury News stating ‘‘The 
database of contracts is incomplete. Infor-
mation released by Federal agencies is spot-
ty and sporadic. And disclosure of many no- 
bid contracts isn’t required by law’’; and 

(9)(A) there is currently no Chief Financial 
Officer charged with monitoring the flow of 
all funds to the affected areas; and 

(B) the task of financial management is 
spread across disparate Federal departments 
and agencies with inadequate oversight of 
taxpayer funds. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that the Federal Emergency 
Management Agency should— 

(1) immediately rebid noncompetitive con-
tracts entered into following Hurricane 
Katrina, consistent with the commitment of 
the Agency made on October 6, 2005, before 
millions of taxpayer dollars are wasted on ir-
responsible and inefficient spending; 

(2)(A) immediately implement the planned 
competitive contracting strategy of the 
Agency for recovery work in all current and 
future reconstruction efforts; and 

(B) in carrying out that strategy, should 
prioritize local and small disadvantaged 
businesses in the contracting and subcon-
tracting process; and 

(3) immediately after the awarding of a 
contract, publicly disclose the amount and 

competitive or noncompetitive nature of the 
contract. 

SEC. 306. SENSE OF CONGRESS REGARDING 
DOHA ROUND. 

(a) FINDINGS.—The Congress makes the fol-
lowing findings: 

(1) Members of the World Trade Organiza-
tion (WTO) are currently engaged in a round 
of trade negotiations known as the Doha De-
velopment Agenda (Doha Round). 

(2) The Doha Round includes negotiations 
aimed at clarifying and improving dis-
ciplines under the Agreement on Implemen-
tation of Article VI of the General Agree-
ment on Tariffs and Trade 1994 (Antidumping 
Agreement) and the Agreement on Subsidies 
and Countervailing Measures (Subsidies 
Agreement). 

(3) The WTO Ministerial Declaration 
adopted on November 14, 2001 (WTO Paper 
No. WT/MIN(01)/DEC/1) specifically provides 
that the Doha Round negotiations are to pre-
serve the ‘‘basic concepts, principles and ef-
fectiveness’’ of the Antidumping Agreement 
and the Subsidies Agreement. 

(4) In section 2102(b)(14)(A) of the Bipar-
tisan Trade Promotion Authority Act of 2002, 
the Congress mandated that the principal ne-
gotiating objective of the United States with 
respect to trade remedy laws was to ‘‘pre-
serve the ability of the United States to en-
force rigorously its trade laws . . . and avoid 
agreements that lessen the effectiveness of 
domestic and international disciplines on 
unfair trade, especially dumping and sub-
sidies’’. 

(5) The countries that have been the most 
persistent and egregious violators of inter-
national fair trade rules are engaged in an 
aggressive effort to significantly weaken the 
disciplines provided in the Antidumping 
Agreement and the Subsidies Agreement and 
undermine the ability of the United States 
to effectively enforce its trade remedy laws. 

(6) Chronic violators of fair trade dis-
ciplines have put forward proposals that 
would substantially weaken United States 
trade remedy laws and practices, including 
mandating that unfair trade orders termi-
nate after a set number of years even if un-
fair trade and injury are likely to recur, 
mandating that trade remedy duties reflect 
less than the full margin of dumping or sub-
sidization, mandating higher de minimis lev-
els of unfair trade, making cumulation of the 
effects of imports from multiple countries 
more difficult in unfair trade investigations, 
outlawing the critical practice of ‘‘zeroing’’ 
in antidumping investigations, mandating 
the weighing of causes, and mandating other 
provisions that make it more difficult to 
prove injury. 

(7) United States trade remedy laws have 
already been significantly weakened by nu-
merous unjust and activist WTO dispute set-
tlement decisions which have created new 
obligations to which the United States never 
agreed. 

(8) Trade remedy laws remain a critical re-
source for American manufacturers, agricul-
tural producers, and aquacultural producers 
in responding to closed foreign markets, sub-
sidized imports, and other forms of unfair 
trade, particularly in the context of the 
challenges currently faced by these vital sec-
tors of the United States economy. 

(9) The United States had a current ac-
count trade deficit of approximately 
$668,000,000,000 in 2004, including a trade def-
icit of almost $162,000,000,000 with China 
alone, as well as a trade deficit of 
$40,000,000,000 in advanced technology. 

(10) United States manufacturers have lost 
over 3,000,000 jobs since June 2000, and United 
States manufacturing employment is cur-
rently at its lowest level since 1950. 
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(11) Many industries critical to United 

States national security are at severe risk 
from unfair foreign competition. 

(12) The Congress strongly believes that 
the proposals put forward by countries seek-
ing to undermine trade remedy disciplines in 
the Doha Round would result in serious harm 
to the United States economy, including sig-
nificant job losses and trade disadvantages. 

(b) SENSE OF CONGRESS.—It is the sense of 
Congress that— 

(1) the United States should not be a signa-
tory to any agreement or protocol with re-
spect to the Doha Development Round of the 
World Trade Organization negotiations, or 
any other bilateral or multilateral trade ne-
gotiations, that— 

(A) adopts any proposal to lessen the effec-
tiveness of domestic and international dis-
ciplines on unfair trade or safeguard provi-
sions, including proposals— 

(i) mandating that unfair trade orders ter-
minate after a set number of years even if 
unfair trade and injury are likely to recur; 

(ii) mandating that trade remedy duties re-
flect less than the full margin of dumping or 
subsidization; 

(iii) mandating higher de minimis levels of 
unfair trade; 

(iv) making cumulation of the effects of 
imports from multiple countries more dif-
ficult in unfair trade investigations; 

(v) outlawing the critical practice of ‘‘zero-
ing’’ in antidumping investigations; or 

(vi) mandating the weighing of causes or 
other provisions making it more difficult to 
prove injury in unfair trade cases; and 

(B) would lessen in any manner the ability 
of the United States to enforce rigorously its 
trade laws, including the antidumping, coun-
tervailing duty, and safeguard laws; 

(2) the United States trade laws and inter-
national rules appropriately serve the public 
interest by offsetting injurious unfair trade, 
and that further ‘‘balancing modifications’’ 
or other similar provisions are unnecessary 
and would add to the complexity and dif-
ficulty of achieving relief against injurious 
unfair trade practices; and 

(3) the United States should ensure that 
any new agreement relating to international 
disciplines on unfair trade or safeguard pro-
visions fully rectifies and corrects decisions 
by WTO dispute settlement panels or the Ap-
pellate Body that have unjustifiably and 
negatively impacted, or threaten to nega-
tively impact, United States law or practice, 
including a law or practice with respect to 
foreign dumping or subsidization. 
SEC. 307. MODIFICATION OF BOND RULE. 

In the case of bonds issued after the date of 
the enactment of this Act and before August 
31, 2009— 

(1) the requirement of paragraph (1) of sec-
tion 648 of the Deficit Reduction Act of 1984 
(98 Stat. 941) shall be treated as met with re-
spect to the securities or obligations referred 
to in such section if such securities or obli-
gations are held in a fund the annual dis-
tributions from which cannot exceed 7 per-
cent of the average fair market value of the 
assets held in such fund except to the extent 
distributions are necessary to pay debt serv-
ice on the bond issue, 

(2) paragraph (3) of such section shall be 
applied by substituting ‘‘distributions from’’ 
for ‘‘the investment earnings of’’ both places 
it appears, and 

(3) Paragraph (4) of such section shall be 
applied by substituting ‘‘March 1, 1985’’ for 
‘‘October 9, 1969’’. 
SEC. 308. TREATMENT OF CERTAIN STOCK OP-

TION PLANS UNDER NONQUALIFIED 
DEFERRED COMPENSATION RULES. 

(a) IN GENERAL.—The Secretary of the 
Treasury shall modify the regulations under 
section 409A of the Internal Revenue Code of 

1986 to extend to applicable foreign option 
plans the exception under such section for 
incentive stock options under section 422 of 
such Code and options granted under an em-
ployee stock purchase plan meeting the re-
quirements of section 423 of such Code. Such 
extension shall be subject to such terms and 
conditions as may be prescribed in such reg-
ulations. 

(b) APPLICABLE FOREIGN OPTION PLANS.— 
For purposes of subsection (a)— 

(1) IN GENERAL.—The term ‘‘applicable for-
eign option plan’’ means a plan providing for 
the issuance of employee stock options— 

(A) which is established under the laws of 
a foreign jurisdiction, and 

(B) which, under such laws or the terms of 
the plan (or both), is subject to requirements 
substantially similar to the requirements 
under section 422 or 423 of such Code. 

(2) SUBSTANTIALLY SIMILAR.—A plan shall 
not be treated as subject to substantially 
similar requirements under paragraph (1)(B) 
unless— 

(A) the plan is required to cover substan-
tially all employees, 

(B) in the case of an option under an em-
ployee stock purchase plan, the plan is re-
quired to provide an option price which is 
not less than the amount specified in section 
423(b)(6) of such Code, except that such sec-
tion shall be applied by substituting ‘‘80 per-
cent’’ for ‘‘85 percent’’ each place it appears, 

(C) the plan is required to provide coverage 
of individuals who, but for the exception of 
the application of section 409A of such Code 
by reason of this section, would be subject to 
tax under such section with respect to the 
plan, and 

(D) the plan meets such other require-
ments as the Secretary of the Treasury pre-
scribes in the regulations under subsection 
(a). 
SEC. 309. SENSE OF THE SENATE REGARDING 

THE DEDICATION OF EXCESS FUNDS. 
It is the sense of the Senate that any in-

creases in revenues to the Treasury as a re-
sult of this Act and the amendments made 
by this Act that exceed the amounts speci-
fied in the reconciliation instructions shall 
be dedicated to the Low-Income Home En-
ergy Assistance Program, in an amount not 
to exceed the amount which is $2,900,000,000 
more than the funding levels established for 
such Program for fiscal year 2005. 
SEC. 310. MODIFICATION OF TREATMENT OF 

LOANS TO QUALIFIED CONTINUING 
CARE FACILITIES. 

(a) IN GENERAL.—Subsection (g) of section 
7872 is amended to read as follows: 

‘‘(g) EXCEPTION FOR LOANS TO QUALIFIED 
CONTINUING CARE FACILITIES.— 

‘‘(1) IN GENERAL.—This section shall not 
apply for any calendar year to any below- 
market loan owed by a facility which on the 
last day of such year is a continuing care fa-
cility, if such loan was made pursuant to a 
continuing care contract and if the lender 
(or the lender’s spouse) attains age 62 before 
the close of such year. 

‘‘(2) CONTINUING CARE CONTRACT.—For pur-
poses of this section, the term ‘continuing 
care contract’ means a written contract be-
tween an individual and a qualified con-
tinuing care facility under which— 

‘‘(A) the individual or individual’s spouse 
may use a qualified continuing care facility 
for their life or lives, 

‘‘(B) the individual or individual’s spouse 
will be provided with housing in an inde-
pendent living unit (which has additional 
available facilities outside such unit for the 
provision of meals and other personal care), 
an assisted living facility or a nursing facil-
ity, as is available in the continuing care fa-
cility, as appropriate for the health of such 
individual or individual’s spouse, and 

‘‘(C) the individual or individual’s spouse 
will be provided assisted living or nursing 

care as the health of such individual or indi-
vidual’s spouse requires, and as is available 
in the continuing care facility. 

‘‘(3) QUALIFIED CONTINUING CARE FACILITY.— 
‘‘(A) IN GENERAL.—For purposes of this sec-

tion, the term ‘qualified continuing care fa-
cility’ means 1 or more facilities— 

‘‘(i) which are designed to provide services 
under continuing care contracts, 

‘‘(ii) that include an independent living 
unit, plus an assisted living or nursing facil-
ity, or both, and 

‘‘(iii) substantially all of the independent 
living unit residents of which are covered by 
continuing care contracts. 

‘‘(B) NURSING HOMES EXCLUDED.—The term 
‘qualified continuing care facility’ shall not 
include any facility which is of a type which 
is traditionally considered a nursing home.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to loans 
made after December 31, 2005. 
SEC. 311. EXCLUSION OF GAIN FROM SALE OF A 

PRINCIPAL RESIDENCE BY CERTAIN 
EMPLOYEES OF THE INTELLIGENCE 
COMMUNITY. 

(a) IN GENERAL.—Subparagraph (A) of sec-
tion 121(d)(9) (relating to exclusion of gain 
from sale of principal residence) is amended 
by striking ‘‘duty’’ and all that follows and 
inserting ‘‘duty— 

‘‘(i) as a member of the uniformed services, 
‘‘(ii) as a member of the Foreign Service of 

the United States, or 
‘‘(iii) as an employee of the intelligence 

community.’’. 
(b) EMPLOYEE OF INTELLIGENCE COMMUNITY 

DEFINED.—Subparagraph (C) of section 
121(d)(9) is amended by redesignating clause 
(iv) as clause (v) and by inserting after 
clause (iii) the following new clause: 

‘‘(iv) EMPLOYEE OF INTELLIGENCE COMMU-
NITY.—The term ‘employee of the intel-
ligence community’ means an employee (as 
defined by section 2105 of title 5, United 
States Code) of— 

‘‘(I) the Office of the Director of National 
Intelligence, 

‘‘(II) the Central Intelligence Agency, 
‘‘(III) the National Security Agency, 
‘‘(IV) the Defense Intelligence Agency, 
‘‘(V) the National Geospatial-Intelligence 

Agency, 
‘‘(VI) the National Reconnaissance Office, 
‘‘(VII) any other office within the Depart-

ment of Defense for the collection of special-
ized national intelligence through reconnais-
sance programs, 

‘‘(VIII) any of the intelligence elements of 
the Army, the Navy, the Air Force, the Ma-
rine Corps, the Federal Bureau of Investiga-
tion, the Department of Treasury, the De-
partment of Energy, and the Coast Guard, 

‘‘(IX) the Bureau of Intelligence and Re-
search of the Department of State, or 

‘‘(X) any of the elements of the Depart-
ment of Homeland Security concerned with 
the analyses of foreign intelligence informa-
tion.’’. 

(c) SPECIAL RULE.—Subparagraph (C) of 
section 121(d)(9), as amended by subsection 
(b), is amended by adding at the end the fol-
lowing new clause: 

‘‘(vi) SPECIAL RULE RELATING TO INTEL-
LIGENCE COMMUNITY.—An employee of the in-
telligence community shall not be treated as 
serving on qualified extended duty unless— 

‘‘(I) for purposes of such duty such em-
ployee has moved from 1 duty station to an-
other, and 

‘‘(II) at least 1 of such duty stations is lo-
cated outside of the Washington, District of 
Columbia, and Baltimore metropolitan sta-
tistical areas (as defined by the Secretary of 
Commerce).’’. 

(d) CONFORMING AMENDMENT.—The heading 
for section 121(d)(9) is amended by striking 
‘‘MEMBERS OF UNIFORMED SERVICES AND FOR-
EIGN SERVICE’’ and inserting ‘‘UNIFORMED 
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SERVICES, FOREIGN SERVICE, AND INTEL-
LIGENCE COMMUNITY’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to sales or 
exchanges after the date of the enactment of 
this Act. 
TITLE IV—REVENUE OFFSET PROVISIONS 

Subtitle A—Provisions Designed to Curtail 
Tax Shelters 

SEC. 401. UNDERSTATEMENT OF TAXPAYER’S LI-
ABILITY BY INCOME TAX RETURN 
PREPARER. 

(a) STANDARDS CONFORMED TO TAXPAYER 
STANDARDS.—Section 6694(a) (relating to un-
derstatements due to unrealistic positions) 
is amended— 

(1) by striking ‘‘realistic possibility of 
being sustained on its merits’’ in paragraph 
(1) and inserting ‘‘reasonable belief that the 
tax treatment in such position was more 
likely than not the proper treatment’’, 

(2) by striking ‘‘or was frivolous’’ in para-
graph (3) and inserting ‘‘or there was no rea-
sonable basis for the tax treatment of such 
position’’, and 

(3) by striking ‘‘UNREALISTIC’’ in the head-
ing thereof and inserting ‘‘IMPROPER’’. 

(b) AMOUNT OF PENALTY.—Section 6694 is 
amended— 

(1) by striking ‘‘$250’’ in subsection (a) and 
inserting ‘‘$1,000’’, and 

(2) by striking ‘‘$1,000’’ in subsection (b) 
and inserting ‘‘$5,000’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to docu-
ments prepared after the date of the enact-
ment of this Act. 
SEC. 402. FRIVOLOUS TAX SUBMISSIONS. 

(a) CIVIL PENALTIES.—Section 6702 is 
amended to read as follows: 
‘‘SEC. 6702. FRIVOLOUS TAX SUBMISSIONS. 

‘‘(a) CIVIL PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of 
$5,000 if— 

‘‘(1) such person files what purports to be a 
return of a tax imposed by this title but 
which— 

‘‘(A) does not contain information on 
which the substantial correctness of the self- 
assessment may be judged, or 

‘‘(B) contains information that on its face 
indicates that the self-assessment is substan-
tially incorrect; and 

‘‘(2) the conduct referred to in paragraph 
(1)— 

‘‘(A) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(B) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(b) CIVIL PENALTY FOR SPECIFIED FRIVO-
LOUS SUBMISSIONS.— 

‘‘(1) IMPOSITION OF PENALTY.—Except as 
provided in paragraph (3), any person who 
submits a specified frivolous submission 
shall pay a penalty of $5,000. 

‘‘(2) SPECIFIED FRIVOLOUS SUBMISSION.—For 
purposes of this section— 

‘‘(A) SPECIFIED FRIVOLOUS SUBMISSION.— 
The term ‘specified frivolous submission’ 
means a specified submission if any portion 
of such submission— 

‘‘(i) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(ii) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(B) SPECIFIED SUBMISSION.—The term 
‘specified submission’ means— 

‘‘(i) a request for a hearing under— 
‘‘(I) section 6320 (relating to notice and op-

portunity for hearing upon filing of notice of 
lien), or 

‘‘(II) section 6330 (relating to notice and 
opportunity for hearing before levy), and 

‘‘(ii) an application under— 
‘‘(I) section 6159 (relating to agreements 

for payment of tax liability in installments), 

‘‘(II) section 7122 (relating to com-
promises), or 

‘‘(III) section 7811 (relating to taxpayer as-
sistance orders). 

‘‘(3) OPPORTUNITY TO WITHDRAW SUBMIS-
SION.—If the Secretary provides a person 
with notice that a submission is a specified 
frivolous submission and such person with-
draws such submission within 30 days after 
such notice, the penalty imposed under para-
graph (1) shall not apply with respect to such 
submission. 

‘‘(c) LISTING OF FRIVOLOUS POSITIONS.—The 
Secretary shall prescribe (and periodically 
revise) a list of positions which the Sec-
retary has identified as being frivolous for 
purposes of this subsection. The Secretary 
shall not include in such list any position 
that the Secretary determines meets the re-
quirement of section 6662(d)(2)(B)(ii)(II). 

‘‘(d) REDUCTION OF PENALTY.—The Sec-
retary may reduce the amount of any pen-
alty imposed under this section if the Sec-
retary determines that such reduction would 
promote compliance with and administra-
tion of the Federal tax laws. 

‘‘(e) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this sec-
tion shall be in addition to any other penalty 
provided by law.’’. 

(b) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS BEFORE LEVY.— 

(1) FRIVOLOUS REQUESTS DISREGARDED.— 
Section 6330 (relating to notice and oppor-
tunity for hearing before levy) is amended by 
adding at the end the following new sub-
section: 

‘‘(g) FRIVOLOUS REQUESTS FOR HEARING, 
ETC.—Notwithstanding any other provision 
of this section, if the Secretary determines 
that any portion of a request for a hearing 
under this section or section 6320 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(2) PRECLUSION FROM RAISING FRIVOLOUS 
ISSUES AT HEARING.—Section 6330(c)(4) is 
amended— 

(A) by striking ‘‘(A)’’ and inserting 
‘‘(A)(i)’’; 

(B) by striking ‘‘(B)’’ and inserting ‘‘(ii)’’; 
(C) by striking the period at the end of the 

first sentence and inserting ‘‘; or’’; and 
(D) by inserting after subparagraph (A)(ii) 

(as so redesignated) the following: 
‘‘(B) the issue meets the requirement of 

clause (i) or (ii) of section 6702(b)(2)(A).’’. 
(3) STATEMENT OF GROUNDS.—Section 

6330(b)(1) is amended by striking ‘‘under sub-
section (a)(3)(B)’’ and inserting ‘‘in writing 
under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’. 

(c) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS UPON FILING OF NOTICE OF 
LIEN.—Section 6320 is amended— 

(1) in subsection (b)(1), by striking ‘‘under 
subsection (a)(3)(B)’’ and inserting ‘‘in writ-
ing under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’, and 

(2) in subsection (c), by striking ‘‘and (e)’’ 
and inserting ‘‘(e), and (g)’’. 

(d) TREATMENT OF FRIVOLOUS APPLICATIONS 
FOR OFFERS-IN-COMPROMISE AND INSTALL-
MENT AGREEMENTS.—Section 7122 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) FRIVOLOUS SUBMISSIONS, ETC.—Not-
withstanding any other provision of this sec-
tion, if the Secretary determines that any 
portion of an application for an offer-in-com-
promise or installment agreement submitted 
under this section or section 6159 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(e) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6702 and inserting the following 
new item: 
‘‘Sec. 6702. Frivolous tax submissions.’’. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to submis-
sions made and issues raised after the date 
on which the Secretary first prescribes a list 
under section 6702(c) of the Internal Revenue 
Code of 1986, as amended by subsection (a). 
SEC. 403. PENALTY FOR PROMOTING ABUSIVE 

TAX SHELTERS. 
(a) PENALTY FOR PROMOTING ABUSIVE TAX 

SHELTERS.—Section 6700 (relating to pro-
moting abusive tax shelters, etc.) is amend-
ed— 

(1) by redesignating subsections (b) and (c) 
as subsections (d) and (e), respectively, 

(2) by striking ‘‘a penalty’’ and all that fol-
lows through the period in the first sentence 
of subsection (a) and inserting ‘‘a penalty de-
termined under subsection (b)’’, and 

(3) by inserting after subsection (a) the fol-
lowing new subsections: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
be 100 percent of the gross income derived (or 
to be derived) from such activity by the per-
son or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of an activity described in subsection 
(a), each instance in which income was de-
rived by the person or persons subject to 
such penalty, and each person who partici-
pated in such an activity. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to such activity, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection. 

‘‘(c) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(b) CONFORMING AMENDMENT.—Section 
6700(a) is amended by striking the last sen-
tence. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in paragraphs (1) and (2) of 
section 6700(a) of the Internal Revenue Code 
of 1986 and after the date of the enactment of 
this Act. 
SEC. 404. PENALTY FOR AIDING AND ABETTING 

THE UNDERSTATEMENT OF TAX LI-
ABILITY. 

(a) IN GENERAL.—Section 6701(a) (relating 
to imposition of penalty) is amended— 

(1) by inserting ‘‘, or tax liability reflected 
in,’’ after ‘‘the preparation or presentation 
of’’ in paragraph (1), 

(2) by inserting ‘‘aid, assistance, procure-
ment, or advice with respect to such’’ before 
‘‘portion’’ both places it appears in para-
graphs (2) and (3), and 

(3) by inserting ‘‘instance of aid, assist-
ance, procurement, or advice or each such’’ 
before ‘‘document’’ in the matter following 
paragraph (3). 

(b) AMOUNT OF PENALTY.—Subsection (b) of 
section 6701 (relating to penalties for aiding 
and abetting understatement of tax liability) 
is amended to read as follows: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
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be 100 percent of the gross income derived (or 
to be derived) from such aid, assistance, pro-
curement, or advice provided by the person 
or persons subject to such penalty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of aid, assistance, procurement, or ad-
vice described in subsection (a), each in-
stance in which income was derived by the 
person or persons subject to such penalty, 
and each person who made such an under-
statement of the liability for tax. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to providing such aid, assistance, 
procurement, or advice, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection.’’. 

(c) PENALTY NOT DEDUCTIBLE.—Section 6701 
is amended by adding at the end the fol-
lowing new subsection: 

‘‘(g) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be considered an ordinary and necessary 
expense in carrying on a trade or business 
for purposes of this title and shall not be de-
ductible by the person who is subject to such 
penalty or who makes such payment.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to the ac-
tivities described in section 6701(a) of the In-
ternal Revenue Code of 1986 after the date of 
the enactment of this Act. 

Subtitle B—Economic Substance Doctrine 
SEC. 411. CLARIFICATION OF ECONOMIC SUB-

STANCE DOCTRINE. 
(a) IN GENERAL.—Section 7701 is amended 

by redesignating subsection (o) as subsection 
(p) and by inserting after subsection (n) the 
following new subsection: 

‘‘(o) CLARIFICATION OF ECONOMIC SUBSTANCE 
DOCTRINE; ETC.— 

‘‘(1) GENERAL RULES.— 
‘‘(A) IN GENERAL.—In any case in which a 

court determines that the economic sub-
stance doctrine is relevant for purposes of 
this title to a transaction (or series of trans-
actions), such transaction (or series of trans-
actions) shall have economic substance only 
if the requirements of this paragraph are 
met. 

‘‘(B) DEFINITION OF ECONOMIC SUBSTANCE.— 
For purposes of subparagraph (A)— 

‘‘(i) IN GENERAL.—A transaction has eco-
nomic substance only if— 

‘‘(I) the transaction changes in a meaning-
ful way (apart from Federal tax effects) the 
taxpayer’s economic position, and 

‘‘(II) the taxpayer has a substantial nontax 
purpose for entering into such transaction 
and the transaction is a reasonable means of 
accomplishing such purpose. 

In applying subclause (II), a purpose of 
achieving a financial accounting benefit 
shall not be taken into account in deter-
mining whether a transaction has a substan-
tial nontax purpose if the origin of such fi-
nancial accounting benefit is a reduction of 
income tax. 

‘‘(ii) SPECIAL RULE WHERE TAXPAYER RELIES 
ON PROFIT POTENTIAL.—A transaction shall 
not be treated as having economic substance 
by reason of having a potential for profit un-
less— 

‘‘(I) the present value of the reasonably ex-
pected pre-tax profit from the transaction is 
substantial in relation to the present value 
of the expected net tax benefits that would 
be allowed if the transaction were respected, 
and 

‘‘(II) the reasonably expected pre-tax profit 
from the transaction exceeds a risk-free rate 
of return. 

‘‘(C) TREATMENT OF FEES AND FOREIGN 
TAXES.—Fees and other transaction expenses 

and foreign taxes shall be taken into account 
as expenses in determining pre-tax profit 
under subparagraph (B)(ii). 

‘‘(2) SPECIAL RULES FOR TRANSACTIONS WITH 
TAX-INDIFFERENT PARTIES.— 

‘‘(A) SPECIAL RULES FOR FINANCING TRANS-
ACTIONS.—The form of a transaction which is 
in substance the borrowing of money or the 
acquisition of financial capital directly or 
indirectly from a tax-indifferent party shall 
not be respected if the present value of the 
deductions to be claimed with respect to the 
transaction is substantially in excess of the 
present value of the anticipated economic re-
turns of the person lending the money or 
providing the financial capital. A public of-
fering shall be treated as a borrowing, or an 
acquisition of financial capital, from a tax- 
indifferent party if it is reasonably expected 
that at least 50 percent of the offering will be 
placed with tax-indifferent parties. 

‘‘(B) ARTIFICIAL INCOME SHIFTING AND BASIS 
ADJUSTMENTS.—The form of a transaction 
with a tax-indifferent party shall not be re-
spected if— 

‘‘(i) it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
such party’s economic income or gain, or 

‘‘(ii) it results in a basis adjustment or 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this subsection— 

‘‘(A) ECONOMIC SUBSTANCE DOCTRINE.—The 
term ‘economic substance doctrine’ means 
the common law doctrine under which tax 
benefits under subtitle A with respect to a 
transaction are not allowable if the trans-
action does not have economic substance or 
lacks a business purpose. 

‘‘(B) TAX-INDIFFERENT PARTY.—The term 
‘tax-indifferent party’ means any person or 
entity not subject to tax imposed by subtitle 
A. A person shall be treated as a tax-indif-
ferent party with respect to a transaction if 
the items taken into account with respect to 
the transaction have no substantial impact 
on such person’s liability under subtitle A. 

‘‘(C) EXCEPTION FOR PERSONAL TRANS-
ACTIONS OF INDIVIDUALS.—In the case of an 
individual, this subsection shall apply only 
to transactions entered into in connection 
with a trade or business or an activity en-
gaged in for the production of income. 

‘‘(D) TREATMENT OF LESSORS.—In applying 
paragraph (1)(B)(ii) to the lessor of tangible 
property subject to a lease— 

‘‘(i) the expected net tax benefits with re-
spect to the leased property shall not include 
the benefits of— 

‘‘(I) depreciation, 
‘‘(II) any tax credit, or 
‘‘(III) any other deduction as provided in 

guidance by the Secretary, and 
‘‘(ii) subclause (II) of paragraph (1)(B)(ii) 

shall be disregarded in determining whether 
any of such benefits are allowable. 

‘‘(4) OTHER COMMON LAW DOCTRINES NOT AF-
FECTED.—Except as specifically provided in 
this subsection, the provisions of this sub-
section shall not be construed as altering or 
supplanting any other rule of law, and the 
requirements of this subsection shall be con-
strued as being in addition to any such other 
rule of law. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection. Such regulations 
may include exemptions from the applica-
tion of this subsection.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 

SEC. 412. PENALTY FOR UNDERSTATEMENTS AT-
TRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

(a) IN GENERAL.—Subchapter A of chapter 
68 is amended by inserting after section 
6662A the following new section: 
‘‘SEC. 6662B. PENALTY FOR UNDERSTATEMENTS 

ATTRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

‘‘(a) IMPOSITION OF PENALTY.—If a taxpayer 
has an noneconomic substance transaction 
understatement for any taxable year, there 
shall be added to the tax an amount equal to 
40 percent of the amount of such understate-
ment. 

‘‘(b) REDUCTION OF PENALTY FOR DISCLOSED 
TRANSACTIONS.—Subsection (a) shall be ap-
plied by substituting ‘20 percent’ for ‘40 per-
cent’ with respect to the portion of any non-
economic substance transaction understate-
ment with respect to which the relevant 
facts affecting the tax treatment of the item 
are adequately disclosed in the return or a 
statement attached to the return. 

‘‘(c) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘noneconomic 
substance transaction understatement’ 
means any amount which would be an under-
statement under section 6662A(b)(1) if section 
6662A were applied by taking into account 
items attributable to noneconomic sub-
stance transactions rather than items to 
which section 6662A would apply without re-
gard to this paragraph. 

‘‘(2) NONECONOMIC SUBSTANCE TRANS-
ACTION.—The term ‘noneconomic substance 
transaction’ means any transaction if— 

‘‘(A) there is a lack of economic substance 
(within the meaning of section 7701(o)(1)) for 
the transaction giving rise to the claimed 
benefit or the transaction was not respected 
under section 7701(o)(2), or 

‘‘(B) the transaction fails to meet the re-
quirements of any similar rule of law. 

‘‘(d) RULES APPLICABLE TO COMPROMISE OF 
PENALTY.— 

‘‘(1) IN GENERAL.—If the 1st letter of pro-
posed deficiency which allows the taxpayer 
an opportunity for administrative review in 
the Internal Revenue Service Office of Ap-
peals has been sent with respect to a penalty 
to which this section applies, only the Com-
missioner of Internal Revenue may com-
promise all or any portion of such penalty. 

‘‘(2) APPLICABLE RULES.—The rules of para-
graphs (2) and (3) of section 6707A(d) shall 
apply for purposes of paragraph (1). 

‘‘(e) COORDINATION WITH OTHER PEN-
ALTIES.—Except as otherwise provided in this 
part, the penalty imposed by this section 
shall be in addition to any other penalty im-
posed by this title. 

‘‘(f) CROSS REFERENCES.— 

‘‘(1) For coordination of penalty with un-
derstatements under section 6662 and other 
special rules, see section 6662A(e). 

‘‘(2) For reporting of penalty imposed 
under this section to the Securities and Ex-
change Commission, see section 6707A(e).’’. 

(b) COORDINATION WITH OTHER UNDERSTATE-
MENTS AND PENALTIES.— 

(1) The second sentence of section 
6662(d)(2)(A) is amended by inserting ‘‘and 
without regard to items with respect to 
which a penalty is imposed by section 6662B’’ 
before the period at the end. 

(2) Subsection (e) of section 6662A is 
amended— 

(A) in paragraph (1), by inserting ‘‘and non-
economic substance transaction understate-
ments’’ after ‘‘reportable transaction under-
statements’’ both places it appears, 
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(B) in paragraph (2)(A), by inserting ‘‘and a 

noneconomic substance transaction under-
statement’’ after ‘‘reportable transaction un-
derstatement’’, 

(C) in paragraph (2)(B), by inserting ‘‘6662B 
or’’ before ‘‘6663’’, 

(D) in paragraph (2)(C)(i), by inserting ‘‘or 
section 6662B’’ before the period at the end, 

(E) in paragraph (2)(C)(ii), by inserting 
‘‘and section 6662B’’ after ‘‘This section’’, 

(F) in paragraph (3), by inserting ‘‘or non-
economic substance transaction understate-
ment’’ after ‘‘reportable transaction under-
statement’’, and 

(G) by adding at the end the following new 
paragraph: 

‘‘(4) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sub-
section, the term ‘noneconomic substance 
transaction understatement’ has the mean-
ing given such term by section 6662B(c).’’. 

(3) Subsection (e) of section 6707A is 
amended— 

(A) by striking ‘‘or’’ at the end of subpara-
graph (B), and 

(B) by striking subparagraph (C) and in-
serting the following new subparagraphs: 

‘‘(C) is required to pay a penalty under sec-
tion 6662B with respect to any noneconomic 
substance transaction, or 

‘‘(D) is required to pay a penalty under sec-
tion 6662(h) with respect to any transaction 
and would (but for section 6662A(e)(2)(C)) 
have been subject to penalty under section 
6662A at a rate prescribed under section 
6662A(c) or under section 6662B,’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part II of subchapter A of chap-
ter 68 is amended by inserting after the item 
relating to section 6662A the following new 
item: 
‘‘Sec. 6662B. Penalty for understatements 

attributable to transactions 
lacking economic substance, 
etc.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 413. DENIAL OF DEDUCTION FOR INTEREST 

ON UNDERPAYMENTS ATTRIB-
UTABLE TO NONECONOMIC SUB-
STANCE TRANSACTIONS. 

(a) IN GENERAL.—Section 163(m) (relating 
to interest on unpaid taxes attributable to 
nondisclosed reportable transactions) is 
amended— 

(1) by striking ‘‘attributable’’ and all that 
follows and inserting the following: ‘‘attrib-
utable to— 

‘‘(1) the portion of any reportable trans-
action understatement (as defined in section 
6662A(b)) with respect to which the require-
ment of section 6664(d)(2)(A) is not met, or 

‘‘(2) any noneconomic substance trans-
action understatement (as defined in section 
6662B(c)).’’, and 

(2) by inserting ‘‘AND NONECONOMIC SUB-
STANCE TRANSACTIONS’’ in the heading there-
of after ‘‘TRANSACTIONS’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions after the date of the enactment of 
this Act in taxable years ending after such 
date. 
Subtitle C—Improvements in Efficiency and 

Safeguards in Internal Revenue Service 
Collection 

SEC. 421. WAIVER OF USER FEE FOR INSTALL-
MENT AGREEMENTS USING AUTO-
MATED WITHDRAWALS. 

(a) IN GENERAL.—Section 6159 (relating to 
agreements for payment of tax liability in 
installments) is amended by redesignating 
subsection (e) as subsection (f) and by insert-
ing after subsection (d) the following: 

‘‘(e) WAIVER OF USER FEES FOR INSTALL-
MENT AGREEMENTS USING AUTOMATED WITH-

DRAWALS.—In the case of a taxpayer who en-
ters into an installment agreement in which 
automated installment payments are agreed 
to, the Secretary shall waive the fee (if any) 
for entering into the installment agree-
ment.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to agree-
ments entered into on or after the date 
which is 180 days after the date of the enact-
ment of this Act. 
SEC. 422. TERMINATION OF INSTALLMENT 

AGREEMENTS. 
(a) IN GENERAL.—Section 6159(b)(4) (relat-

ing to failure to pay an installment or any 
other tax liability when due or to provide re-
quested financial information) is amended by 
striking ‘‘or’’ at the end of subparagraph (B), 
by redesignating subparagraph (C) as sub-
paragraph (E), and by inserting after sub-
paragraph (B) the following: 

‘‘(C) to make a Federal tax deposit under 
section 6302 at the time such deposit is re-
quired to be made, 

‘‘(D) to file a return of tax imposed under 
this title by its due date (including exten-
sions), or’’. 

(b) CONFORMING AMENDMENT.—The heading 
for section 6159(b)(4) is amended by striking 
‘‘FAILURE TO PAY AN INSTALLMENT OR ANY 
OTHER TAX LIABILITY WHEN DUE OR TO PROVIDE 
REQUESTED FINANCIAL INFORMATION’’ and in-
serting ‘‘FAILURE TO MAKE PAYMENTS OR DE-
POSITS OR FILE RETURNS WHEN DUE OR TO PRO-
VIDE REQUESTED FINANCIAL INFORMATION’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to failures 
occurring on or after the date of the enact-
ment of this Act. 
SEC. 423. PARTIAL PAYMENTS REQUIRED WITH 

SUBMISSION OF OFFERS-IN-COM-
PROMISE. 

(a) IN GENERAL.—Section 7122 (relating to 
compromises), as amended by this Act, is 
amended by redesignating subsections (c), 
(d), and (e) as subsections (d), (e), and (f), re-
spectively, and by inserting after subsection 
(b) the following new subsection: 

‘‘(c) RULES FOR SUBMISSION OF OFFERS-IN- 
COMPROMISE.— 

‘‘(1) PARTIAL PAYMENT REQUIRED WITH SUB-
MISSION.— 

‘‘(A) LUMP-SUM OFFERS.— 
‘‘(i) IN GENERAL.—The submission of any 

lump-sum offer-in-compromise shall be ac-
companied by the payment of 20 percent of 
amount of such offer. 

‘‘(ii) LUMP-SUM OFFER-IN-COMPROMISE.—For 
purposes of this section, the term ‘lump-sum 
offer-in-compromise’ means any offer of pay-
ments made in 5 or fewer installments. 

‘‘(B) PERIODIC PAYMENT OFFERS.—The sub-
mission of any periodic payment offer-in- 
compromise shall be accompanied by the 
payment of the amount of the first proposed 
installment and each proposed installment 
due during the period such offer is being 
evaluated for acceptance and has not been 
rejected by the Secretary. Any failure to 
make a payment required under the pre-
ceding sentence shall be deemed a with-
drawal of the offer-in-compromise. 

‘‘(2) RULES OF APPLICATION.— 
‘‘(A) USE OF PAYMENT.—The application of 

any payment made under this subsection to 
the assessed tax or other amounts imposed 
under this title with respect to such tax may 
be specified by the taxpayer. 

‘‘(B) NO USER FEE IMPOSED.—Any user fee 
which would otherwise be imposed under this 
section shall not be imposed on any offer-in- 
compromise accompanied by a payment re-
quired under this subsection. 

‘‘(C) WAIVER AUTHORITY.—The Secretary 
may issue regulations waiving any payment 
required under paragraph (1) in a manner 
consistent with the practices established in 
accordance with the requirements under sub-
section (d)(3).’’. 

(b) ADDITIONAL RULES RELATING TO TREAT-
MENT OF OFFERS.— 

(1) UNPROCESSABLE OFFER IF PAYMENT RE-
QUIREMENTS ARE NOT MET.—Paragraph (3) of 
section 7122(d) (relating to standards for 
evaluation of offers), as redesignated by sub-
section (a), is amended by striking ‘‘; and’’ at 
the end of subparagraph (A) and inserting a 
comma, by striking the period at the end of 
subparagraph (B) and inserting ‘‘, and’’, and 
by adding at the end the following new sub-
paragraph: 

‘‘(C) any offer-in-compromise which does 
not meet the requirements of subsection (c) 
shall be returned to the taxpayer as 
unprocessable.’’. 

(2) DEEMED ACCEPTANCE OF OFFER NOT RE-
JECTED WITHIN CERTAIN PERIOD.—Section 7122, 
as amended by subsection (a), is amended by 
adding at the end the following new sub-
section: 

‘‘(g) DEEMED ACCEPTANCE OF OFFER NOT 
REJECTED WITHIN CERTAIN PERIOD.—Any 
offer-in-compromise submitted under this 
section shall be deemed to be accepted by 
the Secretary if such offer is not rejected by 
the Secretary before the date which is 24 
months after the date of the submission of 
such offer. For purposes of the preceding sen-
tence, any period during which any tax li-
ability which is the subject of such offer-in- 
compromise is in dispute in any judicial pro-
ceeding shall not be taken in to account in 
determining the expiration of the 24-month 
period.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to offers-in- 
compromise submitted on and after the date 
which is 60 days after the date of the enact-
ment of this Act. 

Subtitle D—Penalties and Fines 
SEC. 431. INCREASE IN CRIMINAL MONETARY 

PENALTY LIMITATION FOR THE UN-
DERPAYMENT OR OVERPAYMENT OF 
TAX DUE TO FRAUD. 

(a) IN GENERAL.—Section 7206 (relating to 
fraud and false statements) is amended— 

(1) by striking ‘‘Any person who—’’ and in-
serting ‘‘(a) IN GENERAL.—Any person who— 
’’, and 

(2) by adding at the end the following new 
subsection: 

‘‘(b) INCREASE IN MONETARY LIMITATION FOR 
UNDERPAYMENT OR OVERPAYMENT OF TAX DUE 
TO FRAUD.—If any portion of any under-
payment (as defined in section 6664(a)) or 
overpayment (as defined in section 6401(a)) of 
tax required to be shown on a return is at-
tributable to fraudulent action described in 
subsection (a), the applicable dollar amount 
under subsection (a) shall in no event be less 
than an amount equal to such portion. A rule 
similar to the rule under section 6663(b) shall 
apply for purposes of determining the por-
tion so attributable.’’. 

(b) INCREASE IN PENALTIES.— 
(1) ATTEMPT TO EVADE OR DEFEAT TAX.— 

Section 7201 is amended— 
(A) by striking ‘‘$100,000’’ and inserting 

‘‘$500,000’’, 
(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘5 years’’ and inserting ‘‘10 

years’’. 
(2) WILLFUL FAILURE TO FILE RETURN, SUP-

PLY INFORMATION, OR PAY TAX.—Section 7203 
is amended— 

(A) in the first sentence— 
(i) by striking ‘‘Any person’’ and inserting 

the following: 
‘‘(a) IN GENERAL.—Any person’’, and 
(ii) by striking ‘‘$25,000’’ and inserting 

‘‘$50,000’’, 
(B) in the third sentence, by striking ‘‘sec-

tion’’ and inserting ‘‘subsection’’, and 
(C) by adding at the end the following new 

subsection: 
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‘‘(b) AGGRAVATED FAILURE TO FILE.— 
‘‘(1) IN GENERAL.—In the case of any failure 

described in paragraph (2), the first sentence 
of subsection (a) shall be applied by sub-
stituting— 

‘‘(A) ‘felony’ for ‘misdemeanor’, 
‘‘(B) ‘$500,000 ($1,000,000’ for ‘$25,000 

($100,000’, and 
‘‘(C) ‘10 years’ for ‘1 year’. 
‘‘(2) FAILURE DESCRIBED.—A failure de-

scribed in this paragraph is a failure to make 
a return described in subsection (a) for a pe-
riod of 3 or more consecutive taxable 
years.’’. 

(3) FRAUD AND FALSE STATEMENTS.—Section 
7206(a) (as redesignated by subsection (a)) is 
amended— 

(A) by striking ‘‘$100,000’’ and inserting 
‘‘$500,000’’, 

(B) by striking ‘‘$500,000’’ and inserting 
‘‘$1,000,000’’, and 

(C) by striking ‘‘3 years’’ and inserting ‘‘5 
years’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to actions, 
and failures to act, occurring after the date 
of the enactment of this Act. 
SEC. 432. DOUBLING OF CERTAIN PENALTIES, 

FINES, AND INTEREST ON UNDER-
PAYMENTS RELATED TO CERTAIN 
OFFSHORE FINANCIAL ARRANGE-
MENTS. 

(a) DETERMINATION OF PENALTY.— 
(1) IN GENERAL.—Notwithstanding any 

other provision of law, in the case of an ap-
plicable taxpayer— 

(A) the determination as to whether any 
interest or applicable penalty is to be im-
posed with respect to any arrangement de-
scribed in paragraph (2), or to any under-
payment of Federal income tax attributable 
to items arising in connection with any such 
arrangement, shall be made without regard 
to the rules of subsections (b), (c), and (d) of 
section 6664 of the Internal Revenue Code of 
1986, and 

(B) if any such interest or applicable pen-
alty is imposed, the amount of such interest 
or penalty shall be equal to twice that deter-
mined without regard to this section. 

(2) APPLICABLE TAXPAYER.—For purposes of 
this subsection— 

(A) IN GENERAL.—The term ‘‘applicable 
taxpayer’’ means a taxpayer which— 

(i) has underreported its United States in-
come tax liability with respect to any item 
which directly or indirectly involves— 

(I) any financial arrangement which in any 
manner relies on the use of offshore payment 
mechanisms (including credit, debit, or 
charge cards) issued by banks or other enti-
ties in foreign jurisdictions, or 

(II) any offshore financial arrangement (in-
cluding any arrangement with foreign banks, 
financial institutions, corporations, partner-
ships, trusts, or other entities), and 

(ii) has neither signed a closing agreement 
pursuant to the Voluntary Offshore Compli-
ance Initiative established by the Depart-
ment of the Treasury under Revenue Proce-
dure 2003–11 nor voluntarily disclosed its par-
ticipation in such arrangement by notifying 
the Internal Revenue Service of such ar-
rangement prior to the issue being raised by 
the Internal Revenue Service during an ex-
amination. 

(B) AUTHORITY TO WAIVE.—The Secretary of 
the Treasury or the Secretary’s delegate 
may waive the application of paragraph (1) 
to any taxpayer if the Secretary or the Sec-
retary’s delegate determines that the use of 
such offshore payment mechanisms is inci-
dental to the transaction and, in addition, in 
the case of a trade or business, such use is 
conducted in the ordinary course of the type 
of trade or business of the taxpayer. 

(C) ISSUES RAISED.—For purposes of sub-
paragraph (A)(ii), an item shall be treated as 

an issue raised during an examination if the 
individual examining the return— 

(i) communicates to the taxpayer knowl-
edge about the specific item, or 

(ii) has made a request to the taxpayer for 
information and the taxpayer could not 
make a complete response to that request 
without giving the examiner knowledge of 
the specific item. 

(b) APPLICABLE PENALTY.—For purposes of 
this section, the term ‘‘applicable penalty’’ 
means any penalty, addition to tax, or fine 
imposed under chapter 68 of the Internal 
Revenue Code of 1986. 

(c) EFFECTIVE DATE.—The provisions of 
this section shall apply to interest, pen-
alties, additions to tax, and fines with re-
spect to any taxable year if, as of the date of 
the enactment of this Act, the assessment of 
any tax, penalty, or interest with respect to 
such taxable year is not prevented by the op-
eration of any law or rule of law. 
SEC. 433. DENIAL OF DEDUCTION FOR CERTAIN 

FINES, PENALTIES, AND OTHER 
AMOUNTS. 

(a) IN GENERAL.—Subsection (f) of section 
162 (relating to trade or business expenses) is 
amended to read as follows: 

‘‘(f) FINES, PENALTIES, AND OTHER 
AMOUNTS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), no deduction otherwise allow-
able shall be allowed under this chapter for 
any amount paid or incurred (whether by 
suit, agreement, or otherwise) to, or at the 
direction of, a government or entity de-
scribed in paragraph (4) in relation to the 
violation of any law or the investigation or 
inquiry by such government or entity into 
the potential violation of any law. 

‘‘(2) EXCEPTION FOR AMOUNTS CONSTITUTING 
RESTITUTION OR PAID TO COME INTO COMPLI-
ANCE WITH LAW.—Paragraph (1) shall not 
apply to any amount which— 

‘‘(A) the taxpayer establishes— 
‘‘(i) constitutes restitution (including re-

mediation of property) for damage or harm 
caused by or which may be caused by the 
violation of any law or the potential viola-
tion of any law, or 

‘‘(ii) is paid to come into compliance with 
any law which was violated or involved in 
the investigation or inquiry, and 

‘‘(B) is identified as restitution or as an 
amount paid to come into compliance with 
the law, as the case may be, in the court 
order or settlement agreement. 

Identification pursuant to subparagraph (B) 
alone shall not satisfy the requirement 
under subparagraph (A). This paragraph 
shall not apply to any amount paid or in-
curred as reimbursement to the government 
or entity for the costs of any investigation 
or litigation. 

‘‘(3) EXCEPTION FOR AMOUNTS PAID OR IN-
CURRED AS THE RESULT OF CERTAIN COURT OR-
DERS.—Paragraph (1) shall not apply to any 
amount paid or incurred by order of a court 
in a suit in which no government or entity 
described in paragraph (4) is a party. 

‘‘(4) CERTAIN NONGOVERNMENTAL REGU-
LATORY ENTITIES.—An entity is described in 
this paragraph if it is— 

‘‘(A) a nongovernmental entity which exer-
cises self-regulatory powers (including im-
posing sanctions) in connection with a quali-
fied board or exchange (as defined in section 
1256(g)(7)), or 

‘‘(B) to the extent provided in regulations, 
a nongovernmental entity which exercises 
self-regulatory powers (including imposing 
sanctions) as part of performing an essential 
governmental function. 

‘‘(5) EXCEPTION FOR TAXES DUE.—Paragraph 
(1) shall not apply to any amount paid or in-
curred as taxes due.’’. 

(b) REPORTING OF DEDUCTIBLE AMOUNTS.— 

(1) IN GENERAL.—Subpart B of part III of 
subchapter A of chapter 61, as amended by 
this Act, is amended by inserting after sec-
tion 6050U the following new section: 

‘‘SEC. 6050V. INFORMATION WITH RESPECT TO 
CERTAIN FINES, PENALTIES, AND 
OTHER AMOUNTS. 

‘‘(a) REQUIREMENT OF REPORTING.— 
‘‘(1) IN GENERAL.—The appropriate official 

of any government or entity which is de-
scribed in section 162(f)(4) which is involved 
in a suit or agreement described in para-
graph (2) shall make a return in such form as 
determined by the Secretary setting forth— 

‘‘(A) the amount required to be paid as a 
result of the suit or agreement to which 
paragraph (1) of section 162(f) applies, 

‘‘(B) any amount required to be paid as a 
result of the suit or agreement which con-
stitutes restitution or remediation of prop-
erty, and 

‘‘(C) any amount required to be paid as a 
result of the suit or agreement for the pur-
pose of coming into compliance with any law 
which was violated or involved in the inves-
tigation or inquiry. 

‘‘(2) SUIT OR AGREEMENT DESCRIBED.— 
‘‘(A) IN GENERAL.—A suit or agreement is 

described in this paragraph if— 
‘‘(i) it is— 
‘‘(I) a suit with respect to a violation of 

any law over which the government or entity 
has authority and with respect to which 
there has been a court order, or 

‘‘(II) an agreement which is entered into 
with respect to a violation of any law over 
which the government or entity has author-
ity, or with respect to an investigation or in-
quiry by the government or entity into the 
potential violation of any law over which 
such government or entity has authority, 
and 

‘‘(ii) the aggregate amount involved in all 
court orders and agreements with respect to 
the violation, investigation, or inquiry is 
$600 or more. 

‘‘(B) ADJUSTMENT OF REPORTING THRESH-
OLD.—The Secretary may adjust the $600 
amount in subparagraph (A)(ii) as necessary 
in order to ensure the efficient administra-
tion of the internal revenue laws. 

‘‘(3) TIME OF FILING.—The return required 
under this subsection shall be filed not later 
than— 

‘‘(A) 30 days after the date on which a 
court order is issued with respect to the suit 
or the date the agreement is entered into, as 
the case may be, or 

‘‘(B) the date specified Secretary. 
‘‘(b) STATEMENTS TO BE FURNISHED TO INDI-

VIDUALS INVOLVED IN THE SETTLEMENT.— 
Every person required to make a return 
under subsection (a) shall furnish to each 
person who is a party to the suit or agree-
ment a written statement showing— 

‘‘(1) the name of the government or entity, 
and 

‘‘(2) the information supplied to the Sec-
retary under subsection (a)(1). 

The written statement required under the 
preceding sentence shall be furnished to the 
person at the same time the government or 
entity provides the Secretary with the infor-
mation required under subsection (a). 

‘‘(c) APPROPRIATE OFFICIAL DEFINED.—For 
purposes of this section, the term ‘appro-
priate official’ means the officer or employee 
having control of the suit, investigation, or 
inquiry or the person appropriately des-
ignated for purposes of this section.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61, as amended by this 
Act, is amended by inserting after the item 
relating to section 6050U the following new 
item: 
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‘‘Sec. 6050V. Information with respect to 

certain fines, penalties, and 
other amounts.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred on or after the date of the 
enactment of this Act, except that such 
amendments shall not apply to amounts paid 
or incurred under any binding order or agree-
ment entered into before such date. Such ex-
ception shall not apply to an order or agree-
ment requiring court approval unless the ap-
proval was obtained before such date. 
SEC. 434. DENIAL OF DEDUCTION FOR PUNITIVE 

DAMAGES. 
(a) DISALLOWANCE OF DEDUCTION.— 
(1) IN GENERAL.—Section 162(g) (relating to 

treble damage payments under the antitrust 
laws) is amended— 

(A) by redesignating paragraphs (1) and (2) 
as subparagraphs (A) and (B), respectively, 

(B) by striking ‘‘If’’ and inserting: 
‘‘(1) TREBLE DAMAGES.—If’’, and 
(C) by adding at the end the following new 

paragraph: 
‘‘(2) PUNITIVE DAMAGES.—No deduction 

shall be allowed under this chapter for any 
amount paid or incurred for punitive dam-
ages in connection with any judgment in, or 
settlement of, any action. This paragraph 
shall not apply to punitive damages de-
scribed in section 104(c).’’. 

(2) CONFORMING AMENDMENT.—The heading 
for section 162(g) is amended by inserting 
‘‘OR PUNITIVE DAMAGES’’ after ‘‘LAWS’’. 

(b) INCLUSION IN INCOME OF PUNITIVE DAM-
AGES PAID BY INSURER OR OTHERWISE.— 

(1) IN GENERAL.—Part II of subchapter B of 
chapter 1 (relating to items specifically in-
cluded in gross income) is amended by add-
ing at the end the following new section: 
‘‘SEC. 91. PUNITIVE DAMAGES COMPENSATED BY 

INSURANCE OR OTHERWISE. 
‘‘Gross income shall include any amount 

paid to or on behalf of a taxpayer as insur-
ance or otherwise by reason of the taxpayer’s 
liability (or agreement) to pay punitive dam-
ages.’’. 

(2) REPORTING REQUIREMENTS.—Section 6041 
(relating to information at source) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(f) SECTION TO APPLY TO PUNITIVE DAM-
AGES COMPENSATION.—This section shall 
apply to payments by a person to or on be-
half of another person as insurance or other-
wise by reason of the other person’s liability 
(or agreement) to pay punitive damages.’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part II of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 
‘‘Sec. 91. Punitive damages compensated by 

insurance or otherwise.’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to damages 
paid or incurred on or after the date of the 
enactment of this Act. 
SEC. 435. INCREASE IN PENALTY FOR BAD 

CHECKS AND MONEY ORDERS. 
(a) IN GENERAL.—Section 6657 (relating to 

bad checks) is amended— 
(1) by striking ‘‘$750’’ and inserting 

‘‘$2,000’’, and 
(2) by striking ‘‘$15’’ and inserting ‘‘$40’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section apply to checks or 
money orders received after the date of the 
enactment of this Act. 

Subtitle E—Provisions to Discourage 
Expatriation 

SEC. 441. TAX TREATMENT OF INVERTED ENTI-
TIES. 

(a) IN GENERAL.—Section 7874 is amended— 
(1) by striking ‘‘March 4, 2003’’ in sub-

section (a)(2)(B)(i) and in the matter fol-

lowing subsection (a)(2)(B)(iii) and inserting 
‘‘March 20, 2002’’, 

(2) by striking ‘‘at least 60 percent’’ in sub-
section (a)(2)(B)(ii) and inserting ‘‘more than 
50 percent’’, 

(3) by striking ‘‘80 percent’’ in subsection 
(b) and inserting ‘‘at least 80 percent’’, 

(4) by striking ‘‘60 percent’’ in subsection 
(b) and inserting ‘‘more than 50 percent’’, 

(5) by adding at the end of subsection (a)(2) 
the following new sentence: ‘‘Except as pro-
vided in regulations, an acquisition of prop-
erties of a domestic corporation shall not be 
treated as described in subparagraph (B) if 
none of the corporation’s stock was readily 
tradeable on an established securities mar-
ket at any time during the 4-year period end-
ing on the date of the acquisition.’’, and 

(6) by redesignating subsection (g) as sub-
section (h) and by inserting after subsection 
(f) the following new subsection: 

‘‘(g) SPECIAL RULES APPLICABLE TO EXPA-
TRIATED ENTITIES.— 

‘‘(1) INCREASES IN ACCURACY-RELATED PEN-
ALTIES.—In the case of any underpayment of 
tax of an expatriated entity— 

‘‘(A) section 6662(a) shall be applied with 
respect to such underpayment by sub-
stituting ‘30 percent’ for ‘20 percent’, and 

‘‘(B) if such underpayment is attributable 
to one or more gross valuation understate-
ments, the increase in the rate of penalty 
under section 6662(h) shall be to 50 percent 
rather than 40 percent. 

‘‘(2) MODIFICATIONS OF LIMITATION ON INTER-
EST DEDUCTION.—In the case of an expatri-
ated entity, section 163(j) shall be applied— 

‘‘(A) without regard to paragraph (2)(A)(ii) 
thereof, and 

‘‘(B) by substituting ‘25 percent’ for ‘50 per-
cent’ each place it appears in paragraph 
(2)(B) thereof.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years ending after March 20, 2002. 
SEC. 442. REVISION OF TAX RULES ON EXPATRIA-

TION OF INDIVIDUALS. 
(a) IN GENERAL.—Subpart A of part II of 

subchapter N of chapter 1 is amended by in-
serting after section 877 the following new 
section: 
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION. 
‘‘(a) GENERAL RULES.—For purposes of this 

subtitle— 
‘‘(1) MARK TO MARKET.—Except as provided 

in subsections (d) and (f), all property of a 
covered expatriate to whom this section ap-
plies shall be treated as sold on the day be-
fore the expatriation date for its fair market 
value. 

‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the 
case of any sale under paragraph (1)— 

‘‘(A) notwithstanding any other provision 
of this title, any gain arising from such sale 
shall be taken into account for the taxable 
year of the sale, and 

‘‘(B) any loss arising from such sale shall 
be taken into account for the taxable year of 
the sale to the extent otherwise provided by 
this title, except that section 1091 shall not 
apply to any such loss. 

Proper adjustment shall be made in the 
amount of any gain or loss subsequently re-
alized for gain or loss taken into account 
under the preceding sentence. 

‘‘(3) EXCLUSION FOR CERTAIN GAIN.— 
‘‘(A) IN GENERAL.—The amount which, but 

for this paragraph, would be includible in the 
gross income of any individual by reason of 
this section shall be reduced (but not below 
zero) by $600,000. For purposes of this para-
graph, allocable expatriation gain taken into 
account under subsection (f)(2) shall be 
treated in the same manner as an amount re-
quired to be includible in gross income. 

‘‘(B) COST-OF-LIVING ADJUSTMENT.— 

‘‘(i) IN GENERAL.—In the case of an expa-
triation date occurring in any calendar year 
after 2005, the $600,000 amount under sub-
paragraph (A) shall be increased by an 
amount equal to— 

‘‘(I) such dollar amount, multiplied by 
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar 
year, determined by substituting ‘calendar 
year 2004’ for ‘calendar year 1992’ in subpara-
graph (B) thereof. 

‘‘(ii) ROUNDING RULES.—If any amount after 
adjustment under clause (i) is not a multiple 
of $1,000, such amount shall be rounded to 
the next lower multiple of $1,000. 

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS 
UNITED STATES CITIZEN.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
elects the application of this paragraph— 

‘‘(i) this section (other than this paragraph 
and subsection (i)) shall not apply to the ex-
patriate, but 

‘‘(ii) in the case of property to which this 
section would apply but for such election, 
the expatriate shall be subject to tax under 
this title in the same manner as if the indi-
vidual were a United States citizen. 

‘‘(B) REQUIREMENTS.—Subparagraph (A) 
shall not apply to an individual unless the 
individual— 

‘‘(i) provides security for payment of tax in 
such form and manner, and in such amount, 
as the Secretary may require, 

‘‘(ii) consents to the waiver of any right of 
the individual under any treaty of the 
United States which would preclude assess-
ment or collection of any tax which may be 
imposed by reason of this paragraph, and 

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe. 

‘‘(C) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to 
which this section would apply but for the 
election and, once made, shall be irrev-
ocable. Such election shall also apply to 
property the basis of which is determined in 
whole or in part by reference to the property 
with respect to which the election was made. 

‘‘(b) ELECTION TO DEFER TAX.— 
‘‘(1) IN GENERAL.—If the taxpayer elects the 

application of this subsection with respect to 
any property treated as sold by reason of 
subsection (a), the payment of the additional 
tax attributable to such property shall be 
postponed until the due date of the return 
for the taxable year in which such property 
is disposed of (or, in the case of property dis-
posed of in a transaction in which gain is not 
recognized in whole or in part, until such 
other date as the Secretary may prescribe). 

‘‘(2) DETERMINATION OF TAX WITH RESPECT 
TO PROPERTY.—For purposes of paragraph (1), 
the additional tax attributable to any prop-
erty is an amount which bears the same 
ratio to the additional tax imposed by this 
chapter for the taxable year solely by reason 
of subsection (a) as the gain taken into ac-
count under subsection (a) with respect to 
such property bears to the total gain taken 
into account under subsection (a) with re-
spect to all property to which subsection (a) 
applies. 

‘‘(3) TERMINATION OF POSTPONEMENT.—No 
tax may be postponed under this subsection 
later than the due date for the return of tax 
imposed by this chapter for the taxable year 
which includes the date of death of the expa-
triate (or, if earlier, the time that the secu-
rity provided with respect to the property 
fails to meet the requirements of paragraph 
(4), unless the taxpayer corrects such failure 
within the time specified by the Secretary). 

‘‘(4) SECURITY.— 
‘‘(A) IN GENERAL.—No election may be 

made under paragraph (1) with respect to 
any property unless adequate security is pro-
vided to the Secretary with respect to such 
property. 
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‘‘(B) ADEQUATE SECURITY.—For purposes of 

subparagraph (A), security with respect to 
any property shall be treated as adequate se-
curity if— 

‘‘(i) it is a bond in an amount equal to the 
deferred tax amount under paragraph (2) for 
the property, or 

‘‘(ii) the taxpayer otherwise establishes to 
the satisfaction of the Secretary that the se-
curity is adequate. 

‘‘(5) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless 
the taxpayer consents to the waiver of any 
right under any treaty of the United States 
which would preclude assessment or collec-
tion of any tax imposed by reason of this sec-
tion. 

‘‘(6) ELECTIONS.—An election under para-
graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be made under 
paragraph (1) with respect to an interest in a 
trust with respect to which gain is required 
to be recognized under subsection (f)(1). 

‘‘(7) INTEREST.—For purposes of section 
6601— 

‘‘(A) the last date for the payment of tax 
shall be determined without regard to the 
election under this subsection, and 

‘‘(B) section 6621(a)(2) shall be applied by 
substituting ‘5 percentage points’ for ‘3 per-
centage points’ in subparagraph (B) thereof. 

‘‘(c) COVERED EXPATRIATE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), the term ‘covered expatriate’ 
means an expatriate. 

‘‘(2) EXCEPTIONS.—An individual shall not 
be treated as a covered expatriate if— 

‘‘(A) the individual— 
‘‘(i) became at birth a citizen of the United 

States and a citizen of another country and, 
as of the expatriation date, continues to be a 
citizen of, and is taxed as a resident of, such 
other country, and 

‘‘(ii) has not been a resident of the United 
States (as defined in section 7701(b)(1)(A)(ii)) 
during the 5 taxable years ending with the 
taxable year during which the expatriation 
date occurs, or 

‘‘(B)(i) the individual’s relinquishment of 
United States citizenship occurs before such 
individual attains age 181⁄2, and 

‘‘(ii) the individual has been a resident of 
the United States (as so defined) for not 
more than 5 taxable years before the date of 
relinquishment. 

‘‘(d) EXEMPT PROPERTY; SPECIAL RULES FOR 
PENSION PLANS.— 

‘‘(1) EXEMPT PROPERTY.—This section shall 
not apply to the following: 

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other 
than stock of a United States real property 
holding corporation which does not, on the 
day before the expatriation date, meet the 
requirements of section 897(c)(2). 

‘‘(B) SPECIFIED PROPERTY.—Any property 
or interest in property not described in sub-
paragraph (A) which the Secretary specifies 
in regulations. 

‘‘(2) SPECIAL RULES FOR CERTAIN RETIRE-
MENT PLANS.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
holds on the day before the expatriation date 
any interest in a retirement plan to which 
this paragraph applies— 

‘‘(i) such interest shall not be treated as 
sold for purposes of subsection (a)(1), but 

‘‘(ii) an amount equal to the present value 
of the expatriate’s nonforfeitable accrued 
benefit shall be treated as having been re-
ceived by such individual on such date as a 
distribution under the plan. 

‘‘(B) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS.—In the case of any distribution on or 
after the expatriation date to or on behalf of 

the covered expatriate from a plan from 
which the expatriate was treated as receiv-
ing a distribution under subparagraph (A), 
the amount otherwise includible in gross in-
come by reason of the subsequent distribu-
tion shall be reduced by the excess of the 
amount includible in gross income under 
subparagraph (A) over any portion of such 
amount to which this subparagraph pre-
viously applied. 

‘‘(C) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS BY PLAN.—For purposes of this title, a 
retirement plan to which this paragraph ap-
plies, and any person acting on the plan’s be-
half, shall treat any subsequent distribution 
described in subparagraph (B) in the same 
manner as such distribution would be treat-
ed without regard to this paragraph. 

‘‘(D) APPLICABLE PLANS.—This paragraph 
shall apply to— 

‘‘(i) any qualified retirement plan (as de-
fined in section 4974(c)), 

‘‘(ii) an eligible deferred compensation 
plan (as defined in section 457(b)) of an eligi-
ble employer described in section 
457(e)(1)(A), and 

‘‘(iii) to the extent provided in regulations, 
any foreign pension plan or similar retire-
ment arrangements or programs. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) EXPATRIATE.—The term ‘expatriate’ 
means— 

‘‘(A) any United States citizen who relin-
quishes citizenship, and 

‘‘(B) any long-term resident of the United 
States who— 

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or 

‘‘(ii) commences to be treated as a resident 
of a foreign country under the provisions of 
a tax treaty between the United States and 
the foreign country and who does not waive 
the benefits of such treaty applicable to resi-
dents of the foreign country. 

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means— 

‘‘(A) the date an individual relinquishes 
United States citizenship, or 

‘‘(B) in the case of a long-term resident of 
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph 
(1)(B). 

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A 
citizen shall be treated as relinquishing 
United States citizenship on the earliest of— 

‘‘(A) the date the individual renounces 
such individual’s United States nationality 
before a diplomatic or consular officer of the 
United States pursuant to paragraph (5) of 
section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(5)), 

‘‘(B) the date the individual furnishes to 
the United States Department of State a 
signed statement of voluntary relinquish-
ment of United States nationality con-
firming the performance of an act of expa-
triation specified in paragraph (1), (2), (3), or 
(4) of section 349(a) of the Immigration and 
Nationality Act (8 U.S.C. 1481(a)(1)–(4)), 

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or 

‘‘(D) the date a court of the United States 
cancels a naturalized citizen’s certificate of 
naturalization. 

Subparagraph (A) or (B) shall not apply to 
any individual unless the renunciation or 
voluntary relinquishment is subsequently 
approved by the issuance to the individual of 
a certificate of loss of nationality by the 
United States Department of State. 

‘‘(4) LONG-TERM RESIDENT.—The term ‘long- 
term resident’ has the meaning given to such 
term by section 877(e)(2). 

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), if an individual is determined 
under paragraph (3) to hold an interest in a 
trust on the day before the expatriation 
date— 

‘‘(A) the individual shall not be treated as 
having sold such interest, 

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and 

‘‘(C)(i) such separate share shall be treated 
as a separate trust consisting of the assets 
allocable to such share, 

‘‘(ii) the separate trust shall be treated as 
having sold its assets on the day before the 
expatriation date for their fair market value 
and as having distributed all of its assets to 
the individual as of such time, and 

‘‘(iii) the individual shall be treated as 
having recontributed the assets to the sepa-
rate trust. 
Subsection (a)(2) shall apply to any income, 
gain, or loss of the individual arising from a 
distribution described in subparagraph 
(C)(ii). In determining the amount of such 
distribution, proper adjustments shall be 
made for liabilities of the trust allocable to 
an individual’s share in the trust. 

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.— 

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a 
qualified trust— 

‘‘(i) paragraph (1) and subsection (a) shall 
not apply, and 

‘‘(ii) in addition to any other tax imposed 
by this title, there is hereby imposed on each 
distribution with respect to such interest a 
tax in the amount determined under sub-
paragraph (B). 

‘‘(B) AMOUNT OF TAX.—The amount of tax 
under subparagraph (A)(ii) shall be equal to 
the lesser of— 

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year which includes 
the day before the expatriation date, multi-
plied by the amount of the distribution, or 

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution 
determined without regard to any increases 
under subparagraph (C)(ii) after the 30th day 
preceding the distribution. 

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes 
of subparagraph (B)(ii)— 

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect 
to any trust interest is an amount equal to 
the tax which would have been imposed on 
the allocable expatriation gain with respect 
to the trust interest if such gain had been in-
cluded in gross income under subsection (a). 

‘‘(ii) INCREASE FOR INTEREST.—The balance 
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the 
time the interest accrues), for periods after 
the 90th day after the expatriation date, by 
using the rates and method applicable under 
section 6621 for underpayments of tax for 
such periods, except that section 6621(a)(2) 
shall be applied by substituting ‘5 percentage 
points’ for ‘3 percentage points’ in subpara-
graph (B) thereof. 

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY 
PAID.—The balance in the tax deferred ac-
count shall be reduced— 

‘‘(I) by the amount of taxes imposed by 
subparagraph (A) on any distribution to the 
person holding the trust interest, and 

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in 
regulations, by the amount of taxes imposed 
by subparagraph (A) on distributions from 
the trust with respect to nonvested interests 
not held by such person. 

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For 
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of 
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gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in 
the trust if the beneficiary held directly all 
assets allocable to such interests. 

‘‘(E) TAX DEDUCTED AND WITHHELD.— 
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to 
which it relates. 

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE 
TREATY RIGHTS.—If an amount may not be 
deducted and withheld under clause (i) by 
reason of the distributee failing to waive any 
treaty right with respect to such distribu-
tion— 

‘‘(I) the tax imposed by subparagraph 
(A)(ii) shall be imposed on the trust and each 
trustee shall be personally liable for the 
amount of such tax, and 

‘‘(II) any other beneficiary of the trust 
shall be entitled to recover from the dis-
tributee the amount of such tax imposed on 
the other beneficiary. 

‘‘(F) DISPOSITION.—If a trust ceases to be a 
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified 
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu 
of the tax imposed by subparagraph (A)(ii), 
there is hereby imposed a tax equal to the 
lesser of— 

‘‘(i) the tax determined under paragraph (1) 
as if the day before the expatriation date 
were the date of such cessation, disposition, 
or death, whichever is applicable, or 

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date. 

Such tax shall be imposed on the trust and 
each trustee shall be personally liable for the 
amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-
tate the amount of such tax imposed on the 
other beneficiary. 

‘‘(G) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this paragraph— 

‘‘(i) QUALIFIED TRUST.—The term ‘qualified 
trust’ means a trust which is described in 
section 7701(a)(30)(E). 

‘‘(ii) VESTED INTEREST.—The term ‘vested 
interest’ means any interest which, as of the 
day before the expatriation date, is vested in 
the beneficiary. 

‘‘(iii) NONVESTED INTEREST.—The term 
‘nonvested interest’ means, with respect to 
any beneficiary, any interest in a trust 
which is not a vested interest. Such interest 
shall be determined by assuming the max-
imum exercise of discretion in favor of the 
beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary. 

‘‘(iv) ADJUSTMENTS.—The Secretary may 
provide for such adjustments to the bases of 
assets in a trust or a deferred tax account, 
and the timing of such adjustments, in order 
to ensure that gain is taxed only once. 

‘‘(v) COORDINATION WITH RETIREMENT PLAN 
RULES.—This subsection shall not apply to 
an interest in a trust which is part of a re-
tirement plan to which subsection (d)(2) ap-
plies. 

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.— 

‘‘(A) DETERMINATIONS UNDER PARAGRAPH 
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based 
upon all relevant facts and circumstances, 
including the terms of the trust instrument 
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar 
adviser. 

‘‘(B) OTHER DETERMINATIONS.—For purposes 
of this section— 

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-

ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be 
the trust beneficiaries for purposes of this 
section. 

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income 
tax return— 

‘‘(I) the methodology used to determine 
that taxpayer’s trust interest under this sec-
tion, and 

‘‘(II) if the taxpayer knows (or has reason 
to know) that any other beneficiary of such 
trust is using a different methodology to de-
termine such beneficiary’s trust interest 
under this section. 

‘‘(g) TERMINATION OF DEFERRALS, ETC.—In 
the case of any covered expatriate, notwith-
standing any other provision of this title— 

‘‘(1) any period during which recognition of 
income or gain is deferred shall terminate on 
the day before the expatriation date, and 

‘‘(2) any extension of time for payment of 
tax shall cease to apply on the day before the 
expatriation date and the unpaid portion of 
such tax shall be due and payable at the time 
and in the manner prescribed by the Sec-
retary. 

‘‘(h) IMPOSITION OF TENTATIVE TAX.— 
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable 
year, there is hereby imposed, immediately 
before the expatriation date, a tax in an 
amount equal to the amount of tax which 
would be imposed if the taxable year were a 
short taxable year ending on the expatria-
tion date. 

‘‘(2) DUE DATE.—The due date for any tax 
imposed by paragraph (1) shall be the 90th 
day after the expatriation date. 

‘‘(3) TREATMENT OF TAX.—Any tax paid 
under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for 
the taxable year to which subsection (a) ap-
plies. 

‘‘(4) DEFERRAL OF TAX.—The provisions of 
subsection (b) shall apply to the tax imposed 
by this subsection to the extent attributable 
to gain includible in gross income by reason 
of this section. 

‘‘(i) SPECIAL LIENS FOR DEFERRED TAX 
AMOUNTS.— 

‘‘(1) IMPOSITION OF LIEN.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

makes an election under subsection (a)(4) or 
(b) which results in the deferral of any tax 
imposed by reason of subsection (a), the de-
ferred amount (including any interest, addi-
tional amount, addition to tax, assessable 
penalty, and costs attributable to the de-
ferred amount) shall be a lien in favor of the 
United States on all property of the expa-
triate located in the United States (without 
regard to whether this section applies to the 
property). 

‘‘(B) DEFERRED AMOUNT.—For purposes of 
this subsection, the deferred amount is the 
amount of the increase in the covered expa-
triate’s income tax which, but for the elec-
tion under subsection (a)(4) or (b), would 
have occurred by reason of this section for 
the taxable year including the expatriation 
date. 

‘‘(2) PERIOD OF LIEN.—The lien imposed by 
this subsection shall arise on the expatria-
tion date and continue until— 

‘‘(A) the liability for tax by reason of this 
section is satisfied or has become unenforce-
able by reason of lapse of time, or 

‘‘(B) it is established to the satisfaction of 
the Secretary that no further tax liability 
may arise by reason of this section. 

‘‘(3) CERTAIN RULES APPLY.—The rules set 
forth in paragraphs (1), (3), and (4) of section 
6324A(d) shall apply with respect to the lien 
imposed by this subsection as if it were a 
lien imposed by section 6324A. 

‘‘(j) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’. 

(b) INCLUSION IN INCOME OF GIFTS AND BE-
QUESTS RECEIVED BY UNITED STATES CITIZENS 
AND RESIDENTS FROM EXPATRIATES.—Section 
102 (relating to gifts, etc. not included in 
gross income) is amended by adding at the 
end the following new subsection: 

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.— 

‘‘(1) IN GENERAL.—Subsection (a) shall not 
exclude from gross income the value of any 
property acquired by gift, bequest, devise, or 
inheritance from a covered expatriate after 
the expatriation date. For purposes of this 
subsection, any term used in this subsection 
which is also used in section 877A shall have 
the same meaning as when used in section 
877A. 

‘‘(2) EXCEPTIONS FOR TRANSFERS OTHERWISE 
SUBJECT TO ESTATE OR GIFT TAX.—Paragraph 
(1) shall not apply to any property if either— 

‘‘(A) the gift, bequest, devise, or inherit-
ance is— 

‘‘(i) shown on a timely filed return of tax 
imposed by chapter 12 as a taxable gift by 
the covered expatriate, or 

‘‘(ii) included in the gross estate of the 
covered expatriate for purposes of chapter 11 
and shown on a timely filed return of tax im-
posed by chapter 11 of the estate of the cov-
ered expatriate, or 

‘‘(B) no such return was timely filed but no 
such return would have been required to be 
filed even if the covered expatriate were a 
citizen or long-term resident of the United 
States.’’. 

(c) DEFINITION OF TERMINATION OF UNITED 
STATES CITIZENSHIP.—Section 7701(a) is 
amended by adding at the end the following 
new paragraph: 

‘‘(49) TERMINATION OF UNITED STATES CITI-
ZENSHIP.— 

‘‘(A) IN GENERAL.—An individual shall not 
cease to be treated as a United States citizen 
before the date on which the individual’s 
citizenship is treated as relinquished under 
section 877A(e)(3). 

‘‘(B) DUAL CITIZENS.—Under regulations 
prescribed by the Secretary, subparagraph 
(A) shall not apply to an individual who be-
came at birth a citizen of the United States 
and a citizen of another country.’’. 

(d) INELIGIBILITY FOR VISA OR ADMISSION TO 
UNITED STATES.— 

(1) IN GENERAL.—Section 212(a)(10)(E) of the 
Immigration and Nationality Act (8 U.S.C. 
1182(a)(10)(E)) is amended to read as follows: 

‘‘(E) FORMER CITIZENS NOT IN COMPLIANCE 
WITH EXPATRIATION REVENUE PROVISIONS.— 
Any alien who is a former citizen of the 
United States who relinquishes United 
States citizenship (within the meaning of 
section 877A(e)(3) of the Internal Revenue 
Code of 1986) and who is not in compliance 
with section 877A of such Code (relating to 
expatriation) is inadmissible.’’. 

(2) AVAILABILITY OF INFORMATION.— 
(A) IN GENERAL.—Section 6103(l) (relating 

to disclosure of returns and return informa-
tion for purposes other than tax administra-
tion) is amended by adding at the end the 
following new paragraph: 

‘‘(21) DISCLOSURE TO DENY VISA OR ADMIS-
SION TO CERTAIN EXPATRIATES.—Upon written 
request of the Attorney General or the At-
torney General’s delegate, the Secretary 
shall disclose whether an individual is in 
compliance with section 877A (and if not in 
compliance, any items of noncompliance) to 
officers and employees of the Federal agency 
responsible for administering section 
212(a)(10)(E) of the Immigration and Nation-
ality Act solely for the purpose of, and to the 
extent necessary in, administering such sec-
tion 212(a)(10)(E).’’. 
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(B) SAFEGUARDS.—Section 6103(p)(4) (relat-

ing to safeguards) is amended by striking ‘‘or 
(20)’’ each place it appears and inserting 
‘‘(20), or (21)’’. 

(3) EFFECTIVE DATES.—The amendments 
made by this subsection shall apply to indi-
viduals who relinquish United States citizen-
ship on or after the date of the enactment of 
this Act. 

(e) CONFORMING AMENDMENTS.— 
(1) Section 877 is amended by adding at the 

end the following new subsection: 
‘‘(h) APPLICATION.—This section shall not 

apply to an expatriate (as defined in section 
877A(e)) whose expatriation date (as so de-
fined) occurs on or after the date of the en-
actment of this subsection.’’. 

(2) Section 2107 is amended by adding at 
the end the following new subsection: 

‘‘(f) APPLICATION.—This section shall not 
apply to any expatriate subject to section 
877A.’’. 

(3) Section 2501(a)(3) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) APPLICATION.—This paragraph shall 
not apply to any expatriate subject to sec-
tion 877A.’’. 

(4) Section 6039G(a) is amended by insert-
ing ‘‘or 877A’’ after ‘‘section 877(b)’’. 

(5) The second sentence of section 6039G(d) 
is amended by inserting ‘‘or who relinquishes 
United States citizenship (within the mean-
ing of section 877A(e)(3))’’ after ‘‘section 
877(a))’’. 

(f) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the 
following new item: 
‘‘Sec. 877A. Tax responsibilities of expatria-

tion.’’. 
(g) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in this 

subsection, the amendments made by this 
section shall apply to expatriates (within the 
meaning of section 877A(e) of the Internal 
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined) 
occurs on or after the date of the enactment 
of this Act. 

(2) GIFTS AND BEQUESTS.—Section 102(d) of 
the Internal Revenue Code of 1986 (as added 
by subsection (b)) shall apply to gifts and be-
quests received on or after the date of the 
enactment of this Act, from an individual or 
the estate of an individual whose expatria-
tion date (as so defined) occurs after such 
date. 

(3) DUE DATE FOR TENTATIVE TAX.—The due 
date under section 877A(h)(2) of the Internal 
Revenue Code of 1986, as added by this sec-
tion, shall in no event occur before the 90th 
day after the date of the enactment of this 
Act. 

Subtitle F—Miscellaneous Provisions 
SEC. 451. TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT INSTRUMENTS. 
(a) IN GENERAL.—Section 1275(d) (relating 

to regulation authority) is amended— 
(1) by striking ‘‘The Secretary’’ and insert-

ing the following: 
‘‘(1) IN GENERAL.—The Secretary’’, and 
(2) by adding at the end the following new 

paragraph: 
‘‘(2) TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT.— 
‘‘(A) IN GENERAL.—In the case of a debt in-

strument which— 
‘‘(i) is convertible into stock of the issuing 

corporation, into stock or debt of a related 
party (within the meaning of section 267(b) 
or 707(b)(1)), or into cash or other property in 
an amount equal to the approximate value of 
such stock or debt, and 

‘‘(ii) provides for contingent payments, 

any regulations which require original issue 
discount to be determined by reference to 

the comparable yield of a noncontingent 
fixed-rate debt instrument shall be applied 
as if the regulations require that such com-
parable yield be determined by reference to a 
noncontingent fixed-rate debt instrument 
which is convertible into stock. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), the comparable yield shall be 
determined without taking into account the 
yield resulting from the conversion of a debt 
instrument into stock.’’. 

(b) CROSS REFERENCE.—Section 163(e)(6) 
(relating to cross references) is amended by 
adding at the end the following: 

‘‘For the treatment of contingent payment 
convertible debt, see section 1275(d)(2).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to debt in-
struments issued on or after the date of the 
enactment of this Act. 
SEC. 452. GRANT OF TREASURY REGULATORY AU-

THORITY TO ADDRESS FOREIGN TAX 
CREDIT TRANSACTIONS INVOLVING 
INAPPROPRIATE SEPARATION OF 
FOREIGN TAXES FROM RELATED 
FOREIGN INCOME. 

(a) IN GENERAL.—Section 901 (relating to 
taxes of foreign countries and of possessions 
of United States) is amended by redesig-
nating subsection (m) as subsection (n) and 
by inserting after subsection (l) the fol-
lowing new subsection: 

‘‘(m) REGULATIONS.—The Secretary may 
prescribe regulations disallowing a credit 
under subsection (a) for all or a portion of 
any foreign tax, or allocating a foreign tax 
among 2 or more persons, in cases where the 
foreign tax is imposed on any person in re-
spect of income of another person or in other 
cases involving the inappropriate separation 
of the foreign tax from the related foreign 
income.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 453. REPEAL OF SPECIAL PROPERTY EXCEP-

TION TO LEASING PROVISIONS OF 
THE AMERICAN JOBS CREATION ACT 
OF 2004. 

(a) IN GENERAL.—Section 849(b) of the 
American Jobs Creation Act of 2004 is 
amended by striking paragraphs (1) and (2), 
by redesignating paragraphs (3) and (4) as 
paragraphs (1) and (2), respectively. 

(b) LEASES TO FOREIGN ENTITIES.—Section 
849(b) of the American Jobs Creation Act of 
2004, as amended by subsection (a), is amend-
ed by adding at the end the following new 
paragraph: 

‘‘(3) LEASES TO FOREIGN ENTITIES.—In the 
case of tax-exempt use property leased to a 
tax-exempt entity which is a foreign person 
or entity, the amendments made by this part 
shall apply to taxable years beginning after 
December 31, 2005, with respect to leases en-
tered into on or before March 12, 2004.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the American 
Jobs Creation Act of 2004. 
SEC. 454. APPLICATION OF EARNINGS STRIPPING 

RULES TO PARTNERS WHICH ARE 
CORPORATIONS. 

(a) IN GENERAL.—Section 163(j) (relating to 
limitation on deduction for interest on cer-
tain indebtedness) is amended by redesig-
nating paragraph (8) as paragraph (9) and by 
inserting after paragraph (7) the following 
new paragraph: 

‘‘(8) TREATMENT OF CORPORATE PARTNERS.— 
Except to the extent provided by regula-
tions, in applying this subsection to a cor-
poration which owns (directly or indirectly) 
an interest in a partnership— 

‘‘(A) such corporation’s distributive share 
of interest income paid or accrued to such 
partnership shall be treated as interest in-
come paid or accrued to such corporation, 

‘‘(B) such corporation’s distributive share 
of interest paid or accrued by such partner-
ship shall be treated as interest paid or ac-
crued by such corporation, and 

‘‘(C) such corporation’s share of the liabil-
ities of such partnership shall be treated as 
liabilities of such corporation.’’. 

(b) ADDITIONAL REGULATORY AUTHORITY.— 
Section 163(j)(9) (relating to regulations), as 
redesignated by subsection (a), is amended 
by striking ‘‘and’’ at the end of subparagraph 
(B), by striking the period at the end of sub-
paragraph (C) and inserting ‘‘, and’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(D) regulations providing for the realloca-
tion of shares of partnership indebtedness, or 
distributive shares of the partnership’s inter-
est income or interest expense, as may be ap-
propriate to carry out the purposes of this 
subsection.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning on or after the date of the 
enactment of this Act. 
SEC. 455. LIMITATION OF EMPLOYER DEDUCTION 

FOR CERTAIN ENTERTAINMENT EX-
PENSES. 

(a) IN GENERAL.—Paragraph (2) of section 
274(e) (relating to expenses treated as com-
pensation) is amended to read as follows: 

‘‘(2) EXPENSES TREATED AS COMPENSATION.— 
Expenses for goods, services, and facilities, 
to the extent that the expenses do not exceed 
the amount of the expenses which are treat-
ed by the taxpayer, with respect to the re-
cipient of the entertainment, amusement, or 
recreation, as compensation to an employee 
on the taxpayer’s return of tax under this 
chapter and as wages to such employee for 
purposes of chapter 24 (relating to with-
holding of income tax at source on wages).’’. 

(b) PERSONS NOT EMPLOYEES.—Paragraph 
(9) of section 274(e) is amended by striking 
‘‘to the extent that the expenses are includ-
ible in the gross income’’ and inserting ‘‘to 
the extent that the expenses do not exceed 
the amount of the expenses which are includ-
ible in the gross income’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
incurred after the date of the enactment of 
this Act. 
SEC. 456. INCREASE IN AGE OF MINOR CHILDREN 

WHOSE UNEARNED INCOME IS 
TAXED AS IF PARENT’S INCOME. 

(a) IN GENERAL.—Section 1(g)(2)(A) (relat-
ing to child to whom subsection applies) is 
amended by striking ‘‘age 14’’ and inserting 
‘‘age 18’’. 

(b) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—Section 
1(g)(4) (relating to net unearned income) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—For purposes 
of this subsection, in the case of any child 
who is a beneficiary of a qualified disability 
trust (as defined in section 642(b)(2)(C)(ii)), 
any amount included in the income of such 
child under sections 652 and 662 during a tax-
able year shall be considered earned income 
of such child for such taxable year.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 457. LOAN AND REDEMPTION REQUIRE-

MENTS ON POOLED FINANCING RE-
QUIREMENTS. 

(a) STRENGTHENED REASONABLE EXPECTA-
TION REQUIREMENT.—Subparagraph (A) of 
section 149(f)(2) (relating to reasonable ex-
pectation requirement) is amended to read 
as follows: 

‘‘(A) IN GENERAL.—The requirements of 
this paragraph are met with respect to an 
issue if the issuer reasonably expects that— 
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‘‘(i) as of the close of the 1-year period be-

ginning on the date of issuance of the issue, 
at least 50 percent of the net proceeds of the 
issue (as of the close of such period) will 
have been used directly or indirectly to 
make or finance loans to ultimate borrowers, 
and 

‘‘(ii) as of the close of the 3-year period be-
ginning on such date of issuance, at least 95 
percent of the net proceeds of the issue (as of 
the close of such period) will have been so 
used.’’. 

(b) WRITTEN LOAN COMMITMENT AND RE-
DEMPTION REQUIREMENTS.—Section 149(f) (re-
lating to treatment of certain pooled financ-
ing bonds) is amended by redesignating para-
graphs (4) and (5) as paragraphs (6) and (7), 
respectively, and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) WRITTEN LOAN COMMITMENT REQUIRE-
MENT.— 

‘‘(A) IN GENERAL.—The requirement of this 
paragraph is met with respect to an issue if 
the issuer receives prior to issuance written 
loan commitments identifying the ultimate 
potential borrowers of at least 50 percent of 
the net proceeds of such issue. 

‘‘(B) EXCEPTION.—Subparagraph (A) shall 
not apply with respect to any issuer which is 
a State (or an integral part of a State) 
issuing pooled financing bonds to make or fi-
nance loans to subordinate governmental 
units of such State or to State-created enti-
ties providing financing for water-infrastruc-
ture projects through the federally-spon-
sored State revolving fund program. 

‘‘(5) REDEMPTION REQUIREMENT.—The re-
quirement of this paragraph is met if to the 
extent that less than the percentage of the 
proceeds of an issue required to be used 
under clause (i) or (ii) of paragraph (2)(A) is 
used by the close of the period identified in 
such clause, the issuer uses an amount of 
proceeds equal to the excess of— 

‘‘(A) the amount required to be used under 
such clause, over 

‘‘(B) the amount actually used by the close 
of such period, 

‘‘to redeem outstanding bonds within 90 
days after the end of such period.’’. 

(c) ELIMINATION OF DISREGARD OF POOLED 
BONDS IN DETERMINING ELIGIBILITY FOR 
SMALL ISSUER EXCEPTION TO ARBITRAGE RE-
BATE.—Section 148(f)(4)(D)(ii) (relating to ag-
gregation of issuers) is amended by striking 
subclause (II) and by redesignating sub-
clauses (III) and (IV) as subclauses (II) and 
(III), respectively. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 149(f)(1) is amended by striking 

‘‘paragraphs (2) and (3)’’ and inserting ‘‘para-
graphs (2), (3), (4), and (5)’’. 

(2) Section 149(f)(7)(B), as redesignated by 
subsection (b), is amended by striking ‘‘para-
graph (4)(A)’’ and inserting ‘‘paragraph 
(6)(A)’’. 

(3) Section 54(l)(2) is amended by striking 
‘‘section 149(f)(4)(A)’’ and inserting ‘‘section 
149(f)(6)(A)’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act. 
SEC. 458. REPORTING OF INTEREST ON TAX-EX-

EMPT BONDS. 
(a) IN GENERAL.—Section 6049(b)(2) (relat-

ing to exceptions) is amended by striking 
subparagraph (B) and by redesignating sub-
paragraphs (C) and (D) as subparagraphs (B) 
and (C), respectively. 

(b) CONFORMING AMENDMENT.—Section 
6049(b)(2)(C), as redesignated by subsection 
(a), is amended by striking ‘‘subparagraph 
(C)’’ and inserting ‘‘subparagraph (B)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interest 
earned after December 31, 2005. 

SEC. 459. MODIFICATION OF CREDIT FOR PRO-
DUCING FUEL FROM A NONCONVEN-
TIONAL SOURCE. 

(a) TAXABLE YEARS ENDING BEFORE 2006.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 29(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
29(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005.—Section 29(b)(2), as 
amended by paragraph (1), is amended by 
adding at the end the following new sen-
tence: ‘‘This paragraph shall not apply with 
respect to the $3 amount in subsection (a) for 
calendar year 2005 and the amount in effect 
under subsection (a) for sales in such cal-
endar year shall be the amount which was in 
effect for sales in calendar year 2004.’’. 

(b) TAXABLE YEARS ENDING AFTER 2005.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 45K(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
45K(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005, 2006, AND 2007.—Section 
45K(b)(2), as amended by paragraph (1), is 
amended by adding at the end the following 
new sentence: ‘‘This paragraph shall not 
apply with respect to the $3 amount in sub-
section (a) for calendar years 2005, 2006, and 
2007 and the amount in effect under sub-
section (a) for sales in each such calendar 
year shall be the amount which was in effect 
for sales in calendar year 2004.’’. 

(3) TREATMENT OF COKE AND COKE GAS.— 
(A) NONAPPLICATION OF PHASEOUT.—Section 

45K(g)(2) is amended by adding at the end the 
following new subparagraph: 

‘‘(D) NONAPPLICATION OF PHASEOUT.—Sub-
section (b)(1) shall not apply.’’. 

(B) APPLICATION OF INFLATION ADJUST-
MENT.—Section 45K(g)(2)(B) is amended by 
inserting ‘‘and the last sentence of sub-
section (b)(2) shall not apply.’’. 

(C) CLARIFICATION OF QUALIFYING FACIL-
ITY.—Section 45K(g)(1) is amended by insert-
ing ‘‘(other than from petroleum based prod-
ucts)’’ after ‘‘coke or coke gas’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to fuel sold 
after December 31, 2004. 
SEC. 460. MODIFICATION OF INDIVIDUAL ESTI-

MATED TAX SAFE HARBOR. 
(a) IN GENERAL.—Clause (i) of section 

6654(d)(1)(C) is amended by striking ‘‘sub-
stituting’’ and all that follows through 
‘‘1997.’’ and inserting ‘‘substituting ‘110 per-
cent (120 percent if the preceding taxable 
year begins in 2005)’ for ‘100 percent’.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply with respect 
to any installment payment for taxable 
years beginning after December 31, 2005. 
SEC. 461. REVALUATION OF LIFO INVENTORIES 

OF LARGE INTEGRATED OIL COMPA-
NIES. 

(a) GENERAL RULE.—Notwithstanding any 
other provision of law, if a taxpayer is an ap-
plicable integrated oil company for its last 
taxable year ending in calendar year 2005, 
the taxpayer shall— 

(1) increase, effective as of the close of 
such taxable year, the value of each historic 
LIFO layer of inventories of crude oil, nat-

ural gas, or any other petroleum product 
(within the meaning of section 4611) by the 
layer adjustment amount, and 

(2) decrease its cost of goods sold for such 
taxable year by the aggregate amount of the 
increases under paragraph (1). 
If the aggregate amount of the increases 
under paragraph (1) exceed the taxpayer’s 
cost of goods sold for such taxable year, the 
taxpayer’s gross income for such taxable 
year shall be increased by the amount of 
such excess. 

(b) LAYER ADJUSTMENT AMOUNT.—For pur-
poses of this section— 

(1) IN GENERAL.—The term ‘‘layer adjust-
ment amount’’ means, with respect to any 
historic LIFO layer, the product of— 

(A) $18.75, and 
(B) the number of barrels of crude oil (or in 

the case of natural gas or other petroleum 
products, the number of barrel-of-oil equiva-
lents) represented by the layer. 

(2) BARREL-OF-OIL EQUIVALENT.—The term 
‘‘barrel-of-oil equivalent’’ has the meaning 
given such term by section 29(d)(5) (as in ef-
fect before its redesignation by the Energy 
Tax Incentives Act of 2005). 

(c) APPLICATION OF REQUIREMENT.— 
(1) NO CHANGE IN METHOD OF ACCOUNTING.— 

Any adjustment required by this section 
shall not be treated as a change in method of 
accounting. 

(2) UNDERPAYMENTS OF ESTIMATED TAX.—o 
addition to the tax shall be made under sec-
tion 6655 of the Internal Revenue Code of 1986 
(relating to failure by corporation to pay es-
timated tax) with respect to any under-
payment of an installment required to be 
paid with respect to the taxable year de-
scribed in subsection (a) to the extent such 
underpayment was created or increased by 
this section. 

(d) APPLICABLE INTEGRATED OIL COM-
PANY.—For purposes of this section, the term 
‘‘applicable integrated oil company’’ means 
an integrated oil company (as defined in sec-
tion 291(b)(4) of the Internal Revenue Code of 
1986) which has an average daily worldwide 
production of crude oil of at least 500,000 bar-
rels for the taxable year and which had gross 
receipts in excess of $1,000,000,000 for its last 
taxable year ending during calendar year 
2005. For purposes of this subsection all per-
sons treated as a single employer under sub-
sections (a) and (b) of section 52 of the Inter-
nal Revenue Code of 1986 shall be treated as 
1 person and, in the case of a short taxable 
year, the rule under section 448(c)(3)(B) shall 
apply. 
SEC. 462. ELIMINATION OF AMORTIZATION OF 

GEOLOGICAL AND GEOPHYSICAL EX-
PENDITURES FOR MAJOR INTE-
GRATED OIL COMPANIES. 

(a) IN GENERAL.—Section 167(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(5) NONAPPLICATION TO MAJOR INTEGRATED 
OIL COMPANIES.—This subsection shall not 
apply with respect to any expenses paid or 
incurred for any taxable year by any inte-
grated oil company (as defined in section 
291(b)(4)) which has an average daily world-
wide production of crude oil of at least 
500,000 barrels for such taxable year.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the amendment made by section 
1329(a) of the Energy Policy Act of 2005. 
SEC. 463. VALUATION OF EMPLOYEE PERSONAL 

USE OF NONCOMMERCIAL AIR-
CRAFT. 

(a) IN GENERAL.—For purposes of Federal 
income tax inclusion, the value of any em-
ployee personal use of noncommercial air-
craft shall equal the excess (if any) of— 

(1) greater of— 
(A) the fair market value of such use, or 
(B) the actual cost of such use (including 

all fixed and variable costs), over 
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(2) any amount paid by or on behalf of such 

employee for such use. 
(b) EFFECTIVE DATE.—Subsection (a) shall 

apply to use after the date of the enactment 
of this Act. 
SEC. 464. APPLICATION OF FIRPTA TO REGU-

LATED INVESTMENT COMPANIES. 
(a) IN GENERAL.—Subclause (II) of section 

897(h)(4)(A)(i) (defining qualified investment 
entity) is amended by inserting ‘‘which is a 
United States real property holding corpora-
tion or which would be a United States real 
property holding corporation if the excep-
tions provided in subsections (c)(3) and (h)(2) 
did not apply to interests in any real estate 
investment trust or regulated investment 
company’’ after ‘‘regulated investment com-
pany’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to distribu-
tions with respect to taxable years beginning 
after December 31, 2004. 
SEC. 465. TREATMENT OF DISTRIBUTIONS AT-

TRIBUTABLE TO FIRPTA GAINS. 
(a) QUALIFIED INVESTMENT ENTITY.— 
(1) IN GENERAL.—Section 897(h)(1) is amend-

ed— 
(A) by striking ‘‘a nonresident alien indi-

vidual or a foreign corporation’’ in the first 
sentence and inserting ‘‘a nonresident alien 
individual, a foreign corporation, or other 
qualified investment entity’’, 

(B) by striking ‘‘such nonresident alien in-
dividual or foreign corporation’’ in the first 
sentence and inserting ‘‘such nonresident 
alien individual, foreign corporation, or 
other qualified investment entity’’, and 

(C) by striking the second sentence and in-
serting the following new sentence: ‘‘Not-
withstanding the preceding sentence, any 
distribution by a qualified investment entity 
to a nonresident alien, a foreign corporation, 
or other qualified investment entity with re-
spect to any class of stock which is regularly 
traded on an established securities market 
located in the United States shall not be 
treated as gain recognized from the sale or 
exchange of a United States real property in-
terest if the shareholder did not own more 
than 5 percent of such class of stock at any 
time during the 1 year period ending on the 
date of such distribution.’’. 

(2) APPLICATION AFTER 2007.—Clause (ii) of 
section 897(h)(4)(A) is amended by adding at 
the end the following new sentence: ‘‘Not-
withstanding the preceding sentence, an en-
tity described in clause (i)(II) shall be treat-
ed as a qualified investment entity for pur-
poses of applying paragraph (1) in any case in 
which a real estate investment trust makes 
a distribution to an entity described in 
clause (i)(II).’’. 

(b) TREATMENT OF CERTAIN DISTRIBUTIONS 
AS DIVIDENDS.— 

(1) IN GENERAL.—Section 852(b)(3) (relating 
to capital gains) is amended by adding at the 
end the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 
not apply by reason of the second sentence of 
section 897(h)(1), the amount of such dis-
tribution which would be included in com-
puting long-term capital gains for the share-
holder under subparagraph (B) or (D) (with-
out regard to this subparagraph)— 

‘‘(i) shall not be included in computing 
such shareholder’s long-term capital gains, 
and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(2) CONFORMING AMENDMENT.—Section 
871(k)(2) (relating to short-term capital gain 
dividends) is amended by adding at the end 
the following new subparagraph: 

‘‘(E) CERTAIN DISTRIBUTIONS.—In the case 
of a distribution to which section 897 does 

not apply by reason of the second sentence of 
section 897(h)(1), the amount which would be 
treated as a short-term capital gain dividend 
to the shareholder (without regard to this 
subparagraph)— 

‘‘(i) shall not be treated as a short-term 
capital gain dividend, and 

‘‘(ii) shall be included in such shareholder’s 
gross income as a dividend from the regu-
lated investment company.’’. 

(c) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (2), the amendments made by this 
section shall apply to taxable years of quali-
fied investment entities beginning after the 
date of the enactment of this Act. 

(2) DIVIDENDS.—The amendments made by 
subsection (b) shall apply to dividends with 
respect to taxable years of regulated invest-
ment companies beginning after December 
31, 2004. 
SEC. 466. PREVENTION OF AVOIDANCE OF TAX 

ON INVESTMENTS OF FOREIGN PER-
SONS IN UNITED STATES REAL 
PROPERTY THROUGH WASH SALE 
TRANSACTIONS. 

(a) IN GENERAL.—Section 897(h) of the In-
ternal Revenue Code of 1986 (relating to spe-
cial rules in certain investment entities) is 
amended by redesignating paragraph (4) as 
paragraph (5) and by inserting after para-
graph (3) the following new paragraph: 

‘‘(4) TREATMENT OF CERTAIN WASH SALE 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—If an interest in a do-
mestically controlled qualified investment 
entity is disposed of in an applicable wash 
sale transaction, the taxpayer shall, for pur-
poses of this section, be treated as having 
gain from the sale or exchange of a United 
States real property interest in an amount 
equal to the portion of the distribution de-
scribed in subparagraph (B) with respect to 
such interest which, but for the disposition, 
would have been treated by the taxpayer as 
gain from the sale or exchange of a United 
States real property interest under para-
graph (1). 

‘‘(B) APPLICABLE WASH SALES TRANS-
ACTION.—For purposes of this paragraph— 

‘‘(i) IN GENERAL.—The term ‘applicable 
wash sales transaction’ means any trans-
action (or series of transactions) under 
which a nonresident alien individual or for-
eign corporation— 

‘‘(I) disposes of an interest in a domesti-
cally controlled qualified investment entity 
during the 30-day period preceding a dis-
tribution which is to be made with respect to 
the interest and any portion of which, but 
for the disposition, would have been treated 
by the taxpayer as gain from the sale or ex-
change of a United States real property in-
terest under paragraph (1), and 

‘‘(II) acquires an identical interest in such 
entity during the 60-day period beginning 
with the 1st day of the 30-day period de-
scribed in subclause (I). 

For purposes of subclause (II), a nonresident 
alien individual or foreign corporation shall 
be treated as having acquired any interest 
acquired by a person related (within the 
meaning of section 465(b)(3)(C)) to the indi-
vidual or corporation. 

‘‘(ii) EXCEPTION WHERE DISTRIBUTION ACTU-
ALLY RECEIVED.—A transaction shall not be 
treated as an applicable wash sales trans-
action if the nonresident alien individual or 
foreign corporation receives the distribution 
described in clause (i)(I) with respect to ei-
ther the interest which was disposed of, or 
acquired, in the transaction. 

‘‘(iii) EXCEPTION FOR CERTAIN PUBLICLY 
TRADED STOCK.—A transaction shall not be 
treated as an applicable wash sales trans-
action if it involves the disposition of any 
class of stock in a qualified investment enti-
ty which is regularly traded on an estab-

lished securities market within the United 
States but only if the nonresident alien indi-
vidual or foreign corporation did not own 
more than 5 percent of such class of stock at 
any time during the 1-year period ending on 
the date of the distribution described in 
clause (i)(I).’’. 

(b) NO WITHHOLDING REQUIRED.—Section 
1445(b) of the Internal Revenue Code of 1986 
(relating to exemptions) is amended by add-
ing at the end the following new paragraph: 

‘‘(8) APPLICABLE WASH SALES TRANS-
ACTIONS.—No person shall be required to de-
duct and withhold any amount under sub-
section (a) with respect to a disposition 
which is treated as a disposition of a United 
States real property interest solely by rea-
son of section 897(h)(4).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to disposi-
tions after December 31, 2005, in taxable 
years ending after such date. 
SEC. 467. MODIFICATIONS TO RULES RELATING 

TO TAXATION OF DISTRIBUTIONS OF 
STOCK AND SECURITIES OF A CON-
TROLLED CORPORATION. 

(a) MODIFICATION OF ACTIVE BUSINESS DEFI-
NITION UNDER SECTION 355.— 

(1) IN GENERAL.—Section 355(b) (defining 
active conduct of a trade or business) is 
amended by adding at the end the following 
new paragraph: 

‘‘(3) SPECIAL RULES RELATING TO ACTIVE 
BUSINESS REQUIREMENT.— 

‘‘(A) IN GENERAL.—For purposes of deter-
mining whether a corporation meets the re-
quirement of paragraph (2)(A), all members 
of such corporation’s separate affiliated 
group shall be treated as 1 corporation. For 
purposes of the preceding sentence, the term 
‘separate affiliated group’ means, with re-
spect to any corporation, the affiliated group 
which would be determined under section 
1504(a) if such corporation were the common 
parent and section 1504(b) did not apply. 

‘‘(B) CONTROL.—For purposes of paragraph 
(2)(D), all distributee corporations which are 
members of the same affiliated group (as de-
fined in section 1504(a) without regard to sec-
tion 1504(b)) shall be treated as 1 distributee 
corporation.’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Subparagraph (A) of section 355(b)(2) is 

amended to read as follows: 
‘‘(A) it is engaged in the active conduct of 

a trade or business,’’. 
(B) Section 355(b)(2) of such Code is amend-

ed by striking the last sentence. 
(3) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply— 
(i) to distributions after the date of the en-

actment of this Act, and before January 1, 
2010, and 

(ii) for purposes of determining the contin-
ued qualification under section 355(b)(2)(A) of 
the Internal Revenue Code of 1986 (as amend-
ed by paragraph (2)(A)) of distributions made 
before such date, as a result of an acquisi-
tion, disposition, or other restructuring after 
such date and before January 1, 2010. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 

(C) ELECTIONS.— 
(i) OUT OF TRANSITION RELIEF.—Subpara-

graph (B) shall not apply if the distributing 
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corporation elects not to have such subpara-
graph apply to distributions of such corpora-
tion. Any such election, once made, shall be 
irrevocable. 

(ii) APPLICATION TO PRIOR DISTRIBUTIONS.— 
Subparagraph (A)(ii) shall not apply to a dis-
tributing or controlled corporation if the 
corporation elects not to have such subpara-
graph apply to such corporation. Any such 
election, once made, shall be irrevocable. 

(b) SECTION 355 NOT TO APPLY TO DISTRIBU-
TIONS IF THE DISTRIBUTING OR CONTROLLED 
CORPORATION IS A DISQUALIFIED INVESTMENT 
CORPORATION.— 

(1) IN GENERAL.—Section 355 (relating to 
distributions of stock and securities of a con-
trolled corporation) is amended by adding at 
the end the following new subsection: 

‘‘(g) SECTION NOT TO APPLY TO DISTRIBU-
TIONS INVOLVING DISQUALIFIED INVESTMENT 
CORPORATIONS.— 

‘‘(1) IN GENERAL.—This section (and so 
much of section 356 as relates to this section) 
shall not apply to any distribution which is 
part of a transaction if— 

‘‘(A) either the distributing corporation or 
controlled corporation is, immediately after 
the transaction, a disqualified investment 
corporation, and 

‘‘(B) any person holds, immediately after 
the transaction, a 50-percent or greater in-
terest in any disqualified investment cor-
poration, but only if such person did not hold 
such an interest in such corporation imme-
diately before the transaction. 

‘‘(2) DISQUALIFIED INVESTMENT CORPORA-
TION.—For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘disqualified 
investment corporation’ means any distrib-
uting or controlled corporation if the fair 
market value of the investment assets of the 
corporation is 75 percent or more of the fair 
market value of all assets of the corporation. 

‘‘(B) INVESTMENT ASSETS.— 
‘‘(i) IN GENERAL.—Except as otherwise pro-

vided in this subparagraph, the term ‘invest-
ment assets’ means— 

‘‘(I) cash, 
‘‘(II) any stock or securities in a corpora-

tion, 
‘‘(III) any interest in a partnership, 
‘‘(IV) any debt instrument or other evi-

dence of indebtedness, 
‘‘(V) any option, forward or futures con-

tract, notional principal contract, or deriva-
tive, 

‘‘(VI) foreign currency, or 
‘‘(VII) any similar asset. 
‘‘(ii) EXCEPTION FOR ASSETS USED IN ACTIVE 

CONDUCT OF CERTAIN FINANCIAL TRADES OR 
BUSINESSES.—Such term shall not include 
any asset which is held for use in the active 
and regular conduct of— 

‘‘(I) a lending or finance business (within 
the meaning of section 954(h)(4)), 

‘‘(II) a banking business through a bank (as 
defined in section 581), a domestic building 
and loan association (within the meaning of 
section 7701(a)(19)), or any similar institu-
tion specified by the Secretary, or 

‘‘(III) an insurance business if the conduct 
of the business is licensed, authorized, or 
regulated by an applicable insurance regu-
latory body. 

This clause shall only apply with respect to 
any business if substantially all of the in-
come of the business is derived from persons 
who are not related (within the meaning of 
section 267(b) or 707(b)(1)) to the person con-
ducting the business. 

‘‘(iii) EXCEPTION FOR SECURITIES MARKED TO 
MARKET.—Such term shall not include any 
security (as defined in section 475(c)(2)) 
which is held by a dealer in securities and to 
which section 475(a) applies. 

‘‘(iv) STOCK OR SECURITIES IN A 25-PERCENT 
CONTROLLED ENTITY.— 

‘‘(I) IN GENERAL.—Such term shall not in-
clude any stock and securities in, or any 
asset described in subclause (IV) or (V) of 
clause (i) issued by, a corporation which is a 
25-percent controlled entity with respect to 
the distributing or controlled corporation. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 25- 
percent controlled entity. 

‘‘(III) 25-PERCENT CONTROLLED ENTITY.—For 
purposes of this clause, the term ‘25-percent 
controlled entity’ means, with respect to any 
distributing or controlled corporation, any 
corporation with respect to which the dis-
tributing or controlled corporation owns di-
rectly or indirectly stock meeting the re-
quirements of section 1504(a)(2), except that 
such section shall be applied by substituting 
‘25 percent’ for ‘80 percent’ and without re-
gard to stock described in section 1504(a)(4). 

‘‘(v) INTERESTS IN CERTAIN PARTNERSHIPS.— 
‘‘(I) IN GENERAL.—Such term shall not in-

clude any interest in a partnership, or any 
debt instrument or other evidence of indebt-
edness, issued by the partnership, if 1 or 
more of the trades or businesses of the part-
nership are (or, without regard to the 5-year 
requirement under subsection (b)(2)(B), 
would be) taken into account by the distrib-
uting or controlled corporation, as the case 
may be, in determining whether the require-
ments of subsection (b) are met with respect 
to the distribution. 

‘‘(II) LOOK-THRU RULE.—The distributing or 
controlled corporation shall, for purposes of 
applying this subsection, be treated as own-
ing its ratable share of the assets of any 
partnership described in subclause (I). 

‘‘(3) 50-PERCENT OR GREATER INTEREST.—For 
purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘50-percent or 
greater interest’ has the meaning given such 
term by subsection (d)(4). 

‘‘(B) ATTRIBUTION RULES.—The rules of sec-
tion 318 shall apply for purposes of deter-
mining ownership of stock for purposes of 
this paragraph. 

‘‘(4) TRANSACTION.—For purposes of this 
subsection, the term ‘transaction’ includes a 
series of transactions. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary to carry out, or prevent the avoidance 
of, the purposes of this subsection, including 
regulations— 

‘‘(A) to carry out, or prevent the avoidance 
of, the purposes of this subsection in cases 
involving— 

‘‘(i) the use of related persons, inter-
mediaries, pass-thru entities, options, or 
other arrangements, and 

‘‘(ii) the treatment of assets unrelated to 
the trade or business of a corporation as in-
vestment assets if, prior to the distribution, 
investment assets were used to acquire such 
unrelated assets, 

‘‘(B) which in appropriate cases exclude 
from the application of this subsection a dis-
tribution which does not have the character 
of a redemption which would be treated as a 
sale or exchange under section 302, and 

‘‘(C) which modify the application of the 
attribution rules applied for purposes of this 
subsection.’’. 

(2) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this subsection shall apply to distribu-
tions after the date of the enactment of this 
Act. 

(B) TRANSITION RULE.—The amendments 
made by this subsection shall not apply to 
any distribution pursuant to a transaction 
which is— 

(i) made pursuant to an agreement which 
was binding on such date of enactment and 
at all times thereafter, 

(ii) described in a ruling request submitted 
to the Internal Revenue Service on or before 
such date, or 

(iii) described on or before such date in a 
public announcement or in a filing with the 
Securities and Exchange Commission. 
SEC. 468. AMORTIZATION OF EXPENSES IN-

CURRED IN CREATING OR ACQUIR-
ING MUSIC OR MUSIC COPYRIGHTS. 

(a) IN GENERAL.—Section 263A (relating to 
capitalization and inclusion in inventory 
costs of certain expenses) is amended by re-
designating subsection (i) as subsection (j) 
and by adding after subsection (h) the fol-
lowing new subsection: 

‘‘(i) SPECIAL RULES FOR CERTAIN MUSICAL 
WORKS AND COPYRIGHTS.— 

‘‘(1) IN GENERAL.—If— 
‘‘(A) any expense is paid or incurred by the 

taxpayer in creating or acquiring any musi-
cal composition (including any accom-
panying words) or any copyright with re-
spect to a musical composition, and 

‘‘(B) such expense is required to be capital-
ized under this section, 

then, notwithstanding section 167(g), the 
amount capitalized shall be amortized rat-
ably over the 5-year period beginning with 
the month in which the composition or copy-
right was acquired (or, in the case of ex-
penses paid or incurred in connection with 
the creation of a musical composition, the 5- 
taxable-year period beginning with the tax-
able year in which the expenses were paid or 
incurred). 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to any expense— 

‘‘(A) which is a qualified creative expense 
under subsection (h), 

‘‘(B) to which a simplified procedure estab-
lished under subsection (j)(2) applies, 

‘‘(C) which is an amortizable section 197 in-
tangible (as defined in section 197(c)), or 

‘‘(D) which, without regard to this section, 
would not be allowable as a deduction.’’ 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
paid or incurred after December 31, 2005, in 
taxable years ending after such date. 
SEC. 469. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
(a) IN GENERAL.—Subpart H of part IV of 

subchapter A of chapter 1 (relating to credits 
against tax) is amended by adding at the end 
the following new section: 
‘‘SEC. 54A. CREDIT TO HOLDERS OF RURAL REN-

AISSANCE BONDS. 
‘‘(a) ALLOWANCE OF CREDIT.—In the case of 

a taxpayer who holds a rural renaissance 
bond on a credit allowance date of such bond, 
which occurs during the taxable year, there 
shall be allowed as a credit against the tax 
imposed by this chapter for such taxable 
year an amount equal to the sum of the cred-
its determined under subsection (b) with re-
spect to credit allowance dates during such 
year on which the taxpayer holds such bond. 

‘‘(b) AMOUNT OF CREDIT.— 
‘‘(1) IN GENERAL.—The amount of the credit 

determined under this subsection with re-
spect to any credit allowance date for a rural 
renaissance bond is 25 percent of the annual 
credit determined with respect to such bond. 

‘‘(2) ANNUAL CREDIT.—The annual credit de-
termined with respect to any rural renais-
sance bond is the product of— 

‘‘(A) the credit rate determined by the Sec-
retary under paragraph (3) for the day on 
which such bond was sold, multiplied by 

‘‘(B) the outstanding face amount of the 
bond. 

‘‘(3) DETERMINATION.—For purposes of para-
graph (2), with respect to any rural renais-
sance bond, the Secretary shall determine 
daily or caused to be determined daily a 
credit rate which shall apply to the first day 
on which there is a binding, written contract 
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for the sale or exchange of the bond. The 
credit rate for any day is the credit rate 
which the Secretary or the Secretary’s des-
ignee estimates will permit the issuance of 
rural renaissance bonds with a specified ma-
turity or redemption date without discount 
and without interest cost to the qualified 
issuer. 

‘‘(4) CREDIT ALLOWANCE DATE.—For pur-
poses of this section, the term ‘credit allow-
ance date’ means— 

‘‘(A) March 15, 
‘‘(B) June 15, 
‘‘(C) September 15, and 
‘‘(D) December 15. 

Such term also includes the last day on 
which the bond is outstanding. 

‘‘(5) SPECIAL RULE FOR ISSUANCE AND RE-
DEMPTION.—In the case of a bond which is 
issued during the 3-month period ending on a 
credit allowance date, the amount of the 
credit determined under this subsection with 
respect to such credit allowance date shall 
be a ratable portion of the credit otherwise 
determined based on the portion of the 3- 
month period during which the bond is out-
standing. A similar rule shall apply when the 
bond is redeemed or matures. 

‘‘(c) LIMITATION BASED ON AMOUNT OF 
TAX.—The credit allowed under subsection 
(a) for any taxable year shall not exceed the 
excess of— 

‘‘(1) the sum of the regular tax liability (as 
defined in section 26(b)) plus the tax imposed 
by section 55, over 

‘‘(2) the sum of the credits allowable under 
this part (other than subpart C). 

‘‘(d) RURAL RENAISSANCE BOND.—For pur-
poses of this section— 

‘‘(1) IN GENERAL.—The term ‘rural renais-
sance bond’ means any bond issued as part of 
an issue if— 

‘‘(A) the bond is issued by a qualified 
issuer, 

‘‘(B) 95 percent or more of the proceeds 
from the sale of such issue are to be used for 
capital expenditures incurred for 1 or more 
qualified projects, 

‘‘(C) the qualified issuer designates such 
bond for purposes of this section and the 
bond is in registered form, and 

‘‘(D) the issue meets the requirements of 
subsections (e) and (h). 

‘‘(2) QUALIFIED PROJECT; SPECIAL USE 
RULES.— 

‘‘(A) IN GENERAL.—The term ‘qualified 
project’ means 1 or more projects described 
in subparagraph (B) located in a rural area. 

‘‘(B) PROJECTS DESCRIBED.—A project de-
scribed in this subparagraph is— 

‘‘(i) a water or waste treatment project, 
‘‘(ii) an affordable housing project, 
‘‘(iii) a community facility project, includ-

ing hospitals, fire and police stations, and 
nursing and assisted-living facilities, 

‘‘(iv) a value-added agriculture or renew-
able energy facility project for agricultural 
producers or farmer-owned entities, includ-
ing any project to promote the production, 
processing, or retail sale of ethanol (includ-
ing fuel at least 85 percent of the volume of 
which consists of ethanol), biodiesel, animal 
waste, biomass, raw commodities, or wind as 
a fuel, 

‘‘(v) a distance learning or telemedicine 
project, 

‘‘(vi) a rural utility infrastructure project, 
including any electric or telephone system, 

‘‘(vii) a project to expand broadband tech-
nology, 

‘‘(viii) a rural teleworks project, and 
‘‘(ix) any project described in any pre-

ceding clause carried out by the Delta Re-
gional Authority. 

‘‘(C) SPECIAL RULES.—For purposes of this 
paragraph— 

‘‘(i) any project described in subparagraph 
(B)(iv) for a farmer-owned entity may be 

considered a qualified project if such entity 
is located in a rural area, or in the case of a 
farmer-owned entity the headquarters of 
which are located in a nonrural area, if the 
project is located in a rural area, and 

‘‘(ii) any project for a farmer-owned entity 
which is a facility described in subparagraph 
(B)(iv) for agricultural producers may be 
considered a qualified project regardless of 
whether the facility is located in a rural or 
nonrural area. 

‘‘(3) SPECIAL USE RULES.— 
‘‘(A) REFINANCING RULES.—For purposes of 

paragraph (1)(B), a qualified project may be 
refinanced with proceeds of a rural renais-
sance bond only if the indebtedness being re-
financed (including any obligation directly 
or indirectly refinanced by such indebted-
ness) was originally incurred after the date 
of the enactment of this section. 

‘‘(B) REIMBURSEMENT.—For purposes of 
paragraph (1)(B), a rural renaissance bond 
may be issued to reimburse a borrower for 
amounts paid after the date of the enact-
ment of this section with respect to a quali-
fied project, but only if— 

‘‘(i) prior to the payment of the original 
expenditure, the borrower declared its intent 
to reimburse such expenditure with the pro-
ceeds of a rural renaissance bond, 

‘‘(ii) not later than 60 days after payment 
of the original expenditure, the qualified 
issuer adopts an official intent to reimburse 
the original expenditure with such proceeds, 
and 

‘‘(iii) the reimbursement is made not later 
than 18 months after the date the original 
expenditure is paid. 

‘‘(C) TREATMENT OF CHANGES IN USE.—For 
purposes of paragraph (1)(B), the proceeds of 
an issue shall not be treated as used for a 
qualified project to the extent that a bor-
rower takes any action within its control 
which causes such proceeds not to be used 
for a qualified project. The Secretary shall 
prescribe regulations specifying remedial ac-
tions that may be taken (including condi-
tions to taking such remedial actions) to 
prevent an action described in the preceding 
sentence from causing a bond to fail to be a 
rural renaissance bond. 

‘‘(e) MATURITY LIMITATIONS.— 
‘‘(1) DURATION OF TERM.—A bond shall not 

be treated as a rural renaissance bond if the 
maturity of such bond exceeds the maximum 
term determined by the Secretary under 
paragraph (2) with respect to such bond. 

‘‘(2) MAXIMUM TERM.—During each calendar 
month, the Secretary shall determine the 
maximum term permitted under this para-
graph for bonds issued during the following 
calendar month. Such maximum term shall 
be the term which the Secretary estimates 
will result in the present value of the obliga-
tion to repay the principal on the bond being 
equal to 50 percent of the face amount of 
such bond. Such present value shall be deter-
mined without regard to the requirements of 
subsection (f)(3) and using as a discount rate 
the average annual interest rate of tax-ex-
empt obligations having a term of 10 years or 
more which are issued during the month. If 
the term as so determined is not a multiple 
of a whole year, such term shall be rounded 
to the next highest whole year. 

‘‘(3) RATABLE PRINCIPAL AMORTIZATION RE-
QUIRED.—A bond shall not be treated as a 
rural renaissance bond unless it is part of an 
issue which provides for an equal amount of 
principal to be paid by the qualified issuer 
during each calendar year that the issue is 
outstanding. 

‘‘(f) LIMITATION ON AMOUNT OF BONDS DES-
IGNATED.— 

‘‘(1) NATIONAL LIMITATION.—There is a rural 
renaissance bond limitation of $200,000,000. 

‘‘(2) ALLOCATION BY SECRETARY.—The Sec-
retary shall allocate the amount described in 

paragraph (1) among qualified projects in 
such manner as the Secretary determines ap-
propriate. 

‘‘(g) CREDIT INCLUDED IN GROSS INCOME.— 
Gross income includes the amount of the 
credit allowed to the taxpayer under this 
section (determined without regard to sub-
section (c)) and the amount so included shall 
be treated as interest income. 

‘‘(h) SPECIAL RULES RELATING TO EXPENDI-
TURES.— 

‘‘(1) IN GENERAL.—An issue shall be treated 
as meeting the requirements of this sub-
section if, as of the date of issuance, the 
qualified issuer reasonably expects— 

‘‘(A) at least 95 percent of the proceeds 
from the sale of the issue are to be spent for 
1 or more qualified projects within the 5-year 
period beginning on the date of issuance of 
the rural renaissance bond, 

‘‘(B) a binding commitment with a third 
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be in-
curred within the 6-month period beginning 
on the date of issuance of the rural renais-
sance bond or, in the case of a rural renais-
sance bond, the proceeds of which are to be 
loaned to 2 or more borrowers, such binding 
commitment will be incurred within the 6- 
month period beginning on the date of the 
loan of such proceeds to a borrower, and 

‘‘(C) such projects will be completed with 
due diligence and the proceeds from the sale 
of the issue will be spent with due diligence. 

‘‘(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of 
the period described in paragraph (1)(A), the 
Secretary may extend such period if the 
qualified issuer establishes that the failure 
to satisfy the 5-year requirement is due to 
reasonable cause and the related projects 
will continue to proceed with due diligence. 

‘‘(3) FAILURE TO SPEND REQUIRED AMOUNT OF 
BOND PROCEEDS WITHIN 5 YEARS.—To the ex-
tent that less than 95 percent of the proceeds 
of such issue are expended by the close of the 
5-year period beginning on the date of 
issuance (or if an extension has been ob-
tained under paragraph (2), by the close of 
the extended period), the qualified issuer 
shall redeem all of the nonqualified bonds 
within 90 days after the end of such period. 
For purposes of this paragraph, the amount 
of the nonqualified bonds required to be re-
deemed shall be determined in the same 
manner as under section 142. 

‘‘(i) SPECIAL RULES RELATING TO ARBI-
TRAGE.—A bond which is part of an issue 
shall not be treated as a rural renaissance 
bond unless, with respect to the issue of 
which the bond is a part, the qualified issuer 
satisfies the arbitrage requirements of sec-
tion 148 with respect to proceeds of the issue. 

‘‘(j) QUALIFIED ISSUER.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘qualified 
issuer’ means any not-for-profit cooperative 
lender which has as of the date of the enact-
ment of this section received a guarantee 
under section 306 of the Rural Electrification 
Act and which meets the requirement of 
paragraph (2). 

‘‘(2) USER FEE REQUIREMENT.—The require-
ment of this paragraph is met if the issuer of 
any rural renaissance bond makes grants for 
qualified projects as defined under sub-
section (d)(2) on a semi-annual basis every 
year that such bond is outstanding in an an-
nual amount equal to one-half of the rate on 
United States Treasury Bills of the same ma-
turity multiplied by the outstanding prin-
ciple balance of rural renaissance bonds 
issued by such issuer. 

‘‘(k) SPECIAL RULES RELATING TO POOL 
BONDS.—No portion of a pooled financing 
bond may be allocable to loan unless the bor-
rower has entered into a written loan com-
mitment for such portion prior to the issue 
date of such issue. 
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‘‘(l) OTHER DEFINITIONS AND SPECIAL 

RULES.—For purposes of this section— 
‘‘(1) BOND.—The term ‘bond’ includes any 

obligation. 
‘‘(2) POOLED FINANCING BOND.—The term 

‘pooled financing bond’ shall have the mean-
ing given such term by section 149(f)(4)(A). 

‘‘(3) RURAL AREA.—The term ‘rural area’ 
means any area other than— 

‘‘(A) a city or town which has a population 
of greater than 50,000 inhabitants, or 

‘‘(B) the urbanized area contiguous and ad-
jacent to such a city or town. 

‘‘(4) PARTNERSHIP; S CORPORATION; AND 
OTHER PASS-THRU ENTITIES.— 

‘‘(A) IN GENERAL.—Under regulations pre-
scribed by the Secretary, in the case of a 
partnership, trust, S corporation, or other 
pass-thru entity, rules similar to the rules of 
section 41(g) shall apply with respect to the 
credit allowable under subsection (a). 

‘‘(B) NO BASIS ADJUSTMENT.—In the case of 
a bond held by a partnership or an S corpora-
tion, rules similar to the rules under section 
1397E(l) shall apply. 

‘‘(5) BONDS HELD BY REGULATED INVESTMENT 
COMPANIES.—If any rural renaissance bond is 
held by a regulated investment company, the 
credit determined under subsection (a) shall 
be allowed to shareholders of such company 
under procedures prescribed by the Sec-
retary. 

‘‘(6) REPORTING.—Issuers of rural renais-
sance bonds shall submit reports similar to 
the reports required under section 149(e).’’. 

(b) REPORTING.—Subsection (d) of section 
6049 (relating to returns regarding payments 
of interest) is amended by adding at the end 
the following new paragraph: 

‘‘(9) REPORTING OF CREDIT ON RURAL RENAIS-
SANCE BONDS.— 

‘‘(A) IN GENERAL.—For purposes of sub-
section (a), the term ‘interest’ includes 
amounts includible in gross income under 
section 54(f) and such amounts shall be treat-
ed as paid on the credit allowance date (as 
defined in section 54(b)(4)). 

‘‘(B) REPORTING TO CORPORATIONS, ETC.— 
Except as otherwise provided in regulations, 
in the case of any interest described in sub-
paragraph (A), subsection (b)(4) shall be ap-
plied without regard to subparagraphs (A), 
(H), (I), (J), (K), and (L)(i) of such subsection. 

‘‘(C) REGULATORY AUTHORITY.—The Sec-
retary may prescribe such regulations as are 
necessary or appropriate to carry out the 
purposes of this paragraph, including regula-
tions which require more frequent or more 
detailed reporting.’’. 

(c) CONFORMING AMENDMENTS.— 
(1) The table of sections for subpart H of 

part IV of subchapter A of chapter 1 is 
amended by adding at the end the following 
new item: 

‘‘Sec. 54A. Credit to holders of rural renais-
sance bonds.’’. 

(2) Section 54(c)(2) is amended by inserting 
‘‘, section 54A,’’ after ‘‘subpart C’’. 

(d) ISSUANCE OF REGULATIONS.—The Sec-
retary of Treasury shall issue regulations re-
quired under section 54A of the Internal Rev-
enue Code of 1986 (as added by this section) 
not later than 120 days after the date of the 
enactment of this Act. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act and before January 1, 2010. 
SEC. 470. MODIFICATIONS OF FOREIGN TAX 

CREDIT RULES APPLICABLE TO 
LARGE INTEGRATED OIL COMPA-
NIES WHICH ARE DUAL CAPACITY 
TAXPAYERS. 

(a) IN GENERAL.—Section 901 (relating to 
credit for taxes of foreign countries and of 
possessions of the United States), as amend-
ed by this Act, is amended by redesignating 

subsections (m) and (n) as subsections (n) 
and (o), respectively, and by inserting after 
subsection (l) the following new subsection: 

‘‘(m) SPECIAL RULES RELATING TO LARGE 
INTEGRATED OIL COMPANIES WHICH ARE DUAL 
CAPACITY TAXPAYERS.— 

‘‘(1) GENERAL RULE.—Notwithstanding any 
other provision of this chapter, any amount 
paid or accrued by a dual capacity taxpayer 
which is a large integrated oil company to a 
foreign country or possession of the United 
States for any period shall not be considered 
a tax— 

‘‘(A) if, for such period, the foreign country 
or possession does not impose a generally ap-
plicable income tax, or 

‘‘(B) to the extent such amount exceeds the 
amount (determined in accordance with reg-
ulations) which— 

‘‘(i) is paid by such dual capacity taxpayer 
pursuant to the generally applicable income 
tax imposed by the country or possession, or 

‘‘(ii) would be paid if the generally applica-
ble income tax imposed by the country or 
possession were applicable to such dual ca-
pacity taxpayer. 

Nothing in this paragraph shall be construed 
to imply the proper treatment of any such 
amount not in excess of the amount deter-
mined under subparagraph (B). 

‘‘(2) DUAL CAPACITY TAXPAYER.—For pur-
poses of this subsection, the term ‘dual ca-
pacity taxpayer’ means, with respect to any 
foreign country or possession of the United 
States, a person who— 

‘‘(A) is subject to a levy of such country or 
possession, and 

‘‘(B) receives (or will receive) directly or 
indirectly a specific economic benefit (as de-
termined in accordance with regulations) 
from such country or possession. 

‘‘(3) GENERALLY APPLICABLE INCOME TAX.— 
For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘generally ap-
plicable income tax’ means an income tax 
(or a series of income taxes) which is gen-
erally imposed under the laws of a foreign 
country or possession on income derived 
from the conduct of a trade or business with-
in such country or possession. 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a tax unless it has substantial applica-
tion, by its terms and in practice, to— 

‘‘(i) persons who are not dual capacity tax-
payers, and 

‘‘(ii) persons who are citizens or residents 
of the foreign country or possession. 

‘‘(4) LARGE INTEGRATED OIL COMPANY.—For 
purposes of this subsection, the term ‘large 
integrated oil company’ means, with respect 
to any taxable year, an integrated oil com-
pany (as defined in section 291(b)(4)) which— 

‘‘(A) had gross receipts in excess of 
$1,000,000,000 for such taxable year, and 

‘‘(B) has an average daily worldwide pro-
duction of crude oil of at least 500,000 barrels 
for such taxable year.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxes paid or ac-
crued in taxable years beginning after the 
date of the enactment of this Act. 

(2) CONTRARY TREATY OBLIGATIONS 
UPHELD.—The amendments made by this sec-
tion shall not apply to the extent contrary 
to any treaty obligation of the United 
States. 
SEC. 471. DISABILITY PREFERENCE PROGRAM 

FOR TAX COLLECTION CONTRACTS. 
(a) IN GENERAL.—The Secretary of the 

Treasury shall not enter into any qualified 
tax collection contract after April 1, 2006, 
until the Secretary implements a disability 
preference program that meets the require-
ments of subsection (b). 

(b) DISABILITY PREFERENCE PROGRAM RE-
QUIREMENTS.— 

(1) IN GENERAL.—A disability preference 
program meets the requirements of this sub-
section if such program requires that not 
less than 10 percent of the accounts of each 
dollar value category are awarded to persons 
described in paragraph (2). 

(2) PERSON DESCRIBED.—For purposes of 
paragraph (1), a person is described in this 
paragraph if— 

(A) as of the date any qualified tax collec-
tion contract is awarded— 

(i) such person employs not less than 50 se-
verely disabled individuals within the United 
States; or 

(ii) not less than 30 percent of the employ-
ees of such person within the United States 
are severely disabled individuals; 

(B) such person agrees as a condition of the 
qualified tax collection contract that not 
more than 90 days after the date such con-
tract is awarded, not less than 35 percent of 
the employees of such person employed in 
connection with providing services under 
such contract shall— 

(i) be hired after the date such contract is 
awarded; and 

(ii) be severely disabled individuals; and 
(C) such person is otherwise qualified to 

perform the services required. 
(c) DEFINITIONS.—For purposes of this sec-

tion— 
(1) QUALIFIED TAX COLLECTION CONTRACT.— 

The term ‘‘qualified tax collection contract’’ 
shall have the meaning given such term 
under section 6306(b) of the Internal Revenue 
Code of 1986. 

(2) DOLLAR VALUE CATEGORY.—The term 
‘‘dollar value category’’ means the dollar 
ranges of accounts for collection as deter-
mined and assigned by the Secretary under 
section 6306(b)(1)(B) of the Internal Revenue 
Code of 1986 with respect to a qualified tax 
collection contract. 

(3) SEVERELY DISABLED INDIVIDUAL.—The 
term ‘‘severely disabled individual’’ means— 

(A) a veteran of the United States armed 
forces with a disability of 50 percent or 
greater— 

(i) determined by the Secretary of Vet-
erans Affairs to be service-connected; or 

(ii) deemed by law to be service-connected; 
or 

(B) any individual who is a disabled bene-
ficiary (as defined in section 1148(k)(2) of the 
Social Security Act (42 U.S.C. 1320b–19(k)(2))) 
or who would be considered to be such a dis-
abled beneficiary but for having income or 
resources in excess of the income or re-
sources eligibility limits established under 
title XVI of the Social Security Act (42 
U.S.C. 1381 et seq.), respectively. 

TITLE V—COMPLIANCE WITH 
CONGRESSIONAL BUDGET ACT 

SEC. 501. SUNSET OF CERTAIN PROVISIONS AND 
AMENDMENTS. 

The provisions of, and amendments made 
by, title I, subtitle A of title II, and title III 
shall not apply to taxable years beginning 
after September 30, 2010, and the Internal 
Revenue Code of 1986 shall be applied and ad-
ministered to such years as if such provi-
sions and amendments had never been en-
acted. 

SA 2711. Mr. FRIST (for Mr. TALENT) 
proposed an amendment to amendment 
SA 2710 proposed by Mr. FRIST (for 
himself, Mr. GRASSLEY, and Mr. BAU-
CUS) to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; as fol-
lows: 

At the end of the amendment add the fol-
lowing: 
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SEC. lll. PERMANENT EXTENSION OF EGTRRA 

PROVISIONS RELATING TO CHILD 
TAX CREDIT. 

Section 901 of the Economic Growth and 
Tax Relief Reconciliation Act of 2001 (relat-
ing to sunset provisions) shall not apply to 
the amendments made by section 201 of such 
Act. 

SA 2712. Mr. LEVIN submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

At the appropriate place, insert the fol-
lowing: 

TITLE —llMEDICARE REFORM 
SECTION l01. SHORT TITLE. 

This title may be cited as the ‘‘Medicare 
Part D Reform Act of 2006’’. 
SEC. l02. REMOVAL OF COVERED PART D DRUGS 

FROM THE PRESCRIPTION DRUG 
PLAN FORMULARY. 

Section 1860D–4(b)(3)(E) of the Social Secu-
rity Act (42 U.S.C. 1395w–104(b)(3)(E)) is 
amended to read as follows: 

‘‘(E) REMOVING DRUG FROM FORMULARY OR 
CHANGING PREFERRED OR TIER STATUS OF 
DRUG.— 

‘‘(i) LIMITATION ON REMOVAL OR CHANGE.— 
Beginning with 2006, the PDP sponsor of a 
prescription drug plan may not remove a 
covered part D drug from the plan formulary 
or change the preferred or tiered cost-shar-
ing status of such a drug other than during 
the period beginning on September 1 and 
ending on October 31. Subject to clause (ii), 
such removal or change shall only be effec-
tive beginning on January 1 of the imme-
diately succeeding calendar year. 

‘‘(ii) NOTICE.—Any removal or change 
under this subparagraph shall not take effect 
unless appropriate notice is made available 
(such as under subsection (a)(3)) to the Sec-
retary, affected enrollees, physicians, phar-
macies, and pharmacists. Such notice shall 
ensure that such information is made avail-
able prior to the annual, coordinated open 
election period described in section 
1851(e)(3)(B)(iii), as applied under section 
1860D–1(b)(1)(B)(iii).’’. 
SEC. l03. PHARMACEUTICAL PATIENT ASSIST-

ANCE PROGRAMS. 
(a) PROVIDING A SAFE HARBOR FOR PHARMA-

CEUTICAL PATIENT ASSISTANCE PROGRAMS.— 
Section 1128B(b)(3) of the Social Security 
Act (42 U.S.C. 1320a–7b(b)(3)) is amended— 

(1) in subparagraph (G)— 
(A) by inserting ‘‘or under a patient assist-

ance program (including a pharmaceutical 
manufacturer patient assistance program)’’ 
after ‘‘Indian organizations)’’; and 

(B) by striking ‘‘and’’ at the end; 
(2) in subparagraph (H), as added by section 

237(d) of the Medicare Prescription Drug, Im-
provement, and Modernization Act of 2003 
(Public Law 108–173; 117 Stat. 2213)— 

(A) by moving such subparagraph 2 ems to 
the left; and 

(B) by striking the period at the end and 
inserting ‘‘; and’’; and 

(3) by redesignating subparagraph (H), as 
added by section 431(a) of the Medicare Pre-
scription Drug, Improvement, and Mod-
ernization Act of 2003 (Public Law 108–173; 117 
Stat. 2287), as subparagraph (I) and moving 
such subparagraph 2 ems to the left. 

(b) EXCLUSION OF EXPENDITURES UNDER 
CERTAIN PHARMACY ASSISTANCE PROGRAMS 
FROM TROOP.—Section 1860D–2(b)(4)(C)(ii) of 
such Act (42 U.S.C. 1395w–102(b)(4)(C)(ii)) is 
amended by inserting ‘‘under a pharma-
ceutical manufacturer patient assistance 
program,’’ after ‘‘a group health plan,’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect on the 
date of enactment of this Act. 
SEC. l04. PROTECTION AGAINST COST-SHARING 

FOR FULL-BENEFIT DUAL ELIGIBLE 
INDIVIDUALS. 

(a) IN GENERAL.—Section 1860D– 
14(a)(1)(D)(ii) of the Social Security Act (42 
U.S.C. 1395w–114(a)(1)(D)(ii)) is amended— 

(1) in the heading, by striking ‘‘LOWEST IN-
COME’’; 

(2) by striking ‘‘and whose income does not 
exceed 100 percent of the poverty line appli-
cable to a family of the size involved’’; and 

(3) by adding at the end the following new 
sentence: ‘‘In the case of an individual who is 
unable to pay the copayment applicable 
under the preceding sentence, such copay-
ment shall be waived.’’ 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to drugs dis-
pensed on or after the date of enactment of 
this Act. 
SEC. l05. NEGOTIATING FAIR PRICES FOR MEDI-

CARE PRESCRIPTION DRUGS. 
(a) IN GENERAL.—Section 1860D–11 of the 

Social Security Act (42 U.S.C. 1395w–111) is 
amended by striking subsection (i) (relating 
to noninterference) and by inserting the fol-
lowing new subsection: 

‘‘(i) AUTHORITY TO NEGOTIATE PRICES WITH 
MANUFACTURERS.—In order to ensure that 
beneficiaries enrolled under prescription 
drug plans and MA–PD plans pay the lowest 
possible price, the Secretary shall have au-
thority similar to that of other Federal enti-
ties that purchase prescription drugs in bulk 
to negotiate contracts with manufacturers of 
covered part D drugs, consistent with the re-
quirements and in furtherance of the goals of 
providing quality care and containing costs 
under this part.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect on the 
date of enactment of this Act. 

SA 2713. Mrs. FEINSTEIN (for her-
self, Mr. KOHL, Mr. DORGAN, Mr. BINGA-
MAN, Mr. SCHUMER, Mrs. BOXER, and 
Mrs. CLINTON) submitted an amend-
ment intended to be proposed by her to 
the bill H.R. 4297, to provide for rec-
onciliation pursuant to section 201(b) 
of the concurrent resolution on the 
budget for fiscal year 2006; which was 
ordered to lie on the table; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. REMOVAL OF COVERED PART D DRUGS 

FROM THE PRESCRIPTION DRUG 
PLAN FORMULARY. 

(a) LIMITATION ON REMOVAL OR CHANGE OF 
COVERED PART D DRUGS FROM THE PRESCRIP-
TION DRUG PLAN FORMULARY.—Section 
1860D–4(b)(3)(E) of the Social Security Act (42 
U.S.C. 1395w–104(b)(3)(E)) is amended to read 
as follows: 

‘‘(E) REMOVING DRUG FROM FORMULARY OR 
CHANGING PREFERRED OR TIER STATUS OF 
DRUG.— 

‘‘(i) LIMITATION ON REMOVAL OR CHANGE.— 
‘‘(I) IN GENERAL.—Subject to subclause (II) 

and clause (ii), beginning with 2006, the PDP 
sponsor of a prescription drug plan may not 
remove a covered part D drug from the plan 
formulary or change the preferred or tiered 
cost-sharing status of such a drug other than 
at the beginning of each plan year except as 
the Secretary may permit to take into ac-
count new therapeutic uses and newly cov-
ered part D drugs. 

‘‘(II) SPECIAL RULE FOR NEWLY ENROLLED IN-
DIVIDUALS.—Subject to clause (ii), in the case 
of an individual who enrolls in a prescription 
drug plan on or after the date of enactment 
of this subparagraph, the PDP sponsor of 

such plan may not remove a covered part D 
drug from the plan formulary or change the 
preferred or tiered cost-sharing status of 
such a drug during the period beginning on 
the date of such enrollment and ending on 
December 31 of the immediately succeeding 
plan year except as the Secretary may per-
mit to take into account new therapeutic 
uses and newly covered part D drugs. 

‘‘(ii) EXCEPTIONS TO LIMITATION ON RE-
MOVAL.—Clause (i) shall not apply with re-
spect to a covered part D drug that— 

‘‘(I) is a brand name drug for which there 
is a generic drug approved under section 
505(j) of the Food and Drug Cosmetic Act (21 
U.S.C. 355(j)) that is placed on the market 
during the period in which there are limita-
tions on removal or change in the formulary 
under subclause (I) or (II) of clause (i); 

‘‘(II) is a brand name drug that goes off- 
patent during such period; 

‘‘(III) is a drug for which the Commissioner 
of Food and Drugs issues a clinical warning 
that imposes a restriction or limitation on 
the drug during such period; or 

‘‘(IV) has been determined to be ineffective 
during such period. 

‘‘(iii) NOTICE OF REMOVAL UNDER APPLICA-
TION OF EXCEPTION TO LIMITATION.—The PDP 
sponsor of a prescription drug plan shall pro-
vide appropriate notice (such as under sub-
section (a)(3)) of any removal or change 
under clause (ii) to the Secretary, affected 
enrollees, physicians, pharmacies, and phar-
macists.’’. 

(b) NOTICE FOR CHANGE IN FORMULARY AND 
OTHER RESTRICTIONS OR LIMITATIONS ON COV-
ERAGE.— 

(1) IN GENERAL.—Section 1860D–4(a) of such 
Act (42 U.S.C. 1395w-104(a)) is amended by 
adding at the end the following new para-
graph: 

‘‘(5) ANNUAL NOTICE OF CHANGES IN FOR-
MULARY AND OTHER RESTRICTIONS OR LIMITA-
TIONS ON COVERAGE.—Each PDP sponsor of-
fering a prescription drug plan shall furnish 
to each enrollee at the time of each annual 
coordinated election period (referred to in 
section 1860D–1(b)(1)(B)(iii)) for a plan year a 
notice of any changes in the formulary or 
other restrictions or limitations on coverage 
of a covered part D drug under the plan that 
will take effect for the plan year.’’. 

(2) EFFECTIVE DATE.—The amendment 
made by paragraph (1) shall apply to annual 
coordinated election periods beginning after 
the date of the enactment of this Act. 

SA 2714. Mr. DURBIN (for himself, 
Mrs. MURRAY, Mr. LIEBERMAN, Mr. 
LAUTENBERG, and Mrs. CLINTON) sub-
mitted an amendment intended to be 
proposed by him to the bill H.R. 4297, 
to provide for reconciliation pursuant 
to section 201(b) of the concurrent reso-
lution on the budget for fiscal year 
2006; which was ordered to lie on the 
table; as follows: 

On page 19, strike lines 19 through 22 and 
insert the following: 
SEC. 203. ELIGIBILITY OF ALL UNINSURED CHIL-

DREN FOR SCHIP. 
(a) IN GENERAL.—Section 2110(b) of the So-

cial Security Act (42 U.S.C. 1397jj(b)) is 
amended— 

(1) in paragraph (1)— 
(A) by striking subparagraph (B); and 
(B) by redesignating subparagraph (C) as 

subparagraph (B); 
(2) in paragraph (2)— 
(A) by striking ‘‘include’’ and all that fol-

lows through ‘‘a child who is an’’ and insert-
ing ‘‘include a child who is an’’; and 

(B) by striking the semicolon and all that 
follows through the period and inserting a 
period; and 
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(3) by striking paragraph (4). 
(b) NO EXCLUSION OF CHILDREN WITH AC-

CESS TO HIGH-COST COVERAGE.—Section 
2110(b)(3) of the Social Security Act (42 
U.S.C. 1397jj(b)(3)) is amended— 

(1) in the paragraph heading, by striking 
‘‘RULE’’ and inserting ‘‘RULES’’; 

(2) by striking ‘‘A child shall not be consid-
ered to be described in paragraph (1)(C)’’ and 
inserting the following: 

‘‘(A) CERTAIN NON FEDERALLY FUNDED COV-
ERAGE.—A child shall not be considered to be 
described in paragraph (1)(C)’’; and 

(3) by adding at the end the following: 
‘‘(B) NO EXCLUSION OF CHILDREN WITH AC-

CESS TO HIGH-COST COVERAGE.—A State may 
include a child as a targeted vulnerable child 
if the child has access to coverage under a 
group health plan or health insurance cov-
erage and the total annual aggregate cost for 
premiums, deductibles, cost sharing, and 
similar charges imposed under the group 
health plan or health insurance coverage 
with respect to all targeted vulnerable chil-
dren in the child’s family exceeds 5 percent 
of such family’s income for the year in-
volved.’’. 

(c) CONFORMING AMENDMENTS.— 
(1) Titles XIX and XXI of the Social Secu-

rity Act (42 U.S.C. 1396 et seq.; 1397aa et. 
seq.) are amended by striking ‘‘targeted low- 
income’’ each place it appears and inserting 
‘‘targeted vulnerable’’. 

(2) Section 2101(a) of such Act (42 U.S.C. 
1397aa(a)) is amended by striking ‘‘unin-
sured, low-income’’ and inserting ‘‘low-in-
come’’. 

(3) Section 2102(b)(3)(C) of such Act (42 
U.S.C. 1397bb(b)(3)(C)) is amended by insert-
ing ‘‘, particularly with respect to children 
whose family income exceeds 200 percent of 
the poverty line’’ before the semicolon. 

(4) Section 2102(b)(3)(E), section 
2105(a)(1)(D)(ii), paragraphs (1)(C) and (2) of 
section 2107, and subsections (a)(1) and 
(d)(1)(B) of section 2108 of such Act (42 U.S.C. 
1397bb(b)(3)(E); 1397ee(a)(1)(D)(ii); 1397gg; 
1397hh) are amended by striking ‘‘low-in-
come’’ each place it appears. 

(5) Section 2110(a)(27) of such Act (42 U.S.C. 
1397jj(a)(27)) is amended by striking ‘‘eligible 
low-income individuals’’ and inserting ‘‘tar-
geted vulnerable individuals’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section take effect on October 
1, 2006. 
SEC. 203A. INCREASE IN FEDERAL FINANCIAL 

PARTICIPATION UNDER SCHIP AND 
MEDICAID FOR STATES WITH SIM-
PLIFIED ENROLLMENT AND RE-
NEWAL PROCEDURES FOR CHIL-
DREN. 

(a) SCHIP.—Section 2105(c)(2) of the Social 
Security Act (42 U.S.C. 1397ee(c)(2)) is 
amended by adding at the end the following: 

‘‘(C) NONAPPLICATION OF LIMITATION AND IN-
CREASE IN FEDERAL PAYMENT FOR STATES WITH 
SIMPLIFIED ENROLLMENT AND RENEWAL PROCE-
DURES.— 

‘‘(i) IN GENERAL.—Notwithstanding sub-
section (a)(1) and subparagraph (A)— 

‘‘(I) the limitation under subparagraph (A) 
on expenditures for items described in sub-
section (a)(1)(D) shall not apply with respect 
to expenditures incurred to carry out any of 
the outreach strategies described in clause 
(ii), but only if the State carries out the 
same outreach strategies for children under 
title XIX; and 

‘‘(II) the enhanced FMAP for a State for a 
fiscal year otherwise determined under sub-
section (b) shall be increased by 5 percentage 
points (without regard to the application of 
the 85 percent limitation under that sub-
section) with respect to such expenditures. 

‘‘(ii) OUTREACH STRATEGIES DESCRIBED.— 
For purposes of clause (i), the outreach 
strategies described in this clause are the 
following: 

‘‘(I) PRESUMPTIVE ELIGIBILITY.—The State 
provides for presumptive eligibility for chil-
dren under this title and under title XIX. 

‘‘(II) ADOPTION OF 12-MONTH CONTINUOUS ELI-
GIBILITY.—The State provides that eligibility 
for children shall not be redetermined more 
often than once every year under this title 
or under title XIX. 

‘‘(III) ELIMINATION OF ASSET TEST.—The 
State does not apply any asset test for eligi-
bility under this title or title XIX with re-
spect to children. 

‘‘(IV) PASSIVE RENEWAL.—The State pro-
vides for the automatic renewal of the eligi-
bility of children for assistance under this 
title and under title XIX if the family of 
which such a child is a member does not re-
port any changes to family income or other 
relevant circumstances, subject to 
verification of information from State data-
bases.’’. 

(b) MEDICAID.— 
(1) IN GENERAL.—Section 1902(l) of the So-

cial Security Act (42 U.S.C. 1396a(l)) is 
amended— 

(A) in paragraph (3), by inserting ‘‘subject 
to paragraph (5)’’, after ‘‘Notwithstanding 
subsection (a)(17),’’; and 

(B) by adding at the end the following: 
‘‘(5)(A) Notwithstanding the first sentence 

of section 1905(b), with respect to expendi-
tures incurred to carry out any of the out-
reach strategies described in subparagraph 
(B) for individuals under 19 years of age who 
are eligible for medical assistance under sub-
section (a)(10)(A), the Federal medical assist-
ance percentage is equal to the enhanced 
FMAP described in section 2105(b) and in-
creased under section 2105(c)(2)(C)(i)(II), but 
only if the State carries out the same out-
reach strategies for children under title XXI. 

‘‘(B) For purposes of subparagraph (A), the 
outreach strategies described in this sub-
paragraph are the following: 

‘‘(i) PRESUMPTIVE ELIGIBILITY.—The State 
provides for presumptive eligibility for such 
individuals under this title and title XXI. 

‘‘(ii) ADOPTION OF 12-MONTH CONTINUOUS ELI-
GIBILITY.—The State provides that eligibility 
for such individuals shall not be redeter-
mined more often than once every year 
under this title or under title XXI. 

‘‘(iii) ELIMINATION OF ASSET TEST.—The 
State does not apply any asset test for eligi-
bility under this title or title XXI with re-
spect to such individuals. 

‘‘(iv) PASSIVE RENEWAL.—The State pro-
vides for the automatic renewal of the eligi-
bility of such individuals for assistance 
under this title and under title XXI if the 
family of which such an individual is a mem-
ber does not report any changes to family in-
come or other relevant circumstances, sub-
ject to verification of information from 
State databases.’’. 

(2) CONFORMING AMENDMENT.—The first sen-
tence of section 1905(b) of the Social Secu-
rity Act (42 U.S.C. 1396d(b)) is amended by 
striking ‘‘section 1933(d)’’ and inserting ‘‘sec-
tions 1902(l)(5) and 1933(d)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section take effect on October 
1, 2006. 
SEC. 203B. LIMITATION ON PAYMENTS TO STATES 

THAT HAVE AN ENROLLMENT CAP 
BUT HAVE NOT EXHAUSTED THE 
STATE’S AVAILABLE ALLOTMENTS. 

(a) IN GENERAL.—Section 2105 of the Social 
Security Act (42 U.S.C. 1397ee) is amended by 
adding at the end the following: 

‘‘(h) LIMITATION ON PAYMENTS TO STATES 
THAT HAVE AN ENROLLMENT CAP BUT HAVE 
NOT EXHAUSTED THE STATE’S AVAILABLE AL-
LOTMENTS.— 

‘‘(1) IN GENERAL.—Notwithstanding any 
other provision of this section, payment 
shall not be made to a State under this sec-
tion if the State has an enrollment freeze, 

enrollment cap, procedures to delay consid-
eration of, or not to consider, submitted ap-
plications for child health assistance, or a 
waiting list for the submission or consider-
ation of such applications or for such assist-
ance, and the State has not fully expended 
the amount of all allotments available with 
respect to a fiscal year for expenditure by 
the State, including allotments for prior fis-
cal years that remain available for expendi-
ture during the fiscal year under subsection 
(c) or (g) of section 2104 or that were redis-
tributed to the State under subsection (f) or 
(g) of section 2104. 

‘‘(2) RULE OF CONSTRUCTION.—Paragraph (1) 
shall not be construed as prohibiting a State 
from establishing regular open enrollment 
periods for the submission of applications for 
child health assistance.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section take effect on October 
1, 2006. 
SEC. 203C. ADDITIONAL ENHANCEMENT TO FMAP 

TO PROMOTE EXPANSION OF COV-
ERAGE TO ALL UNINSURED CHIL-
DREN UNDER MEDICAID AND SCHIP. 

(a) IN GENERAL.—Title XXI (42 U.S.C. 
1397aa et seq.) is amended by adding at the 
end the following: 
‘‘SEC. 2111. ADDITIONAL ENHANCEMENT TO 

FMAP TO PROMOTE EXPANSION OF 
COVERAGE TO ALL UNINSURED 
CHILDREN UNDER MEDICAID AND 
SCHIP. 

‘‘(a) IN GENERAL.—Notwithstanding sub-
section (b) of section 2105 (and without re-
gard to the application of the 85 percent lim-
itation under that subsection), the enhanced 
FMAP with respect to expenditures in a 
quarter for providing child health assistance 
to uninsured children whose family income 
exceeds 200 percent of the poverty line, shall 
be increased by 5 percentage points. 

‘‘(b) UNINSURED CHILD DEFINED.— 
‘‘(1) IN GENERAL.—For purposes of sub-

section (a), subject to paragraph (2), the 
term ‘uninsured child’ means an uncovered 
child who has been without creditable cov-
erage for a period determined by the Sec-
retary, except that such period shall not be 
less than 6 months. 

‘‘(2) SPECIAL RULE FOR NEWBORN CHIL-
DREN.—In the case of a child 12 months old or 
younger, the period determined under para-
graph (1) shall be 0 months and such child 
shall be considered uninsured upon birth. 

‘‘(3) SPECIAL RULE FOR CHILDREN LOSING 
MEDICAID OR SCHIP COVERAGE DUE TO IN-
CREASED FAMILY INCOME.—In the case of a 
child who, due to an increase in family in-
come, becomes ineligible for coverage under 
title XIX or this title during the period be-
ginning on the date that is 12 months prior 
to the date of enactment of the All Kids 
Health Insurance Coverage Act of 2005 and 
ending on the date of enactment of such Act, 
the period determined under paragraph (1) 
shall be 0 months and such child shall be 
considered uninsured upon the date of enact-
ment of the All Kids Health Insurance Cov-
erage Act of 2005. 

‘‘(4) MONITORING AND ADJUSTMENT OF PE-
RIOD REQUIRED TO BE UNINSURED.—The Sec-
retary shall— 

‘‘(A) monitor the availability and reten-
tion of employer-sponsored health insurance 
coverage of dependent children; and 

‘‘(B) adjust the period determined under 
paragraph (1) as needed for the purpose of 
promoting the retention of private or em-
ployer-sponsored health insurance coverage 
of dependent children and timely access to 
health care services for such children.’’. 

(b) COST-SHARING FOR CHILDREN IN FAMI-
LIES WITH HIGH FAMILY INCOME.—Section 
2103(e)(3) of the Social Security Act (42 
U.S.C. 1397cc(e)(3)) is amended by adding at 
the end the following new subparagraph: 
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‘‘(C) CHILDREN IN FAMILIES WITH HIGH FAM-

ILY INCOME.— 
‘‘(i) IN GENERAL.—For children not de-

scribed in subparagraph (A) whose family in-
come exceeds 400 percent of the poverty line 
for a family of the size involved, subject to 
paragraphs (1)(B) and (2), the State shall im-
pose a premium that is not less than the cost 
of providing child health assistance to chil-
dren in such families, and deductibles, cost 
sharing, or similar charges shall be imposed 
under the State child health plan (without 
regard to a sliding scale based on income), 
except that the total annual aggregate cost- 
sharing with respect to all such children in a 
family under this title may not exceed 5 per-
cent of such family’s income for the year in-
volved. 

‘‘(ii) INFLATION ADJUSTMENT.—The dollar 
amount specified in clause (i) shall be in-
creased, beginning with fiscal year 2008, from 
year to year based on the percentage in-
crease in the consumer price index for all 
urban consumers (all items; United States 
city average). Any dollar amount established 
under this clause that is not a multiple of 
$100 shall be rounded to the nearest multiple 
of $100.’’. 

(c) ADDITIONAL ALLOTMENTS FOR STATES 
PROVIDING COVERAGE TO ALL UNINSURED 
CHILDREN IN THE STATE.— 

(1) IN GENERAL.—Section 2104 of the Social 
Security Act (42 U.S.C. 1397dd) is amended by 
inserting after subsection (c) the following: 

‘‘(d) ADDITIONAL ALLOTMENTS FOR STATES 
PROVIDING COVERAGE TO ALL UNINSURED 
CHILDREN IN THE STATE.— 

‘‘(1) APPROPRIATION; TOTAL ALLOTMENT.— 
For the purpose of providing additional al-
lotments to States to provide coverage of all 
uninsured children (as defined in section 
2111(b)) in the State under the State child 
health plan, there is appropriated, out of any 
money in the Treasury not otherwise appro-
priated— 

‘‘(A) for fiscal years 2007, 2008, and 2009, 
$3,000,000,000; 

‘‘(B) for fiscal year 2010, $5,000,000,000; and 
‘‘(C) for fiscal year 2011, $7,000,000,000. 
‘‘(2) STATE AND TERRITORIAL ALLOTMENTS.— 
‘‘(A) IN GENERAL.—In addition to the allot-

ments provided under subsections (b) and (c), 
subject to subparagraph (B) and paragraphs 
(3) and (4), of the amount available for the 
additional allotments under paragraph (1) for 
a fiscal year, the Secretary shall allot to 
each State with a State child health plan 
that provides coverage of all uninsured chil-
dren (as so defined) in the State approved 
under this title— 

‘‘(i) in the case of such a State other than 
a commonwealth or territory described in 
subsection (ii), the same proportion as the 
proportion of the State’s allotment under 
subsection (b) (determined without regard to 
subsection (f)) to 98.95 percent of the total 
amount of the allotments under such section 
for such States eligible for an allotment 
under this subparagraph for such fiscal year; 
and 

‘‘(ii) in the case of a commonwealth or ter-
ritory described in subsection (c)(3), the 
same proportion as the proportion of the 
commonwealth’s or territory’s allotment 
under subsection (c) (determined without re-
gard to subsection (f)) to 1.05 percent of the 
total amount of the allotments under such 
section for commonwealths and territories 
eligible for an allotment under this subpara-
graph for such fiscal year. 

‘‘(B) MINIMUM ALLOTMENT.— 
‘‘(i) IN GENERAL.—No allotment to a State 

for a fiscal year under this subsection shall 
be less than 50 percent of the amount of the 
allotment to the State determined under 
subsections (b) and (c) for the preceding fis-
cal year. 

‘‘(ii) PRO RATA REDUCTIONS.—The Secretary 
shall make such pro rata reductions to the 
allotments determined under this subsection 
as are necessary to comply with the require-
ments of clause (i). 

‘‘(C) AVAILABILITY AND REDISTRIBUTION OF 
UNUSED ALLOTMENTS.—In applying sub-
sections (e) and (f) with respect to additional 
allotments made available under this sub-
section, the procedures established under 
such subsections shall ensure such additional 
allotments are only made available to States 
which have elected to provide coverage 
under section 2111. 

‘‘(3) USE OF ADDITIONAL ALLOTMENT.—Addi-
tional allotments provided under this sub-
section are not available for amounts ex-
pended before October 1, 2005. Such amounts 
are available for amounts expended on or 
after such date for child health assistance 
for uninsured children (as defined in section 
2111(b)). 

‘‘(4) REQUIRING ELECTION TO PROVIDE COV-
ERAGE.—No payments may be made to a 
State under this title from an allotment pro-
vided under this subsection unless the State 
has made an election to provide child health 
assistance for all uninsured children (as so 
defined) in the State, including such children 
whose family income exceeds 200 percent of 
the poverty line.’’. 

(2) CONFORMING AMENDMENTS.—Section 2104 
of the Social Security Act (42 U.S.C. 1397dd) 
is amended— 

(A) in subsection (a), by inserting ‘‘subject 
to subsection (d),’’ after ‘‘under this sec-
tion,’’; 

(B) in subsection (b)(1), by inserting ‘‘and 
subsection (d)’’ after ‘‘Subject to paragraph 
(4)’’; and 

(C) in subsection (c)(1), by inserting ‘‘sub-
ject to subsection (d),’’ after ‘‘for a fiscal 
year,’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section take effect on October 
1, 2006. 

SA 2715. Mr. DURBIN submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

On page 19, strike lines 19 through 22 and 
insert the following: 
SEC. 203. REDUCED TAXES FOR PATRIOT EM-

PLOYERS. 
(a) IN GENERAL.—Subpart D of part IV of 

subchapter A of chapter 1 is amended by add-
ing at the end the following new section: 
‘‘SEC. 45N. REDUCTION IN TAX OF PATRIOT EM-

PLOYERS. 
‘‘(a) IN GENERAL.—In the case of any tax-

able year beginning after December 31, 2005, 
and before January 1, 2011, with respect to 
which a taxpayer is certified by the Sec-
retary as a Patriot employer, the Patriot 
employer credit determined under this sec-
tion for purposes of section 38 shall be equal 
to 1 percent of the taxable income of the tax-
payer which is properly allocable to all 
trades or businesses with respect to which 
the taxpayer is certified as a Patriot em-
ployer for the taxable year. 

‘‘(b) PATRIOT EMPLOYER.—For purposes of 
subsection (a), the term ‘Patriot employer’ 
means, with respect to any taxable year, any 
taxpayer which— 

‘‘(1) maintains its headquarters in the 
United States if the taxpayer has ever been 
headquartered in the United States, 

‘‘(2) pays at least 60 percent of each em-
ployee’s health care premiums, 

‘‘(3) if such taxpayer employs at least 50 
employees on average during the taxable 
year— 

‘‘(A) maintains or increases the number of 
full-time workers in the United States rel-
ative to the number of full-time workers out-
side of United States, 

‘‘(B) compensates each employee of the 
taxpayer at an hourly rate (or equivalent 
thereof) not less than an amount equal to 
the Federal poverty level for a family of 
three for the calendar year in which the tax-
able year begins divided by 2,080, 

‘‘(C) provides either a defined benefit plan 
or a defined contribution plan which fully 
matches at least 5 percent of each employ-
ee’s contributions to the plan, and 

‘‘(D) provides full differential salary and 
insurance benefits for all National Guard and 
Reserve employees who are called for active 
duty, and 

‘‘(4) if such taxpayer employs less than 50 
employees on average during the taxable 
year, either— 

‘‘(A) compensates each employee of the 
taxpayer at an hourly rate (or equivalent 
thereof) not less than an amount equal to 
the Federal poverty level for a family of 3 for 
the calendar year in which the taxable year 
begins divided by 2,080, or 

‘‘(B) provides either a defined benefit plan 
or a defined contribution plan which fully 
matches at least 5 percent of each employ-
ee’s contributions to the plan.’’. 

(b) ALLOWANCE AS GENERAL BUSINESS CRED-
IT.—Section 38(b) is amended by striking 
‘‘and’’ at the end of paragraph (25), by strik-
ing the period at the end of paragraph (26) 
and inserting ‘‘, and’’, and by adding at the 
end the following: 

‘‘(27) the Patriot employer credit deter-
mined under section 45N.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

SA 2716. Mrs. CLINTON (for herself, 
Ms. MIKULSKI, Mr. HARKIN, Mr. LAU-
TENBERG, Mr. REED, Mr. SALAZAR, Mr. 
OBAMA, Mrs. BOXER, Ms. STABENOW, Mr. 
SCHUMER, Mr. DURBIN, Mrs. FEINSTEIN, 
Mr. FEINGOLD, Mr. CARPER, Mr. JOHN-
SON, Mr. LEAHY, and Mr. JEFFORDS) 
submitted an amendment intended to 
be proposed to amendment SA 2707 pro-
posed by Mr. FRIST (for Mr. GRASSLEY 
(for himself and Mr. BAUCUS)) to the 
bill H.R. 4297, to provide for reconcili-
ation pursuant to section 201(b) of the 
concurrent resolution on the budget for 
fiscal year 2006; as follows: 

At the end of the amendment, insert the 
following: 

TITLE ll—KATRINA COMMISSION 
SEC. l01. ESTABLISHMENT OF COMMISSION. 

There is established in the legislative 
branch the Katrina Commission (in this title 
referred to as the ‘‘Commission’’). 
SEC. l02. COMPOSITION OF COMMISSION. 

(a) MEMBERS.—The Commission shall be 
composed of 10 members, of whom— 

(1) 1 member shall be appointed by the 
President, who shall serve as chairman of 
the Commission; 

(2) 1 member shall be appointed by the 
leader of the Senate (majority or minority 
leader, as the case may be) of the Demo-
cratic Party, in consultation with the leader 
of the House of Representatives (majority or 
minority leader, as the case may be) of the 
Democratic Party, who shall serve as vice 
chairman of the Commission; 

(3) 2 members shall be appointed by the 
senior member of the Senate leadership of 
the Democratic Party; 

(4) 2 members shall be appointed by the 
senior member of the leadership of the House 
of Representatives of the Republican Party; 
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(5) 2 members shall be appointed by the 

senior member of the Senate leadership of 
the Republican Party; and 

(6) 2 members shall be appointed by the 
senior member of the leadership of the House 
of Representatives of the Democratic Party. 

(b) QUALIFICATIONS; INITIAL MEETING.— 
(1) POLITICAL PARTY AFFILIATION.—Not 

more than 5 members of the Commission 
shall be from the same political party. 

(2) NONGOVERNMENTAL APPOINTEES.—An in-
dividual appointed to the Commission may 
not be an officer or employee of the Federal 
Government or any State or local govern-
ment. 

(3) OTHER QUALIFICATIONS.—It is the sense 
of Congress that individuals appointed to the 
Commission should be prominent United 
States citizens who represent a diverse range 
of citizens and enjoy national recognition 
and significant depth of experience in such 
professions as governmental service, emer-
gency preparedness, mitigation planning, 
cataclysmic planning and response, intergov-
ernmental management, resource planning, 
recovery operations and planning, Federal 
coordination, military coordination, and 
other extensive natural disaster and emer-
gency response experience. 

(4) DEADLINE FOR APPOINTMENT.—All mem-
bers of the Commission shall be appointed on 
or before October 1, 2005. 

(5) INITIAL MEETING.—The Commission 
shall meet and begin the operations of the 
Commission as soon as practicable. 

(c) QUORUM; VACANCIES.—After its initial 
meeting, the Commission shall meet upon 
the call of the chairman or a majority of its 
members. Six members of the Commission 
shall constitute a quorum. Any vacancy in 
the Commission shall not affect its powers, 
but shall be filled in the same manner in 
which the original appointment was made. 
SEC. l03. DUTIES. 

The duties of the Commission are to— 
(1) examine and report upon the Federal, 

State, and local response to the devastation 
wrought by Hurricane Katrina in the Gulf 
Region of the United States of America espe-
cially in the States of Louisiana, Mississippi, 
Alabama, and other areas impacted in the 
aftermath; 

(2) ascertain, evaluate, and report on the 
information developed by all relevant gov-
ernmental agencies regarding the facts and 
circumstances related to Hurricane Katrina 
prior to striking the United States and in 
the days and weeks following; 

(3) build upon concurrent and prior inves-
tigations of other entities, and avoid unnec-
essary duplication concerning information 
related to existing vulnerabilities; 

(4) make a full and complete accounting of 
the circumstances surrounding the approach 
of Hurricane Katrina to the Gulf States, and 
the extent of the United States government’s 
preparedness for, and response to, the hurri-
cane; 

(5) planning necessary for future cata-
clysmic events requiring a significant mar-
shaling of Federal resources, mitigation, re-
sponse, and recovery to avoid significant loss 
of life; 

(6) an analysis as to whether any decisions 
differed with respect to response and recov-
ery for different communities, neighbor-
hoods, parishes, and locations and what 
problems occurred as a result of a lack of a 
common plan, communication structure, and 
centralized command structure; and 

(7) investigate and report to the President 
and Congress on its findings, conclusions, 
and recommendations for immediate correc-
tive measures that can be taken to prevent 
problems with Federal response that oc-
curred in the preparation for, and in the 
aftermath of, Hurricane Katrina so that fu-

ture cataclysmic events are responded to 
adequately. 
SEC. l04. FUNCTIONS OF COMMISSION. 

(a) IN GENERAL.—The functions of the Com-
mission are to— 

(1) conduct an investigation that— 
(A) investigates relevant facts and cir-

cumstances relating to the catastrophic im-
pacts that Hurricane Katrina exacted upon 
the Gulf Region of the United States espe-
cially in New Orleans and surrounding par-
ishes, and impacted areas of Mississippi and 
Alabama; and 

(B) shall include relevant facts and cir-
cumstances relating to— 

(i) Federal emergency response planning 
and execution at the Federal Emergency 
Management Agency, the Department of 
Homeland Security, the White House, and all 
other Federal entities with responsibility for 
assisting during, and responding to, natural 
disasters; 

(ii) military and law enforcement response 
planning and execution; 

(iii) Federal mitigation plans, programs, 
and policies including prior assessments of 
existing vulnerabilities and exercises de-
signed to test those vulnerabilities; 

(iv) Federal, State, and local communica-
tion interoperability successes and failures; 

(v) past, present, and future Federal budg-
etary provisions for preparedness, mitiga-
tion, response, and recovery; 

(vi) the Federal Emergency Management 
Agency’s response capabilities as an inde-
pendent agency and as part of the Depart-
ment of Homeland Security; 

(vii) the role of congressional oversight 
and resource allocation; 

(viii) other areas of the public and private 
sectors determined relevant by the Commis-
sion for its inquiry; and 

(ix) long-term needs for people impacted by 
Hurricane Katrina and other forms of Fed-
eral assistance necessary for large-scale re-
covery; 

(2) identify, review, and evaluate the les-
sons learned from Hurricane Katrina includ-
ing coordination, management policies, and 
procedures of the Federal Government, State 
and local governments, and nongovern-
mental entities, relative to detection, plan-
ning, mitigation, asset prepositioning, and 
responding to cataclysmic natural disasters 
such as Hurricane Katrina; and 

(3) submit to the President and Congress 
such reports as are required by this title con-
taining such findings, conclusions, and rec-
ommendations as the Commission shall de-
termine, including proposing organization, 
coordination, planning, management ar-
rangements, procedures, rules, and regula-
tions. 
SEC. l05. POWERS OF COMMISSION. 

(a) IN GENERAL.— 
(1) HEARINGS AND EVIDENCE.—The Commis-

sion or, on the authority of the Commission, 
any subcommittee or member thereof, may, 
for the purpose of carrying out this title— 

(A) hold such hearings and sit and act at 
such times and places, take such testimony, 
receive such evidence, administer such 
oaths; and 

(B) subject to paragraph (2)(A), require, by 
subpoena or otherwise, the attendance and 
testimony of such witnesses and the produc-
tion of such books, records, correspondence, 
memoranda, papers, and documents, as the 
Commission or such designated sub-
committee or designated member may deter-
mine advisable. 

(2) SUBPOENAS.— 
(A) ISSUANCE.— 
(i) IN GENERAL.—A subpoena may be issued 

under this subsection only— 
(I) by the agreement of the chairman and 

the vice chairman; or 

(II) by the affirmative vote of 6 members of 
the Commission. 

(ii) SIGNATURE.—Subject to clause (i), sub-
poenas issued under this subsection may be 
issued under the signature of the chairman 
or any member designated by a majority of 
the Commission, and may be served by any 
person designated by the chairman or by a 
member designated by a majority of the 
Commission. 

(B) ENFORCEMENT.— 
(i) IN GENERAL.—In the case of contumacy 

or failure to obey a subpoena issued under 
subsection (a), the United States district 
court for the judicial district in which the 
subpoenaed person resides, is served, or may 
be found, or where the subpoena is return-
able, may issue an order requiring such per-
son to appear at any designated place to tes-
tify or to produce documentary or other evi-
dence. Any failure to obey the order of the 
court may be punished by the court as a con-
tempt of that court. 

(ii) ADDITIONAL ENFORCEMENT.—In the case 
of any failure of any witness to comply with 
any subpoena or to testify when summoned 
under authority of this section, the Commis-
sion may, by majority vote, certify a state-
ment of fact constituting such failure to the 
appropriate United States attorney, who 
may bring the matter before the grand jury 
for its action, under the same statutory au-
thority and procedures as if the United 
States attorney had received a certification 
under sections 102 through 104 of the Revised 
Statutes of the United States (2 U.S.C. 192 
through 194). 

(b) CONTRACTING.—The Commission may, 
to such extent and in such amounts as are 
provided in appropriation Acts, enter into 
contracts to enable the Commission to dis-
charge its duties under this title. 

(c) INFORMATION FROM FEDERAL AGEN-
CIES.— 

(1) IN GENERAL.—The Commission is au-
thorized to secure directly from any execu-
tive department, bureau, agency, board, 
commission, office, independent establish-
ment, or instrumentality of the Government, 
information, suggestions, estimates, and sta-
tistics for the purposes of this Act. Each de-
partment, bureau, agency, board, commis-
sion, office, independent establishment, or 
instrumentality shall, to the extent author-
ized by law, furnish such information, sug-
gestions, estimates, and statistics directly to 
the Commission, upon request made by the 
chairman, the chairman of any sub-
committee created by a majority of the 
Commission, or any member designated by a 
majority of the Commission. 

(2) RECEIPT, HANDLING, STORAGE, AND DIS-
SEMINATION.—Information shall only be re-
ceived, handled, stored, and disseminated by 
members of the Commission and its staff 
consistent with all applicable statutes, regu-
lations, and Executive orders. 

(d) ASSISTANCE FROM FEDERAL AGENCIES.— 
(1) GENERAL SERVICES ADMINISTRATION.— 

The Administrator of General Services shall 
provide to the Commission on a reimburs-
able basis administrative support and other 
services for the performance of the Commis-
sion’s functions. 

(2) OTHER DEPARTMENTS AND AGENCIES.—In 
addition to the assistance prescribed in para-
graph (1), departments and agencies of the 
United States may provide to the Commis-
sion such services, funds, facilities, staff, and 
other support services as they may deter-
mine advisable and as may be authorized by 
law. 

(e) GIFTS.—The Commission may accept, 
use, and dispose of gifts or donations of serv-
ices or property. 

(f) POSTAL SERVICES.—The Commission 
may use the United States mails in the same 
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manner and under the same conditions as de-
partments and agencies of the United States. 
SEC. l06. NONAPPLICABILITY OF FEDERAL ADVI-

SORY COMMITTEE ACT. 
(a) IN GENERAL.—The Federal Advisory 

Committee Act (5 U.S.C. App.) shall not 
apply to the Commission. 

(b) PUBLIC MEETINGS AND RELEASE OF PUB-
LIC VERSIONS OF REPORTS.—The Commission 
shall— 

(1) hold public hearings and meetings to 
the extent appropriate; and 

(2) release public versions of the reports re-
quired under section l10. 

(c) PUBLIC HEARINGS.—Any public hearings 
of the Commission shall be conducted in a 
manner consistent with the protection of in-
formation provided to or developed for or by 
the Commission as required by any applica-
ble statute, regulation, or Executive order. 
SEC. l07. STAFF OF COMMISSION. 

(a) IN GENERAL.— 
(1) APPOINTMENT AND COMPENSATION.—The 

chairman, in consultation with the vice 
chairman, in accordance with rules agreed 
upon by the Commission, may appoint and 
fix the compensation of a staff director and 
such other personnel as may be necessary to 
enable the Commission to carry out its func-
tions, without regard to the provisions of 
title 5, United States Code, governing ap-
pointments in the competitive service, and 
without regard to the provisions of chapter 
51 and subchapter III of chapter 53 of such 
title relating to classification and General 
Schedule pay rates, except that no rate of 
pay fixed under this subsection may exceed 
the equivalent of that payable for a position 
at level V of the Executive Schedule under 
section 5316 of title 5, United States Code. 

(2) PERSONNEL AS FEDERAL EMPLOYEES.— 
(A) IN GENERAL.—The executive director 

and any personnel of the Commission who 
are employees shall be employees under sec-
tion 2105 of title 5, United States Code, for 
purposes of chapters 63, 81, 83, 84, 85, 87, 89, 
and 90 of that title. 

(B) MEMBERS OF COMMISSION.—Subpara-
graph (A) shall not be construed to apply to 
members of the Commission. 

(b) DETAILEES.—Any Federal Government 
employee may be detailed to the Commission 
without reimbursement from the Commis-
sion, and such detailee shall retain the 
rights, status, and privileges of his or her 
regular employment without interruption. 

(c) CONSULTANT SERVICES.—The Commis-
sion is authorized to procure the services of 
experts and consultants in accordance with 
section 3109 of title 5, United States Code, 
but at rates not to exceed the daily rate paid 
a person occupying a position at level IV of 
the Executive Schedule under section 5315 of 
title 5, United States Code. 
SEC. l08. COMPENSATION AND TRAVEL EX-

PENSES. 
(a) COMPENSATION.—Each member of the 

Commission may be compensated at not to 
exceed the daily equivalent of the annual 
rate of basic pay in effect for a position at 
level IV of the Executive Schedule under sec-
tion 5315 of title 5, United States Code, for 
each day during which that member is en-
gaged in the actual performance of the du-
ties of the Commission. 

(b) TRAVEL EXPENSES.—While away from 
their homes or regular places of business in 
the performance of services for the Commis-
sion, members of the Commission shall be al-
lowed travel expenses, including per diem in 
lieu of subsistence, in the same manner as 
persons employed intermittently in the Gov-
ernment service are allowed expenses under 
section 5703(b) of title 5, United States Code. 
SEC. l09. SECURITY CLEARANCES FOR COMMIS-

SION MEMBERS AND STAFF. 
The appropriate Federal agencies or de-

partments shall cooperate with the Commis-

sion in expeditiously providing to the Com-
mission members and staff appropriate secu-
rity clearances to the extent possible pursu-
ant to existing procedures and requirements, 
except that no person shall be provided with 
access to classified information under this 
title without the appropriate security clear-
ances. 
SEC. l10. REPORTS OF COMMISSION; TERMI-

NATION. 
(a) INTERIM REPORTS.—The Commission 

may submit to the President and Congress 
interim reports containing such findings, 
conclusions, and recommendations for cor-
rective measures as have been agreed to by a 
majority of Commission members. 

(b) FINAL REPORT.—Not later than 6 
months after the date of the enactment of 
this Act, the Commission shall submit to the 
President and Congress a final report con-
taining such findings, conclusions, and rec-
ommendations for corrective measures as 
have been agreed to by a majority of Com-
mission members. 

(c) TERMINATION.— 
(1) IN GENERAL.—The Commission, and all 

the authorities of this Act, shall terminate 
61 days after the date on which the final re-
port is submitted under subsection (b). 

(2) ADMINISTRATIVE ACTIVITIES BEFORE TER-
MINATION.—The Commission may use the 60- 
day period referred to in paragraph (1) for 
the purpose of concluding its activities, in-
cluding providing testimony to committees 
of Congress concerning its reports and dis-
seminating the final report. 
SEC. l11. FUNDING. 

(a) EMERGENCY APPROPRIATION OF FUNDS.— 
There are authorized to be appropriated 
$3,000,000 for purposes of the activities of the 
Commission under this title and such fund-
ing is designated as emergency spending 
under section 402 of H. Con. Res. 95 (109th 
Congress). 

(b) DURATION OF AVAILABILITY.—Amounts 
made available to the Commission under 
subsection (a) shall remain available until 
the termination of the Commission. 

SA 2717. Mr. LAUTENBERG sub-
mitted an amendment intended to be 
proposed by him to the bill H.R. 4297, 
to provide for reconciliation pursuant 
to section 201(b) of the concurrent reso-
lution on the budget for fiscal year 
2006; which was ordered to lie on the 
table; as follows: 

On page 2, line 3, strike ‘‘Tax Relief Exten-
sion Reconciliation Act of 2005’’ and insert 
‘‘More Tax Breaks for the Rich and More 
Debt for Our Grandchildren Deficit Expan-
sion Reconciliation Act of 2006’’. 

SA 2718. Mr. GRASSLEY submitted 
an amendment intended to be proposed 
by him to the bill H.R. 4297, to provide 
for reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. SENSE OF THE SENATE REGARDING 

THE MEDICARE PART D PRESCRIP-
TION DRUG PROGRAM. 

(a) FINDINGS.—The Senate finds the fol-
lowing: 

(1) It is not acceptable that startup issues 
under the new Medicare prescription drug 
program have resulted in some of our Na-
tion’s most vulnerable citizens having dif-
ficulties getting their prescription drugs 
covered under the program, and these issues 
must be addressed and resolved. 

(2) The Department of Health and Human 
Services and the Centers for Medicare & 
Medicaid Services are working tirelessly to 
address these startup issues and have taken 
numerous steps to smooth the transition 
process. 

(3) All prescription drug plans under part D 
of title XVIII of the Social Security Act and 
MA–PD plans under part C of such title (in 
this section referred to as ‘‘Medicare pre-
scription drug plans’’) already have a ‘‘first 
fill’’ policy in place that provides a new en-
rollee with coverage for prescription drugs 
during at least the first 30 days of enroll-
ment regardless of whether the particular 
prescription drug is on the plan’s formulary, 
and the Centers for Medicare & Medicaid 
Services is enforcing this requirement. 

(4) Under current law, full-benefit dual eli-
gible individuals (as defined in section 
1935(c)(6) of the Social Security Act (42 
U.S.C. 1395u–5(c)(6)) are already automati-
cally enrolled into Medicare prescription 
drug coverage so no change in law is nec-
essary. 

(5) Medicare prescription drug plans are al-
ready responsible for covering the cost of 
covered prescriptions filled for enrollees, in-
cluding short term transition prescriptions. 

(6) Medicare prescription drug plans are al-
ready responsible for reimbursing any en-
rollee, including full-benefit dual eligible in-
dividuals, for any out-of-pocket costs in-
curred by the enrollee that should have been 
covered by the plan. 

(7) The Centers for Medicare & Medicaid 
Services is already reimbursing States for 
the reasonable administrative costs incurred 
by States that have temporarily covered 
some claims for prescription drug coverage 
during the transition period. 

(8) Enrollment is exceeding projections, 
with at least 24,000,000 Medicare beneficiaries 
who now have drug coverage and another 
90,000 are enrolling each day in the Medicare 
prescription drug program; 

(9) In addition, the Secretary of Health and 
Human Services has taken many other ac-
tions to smooth the implementation of the 
Medicare prescription drug program, includ-
ing the following: 

(A) Establishing processes to ensure that 
full-benefit dual eligible individuals are not 
overcharged for their prescriptions and to re-
quire Medicare prescription drug plans to re-
fund overcharges to such individuals. 

(B) Establishing a reconciliation process to 
ensure that Medicare prescription drug plans 
reimburse pharmacies for costs incurred by 
pharmacies that are payable by such plans. 

(C) Conducting extensive and continuing 
outreach to pharmacies and pharmacy asso-
ciations on the implementation of the Medi-
care prescription drug benefit, particularly 
with respect to full-benefit dual eligible indi-
viduals, as well as establishing a special 
pharmacy telephone help line. 

(D) Requiring Medicare prescription drug 
plans to have comprehensive formularies and 
procedures for enrollees to rapidly secure an 
exception to the limitation of coverage of a 
prescription drug when medical necessity is 
demonstrated. 

(E) Permitting full-benefit dual eligible in-
dividuals to switch Medicare prescription 
drug plan under the Medicare prescription 
drug benefit at any time, for any reason, and 
improving data flows and communication 
with plans to ensure that plan switches by 
such individuals become fully effective as 
quickly as possible. 

(F) Partnering with national, State, and 
local groups that work with full-benefit dual 
eligible individuals to educate such individ-
uals about the Medicare prescription drug 
program, and assisting in their transition to, 
and enrollment under, such program. 
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(b) SENSE OF THE SENATE.—It is the sense 

of the Senate that— 
(1) the Secretary of Health and Human 

Services is making significant progress in 
smoothing the implementation of the new 
Medicare prescription drug program, legisla-
tion changing the program is not needed at 
this time, and legislation at this time would 
also likely complicate implementation of the 
program and confuse beneficiaries; 

(2) each of the implementation problems 
identified under the Medicare prescription 
drug program will be resolved more quickly 
through administrative actions, which the 
Secretary of Health and Human Services al-
ready has the authority to take under cur-
rent law, rather than through Congressional 
action followed by administrative action; 

(3) the Senate fully supports the efforts of 
the Secretary of Health and Human Services, 
Medicare prescription drug plans, phar-
macists, and others to implement the Medi-
care prescription drug program and to re-
solve problems that have occurred during the 
implementation of the program; and 

(4) the pace of enrollment in the Medicare 
prescription drug benefit indicates that ex-
tending the six-month enrollment period is 
not warranted and, by contrast, such an ac-
tion could exacerbate implementation issues 
under the program. 

SA 2719. Mr. HARKIN (for himself, 
Mr. KENNEDY, Mr. KOHL, and Mr. 
LEVIN) submitted an amendment in-
tended to be proposed by him to the 
bill H.R. 4297, to provide for reconcili-
ation pursuant to section 201(b) of the 
concurrent resolution on the budget for 
fiscal year 2006; which was ordered to 
lie on the table; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. lll. RESTORATION OF THE PHASEOUT OF 

PERSONAL EXEMPTIONS AND THE 
OVERALL LIMITATION ON ITEMIZED 
DEDUCTION; EXPANSION OF CHILD 
AND DEPENDANT CARE CREDIT. 

(a) RESTORATION OF THE PHASEOUT OF PER-
SONAL EXEMPTIONS AND THE OVERALL LIMITA-
TION ON ITEMIZED DEDUCTIONS.— 

(1) RESTORATION OF PHASEOUT OF PERSONAL 
EXEMPTIONS.— 

(A) IN GENERAL.—Paragraph (3) of section 
151(d) (relating to exemption amount) is 
amended by striking subparagraphs (E) and 
(F). 

(B) EFFECTIVE DATE.—The amendment 
made by this paragraph shall apply to tax-
able years beginning after December 31, 2005. 

(2) RESTORATION OF PHASEOUT OF OVERALL 
LIMITATION ON ITEMIZED DEDUCTIONS.— 

(A) IN GENERAL.—Section 68 is amended by 
striking subsections (f) and (g). 

(B) EFFECTIVE DATE.—The amendment 
made by this paragraph shall apply to tax-
able years beginning after December 31, 2005. 

(b) EXPANSION OF CHILD AND DEPENDANT 
CARE CREDIT.— 

(1) INCREASE IN CREDIT.—Paragraph (2) of 
section 21(a) (relating to credit for expenses 
for household and dependent care services 
necessary for gainful employment) is amend-
ed to read as follows: 

‘‘(2) APPLICABLE PERCENTAGE DEFINED.—For 
purposes of paragraph (1), the term ‘applica-
ble percentage’ means 35 percent reduced 
(but not below 20 percent) by 1 percentage 
point for each $3,000 (or fraction thereof) by 
which the taxpayer’s adjusted gross income 
exceeds $60,000.’’. 

(2) INCREASE IN MAXIMUM AMOUNT CRED-
ITABLE.— 

(A) IN GENERAL.—Section 21(c) (relating to 
dollar limit on amount creditable) is amend-
ed— 

(i) in paragraph (1), by striking ‘‘$3,000’’ 
and inserting ‘‘$5,000’’; and 

(ii) in paragraph (2), by striking ‘‘$6,000 ’’ 
and inserting ‘‘$10,000’’. 

(B) PHASE-OUT FOR TAXPAYERS WITH AD-
JUSTED GROSS INCOME IN EXCESS OF $50,000.— 

(i) IN GENERAL.—Section 21(c) is amended 
by adding at the end the following new para-
graph: 

‘‘(2) LIMITATION BASED ON ADJUSTED GROSS 
INCOME.—If the taxpayer’s adjusted gross in-
come for the taxable year exceeds $50,000, the 
dollar amounts under paragraph (1) shall be 
reduced as follows: 

‘‘(A) The $5,000 amount under paragraph 
(1)(A) shall be reduced (but not below $3,000) 
by $50 for each $1,000 (or fraction thereof) of 
such excess. 

‘‘(B) The $10,000 amount under paragraph 
(1)(B) shall be reduced (but not below $6,000) 
by $100 for each $1,000 (or fraction thereof) of 
such excess.’’. 

(3) CONFORMING AMENDMENTS.—Section 
21(c), as amended by paragraph (2), is amend-
ed— 

(A) by striking ‘‘The amount’’ and insert-
ing: 

‘‘(1) IN GENERAL.—The amount’’; 
(B) by redesignating paragraphs (1) and (2) 

as subparagraphs (A) and (B), respectively; 
and 

(C) by striking ‘‘paragraph (1) or (2)’’ and 
inserting ‘‘subparagraph (A) or (B)’’. 

(4) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to tax-
able years beginning after December 31, 2006, 
and before January 1, 2010. 

SA 2720. Mr. BURNS (for himself and 
Ms. MURKOWSKI) submitted an amend-
ment intended to be proposed by him 
to the bill H.R. 4297, to provide for rec-
onciliation pursuant to section 201(b) 
of the concurrent resolution on the 
budget for fiscal year 2006; which was 
ordered to lie on the table; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. NONREFUNDABLE CREDIT FOR CER-

TAIN PRIMARY HEALTH SERVICES 
PROVIDERS SERVING HEALTH PRO-
FESSIONAL SHORTAGE AREAS. 

(a) IN GENERAL.—Subpart A of part IV of 
subchapter A of chapter 1 of the Internal 
Revenue Code of 1986 (relating to nonrefund-
able personal credits) is amended by insert-
ing after section 25D the following new sec-
tion: 
‘‘SEC. 25E. PRIMARY HEALTH SERVICES PRO-

VIDERS SERVING HEALTH PROFES-
SIONAL SHORTAGE AREAS. 

‘‘(a) ALLOWANCE OF CREDIT.—In the case of 
an individual who is a qualified primary 
health services provider for any month dur-
ing the taxable year, there shall be allowed 
as a credit against the tax imposed by this 
chapter for such taxable year an amount 
equal to $1,000 for each month during such 
taxable year— 

‘‘(1) which is part of the eligible service pe-
riod of such individual, and 

‘‘(2) for which such individual is a qualified 
primary health services provider. 

‘‘(b) QUALIFIED PRIMARY HEALTH SERVICES 
PROVIDER.—For purposes of this section, the 
term ‘qualified primary health services pro-
vider’ means, with respect to any month, 
any physician who is certified for such 
month by the Bureau to be a primary health 
services provider or a licensed mental health 
provider who— 

‘‘(1) is providing primary health services 
full time and substantially all of whose pri-
mary health services are provided in a health 
professional shortage area, 

‘‘(2) is not receiving during the calendar 
year which includes such month a scholar-

ship under the National Health Service Corps 
Scholarship Program or the Indian health 
professions scholarship program or a loan re-
payment under the National Health Service 
Corps Loan Repayment Program or the In-
dian Health Service Loan Repayment Pro-
gram, 

‘‘(3) is not fulfilling service obligations 
under such Programs, and 

‘‘(4) has not defaulted on such obligations. 
Such term shall not include any individual 
who is described in paragraph (1) with re-
spect to any of the 3 most recent months 
ending before the date of the enactment of 
this section. 

‘‘(c) ELIGIBLE SERVICE PERIOD.—For pur-
poses of this section, the term ‘eligible serv-
ice period’ means the period of 60 consecu-
tive calendar months beginning with the 
first month the taxpayer is a qualified pri-
mary health services provider. 

‘‘(d) OTHER DEFINITIONS AND SPECIAL 
RULE.—For purposes of this section— 

‘‘(1) BUREAU.—The term ‘Bureau’ means 
the Bureau of Health Care Delivery and As-
sistance, Health Resources and Services Ad-
ministration of the United States Public 
Health Service. 

‘‘(2) PHYSICIAN.—The term ‘physician’ has 
the meaning given to such term by section 
1861(r) of the Social Security Act. 

‘‘(3) PRIMARY HEALTH SERVICES PROVIDER.— 
The term ‘primary health services provider’ 
means a provider of basic health services (as 
described in section 330(b)(1)(A)(i) of the Pub-
lic Health Service Act). 

‘‘(4) HEALTH PROFESSIONAL SHORTAGE 
AREA.— 

‘‘(A) IN GENERAL.—The term ‘health profes-
sional shortage area’ means any area located 
in 1 or more qualifying counties which, as of 
the beginning of the eligible service period, 
is a health professional shortage area (as de-
fined in section 332(a)(1) of the Public Health 
Service Act) taking into account only the 
category of health services provided by the 
qualified primary health services provider. 

‘‘(B) QUALIFYING COUNTY.—The term ‘quali-
fying county’ means any county which— 

‘‘(i) is outside a metropolitan statistical 
area (defined as such by the Office of Man-
agement and Budget), and 

‘‘(B) during the 20-year period ending with 
the calendar year preceding the date of en-
actment of this Act, has a net out-migration 
of inhabitants from the county of at least 10 
percent of the population of the county at 
the beginning of such period. 

‘‘(5) ONLY 60 MONTHS TAKEN INTO ACCOUNT.— 
In no event shall more than 60 months be 
taken into account under subsection (a) by 
any individual for all taxable years.’’ 

(b) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part IV of sub-
chapter A of chapter 1 of the Internal Rev-
enue Code of 1986 is amended by inserting 
after the item relating to section 25D the fol-
lowing new item: 

‘‘Sec. 25E. Primary health services providers 
serving health professional 
shortage areas.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

SA 2721. Ms. LANDRIEU submitted 
an amendment to be proposed by her to 
the bill H.R. 4297, to provide for rec-
onciliation pursuant to section 201(b) 
of the concurrent resolution on the 
budget for fiscal year 2006; which was 
ordered to lie on the table; as follows: 

At the appropriate place, insert the fol-
lowing: 
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SEC. ll. MODIFICATION OF HOUSING CREDIT 

FOR THE GULF OPPORTUNITY ZONE. 
(a) IN GENERAL.—Section 1400N(c) is 

amended by redesignating paragraphs (5) as 
paragraph (6) and by inserting after para-
graph (4) the following new paragraph: 

‘‘(5) SPECIAL RULE FOR DETERMINING LOW-IN-
COME UNIT.—For purposes of section 42— 

‘‘(A) IN GENERAL.—In the case of property 
place in service during 2006, 2007, or 2008 in 
the Gulf Opportunity Zone, the term ‘low-in-
come unit’ means any unit in a building if— 

‘‘(i) such unit is rent restricted (as defined 
in section 42 (g)(2)), and 

‘‘(ii) the individuals occupying such unit 
have an income of 100 percent or less of— 

‘‘(I) in the case of a unit located in a non-
metropolitan area (as defined in section 
42(d)(5)(C)(iv)(IV), the nonmetropolitan area 
median gross income (determined under 
rules similar to the rules of section 
142(d)(2)(B)), and 

‘‘(II) in the case of any other unit, the area 
median gross income (determined under the 
rules of section 142(d)(2)(B)). 

‘‘(B) EXCEPTIONS AND SPECIAL RULES.—For 
purposes of subparagraph (A), the rules of 
subparagraphs (B), (C), (D), and (E) of section 
42(i)(3) shall apply.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in section 101 of the Gulf Oppor-
tunity Zone Act of 2005. 

SA 2722. Mr. DORGAN (for himself, 
Ms. MIKULSKI, Ms. STABENOW, Mr. DUR-
BIN, Mr. LEVIN, Mr. FEINGOLD, Mr. 
KOHL, Mr. LEAHY, Mr. HARKIN, Mr. 
KENNEDY, and Mrs. FEINSTEIN) sub-
mitted an amendment intended to be 
proposed by him to the bill H.R. 4297, 
to provide for reconciliation pursuant 
to section 201(b) of the concurrent reso-
lution on the budget for fiscal year 
2006; which was ordered to lie on the 
table; as follows: 

At the appropriate place insert the fol-
lowing: 
SEC. ll. TAXATION OF INCOME OF CON-

TROLLED FOREIGN CORPORATIONS 
ATTRIBUTABLE TO IMPORTED PROP-
ERTY. 

(a) GENERAL RULE.—Subsection (a) of sec-
tion 954 (defining foreign base company in-
come) is amended by striking ‘‘and’’ at the 
end of paragraph (4), by striking the period 
at the end of paragraph (5) and inserting ‘‘, 
and’’, and by adding at the end the following 
new paragraph: 

‘‘(6) imported property income for the tax-
able year (determined under subsection (j) 
and reduced as provided in subsection 
(b)(5)).’’. 

(b) DEFINITION OF IMPORTED PROPERTY IN-
COME.—Section 954 is amended by adding at 
the end the following new subsection: 

‘‘(j) IMPORTED PROPERTY INCOME.— 
‘‘(1) IN GENERAL.—For purposes of sub-

section (a)(6), the term ‘imported property 
income’ means income (whether in the form 
of profits, commissions, fees, or otherwise) 
derived in connection with— 

‘‘(A) manufacturing, producing, growing, 
or extracting imported property; 

‘‘(B) the sale, exchange, or other disposi-
tion of imported property; or 

‘‘(C) the lease, rental, or licensing of im-
ported property. 

Such term shall not include any foreign oil 
and gas extraction income (within the mean-
ing of section 907(c)) or any foreign oil re-
lated income (within the meaning of section 
907(c)). 

‘‘(2) IMPORTED PROPERTY.—For purposes of 
this subsection— 

‘‘(A) IN GENERAL.—Except as otherwise pro-
vided in this paragraph, the term ‘imported 

property’ means property which is imported 
into the United States by the controlled for-
eign corporation or a related person. 

‘‘(B) IMPORTED PROPERTY INCLUDES CERTAIN 
PROPERTY IMPORTED BY UNRELATED PER-
SONS.—The term ‘imported property’ in-
cludes any property imported into the 
United States by an unrelated person if, 
when such property was sold to the unrelated 
person by the controlled foreign corporation 
(or a related person), it was reasonable to ex-
pect that— 

‘‘(i) such property would be imported into 
the United States; or 

‘‘(ii) such property would be used as a com-
ponent in other property which would be im-
ported into the United States. 

‘‘(C) EXCEPTION FOR PROPERTY SUBSE-
QUENTLY EXPORTED.—The term ‘imported 
property’ does not include any property 
which is imported into the United States and 
which— 

‘‘(i) before substantial use in the United 
States, is sold, leased, or rented by the con-
trolled foreign corporation or a related per-
son for direct use, consumption, or disposi-
tion outside the United States; or 

‘‘(ii) is used by the controlled foreign cor-
poration or a related person as a component 
in other property which is so sold, leased, or 
rented. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.— 
‘‘(A) IMPORT.—For purposes of this sub-

section, the term ‘import’ means entering, or 
withdrawal from warehouse, for consumption 
or use. Such term includes any grant of the 
right to use intangible property (as defined 
in section 936(h)(3)(B)) in the United States. 

‘‘(B) UNITED STATES.—For purposes of this 
subsection, the term ‘United States’ includes 
the Commonwealth of Puerto Rico, the Vir-
gin Islands of the United States, Guam, 
American Samoa, and the Commonwealth of 
the Northern Mariana Islands. 

‘‘(C) UNRELATED PERSON.—For purposes of 
this subsection, the term ‘unrelated person’ 
means any person who is not a related per-
son with respect to the controlled foreign 
corporation. 

‘‘(D) COORDINATION WITH FOREIGN BASE COM-
PANY SALES INCOME.—For purposes of this 
section, the term ‘foreign base company 
sales income’ shall not include any imported 
property income.’’. 

(c) SEPARATE APPLICATION OF LIMITATIONS 
ON FOREIGN TAX CREDIT FOR IMPORTED PROP-
ERTY INCOME.— 

(1) BEFORE 2007.— 
(A) IN GENERAL.—Paragraph (1) of section 

904(d) (relating to separate application of 
section with respect to certain categories of 
income), as in effect for taxable years begin-
ning before January 1, 2007, is amended by 
striking ‘‘and’’ at the end of subparagraph 
(H), by redesignating subparagraph (I) as 
subparagraph (J), and by inserting after sub-
paragraph (H) the following new subpara-
graph: 

‘‘(I) imported property income, and’’. 
(B) IMPORTED PROPERTY INCOME DEFINED.— 

Paragraph (2) of section 904(d), as so in ef-
fect, is amended by redesignating subpara-
graphs (H) and (I) as subparagraphs (I) and 
(J), respectively, and by inserting after sub-
paragraph (G) the following new subpara-
graph: 

‘‘(H) IMPORTED PROPERTY INCOME.—The 
term ‘imported property income’ means any 
income received or accrued by any person 
which is of a kind which would be imported 
property income (as defined in section 
954(j)).’’. 

(C) LOOK-THRU RULES TO APPLY.—Subpara-
graph (F) of section 904(d)(3), as so in effect, 
is amended by striking ‘‘or (D)’’ and insert-
ing ‘‘(D), or (I)’’. 

(2) AFTER 2006.— 

(A) IN GENERAL.—Paragraph (1) of section 
904(d) (relating to separate application of 
section with respect to certain categories of 
income), as in effect for taxable years begin-
ning after December 31, 2006, is amended by 
striking ‘‘and’’ at the end of subparagraph 
(A), by redesignating subparagraph (B) as 
subparagraph (C), and by inserting after sub-
paragraph (A) the following new subpara-
graph: 

‘‘(B) imported property income, and’’. 
(B) IMPORTED PROPERTY INCOME DEFINED.— 

Paragraph (2) of section 904(d), as so in ef-
fect, is amended by redesignating subpara-
graphs (I) and (J) as subparagraphs (J) and 
(K), respectively, and by inserting after sub-
paragraph (H) the following new subpara-
graph: 

‘‘(I) IMPORTED PROPERTY INCOME.—The 
term ‘imported property income’ means any 
income received or accrued by any person 
which is of a kind which would be imported 
property income (as defined in section 
954(j)).’’. 

(C) CONFORMING AMENDMENT.—Clause (ii) of 
section 904(d)(2)(A), as so in effect, is amend-
ed by inserting ‘‘or imported property in-
come’’ after ‘‘passive category income’’. 

(d) TECHNICAL AMENDMENTS.— 
(1) Clause (iii) of section 952(c)(1)(B) (relat-

ing to certain prior year deficits may be 
taken into account) is amended— 

(A) by redesignating subclauses (II), (III), 
(IV), and (V) as subclauses (III), (IV), (V), and 
(VI), and 

(B) by inserting after subclause (I) the fol-
lowing new subclause: 

‘‘(II) imported property income,’’. 
(2) Paragraph (5) of section 954(b) (relating 

to deductions to be taken into account) is 
amended by striking ‘‘and the foreign base 
company oil related income’’ and inserting 
‘‘the foreign base company oil related in-
come, and the imported property income’’. 

(e) EFFECTIVE DATES.— 
(1) IN GENERAL.—Except as provided in 

paragraph (1), the amendments made by this 
section shall apply to taxable years of for-
eign corporations beginning after the date of 
the enactment of this Act, and to taxable 
years of United States shareholders within 
which or with which such taxable years of 
such foreign corporations end. 

(2) SUBSECTION (c).—The amendments made 
by subsection (c)(1) shall apply to taxable 
years beginning after the date of the enact-
ment of this Act and before January 1, 2007, 
and the amendments made by subsection 
(c)(2) shall apply to taxable years beginning 
after December 31, 2006. 

SA 2723. Mr. BIDEN submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

On page 28, after line 11, insert the fol-
lowing: 

TITLE IV—HOMELAND SECURITY 
Subtitle A—Appropriations 

SEC. 401. HOMELAND SECURITY APPROPRIA-
TIONS. 

There are appropriated— 
(1) $140,000,000 for each of fiscal years 2006 

through 2015, to the Federal Bureau of Inves-
tigation to hire additional agents to ensure 
that the Federal Bureau of Investigation can 
perform its dual capabilities of investigating 
crimes and preventing terrorism; 

(2) $1,100,000,000 for fiscal year 2006, to the 
Secretary of Transportation for security up-
grades for Amtrak passenger and freight rail 
and transit; 
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(3) $18,300,000 for each of fiscal years 2006 

through 2015, to the Secretary of Transpor-
tation to provide a raise of 25 percent to Am-
trak police officers and to hire 200 Amtrak 
police officers, including 40 canine officers; 

(4) $1,100,000,000 for fiscal year 2006, to the 
Office of Community Oriented Policing Serv-
ices to make grants for the hiring of officers 
to— 

(A) provide security at high threat targets; 
and 

(B) conduct joint operations with the Fed-
eral Bureau of Investigation on terrorism 
cases; 

(5) $2,600,000,000 for each of fiscal years 2006 
through 2015, to the Department of Home-
land Security for— 

(A) the Emergency Management Perform-
ance Grant program; 

(B) the fire grant programs authorized by 
sections 33 and 34 of the Federal Fire Preven-
tion and Control Act of 1974 (15 U.S.C. 2229, 
2229a); 

(C) the Law Enforcement Terrorism Pre-
vention program; 

(D) State and local training programs 
through the Office of State and Local Gov-
ernment Coordination and Preparedness; and 

(E) the Metropolitan Medical Response 
System; 

(6) $5,000,000,000 for fiscal year 2006, to the 
Department of Homeland Security to ensure 
interoperable communications for emer-
gency response providers (as that term is de-
fined in section 2 of the Homeland Security 
Act of 2002 (6 U.S.C. 101)) that allow emer-
gency response providers to communicate in 
the event of an emergency; 

(7) $70,000,000 for fiscal year 2006, to the De-
partment of Homeland Security to enhance 
security at chemical plants; 

(8) $80,000,000 for fiscal year 2006, to the De-
partment of Homeland Security to conduct a 
threat assessment that shall address threats 
and vulnerabilities in the sectors of— 

(A) telecommunications; 
(B) energy; 
(C) financial services; 
(D) manufacturing; 
(E) water; 
(F) agriculture; 
(G) transportation; 
(H) health care; and 
(I) emergency services; 
(9) $50,000,000 for fiscal year 2006, to the De-

partment of Homeland Security for the inte-
gration of terrorist watch lists; 

(10) $175,000,000 for fiscal year 2006, to the 
Department of Justice to ensure the appro-
priate dissemination of information regard-
ing threats to homeland security and inves-
tigations of terrorism; 

(11) $55,000,000 for fiscal year 2006, to the 
Department of Homeland Security for 
screening of checked baggage and cargo on 
commercial airplanes; 

(12) $5,000,000,000 for fiscal year 2006, to the 
Department of Homeland Security to en-
hance port security; and 

(13) $10,800,000 for each of fiscal years 2006 
through 2015, to the Department of Home-
land Security for screening of shipping con-
tainers at ports. 

Subtitle B—Provisions Relating to Tax 
Shelters 

SEC. 411. CLARIFICATION OF ECONOMIC SUB-
STANCE DOCTRINE. 

(a) IN GENERAL.—Section 7701 is amended 
by redesignating subsection (o) as subsection 
(p) and by inserting after subsection (n) the 
following new subsection: 

‘‘(o) CLARIFICATION OF ECONOMIC SUBSTANCE 
DOCTRINE; ETC.— 

‘‘(1) GENERAL RULES.— 
‘‘(A) IN GENERAL.—In any case in which a 

court determines that the economic sub-
stance doctrine is relevant for purposes of 

this title to a transaction (or series of trans-
actions), such transaction (or series of trans-
actions) shall have economic substance only 
if the requirements of this paragraph are 
met. 

‘‘(B) DEFINITION OF ECONOMIC SUBSTANCE.— 
For purposes of subparagraph (A)— 

‘‘(i) IN GENERAL.—A transaction has eco-
nomic substance only if— 

‘‘(I) the transaction changes in a meaning-
ful way (apart from Federal tax effects) the 
taxpayer’s economic position, and 

‘‘(II) the taxpayer has a substantial nontax 
purpose for entering into such transaction 
and the transaction is a reasonable means of 
accomplishing such purpose. 
In applying subclause (II), a purpose of 
achieving a financial accounting benefit 
shall not be taken into account in deter-
mining whether a transaction has a substan-
tial nontax purpose if the origin of such fi-
nancial accounting benefit is a reduction of 
income tax. 

‘‘(ii) SPECIAL RULE WHERE TAXPAYER RELIES 
ON PROFIT POTENTIAL.—A transaction shall 
not be treated as having economic substance 
by reason of having a potential for profit un-
less— 

‘‘(I) the present value of the reasonably ex-
pected pre-tax profit from the transaction is 
substantial in relation to the present value 
of the expected net tax benefits that would 
be allowed if the transaction were respected, 
and 

‘‘(II) the reasonably expected pre-tax profit 
from the transaction exceeds a risk-free rate 
of return. 

‘‘(C) TREATMENT OF FEES AND FOREIGN 
TAXES.—Fees and other transaction expenses 
and foreign taxes shall be taken into account 
as expenses in determining pre-tax profit 
under subparagraph (B)(ii). 

‘‘(2) SPECIAL RULES FOR TRANSACTIONS WITH 
TAX-INDIFFERENT PARTIES.— 

‘‘(A) SPECIAL RULES FOR FINANCING TRANS-
ACTIONS.—The form of a transaction which is 
in substance the borrowing of money or the 
acquisition of financial capital directly or 
indirectly from a tax-indifferent party shall 
not be respected if the present value of the 
deductions to be claimed with respect to the 
transaction is substantially in excess of the 
present value of the anticipated economic re-
turns of the person lending the money or 
providing the financial capital. A public of-
fering shall be treated as a borrowing, or an 
acquisition of financial capital, from a tax- 
indifferent party if it is reasonably expected 
that at least 50 percent of the offering will be 
placed with tax-indifferent parties. 

‘‘(B) ARTIFICIAL INCOME SHIFTING AND BASIS 
ADJUSTMENTS.—The form of a transaction 
with a tax-indifferent party shall not be re-
spected if— 

‘‘(i) it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
such party’s economic income or gain, or 

‘‘(ii) it results in a basis adjustment or 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this subsection— 

‘‘(A) ECONOMIC SUBSTANCE DOCTRINE.—The 
term ‘economic substance doctrine’ means 
the common law doctrine under which tax 
benefits under subtitle A with respect to a 
transaction are not allowable if the trans-
action does not have economic substance or 
lacks a business purpose. 

‘‘(B) TAX-INDIFFERENT PARTY.—The term 
‘tax-indifferent party’ means any person or 
entity not subject to tax imposed by subtitle 
A. A person shall be treated as a tax-indif-
ferent party with respect to a transaction if 
the items taken into account with respect to 
the transaction have no substantial impact 
on such person’s liability under subtitle A. 

‘‘(C) EXCEPTION FOR PERSONAL TRANS-
ACTIONS OF INDIVIDUALS.—In the case of an 
individual, this subsection shall apply only 
to transactions entered into in connection 
with a trade or business or an activity en-
gaged in for the production of income. 

‘‘(D) TREATMENT OF LESSORS.—In applying 
paragraph (1)(B)(ii) to the lessor of tangible 
property subject to a lease— 

‘‘(i) the expected net tax benefits with re-
spect to the leased property shall not include 
the benefits of— 

‘‘(I) depreciation, 
‘‘(II) any tax credit, or 
‘‘(III) any other deduction as provided in 

guidance by the Secretary, and 
‘‘(ii) subclause (II) of paragraph (1)(B)(ii) 

shall be disregarded in determining whether 
any of such benefits are allowable. 

‘‘(4) OTHER COMMON LAW DOCTRINES NOT AF-
FECTED.—Except as specifically provided in 
this subsection, the provisions of this sub-
section shall not be construed as altering or 
supplanting any other rule of law, and the 
requirements of this subsection shall be con-
strued as being in addition to any such other 
rule of law. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection. Such regulations 
may include exemptions from the applica-
tion of this subsection.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 412. PENALTY FOR UNDERSTATEMENTS AT-

TRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

(a) IN GENERAL.—Subchapter A of chapter 
68 is amended by inserting after section 
6662A the following new section: 
‘‘SEC. 6662B. PENALTY FOR UNDERSTATEMENTS 

ATTRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

‘‘(a) IMPOSITION OF PENALTY.—If a taxpayer 
has an noneconomic substance transaction 
understatement for any taxable year, there 
shall be added to the tax an amount equal to 
40 percent of the amount of such understate-
ment. 

‘‘(b) REDUCTION OF PENALTY FOR DISCLOSED 
TRANSACTIONS.—Subsection (a) shall be ap-
plied by substituting ‘20 percent’ for ‘40 per-
cent’ with respect to the portion of any non-
economic substance transaction understate-
ment with respect to which the relevant 
facts affecting the tax treatment of the item 
are adequately disclosed in the return or a 
statement attached to the return. 

‘‘(c) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘noneconomic 
substance transaction understatement’ 
means any amount which would be an under-
statement under section 6662A(b)(1) if section 
6662A were applied by taking into account 
items attributable to noneconomic sub-
stance transactions rather than items to 
which section 6662A would apply without re-
gard to this paragraph. 

‘‘(2) NONECONOMIC SUBSTANCE TRANS-
ACTION.—The term ‘noneconomic substance 
transaction’ means any transaction if— 

‘‘(A) there is a lack of economic substance 
(within the meaning of section 7701(o)(1)) for 
the transaction giving rise to the claimed 
benefit or the transaction was not respected 
under section 7701(o)(2), or 

‘‘(B) the transaction fails to meet the re-
quirements of any similar rule of law. 

‘‘(d) RULES APPLICABLE TO COMPROMISE OF 
PENALTY.— 

‘‘(1) IN GENERAL.—If the 1st letter of pro-
posed deficiency which allows the taxpayer 
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an opportunity for administrative review in 
the Internal Revenue Service Office of Ap-
peals has been sent with respect to a penalty 
to which this section applies, only the Com-
missioner of Internal Revenue may com-
promise all or any portion of such penalty. 

‘‘(2) APPLICABLE RULES.—The rules of para-
graphs (2) and (3) of section 6707A(d) shall 
apply for purposes of paragraph (1). 

‘‘(e) COORDINATION WITH OTHER PEN-
ALTIES.—Except as otherwise provided in this 
part, the penalty imposed by this section 
shall be in addition to any other penalty im-
posed by this title. 

‘‘(f) CROSS REFERENCES.— 

‘‘(1) For coordination of penalty with un-
derstatements under section 6662 and other 
special rules, see section 6662A(e) 

‘‘(2) For reporting of penalty imposed 
under this section to the Securities and Ex-
change Commission, see section 6707A(e)’’. 

(b) COORDINATION WITH OTHER UNDERSTATE-
MENTS AND PENALTIES.— 

(1) The second sentence of section 
6662(d)(2)(A) is amended by inserting ‘‘and 
without regard to items with respect to 
which a penalty is imposed by section 6662B’’ 
before the period at the end. 

(2) Subsection (e) of section 6662A is 
amended— 

(A) in paragraph (1), by inserting ‘‘and non-
economic substance transaction understate-
ments’’ after ‘‘reportable transaction under-
statements’’ both places it appears, 

(B) in paragraph (2)(A), by inserting ‘‘and a 
noneconomic substance transaction under-
statement’’ after ‘‘reportable transaction un-
derstatement’’, 

(C) in paragraph (2)(B), by inserting ‘‘6662B 
or’’ before ‘‘6663’’, 

(D) in paragraph (2)(C)(i), by inserting ‘‘or 
section 6662B’’ before the period at the end, 

(E) in paragraph (2)(C)(ii), by inserting 
‘‘and section 6662B’’ after ‘‘This section’’, 

(F) in paragraph (3), by inserting ‘‘or non-
economic substance transaction understate-
ment’’ after ‘‘reportable transaction under-
statement’’, and 

(G) by adding at the end the following new 
paragraph: 

‘‘(4) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sub-
section, the term ‘noneconomic substance 
transaction understatement’ has the mean-
ing given such term by section 6662B(c).’’. 

(3) Subsection (e) of section 6707A is 
amended— 

(A) by striking ‘‘or’’ at the end of subpara-
graph (B), and 

(B) by striking subparagraph (C) and in-
serting the following new subparagraphs: 

‘‘(C) is required to pay a penalty under sec-
tion 6662B with respect to any noneconomic 
substance transaction, or 

‘‘(D) is required to pay a penalty under sec-
tion 6662(h) with respect to any transaction 
and would (but for section 6662A(e)(2)(C)) 
have been subject to penalty under section 
6662A at a rate prescribed under section 
6662A(c) or under section 6662B,’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part II of subchapter A of chap-
ter 68 is amended by inserting after the item 
relating to section 6662A the following new 
item: 

‘‘Sec. 6662B. Penalty for understatements 
attributable to transactions 
lacking economic substance, 
etc’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 

SEC. 413. DENIAL OF DEDUCTION FOR INTEREST 
ON UNDERPAYMENTS ATTRIB-
UTABLE TO NONECONOMIC SUB-
STANCE TRANSACTIONS. 

(a) IN GENERAL.—Section 163(m) (relating 
to interest on unpaid taxes attributable to 
nondisclosed reportable transactions) is 
amended— 

(1) by striking ‘‘attributable’’ and all that 
follows and inserting the following: ‘‘attrib-
utable to— 

‘‘(1) the portion of any reportable trans-
action understatement (as defined in section 
6662A(b)) with respect to which the require-
ment of section 6664(d)(2)(A) is not met, or 

‘‘(2) any noneconomic substance trans-
action understatement (as defined in section 
6662B(c)).’’, and 

(2) by inserting ‘‘AND NONECONOMIC SUB-
STANCE TRANSACTIONS’’ in the heading there-
of after ‘‘TRANSACTIONS’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions after the date of the enactment of 
this Act in taxable years ending after such 
date. 
SEC. 414. MODIFICATIONS OF EFFECTIVE DATES 

OF LEASING PROVISIONS OF THE 
AMERICAN JOBS CREATION ACT OF 
2004. 

(a) IN GENERAL.—Section 849(b) of the 
American Jobs Creation Act of 2004 is 
amended by striking paragraphs (1) and (2), 
by redesignating paragraphs (3) and (4) as 
paragraphs (1) and (2), respectively, and by 
adding at the end the following new para-
graph: 

‘‘(3) LEASES TO FOREIGN ENTITIES.—In the 
case of tax-exempt use property leased to a 
tax-exempt entity which is a foreign person 
or entity, the amendments made by this part 
shall apply to taxable years beginning after 
December 31, 2004, with respect to leases en-
tered into on or before March 12, 2004.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the American 
Jobs Creation Act of 2004. 
SEC. 415. REVALUATION OF LIFO INVENTORIES 

OF LARGE INTEGRATED OIL COMPA-
NIES. 

(a) GENERAL RULE.—Notwithstanding any 
other provision of law, if a taxpayer is an ap-
plicable integrated oil company for its last 
taxable year ending in calendar year 2005, 
the taxpayer shall— 

(1) increase, effective as of the close of 
such taxable year, the value of each historic 
LIFO layer of inventories of crude oil, nat-
ural gas, or any other petroleum product 
(within the meaning of section 4611) by the 
layer adjustment amount, and 

(2) decrease its cost of goods sold for such 
taxable year by the aggregate amount of the 
increases under paragraph (1). 
If the aggregate amount of the increases 
under paragraph (1) exceed the taxpayer’s 
cost of goods sold for such taxable year, the 
taxpayer’s gross income for such taxable 
year shall be increased by the amount of 
such excess. 

(b) LAYER ADJUSTMENT AMOUNT.—For pur-
poses of this section— 

(1) IN GENERAL.—The term ‘‘layer adjust-
ment amount’’ means, with respect to any 
historic LIFO layer, the product of— 

(A) $18.75, and 
(B) the number of barrels of crude oil (or in 

the case of natural gas or other petroleum 
products, the number of barrel-of-oil equiva-
lents) represented by the layer. 

(2) BARREL-OF-OIL EQUIVALENT.—The term 
‘‘barrel-of-oil equivalent’’ has the meaning 
given such term by section 29(d)(5) (as in ef-
fect before its redesignation by the Energy 
Tax Incentives Act of 2005). 

(c) APPLICATION OF REQUIREMENT.— 
(1) NO CHANGE IN METHOD OF ACCOUNTING.— 

Any adjustment required by this section 

shall not be treated as a change in method of 
accounting. 

(2) UNDERPAYMENTS OF ESTIMATED TAX.—No 
addition to the tax shall be made under sec-
tion 6655 of the Internal Revenue Code of 1986 
(relating to failure by corporation to pay es-
timated tax) with respect to any under-
payment of an installment required to be 
paid with respect to the taxable year de-
scribed in subsection (a) to the extent such 
underpayment was created or increased by 
this section. 

(d) APPLICABLE INTEGRATED OIL COM-
PANY.—For purposes of this section, the term 
‘‘applicable integrated oil company’’ means 
an integrated oil company (as defined in sec-
tion 291(b)(4) of the Internal Revenue Code of 
1986) which— 

(1) had gross receipts in excess of 
$1,000,000,000 for its last taxable year ending 
during calendar year 2005, and 

(2) uses the last-in, first-out (LIFO) meth-
od of accounting with respect to its crude oil 
inventories for such taxable year. 
For purposes of paragraph (1), all persons 
treated as a single employer under sub-
sections (a) and (b) of section 52 of the Inter-
nal Revenue Code of 1986 shall be treated as 
1 person and, in the case of a short taxable 
year, the rule under section 448(c)(3)(B) shall 
apply. 
SEC. 416. MODIFICATION OF EFFECTIVE DATE OF 

EXCEPTION FROM SUSPENSION 
RULES FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS. 

(a) IN GENERAL.—Paragraph (2) of section 
903(d) of the American Jobs Creation Act of 
2004 is amended to read as follows: 

‘‘(2) EXCEPTION FOR REPORTABLE OR LISTED 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—The amendments made 
by subsection (c) shall apply with respect to 
interest accruing after October 3, 2004. 

‘‘(B) SPECIAL RULE FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS.— 

‘‘(i) IN GENERAL.—Except as provided in 
clause (ii), the amendments made by sub-
section (c) shall also apply with respect to 
interest accruing on or before October 3, 
2004. 

‘‘(ii) PARTICIPANTS IN SETTLEMENT INITIA-
TIVES.—Clause (i) shall not apply to any 
transaction if, as of January 23, 2006— 

‘‘(I) the taxpayer is participating in a set-
tlement initiative described in Internal Rev-
enue Service Announcement 2005-80 with re-
spect to such transaction, or 

‘‘(II) the taxpayer has entered into a set-
tlement agreement pursuant to such an ini-
tiative. 

‘‘(iii) TERMINATION OF EXCEPTION.—Clause 
(ii)(I) shall not apply to any taxpayer if, 
after January 23, 2006, the taxpayer with-
draws from, or terminates, participation in 
the initiative or the Secretary of the Treas-
ury or the Secretary’s delegate determines 
that a settlement agreement will not be 
reached pursuant to the initiative within a 
reasonable period of time.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the provisions of the American 
Jobs Creation Act of 2004 to which it relates. 
SEC. 417. DOUBLING OF CERTAIN PENALTIES, 

FINES, AND INTEREST ON UNDER-
PAYMENTS RELATED TO CERTAIN 
OFFSHORE FINANCIAL ARRANGE-
MENTS. 

(a) DETERMINATION OF PENALTY.— 
(1) IN GENERAL.—Notwithstanding any 

other provision of law, in the case of an ap-
plicable taxpayer— 

(A) the determination as to whether any 
interest or applicable penalty is to be im-
posed with respect to any arrangement de-
scribed in paragraph (2), or to any under-
payment of Federal income tax attributable 
to items arising in connection with any such 
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arrangement, shall be made without regard 
to the rules of subsections (b), (c), and (d) of 
section 6664 of the Internal Revenue Code of 
1986, and 

(B) if any such interest or applicable pen-
alty is imposed, the amount of such interest 
or penalty shall be equal to twice that deter-
mined without regard to this section. 

(2) APPLICABLE TAXPAYER.—For purposes of 
this subsection— 

(A) IN GENERAL.—The term ‘‘applicable 
taxpayer’’ means a taxpayer which— 

(i) has underreported its United States in-
come tax liability with respect to any item 
which directly or indirectly involves— 

(I) any financial arrangement which in any 
manner relies on the use of offshore payment 
mechanisms (including credit, debit, or 
charge cards) issued by banks or other enti-
ties in foreign jurisdictions, or 

(II) any offshore financial arrangement (in-
cluding any arrangement with foreign banks, 
financial institutions, corporations, partner-
ships, trusts, or other entities), and 

(ii) has neither signed a closing agreement 
pursuant to the Voluntary Offshore Compli-
ance Initiative established by the Depart-
ment of the Treasury under Revenue Proce-
dure 2003-11 nor voluntarily disclosed its par-
ticipation in such arrangement by notifying 
the Internal Revenue Service of such ar-
rangement prior to the issue being raised by 
the Internal Revenue Service during an ex-
amination. 

(B) AUTHORITY TO WAIVE.—The Secretary of 
the Treasury or the Secretary’s delegate 
may waive the application of paragraph (1) 
to any taxpayer if the Secretary or the Sec-
retary’s delegate determines that the use of 
such offshore payment mechanisms is inci-
dental to the transaction and, in addition, in 
the case of a trade or business, such use is 
conducted in the ordinary course of the type 
of trade or business of the taxpayer. 

(C) ISSUES RAISED.—For purposes of sub-
paragraph (A)(ii), an item shall be treated as 
an issue raised during an examination if the 
individual examining the return— 

(i) communicates to the taxpayer knowl-
edge about the specific item, or 

(ii) has made a request to the taxpayer for 
information and the taxpayer could not 
make a complete response to that request 
without giving the examiner knowledge of 
the specific item. 

(b) DEFINITIONS AND RULES.—For purposes 
of this section— 

(1) APPLICABLE PENALTY.—The term ‘‘appli-
cable penalty’’ means any penalty, addition 
to tax, or fine imposed under chapter 68 of 
the Internal Revenue Code of 1986. 

(2) FEES AND EXPENSES.—The Secretary of 
the Treasury may retain and use an amount 
not in excess of 25 percent of all additional 
interest, penalties, additions to tax, and 
fines collected under this section to be used 
for enforcement and collection activities of 
the Internal Revenue Service. The Secretary 
shall keep adequate records regarding 
amounts so retained and used. The amount 
credited as paid by any taxpayer shall be de-
termined without regard to this paragraph. 

(c) REPORT BY SECRETARY.—The Secretary 
shall each year conduct a study and report to 
Congress on the implementation of this sec-
tion during the preceding year, including 
statistics on the number of taxpayers af-
fected by such implementation and the 
amount of interest and applicable penalties 
asserted, waived, and assessed during such 
preceding year. 

(d) EFFECTIVE DATE.—The provisions of 
this section shall apply to interest, pen-
alties, additions to tax, and fines with re-
spect to any taxable year if, as of the date of 
the enactment of this Act, the assessment of 
any tax, penalty, or interest with respect to 

such taxable year is not prevented by the op-
eration of any law or rule of law. 
SEC. 418. PENALTY FOR AIDING AND ABETTING 

THE UNDERSTATEMENT OF TAX LI-
ABILITY. 

(a) IN GENERAL.—Section 6701(a) (relating 
to imposition of penalty) is amended— 

(1) by inserting ‘‘the tax liability or’’ after 
‘‘respect to,’’ in paragraph (1), 

(2) by inserting ‘‘aid, assistance, procure-
ment, or advice with respect to such’’ before 
‘‘portion’’ both places it appears in para-
graphs (2) and (3), and 

(3) by inserting ‘‘instance of aid, assist-
ance, procurement, or advice or each such’’ 
before ‘‘document’’ in the matter following 
paragraph (3). 

(b) AMOUNT OF PENALTY.—Subsection (b) of 
section 6701 (relating to penalties for aiding 
and abetting understatement of tax liability) 
is amended to read as follows: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
not exceed 100 percent of the gross income 
derived (or to be derived) from such aid, as-
sistance, procurement, or advice provided by 
the person or persons subject to such pen-
alty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of aid, assistance, procurement, or ad-
vice described in subsection (a), each in-
stance in which income was derived by the 
person or persons subject to such penalty, 
and each person who made such an under-
statement of the liability for tax. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to providing such aid, assistance, 
procurement, or advice, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection.’’. 

(c) PENALTY NOT DEDUCTIBLE.—Section 6701 
is amended by adding at the end the fol-
lowing new subsection: 

‘‘(g) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be deductible by the person who is sub-
ject to such penalty or who makes such pay-
ment.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to activities 
after the date of the enactment of this Act. 

Subtitle C—Provisions to Close Corporate 
and Individual Loopholes 

SEC. 421. TAX TREATMENT OF INVERTED ENTI-
TIES. 

(a) IN GENERAL.—Section 7874 is amended— 
(1) by striking ‘‘March 4, 2003’’ in sub-

section (a)(2)(B)(i) and in the matter fol-
lowing subsection (a)(2)(B)(iii) and inserting 
‘‘March 20, 2002’’, 

(2) by striking ‘‘at least 60 percent’’ in sub-
section (a)(2)(B)(ii) and inserting ‘‘more than 
50 percent’’, 

(3) by striking ‘‘80 percent’’ in subsection 
(b) and inserting ‘‘at least 80 percent’’, 

(4) by striking ‘‘60 percent’’ in subsection 
(b) and inserting ‘‘more than 50 percent’’, 

(5) by adding at the end of subsection (a)(2) 
the following new sentence: ‘‘Except as pro-
vided in regulations, an acquisition of prop-
erties of a domestic corporation shall not be 
treated as described in subparagraph (B) if 
none of the corporation’s stock was readily 
tradeable on an established securities mar-
ket at any time during the 4-year period end-
ing on the date of the acquisition.’’, and 

(6) by redesignating subsection (g) as sub-
section (h) and by inserting after subsection 
(f) the following new subsection: 

‘‘(g) SPECIAL RULES APPLICABLE TO EXPA-
TRIATED ENTITIES.— 

‘‘(1) INCREASES IN ACCURACY-RELATED PEN-
ALTIES.—In the case of any underpayment of 
tax of an expatriated entity— 

‘‘(A) section 6662(a) shall be applied with 
respect to such underpayment by sub-
stituting ‘30 percent’ for ‘20 percent’, and 

‘‘(B) if such underpayment is attributable 
to one or more gross valuation understate-
ments, the increase in the rate of penalty 
under section 6662(h) shall be to 50 percent 
rather than 40 percent. 

‘‘(2) MODIFICATIONS OF LIMITATION ON INTER-
EST DEDUCTION.—In the case of an expatri-
ated entity, section 163(j) shall be applied— 

‘‘(A) without regard to paragraph (2)(A)(ii) 
thereof, and 

‘‘(B) by substituting ‘25 percent’ for ‘50 per-
cent’ each place it appears in paragraph 
(2)(B) thereof.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years ending after March 20, 2002. 

SEC. 422. GRANT OF TREASURY REGULATORY AU-
THORITY TO ADDRESS FOREIGN TAX 
CREDIT TRANSACTIONS INVOLVING 
INAPPROPRIATE SEPARATION OF 
FOREIGN TAXES FROM RELATED 
FOREIGN INCOME. 

(a) IN GENERAL.—Section 901 (relating to 
taxes of foreign countries and of possessions 
of United States) is amended by redesig-
nating subsection (m) as subsection (n) and 
by inserting after subsection (l) the fol-
lowing new subsection: 

‘‘(m) REGULATIONS.—The Secretary may 
prescribe regulations disallowing a credit 
under subsection (a) for all or a portion of 
any foreign tax, or allocating a foreign tax 
among 2 or more persons, in cases where the 
foreign tax is imposed on any person in re-
spect of income of another person or in other 
cases involving the inappropriate separation 
of the foreign tax from the related foreign 
income.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 

SEC. 423. TREATMENT OF CONTINGENT PAYMENT 
CONVERTIBLE DEBT INSTRUMENTS. 

(a) IN GENERAL.—Section 1275(d) (relating 
to regulation authority) is amended— 

(1) by striking ‘‘The Secretary’’ and insert-
ing the following: 

‘‘(1) IN GENERAL.—The Secretary’’, and 
(2) by adding at the end the following new 

paragraph: 
‘‘(2) TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT.— 
‘‘(A) IN GENERAL.—In the case of a debt in-

strument which— 
‘‘(i) is convertible into stock of the issuing 

corporation, into stock or debt of a related 
party (within the meaning of section 267(b) 
or 707(b)(1)), or into cash or other property in 
an amount equal to the approximate value of 
such stock or debt, and 

‘‘(ii) provides for contingent payments, 

any regulations which require original issue 
discount to be determined by reference to 
the comparable yield of a noncontingent 
fixed-rate debt instrument shall be applied 
as if the regulations require that such com-
parable yield be determined by reference to a 
noncontingent fixed-rate debt instrument 
which is convertible into stock. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), the comparable yield shall be 
determined without taking into account the 
yield resulting from the conversion of a debt 
instrument into stock.’’. 

(b) CROSS REFERENCE.—Section 163(e)(6) 
(relating to cross references) is amended by 
adding at the end the following: 

‘‘For the treatment of contingent payment 
convertible debt, see section 1275(d)(2).’’. 
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(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to debt in-
struments issued on or after the date of the 
enactment of this Act. 
SEC. 424. APPLICATION OF EARNINGS STRIPPING 

RULES TO PARTNERS WHICH ARE 
CORPORATIONS. 

(a) IN GENERAL.—Section 163(j) (relating to 
limitation on deduction for interest on cer-
tain indebtedness) is amended by redesig-
nating paragraph (8) as paragraph (9) and by 
inserting after paragraph (7) the following 
new paragraph: 

‘‘(8) TREATMENT OF CORPORATE PARTNERS.— 
Except to the extent provided by regula-
tions, in applying this subsection to a cor-
poration which owns (directly or indirectly) 
an interest in a partnership— 

‘‘(A) such corporation’s distributive share 
of interest income paid or accrued to such 
partnership shall be treated as interest in-
come paid or accrued to such corporation, 

‘‘(B) such corporation’s distributive share 
of interest paid or accrued by such partner-
ship shall be treated as interest paid or ac-
crued by such corporation, and 

‘‘(C) such corporation’s share of the liabil-
ities of such partnership shall be treated as 
liabilities of such corporation.’’. 

(b) ADDITIONAL REGULATORY AUTHORITY.— 
Section 163(j)(9) (relating to regulations), as 
redesignated by subsection (a), is amended 
by striking ‘‘and’’ at the end of subparagraph 
(B), by striking the period at the end of sub-
paragraph (C) and inserting ‘‘, and’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(D) regulations providing for the realloca-
tion of shares of partnership indebtedness, or 
distributive shares of the partnership’s inter-
est income or interest expense, as may be ap-
propriate to carry out the purposes of this 
subsection.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning on or after the date of the 
enactment of this Act. 
SEC. 425. DENIAL OF DEDUCTION FOR CERTAIN 

FINES, PENALTIES, AND OTHER 
AMOUNTS. 

(a) IN GENERAL.—Subsection (f) of section 
162 (relating to trade or business expenses) is 
amended to read as follows: 

‘‘(f) FINES, PENALTIES, AND OTHER 
AMOUNTS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), no deduction otherwise allow-
able shall be allowed under this chapter for 
any amount paid or incurred (whether by 
suit, agreement, or otherwise) to, or at the 
direction of, a government or entity de-
scribed in paragraph (4) in relation to the 
violation of any law or the investigation or 
inquiry by such government or entity into 
the potential violation of any law. 

‘‘(2) EXCEPTION FOR AMOUNTS CONSTITUTING 
RESTITUTION OR PAID TO COME INTO COMPLI-
ANCE WITH LAW.—Paragraph (1) shall not 
apply to any amount which— 

‘‘(A) the taxpayer establishes— 
‘‘(i) constitutes restitution (including re-

mediation of property) for damage or harm 
caused by or which may be caused by the 
violation of any law or the potential viola-
tion of any law, or 

‘‘(ii) is paid to come into compliance with 
any law which was violated or involved in 
the investigation or inquiry, and 

‘‘(B) is identified as restitution or as an 
amount paid to come into compliance with 
the law, as the case may be, in the court 
order or settlement agreement. 

Identification pursuant to subparagraph (B) 
alone shall not satisfy the requirement 
under subparagraph (A). This paragraph 
shall not apply to any amount paid or in-
curred as reimbursement to the government 

or entity for the costs of any investigation 
or litigation. 

‘‘(3) EXCEPTION FOR AMOUNTS PAID OR IN-
CURRED AS THE RESULT OF CERTAIN COURT OR-
DERS.—Paragraph (1) shall not apply to any 
amount paid or incurred by order of a court 
in a suit in which no government or entity 
described in paragraph (4) is a party. 

‘‘(4) CERTAIN NONGOVERNMENTAL REGU-
LATORY ENTITIES.—An entity is described in 
this paragraph if it is— 

‘‘(A) a nongovernmental entity which exer-
cises self-regulatory powers (including im-
posing sanctions) in connection with a quali-
fied board or exchange (as defined in section 
1256(g)(7)), or 

‘‘(B) to the extent provided in regulations, 
a nongovernmental entity which exercises 
self-regulatory powers (including imposing 
sanctions) as part of performing an essential 
governmental function. 

‘‘(5) EXCEPTION FOR TAXES DUE.—Paragraph 
(1) shall not apply to any amount paid or in-
curred as taxes due.’’. 

(b) REPORTING OF DEDUCTIBLE AMOUNTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 is amended by in-
serting after section 6050T the following new 
section: 
‘‘SEC. 6050U. INFORMATION WITH RESPECT TO 

CERTAIN FINES, PENALTIES, AND 
OTHER AMOUNTS. 

‘‘(a) REQUIREMENT OF REPORTING.— 
‘‘(1) IN GENERAL.—The appropriate official 

of any government or entity which is de-
scribed in section 162(f)(4) which is involved 
in a suit or agreement described in para-
graph (2) shall make a return in such form as 
determined by the Secretary setting forth— 

‘‘(A) the amount required to be paid as a 
result of the suit or agreement to which 
paragraph (1) of section 162(f) applies, 

‘‘(B) any amount required to be paid as a 
result of the suit or agreement which con-
stitutes restitution or remediation of prop-
erty, and 

‘‘(C) any amount required to be paid as a 
result of the suit or agreement for the pur-
pose of coming into compliance with any law 
which was violated or involved in the inves-
tigation or inquiry. 

‘‘(2) SUIT OR AGREEMENT DESCRIBED.— 
‘‘(A) IN GENERAL.—A suit or agreement is 

described in this paragraph if— 
‘‘(i) it is— 
‘‘(I) a suit with respect to a violation of 

any law over which the government or entity 
has authority and with respect to which 
there has been a court order, or 

‘‘(II) an agreement which is entered into 
with respect to a violation of any law over 
which the government or entity has author-
ity, or with respect to an investigation or in-
quiry by the government or entity into the 
potential violation of any law over which 
such government or entity has authority, 
and 

‘‘(ii) the aggregate amount involved in all 
court orders and agreements with respect to 
the violation, investigation, or inquiry is 
$600 or more. 

‘‘(B) ADJUSTMENT OF REPORTING THRESH-
OLD.—The Secretary may adjust the $600 
amount in subparagraph (A)(ii) as necessary 
in order to ensure the efficient administra-
tion of the internal revenue laws. 

‘‘(3) TIME OF FILING.—The return required 
under this subsection shall be filed not later 
than— 

‘‘(A) 30 days after the date on which a 
court order is issued with respect to the suit 
or the date the agreement is entered into, as 
the case may be, or 

‘‘(B) the date specified Secretary. 
‘‘(b) STATEMENTS TO BE FURNISHED TO INDI-

VIDUALS INVOLVED IN THE SETTLEMENT.— 
Every person required to make a return 
under subsection (a) shall furnish to each 

person who is a party to the suit or agree-
ment a written statement showing— 

‘‘(1) the name of the government or entity, 
and 

‘‘(2) the information supplied to the Sec-
retary under subsection (a)(1). 
The written statement required under the 
preceding sentence shall be furnished to the 
person at the same time the government or 
entity provides the Secretary with the infor-
mation required under subsection (a). 

‘‘(c) APPROPRIATE OFFICIAL DEFINED.—For 
purposes of this section, the term ‘appro-
priate official’ means the officer or employee 
having control of the suit, investigation, or 
inquiry or the person appropriately des-
ignated for purposes of this section.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050T 
the following new item: 
‘‘Sec. 6050U. Information with respect to 

certain fines, penalties, and 
other amounts.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred on or after the date of the 
enactment of this Act, except that such 
amendments shall not apply to amounts paid 
or incurred under any binding order or agree-
ment entered into before such date. Such ex-
ception shall not apply to an order or agree-
ment requiring court approval unless the ap-
proval was obtained before such date. 
SEC. 426. DISALLOWANCE OF DEDUCTION FOR 

PUNITIVE DAMAGES. 
(a) DISALLOWANCE OF DEDUCTION.— 
(1) IN GENERAL.—Section 162(g) (relating to 

treble damage payments under the antitrust 
laws) is amended— 

(A) by redesignating paragraphs (1) and (2) 
as subparagraphs (A) and (B), respectively, 

(B) by striking ‘‘If’’ and inserting: 
‘‘(1) TREBLE DAMAGES.—If’’, and 
(C) by adding at the end the following new 

paragraph: 
‘‘(2) PUNITIVE DAMAGES.—No deduction 

shall be allowed under this chapter for any 
amount paid or incurred for punitive dam-
ages in connection with any judgment in, or 
settlement of, any action. This paragraph 
shall not apply to punitive damages de-
scribed in section 104(c).’’. 

(2) CONFORMING AMENDMENT.—The heading 
for section 162(g) is amended by inserting 
‘‘OR PUNITIVE DAMAGES’’ after ‘‘LAWS’’. 

(b) INCLUSION IN INCOME OF PUNITIVE DAM-
AGES PAID BY INSURER OR OTHERWISE.— 

(1) IN GENERAL.—Part II of subchapter B of 
chapter 1 (relating to items specifically in-
cluded in gross income) is amended by add-
ing at the end the following new section: 
‘‘SEC. 91. PUNITIVE DAMAGES COMPENSATED BY 

INSURANCE OR OTHERWISE. 
‘‘Gross income shall include any amount 

paid to or on behalf of a taxpayer as insur-
ance or otherwise by reason of the taxpayer’s 
liability (or agreement) to pay punitive dam-
ages.’’. 

(2) REPORTING REQUIREMENTS.—Section 6041 
(relating to information at source) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(f) SECTION TO APPLY TO PUNITIVE DAM-
AGES COMPENSATION.—This section shall 
apply to payments by a person to or on be-
half of another person as insurance or other-
wise by reason of the other person’s liability 
(or agreement) to pay punitive damages.’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part II of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 
‘‘Sec. 91. Punitive damages compensated by 

insurance or otherwise.’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to damages 
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paid or incurred on or after the date of the 
enactment of this Act. 
SEC. 427. LIMITATION OF EMPLOYER DEDUCTION 

FOR CERTAIN ENTERTAINMENT EX-
PENSES. 

(a) IN GENERAL.—Paragraph (2) of section 
274(e) (relating to expenses treated as com-
pensation) is amended to read as follows: 

‘‘(2) EXPENSES TREATED AS COMPENSATION.— 
Expenses for goods, services, and facilities, 
to the extent that the expenses do not exceed 
the amount of the expenses which are treat-
ed by the taxpayer, with respect to the re-
cipient of the entertainment, amusement, or 
recreation, as compensation to an employee 
on the taxpayer’s return of tax under this 
chapter and as wages to such employee for 
purposes of chapter 24 (relating to with-
holding of income tax at source on wages).’’. 

(b) PERSONS NOT EMPLOYEES.—Paragraph 
(9) of section 274(e) is amended by striking 
‘‘to the extent that the expenses are includ-
ible in the gross income’’ and inserting ‘‘to 
the extent that the expenses do not exceed 
the amount of the expenses which are includ-
ible in the gross income’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
incurred after the date of the enactment of 
this Act. 
SEC. 428. IMPOSITION OF MARK-TO-MARKET TAX 

ON INDIVIDUALS WHO EXPATRIATE. 
(a) IN GENERAL.—Subpart A of part II of 

subchapter N of chapter 1 is amended by in-
serting after section 877 the following new 
section: 
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION. 
‘‘(a) GENERAL RULES.—For purposes of this 

subtitle— 
‘‘(1) MARK TO MARKET.—Except as provided 

in subsections (d) and (f), all property of a 
covered expatriate to whom this section ap-
plies shall be treated as sold on the day be-
fore the expatriation date for its fair market 
value. 

‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the 
case of any sale under paragraph (1)— 

‘‘(A) notwithstanding any other provision 
of this title, any gain arising from such sale 
shall be taken into account for the taxable 
year of the sale, and 

‘‘(B) any loss arising from such sale shall 
be taken into account for the taxable year of 
the sale to the extent otherwise provided by 
this title, except that section 1091 shall not 
apply to any such loss. 
Proper adjustment shall be made in the 
amount of any gain or loss subsequently re-
alized for gain or loss taken into account 
under the preceding sentence. 

‘‘(3) EXCLUSION FOR CERTAIN GAIN.— 
‘‘(A) IN GENERAL.—The amount which, but 

for this paragraph, would be includible in the 
gross income of any individual by reason of 
this section shall be reduced (but not below 
zero) by $600,000. For purposes of this para-
graph, allocable expatriation gain taken into 
account under subsection (f)(2) shall be 
treated in the same manner as an amount re-
quired to be includible in gross income. 

‘‘(B) COST-OF-LIVING ADJUSTMENT.— 
‘‘(i) IN GENERAL.—In the case of an expa-

triation date occurring in any calendar year 
after 2005, the $600,000 amount under sub-
paragraph (A) shall be increased by an 
amount equal to— 

‘‘(I) such dollar amount, multiplied by 
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar 
year, determined by substituting ‘calendar 
year 2004’ for ‘calendar year 1992’ in subpara-
graph (B) thereof. 

‘‘(ii) ROUNDING RULES.—If any amount after 
adjustment under clause (i) is not a multiple 
of $1,000, such amount shall be rounded to 
the next lower multiple of $1,000. 

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS 
UNITED STATES CITIZEN.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
elects the application of this paragraph— 

‘‘(i) this section (other than this paragraph 
and subsection (i)) shall not apply to the ex-
patriate, but 

‘‘(ii) in the case of property to which this 
section would apply but for such election, 
the expatriate shall be subject to tax under 
this title in the same manner as if the indi-
vidual were a United States citizen. 

‘‘(B) REQUIREMENTS.—Subparagraph (A) 
shall not apply to an individual unless the 
individual— 

‘‘(i) provides security for payment of tax in 
such form and manner, and in such amount, 
as the Secretary may require, 

‘‘(ii) consents to the waiver of any right of 
the individual under any treaty of the 
United States which would preclude assess-
ment or collection of any tax which may be 
imposed by reason of this paragraph, and 

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe. 

‘‘(C) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to 
which this section would apply but for the 
election and, once made, shall be irrev-
ocable. Such election shall also apply to 
property the basis of which is determined in 
whole or in part by reference to the property 
with respect to which the election was made. 

‘‘(b) ELECTION TO DEFER TAX.— 
‘‘(1) IN GENERAL.—If the taxpayer elects the 

application of this subsection with respect to 
any property treated as sold by reason of 
subsection (a), the payment of the additional 
tax attributable to such property shall be 
postponed until the due date of the return 
for the taxable year in which such property 
is disposed of (or, in the case of property dis-
posed of in a transaction in which gain is not 
recognized in whole or in part, until such 
other date as the Secretary may prescribe). 

‘‘(2) DETERMINATION OF TAX WITH RESPECT 
TO PROPERTY.—For purposes of paragraph (1), 
the additional tax attributable to any prop-
erty is an amount which bears the same 
ratio to the additional tax imposed by this 
chapter for the taxable year solely by reason 
of subsection (a) as the gain taken into ac-
count under subsection (a) with respect to 
such property bears to the total gain taken 
into account under subsection (a) with re-
spect to all property to which subsection (a) 
applies. 

‘‘(3) TERMINATION OF POSTPONEMENT.—No 
tax may be postponed under this subsection 
later than the due date for the return of tax 
imposed by this chapter for the taxable year 
which includes the date of death of the expa-
triate (or, if earlier, the time that the secu-
rity provided with respect to the property 
fails to meet the requirements of paragraph 
(4), unless the taxpayer corrects such failure 
within the time specified by the Secretary). 

‘‘(4) SECURITY.— 
‘‘(A) IN GENERAL.—No election may be 

made under paragraph (1) with respect to 
any property unless adequate security is pro-
vided to the Secretary with respect to such 
property. 

‘‘(B) ADEQUATE SECURITY.—For purposes of 
subparagraph (A), security with respect to 
any property shall be treated as adequate se-
curity if— 

‘‘(i) it is a bond in an amount equal to the 
deferred tax amount under paragraph (2) for 
the property, or 

‘‘(ii) the taxpayer otherwise establishes to 
the satisfaction of the Secretary that the se-
curity is adequate. 

‘‘(5) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless 
the taxpayer consents to the waiver of any 
right under any treaty of the United States 
which would preclude assessment or collec-

tion of any tax imposed by reason of this sec-
tion. 

‘‘(6) ELECTIONS.—An election under para-
graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be made under 
paragraph (1) with respect to an interest in a 
trust with respect to which gain is required 
to be recognized under subsection (f)(1). 

‘‘(7) INTEREST.—For purposes of section 
6601— 

‘‘(A) the last date for the payment of tax 
shall be determined without regard to the 
election under this subsection, and 

‘‘(B) section 6621(a)(2) shall be applied by 
substituting ‘5 percentage points’ for ‘3 per-
centage points’ in subparagraph (B) thereof. 

‘‘(c) COVERED EXPATRIATE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), the term ‘covered expatriate’ 
means an expatriate. 

‘‘(2) EXCEPTIONS.—An individual shall not 
be treated as a covered expatriate if— 

‘‘(A) the individual— 
‘‘(i) became at birth a citizen of the United 

States and a citizen of another country and, 
as of the expatriation date, continues to be a 
citizen of, and is taxed as a resident of, such 
other country, and 

‘‘(ii) has not been a resident of the United 
States (as defined in section 7701(b)(1)(A)(ii)) 
during the 5 taxable years ending with the 
taxable year during which the expatriation 
date occurs, or 

‘‘(B)(i) the individual’s relinquishment of 
United States citizenship occurs before such 
individual attains age 181⁄2, and 

‘‘(ii) the individual has been a resident of 
the United States (as so defined) for not 
more than 5 taxable years before the date of 
relinquishment. 

‘‘(d) EXEMPT PROPERTY; SPECIAL RULES FOR 
PENSION PLANS.— 

‘‘(1) EXEMPT PROPERTY.—This section shall 
not apply to the following: 

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other 
than stock of a United States real property 
holding corporation which does not, on the 
day before the expatriation date, meet the 
requirements of section 897(c)(2). 

‘‘(B) SPECIFIED PROPERTY.—Any property 
or interest in property not described in sub-
paragraph (A) which the Secretary specifies 
in regulations. 

‘‘(2) SPECIAL RULES FOR CERTAIN RETIRE-
MENT PLANS.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
holds on the day before the expatriation date 
any interest in a retirement plan to which 
this paragraph applies— 

‘‘(i) such interest shall not be treated as 
sold for purposes of subsection (a)(1), but 

‘‘(ii) an amount equal to the present value 
of the expatriate’s nonforfeitable accrued 
benefit shall be treated as having been re-
ceived by such individual on such date as a 
distribution under the plan. 

‘‘(B) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS.—In the case of any distribution on or 
after the expatriation date to or on behalf of 
the covered expatriate from a plan from 
which the expatriate was treated as receiv-
ing a distribution under subparagraph (A), 
the amount otherwise includible in gross in-
come by reason of the subsequent distribu-
tion shall be reduced by the excess of the 
amount includible in gross income under 
subparagraph (A) over any portion of such 
amount to which this subparagraph pre-
viously applied. 

‘‘(C) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS BY PLAN.—For purposes of this title, a 
retirement plan to which this paragraph ap-
plies, and any person acting on the plan’s be-
half, shall treat any subsequent distribution 
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described in subparagraph (B) in the same 
manner as such distribution would be treat-
ed without regard to this paragraph. 

‘‘(D) APPLICABLE PLANS.—This paragraph 
shall apply to— 

‘‘(i) any qualified retirement plan (as de-
fined in section 4974(c)), 

‘‘(ii) an eligible deferred compensation 
plan (as defined in section 457(b)) of an eligi-
ble employer described in section 
457(e)(1)(A), and 

‘‘(iii) to the extent provided in regulations, 
any foreign pension plan or similar retire-
ment arrangements or programs. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) EXPATRIATE.—The term ‘expatriate’ 
means— 

‘‘(A) any United States citizen who relin-
quishes citizenship, and 

‘‘(B) any long-term resident of the United 
States who— 

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or 

‘‘(ii) commences to be treated as a resident 
of a foreign country under the provisions of 
a tax treaty between the United States and 
the foreign country and who does not waive 
the benefits of such treaty applicable to resi-
dents of the foreign country. 

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means— 

‘‘(A) the date an individual relinquishes 
United States citizenship, or 

‘‘(B) in the case of a long-term resident of 
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph 
(1)(B). 

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A 
citizen shall be treated as relinquishing 
United States citizenship on the earliest of— 

‘‘(A) the date the individual renounces 
such individual’s United States nationality 
before a diplomatic or consular officer of the 
United States pursuant to paragraph (5) of 
section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(5)), 

‘‘(B) the date the individual furnishes to 
the United States Department of State a 
signed statement of voluntary relinquish-
ment of United States nationality con-
firming the performance of an act of expa-
triation specified in paragraph (1), (2), (3), or 
(4) of section 349(a) of the Immigration and 
Nationality Act (8 U.S.C. 1481(a)(1)–(4)), 

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or 

‘‘(D) the date a court of the United States 
cancels a naturalized citizen’s certificate of 
naturalization. 
Subparagraph (A) or (B) shall not apply to 
any individual unless the renunciation or 
voluntary relinquishment is subsequently 
approved by the issuance to the individual of 
a certificate of loss of nationality by the 
United States Department of State. 

‘‘(4) LONG-TERM RESIDENT.—The term ‘long- 
term resident’ has the meaning given to such 
term by section 877(e)(2). 

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), if an individual is determined 
under paragraph (3) to hold an interest in a 
trust on the day before the expatriation 
date— 

‘‘(A) the individual shall not be treated as 
having sold such interest, 

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and 

‘‘(C)(i) such separate share shall be treated 
as a separate trust consisting of the assets 
allocable to such share, 

‘‘(ii) the separate trust shall be treated as 
having sold its assets on the day before the 
expatriation date for their fair market value 

and as having distributed all of its assets to 
the individual as of such time, and 

‘‘(iii) the individual shall be treated as 
having recontributed the assets to the sepa-
rate trust. 
Subsection (a)(2) shall apply to any income, 
gain, or loss of the individual arising from a 
distribution described in subparagraph 
(C)(ii). In determining the amount of such 
distribution, proper adjustments shall be 
made for liabilities of the trust allocable to 
an individual’s share in the trust. 

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.— 

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a 
qualified trust— 

‘‘(i) paragraph (1) and subsection (a) shall 
not apply, and 

‘‘(ii) in addition to any other tax imposed 
by this title, there is hereby imposed on each 
distribution with respect to such interest a 
tax in the amount determined under sub-
paragraph (B). 

‘‘(B) AMOUNT OF TAX.—The amount of tax 
under subparagraph (A)(ii) shall be equal to 
the lesser of— 

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year which includes 
the day before the expatriation date, multi-
plied by the amount of the distribution, or 

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution 
determined without regard to any increases 
under subparagraph (C)(ii) after the 30th day 
preceding the distribution. 

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes 
of subparagraph (B)(ii)— 

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect 
to any trust interest is an amount equal to 
the tax which would have been imposed on 
the allocable expatriation gain with respect 
to the trust interest if such gain had been in-
cluded in gross income under subsection (a). 

‘‘(ii) INCREASE FOR INTEREST.—The balance 
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the 
time the interest accrues), for periods after 
the 90th day after the expatriation date, by 
using the rates and method applicable under 
section 6621 for underpayments of tax for 
such periods, except that section 6621(a)(2) 
shall be applied by substituting ‘5 percentage 
points’ for ‘3 percentage points’ in subpara-
graph (B) thereof. 

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY 
PAID.—The balance in the tax deferred ac-
count shall be reduced— 

‘‘(I) by the amount of taxes imposed by 
subparagraph (A) on any distribution to the 
person holding the trust interest, and 

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in 
regulations, by the amount of taxes imposed 
by subparagraph (A) on distributions from 
the trust with respect to nonvested interests 
not held by such person. 

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For 
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of 
gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in 
the trust if the beneficiary held directly all 
assets allocable to such interests. 

‘‘(E) TAX DEDUCTED AND WITHHELD.— 
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to 
which it relates. 

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE 
TREATY RIGHTS.—If an amount may not be 
deducted and withheld under clause (i) by 
reason of the distributee failing to waive any 
treaty right with respect to such distribu-
tion— 

‘‘(I) the tax imposed by subparagraph 
(A)(ii) shall be imposed on the trust and each 
trustee shall be personally liable for the 
amount of such tax, and 

‘‘(II) any other beneficiary of the trust 
shall be entitled to recover from the dis-
tributee the amount of such tax imposed on 
the other beneficiary. 

‘‘(F) DISPOSITION.—If a trust ceases to be a 
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified 
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu 
of the tax imposed by subparagraph (A)(ii), 
there is hereby imposed a tax equal to the 
lesser of— 

‘‘(i) the tax determined under paragraph (1) 
as if the day before the expatriation date 
were the date of such cessation, disposition, 
or death, whichever is applicable, or 

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date. 
Such tax shall be imposed on the trust and 
each trustee shall be personally liable for the 
amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-
tate the amount of such tax imposed on the 
other beneficiary. 

‘‘(G) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this paragraph— 

‘‘(i) QUALIFIED TRUST.—The term ‘qualified 
trust’ means a trust which is described in 
section 7701(a)(30)(E). 

‘‘(ii) VESTED INTEREST.—The term ‘vested 
interest’ means any interest which, as of the 
day before the expatriation date, is vested in 
the beneficiary. 

‘‘(iii) NONVESTED INTEREST.—The term 
‘nonvested interest’ means, with respect to 
any beneficiary, any interest in a trust 
which is not a vested interest. Such interest 
shall be determined by assuming the max-
imum exercise of discretion in favor of the 
beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary. 

‘‘(iv) ADJUSTMENTS.—The Secretary may 
provide for such adjustments to the bases of 
assets in a trust or a deferred tax account, 
and the timing of such adjustments, in order 
to ensure that gain is taxed only once. 

‘‘(v) COORDINATION WITH RETIREMENT PLAN 
RULES.—This subsection shall not apply to 
an interest in a trust which is part of a re-
tirement plan to which subsection (d)(2) ap-
plies. 

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.— 

‘‘(A) DETERMINATIONS UNDER PARAGRAPH 
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based 
upon all relevant facts and circumstances, 
including the terms of the trust instrument 
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar 
adviser. 

‘‘(B) OTHER DETERMINATIONS.—For purposes 
of this section— 

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-
ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be 
the trust beneficiaries for purposes of this 
section. 

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income 
tax return— 

‘‘(I) the methodology used to determine 
that taxpayer’s trust interest under this sec-
tion, and 

‘‘(II) if the taxpayer knows (or has reason 
to know) that any other beneficiary of such 
trust is using a different methodology to de-
termine such beneficiary’s trust interest 
under this section. 
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‘‘(g) TERMINATION OF DEFERRALS, ETC.—In 

the case of any covered expatriate, notwith-
standing any other provision of this title— 

‘‘(1) any period during which recognition of 
income or gain is deferred shall terminate on 
the day before the expatriation date, and 

‘‘(2) any extension of time for payment of 
tax shall cease to apply on the day before the 
expatriation date and the unpaid portion of 
such tax shall be due and payable at the time 
and in the manner prescribed by the Sec-
retary. 

‘‘(h) IMPOSITION OF TENTATIVE TAX.— 
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable 
year, there is hereby imposed, immediately 
before the expatriation date, a tax in an 
amount equal to the amount of tax which 
would be imposed if the taxable year were a 
short taxable year ending on the expatria-
tion date. 

‘‘(2) DUE DATE.—The due date for any tax 
imposed by paragraph (1) shall be the 90th 
day after the expatriation date. 

‘‘(3) TREATMENT OF TAX.—Any tax paid 
under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for 
the taxable year to which subsection (a) ap-
plies. 

‘‘(4) DEFERRAL OF TAX.—The provisions of 
subsection (b) shall apply to the tax imposed 
by this subsection to the extent attributable 
to gain includible in gross income by reason 
of this section. 

‘‘(i) SPECIAL LIENS FOR DEFERRED TAX 
AMOUNTS.— 

‘‘(1) IMPOSITION OF LIEN.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

makes an election under subsection (a)(4) or 
(b) which results in the deferral of any tax 
imposed by reason of subsection (a), the de-
ferred amount (including any interest, addi-
tional amount, addition to tax, assessable 
penalty, and costs attributable to the de-
ferred amount) shall be a lien in favor of the 
United States on all property of the expa-
triate located in the United States (without 
regard to whether this section applies to the 
property). 

‘‘(B) DEFERRED AMOUNT.—For purposes of 
this subsection, the deferred amount is the 
amount of the increase in the covered expa-
triate’s income tax which, but for the elec-
tion under subsection (a)(4) or (b), would 
have occurred by reason of this section for 
the taxable year including the expatriation 
date. 

‘‘(2) PERIOD OF LIEN.—The lien imposed by 
this subsection shall arise on the expatria-
tion date and continue until— 

‘‘(A) the liability for tax by reason of this 
section is satisfied or has become unenforce-
able by reason of lapse of time, or 

‘‘(B) it is established to the satisfaction of 
the Secretary that no further tax liability 
may arise by reason of this section. 

‘‘(3) CERTAIN RULES APPLY.—The rules set 
forth in paragraphs (1), (3), and (4) of section 
6324A(d) shall apply with respect to the lien 
imposed by this subsection as if it were a 
lien imposed by section 6324A. 

‘‘(j) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’. 

(b) INCLUSION IN INCOME OF GIFTS AND BE-
QUESTS RECEIVED BY UNITED STATES CITIZENS 
AND RESIDENTS FROM EXPATRIATES.—Section 
102 (relating to gifts, etc. not included in 
gross income) is amended by adding at the 
end the following new subsection: 

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.— 

‘‘(1) IN GENERAL.—Subsection (a) shall not 
exclude from gross income the value of any 
property acquired by gift, bequest, devise, or 
inheritance from a covered expatriate after 

the expatriation date. For purposes of this 
subsection, any term used in this subsection 
which is also used in section 877A shall have 
the same meaning as when used in section 
877A. 

‘‘(2) EXCEPTIONS FOR TRANSFERS OTHERWISE 
SUBJECT TO ESTATE OR GIFT TAX.—Paragraph 
(1) shall not apply to any property if either— 

‘‘(A) the gift, bequest, devise, or inherit-
ance is— 

‘‘(i) shown on a timely filed return of tax 
imposed by chapter 12 as a taxable gift by 
the covered expatriate, or 

‘‘(ii) included in the gross estate of the 
covered expatriate for purposes of chapter 11 
and shown on a timely filed return of tax im-
posed by chapter 11 of the estate of the cov-
ered expatriate, or 

‘‘(B) no such return was timely filed but no 
such return would have been required to be 
filed even if the covered expatriate were a 
citizen or long-term resident of the United 
States.’’. 

(c) DEFINITION OF TERMINATION OF UNITED 
STATES CITIZENSHIP.—Section 7701(a) is 
amended by adding at the end the following 
new paragraph: 

‘‘(49) TERMINATION OF UNITED STATES CITI-
ZENSHIP.— 

‘‘(A) IN GENERAL.—An individual shall not 
cease to be treated as a United States citizen 
before the date on which the individual’s 
citizenship is treated as relinquished under 
section 877A(e)(3). 

‘‘(B) DUAL CITIZENS.—Under regulations 
prescribed by the Secretary, subparagraph 
(A) shall not apply to an individual who be-
came at birth a citizen of the United States 
and a citizen of another country.’’. 

(d) INELIGIBILITY FOR VISA OR ADMISSION TO 
UNITED STATES.— 

(1) IN GENERAL.—Section 212(a)(10)(E) of the 
Immigration and Nationality Act (8 U.S.C. 
1182(a)(10)(E)) is amended to read as follows: 

‘‘(E) FORMER CITIZENS NOT IN COMPLIANCE 
WITH EXPATRIATION REVENUE PROVISIONS.— 
Any alien who is a former citizen of the 
United States who relinquishes United 
States citizenship (within the meaning of 
section 877A(e)(3) of the Internal Revenue 
Code of 1986) and who is not in compliance 
with section 877A of such Code (relating to 
expatriation).’’. 

(2) AVAILABILITY OF INFORMATION.— 
(A) IN GENERAL.—Section 6103(l) (relating 

to disclosure of returns and return informa-
tion for purposes other than tax administra-
tion) is amended by adding at the end the 
following new paragraph: 

‘‘(21) DISCLOSURE TO DENY VISA OR ADMIS-
SION TO CERTAIN EXPATRIATES.—Upon written 
request of the Attorney General or the At-
torney General’s delegate, the Secretary 
shall disclose whether an individual is in 
compliance with section 877A (and if not in 
compliance, any items of noncompliance) to 
officers and employees of the Federal agency 
responsible for administering section 
212(a)(10)(E) of the Immigration and Nation-
ality Act solely for the purpose of, and to the 
extent necessary in, administering such sec-
tion 212(a)(10)(E).’’. 

(B) SAFEGUARDS.—Section 6103(p)(4) (relat-
ing to safeguards) is amended by striking ‘‘or 
(20)’’ each place it appears and inserting 
‘‘(20), or (21)’’. 

(3) EFFECTIVE DATES.—The amendments 
made by this subsection shall apply to indi-
viduals who relinquish United States citizen-
ship on or after the date of the enactment of 
this Act. 

(e) CONFORMING AMENDMENTS.— 
(1) Section 877 is amended by adding at the 

end the following new subsection: 
‘‘(h) APPLICATION.—This section shall not 

apply to an expatriate (as defined in section 
877A(e)) whose expatriation date (as so de-

fined) occurs on or after the date of the en-
actment of this subsection.’’. 

(2) Section 2107 is amended by adding at 
the end the following new subsection: 

‘‘(f) APPLICATION.—This section shall not 
apply to any expatriate subject to section 
877A.’’. 

(3) Section 2501(a)(3) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) APPLICATION.—This paragraph shall 
not apply to any expatriate subject to sec-
tion 877A.’’. 

(4) Section 6039G(a) is amended by insert-
ing ‘‘or 877A’’ after ‘‘section 877(b)’’. 

(5) The second sentence of section 6039G(d) 
is amended by inserting ‘‘or who relinquishes 
United States citizenship (within the mean-
ing of section 877A(e)(3))’’ after ‘‘section 
877(a))’’. 

(f) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the 
following new item: 
‘‘Sec. 877A. Tax responsibilities of expatria-

tion.’’. 
(g) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in this 

subsection, the amendments made by this 
section shall apply to expatriates (within the 
meaning of section 877A(e) of the Internal 
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined) 
occurs on or after the date of the enactment 
of this Act. 

(2) GIFTS AND BEQUESTS.—Section 102(d) of 
the Internal Revenue Code of 1986 (as added 
by subsection (b)) shall apply to gifts and be-
quests received on or after the date of the 
enactment of this Act, from an individual or 
the estate of an individual whose expatria-
tion date (as so defined) occurs after such 
date. 

(3) DUE DATE FOR TENTATIVE TAX.—The due 
date under section 877A(h)(2) of the Internal 
Revenue Code of 1986, as added by this sec-
tion, shall in no event occur before the 90th 
day after the date of the enactment of this 
Act. 
SEC. 429. MODIFICATION OF EXCLUSION FOR 

CITIZENS LIVING ABROAD. 
(a) INFLATION ADJUSTMENT OF FOREIGN 

EARNED INCOME LIMITATION.—Clause (ii) of 
section 911(b)(2)(D) (relating to inflation ad-
justment) is amended— 

(1) by striking ‘‘2007’’ and inserting ‘‘2005’’, 
and 

(2) by striking ‘‘2006’’ in subclause (II) and 
inserting ‘‘2004’’. 

(b) MODIFICATION OF HOUSING COST 
AMOUNT.— 

(1) MINIMUM AMOUNT.—Clause (i) of section 
911(c)(1)(B) is amended to read as follows: 

‘‘(i) 16 percent of the amount (computed on 
a daily basis) in effect under subsection 
(b)(2)(D) for the calendar year in which such 
taxable year begins, multiplied by’’. 

(2) MAXIMUM AMOUNT OF EXCLUSION.— 
(A) IN GENERAL.—Subparagraph (A) of sec-

tion 911(c)(1) is amended by inserting ‘‘to the 
extent such expenses do not exceed the 
amount determined under paragraph (2)’’ 
after ‘‘the taxable year’’. 

(B) LIMITATION.—Subsection (c) of section 
911 is amended by redesignating paragraphs 
(2) and (3) as paragraphs (3) and (4), respec-
tively, and by inserting after paragraph (1) 
the following new paragraph: 

‘‘(2) LIMITATION.—The amount determined 
under this paragraph is an amount equal to 
the product of— 

‘‘(A) 30 percent of the amount (computed 
on a daily basis) in effect under subsection 
(b)(2)(D) for the calendar year in which the 
taxable year of the individual begins, multi-
plied by 

‘‘(B) the number of days of such taxable 
year within the applicable period described 
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in subparagraph (A) or (B) of subsection 
(d)(1).’’. 

(C) CONFORMING AMENDMENTS.— 
(i) Section 911(d)(4) is amended by striking 

‘‘and (c)(1)(B)(ii)’’ and inserting ‘‘, 
(c)(1)(B)(ii), and (c)(2)(B)’’ 

(ii) Section 911(d)(7) is amended by striking 
‘‘subsection (c)(3)’’ and inserting ‘‘subsection 
(c)(4)’’. 

(c) RATES OF TAX APPLICABLE TO NON-
EXCLUDED INCOME.—Section 911 (relating to 
exclusion of certain income of citizens and 
residents of the United States living abroad) 
is amended by redesignating subsection (f) as 
subsection (g) and by inserting after sub-
section (e) the following new subsection: 

‘‘(f) DETERMINATION OF TAX LIABILITY ON 
NONEXCLUDED AMOUNTS.—If any amount is 
excluded from the gross income of a taxpayer 
under subsection (a) for any taxable year, 
then, notwithstanding section 1 or 55— 

‘‘(1) the tax imposed by section 1 on the 
taxpayer for such taxable year shall be equal 
to the excess (if any) of— 

‘‘(A) the tax which would be imposed by 
section 1 for the taxable year if the tax-
payer’s taxable income were equal to the 
sum of— 

‘‘(i) the taxpayer’s taxable income for the 
taxable year (determined without regard to 
this subsection), plus 

‘‘(ii) the amount excluded under subsection 
(a) for the taxable year, over 

‘‘(B) the tax which would be imposed by 
section 1 for the taxable year if the tax-
payer’s taxable income were equal to the 
amount excluded under subsection (a) for the 
taxable year, and 

‘‘(2) the tax imposed by section 55 for such 
taxable year shall be equal to the excess (if 
any) of— 

‘‘(A) the amount which would be the ten-
tative minimum tax under section 55 for the 
taxable year if the taxpayer’s alternative 
minimum taxable income were equal to the 
sum of— 

‘‘(i) the taxpayer’s alternative minimum 
taxable income for the taxable year (deter-
mined without regard to this subsection), 
plus 

‘‘(ii) the amount excluded under subsection 
(a) for the taxable year, over 

‘‘(B) the sum of— 
‘‘(i) the amount which would be the ten-

tative minimum tax under section 55 for the 
taxable year if the taxpayer’s alternative 
minimum taxable income were equal to the 
amount excluded under subsection (a) for the 
taxable year, plus 

‘‘(ii) the amount which would be the reg-
ular tax for the taxable year if the tax im-
posed by section 1 were the tax computed 
under paragraph (1). 
For purposes of this subsection, the amount 
excluded under subsection (a) shall be re-
duced by the aggregate amount of any deduc-
tions or exclusions disallowed under sub-
section (d)(6) with respect to such excluded 
amount.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 430. LIMITATION ON ANNUAL AMOUNTS 

WHICH MAY BE DEFERRED UNDER 
NONQUALIFIED DEFERRED COM-
PENSATION ARRANGEMENTS. 

(a) IN GENERAL.—Section 409A (relating to 
inclusion of gross income under nonqualified 
deferred compensation plans) is amended by 
redesignating subsections (c), (d), and (e) as 
subsections (d), (e), and (f), respectively, and 
by inserting after subsection (b) the fol-
lowing new subsection: 

‘‘(c) ANNUAL LIMITATION ON AGGREGATE DE-
FERRED AMOUNTS.— 

‘‘(1) LIMITATION.—If the aggregate amount 
of compensation which— 

‘‘(A) is deferred for any taxable year with 
respect to a participant under 1 or more non-

qualified deferred compensation plans main-
tained by the same employer, and 

‘‘(B) is not otherwise includible in gross in-
come of the participant for the taxable year, 
exceeds the applicable dollar amount for the 
taxable year, then such excess shall be in-
cluded in the participant’s gross income for 
the taxable year. 

‘‘(2) INCLUSION OF EARNINGS.—If— 
‘‘(A) an amount is includible under para-

graph (1) in the gross income of a participant 
for any taxable year, and 

‘‘(B) any portion of any assets set aside in 
a trust or other arrangement under a non-
qualified deferred compensation plan are 
properly allocable to such amount, 

then any increase in value in, or earnings 
with respect to, such portion for the taxable 
year or any succeeding taxable year shall be 
included in gross income of the participant 
for such taxable year or succeeding taxable 
year. 

‘‘(3) APPLICABLE DOLLAR AMOUNT.—For pur-
poses of this subsection— 

‘‘(A) IN GENERAL.—The term ‘applicable 
dollar amount’ means, with respect to any 
participant, the lesser of— 

‘‘(i) the average annual compensation 
which— 

‘‘(I) was payable during the base period to 
the participant by the employer described in 
paragraph (1)(A), and 

‘‘(II) was includible in the participant’s 
gross income for taxable years in the base 
period, or 

‘‘(ii) $1,000,000. 
‘‘(B) BASE PERIOD.—The term ‘base period’ 

means, with respect to any computation 
year, the 5-taxable year period ending with 
the taxable year preceding the taxable year 
in which the election described in subsection 
(a)(4)(B) is made by the participant to have 
compensation for services performed in the 
computation year deferred under a non-
qualified deferred compensation plan, except 
that if the election is made after the begin-
ning of the computation year, such period 
shall be the 5-taxable year period ending 
with the taxable year preceding the com-
putation year. For purposes of this subpara-
graph, the term ‘computation year’ means 
any taxable year of the participant for which 
the limitation under paragraph (1) is being 
determined.’’. 

(b) CONFORMING AMENDMENTS.—Sections 
6041(g)(1) and 6051(a)(13) are each amended by 
striking ‘‘409A(d)’’ and inserting ‘‘409A(e)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005, ex-
cept that taxable years beginning on or be-
fore such date shall be taken into account in 
determining the average annual compensa-
tion of a participant during any base period 
for purposes of section 409A(c)(2) of the Inter-
nal Revenue Code of 1986 (as added by such 
amendments). 
SEC. 431. INCREASE IN AGE OF MINOR CHILDREN 

WHOSE UNEARNED INCOME IS 
TAXED AS IF PARENT’S INCOME. 

(a) IN GENERAL.—Section 1(g)(2)(A) (relat-
ing to child to whom subsection applies) is 
amended by striking ‘‘age 14’’ and inserting 
‘‘age 18’’. 

(b) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—Section 
1(g)(4) (relating to net unearned income) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—For purposes 
of this subsection, in the case of any child 
who is a beneficiary of a qualified disability 
trust (as defined in section 642(b)(2)(C)(ii)), 
any amount included in the income of such 
child under sections 652 and 662 during a tax-
able year shall be considered earned income 
of such child for such taxable year.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

Subtitle D—Oil and Gas Provisions 
SEC. 441. EXTENSION OF SUPERFUND TAXES. 

(a) EXCISE TAXES.—Section 4611(e) is 
amended to read as follows: 

‘‘(e) APPLICATION OF HAZARDOUS SUBSTANCE 
SUPERFUND FINANCING RATE.—The Hazardous 
Substance Superfund financing rate under 
this section shall apply after December 31, 
1986, and before January 1, 1996, and after De-
cember 31, 2005, and before January 1, 2015.’’ 

(b) CORPORATE ENVIRONMENTAL INCOME 
TAX.—Section 59A(e) is amended to read as 
follows: 

‘‘(e) APPLICATION OF TAX.—The tax imposed 
by this section shall apply to taxable years 
beginning after December 31, 1986, and before 
January 1, 1996, and to taxable years begin-
ning after December 31, 2005, and before Jan-
uary 1, 2015.’’ 

(c) EFFECTIVE DATES.— 
(1) EXCISE TAXES.—The amendments made 

by subsection (a) shall take effect on the 
date of the enactment of this Act. 

(2) INCOME TAX.—The amendment made by 
subsection (b) shall apply to taxable years 
beginning after December 31, 2005. 
SEC. 442. MODIFICATIONS OF FOREIGN TAX 

CREDIT RULES APPLICABLE TO 
DUAL CAPACITY TAXPAYERS. 

(a) IN GENERAL.—Section 901 (relating to 
credit for taxes of foreign countries and of 
possessions of the United States) is amended 
by redesignating subsection (m) as sub-
section (n) and by inserting after subsection 
(l) the following new subsection: 

‘‘(m) SPECIAL RULES RELATING TO DUAL 
CAPACITY TAXPAYERS.— 

‘‘(1) GENERAL RULE.—Notwithstanding any 
other provision of this chapter, any amount 
paid or accrued by a dual capacity taxpayer 
to a foreign country or possession of the 
United States for any period shall not be 
considered a tax— 

‘‘(A) if, for such period, the foreign country 
or possession does not impose a generally ap-
plicable income tax, or 

‘‘(B) to the extent such amount exceeds the 
amount (determined in accordance with reg-
ulations) which— 

‘‘(i) is paid by such dual capacity taxpayer 
pursuant to the generally applicable income 
tax imposed by the country or possession, or 

‘‘(ii) would be paid if the generally applica-
ble income tax imposed by the country or 
possession were applicable to such dual ca-
pacity taxpayer. 
Nothing in this paragraph shall be construed 
to imply the proper treatment of any such 
amount not in excess of the amount deter-
mined under subparagraph (B). 

‘‘(2) DUAL CAPACITY TAXPAYER.—For pur-
poses of this subsection, the term ‘dual ca-
pacity taxpayer’ means, with respect to any 
foreign country or possession of the United 
States, a person who— 

‘‘(A) is subject to a levy of such country or 
possession, and 

‘‘(B) receives (or will receive) directly or 
indirectly a specific economic benefit (as de-
termined in accordance with regulations) 
from such country or possession. 

‘‘(3) GENERALLY APPLICABLE INCOME TAX.— 
For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘generally ap-
plicable income tax’ means an income tax 
(or a series of income taxes) which is gen-
erally imposed under the laws of a foreign 
country or possession on income derived 
from the conduct of a trade or business with-
in such country or possession. 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a tax unless it has substantial applica-
tion, by its terms and in practice, to— 

‘‘(i) persons who are not dual capacity tax-
payers, and 
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‘‘(ii) persons who are citizens or residents 

of the foreign country or possession.’’ 
(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxes paid or ac-
crued in taxable years beginning after the 
date of the enactment of this Act. 

(2) CONTRARY TREATY OBLIGATIONS 
UPHELD.—The amendments made by this sec-
tion shall not apply to the extent contrary 
to any treaty obligation of the United 
States. 
SEC. 443. RULES RELATING TO FOREIGN OIL AND 

GAS INCOME. 
(a) SEPARATE BASKET FOR FOREIGN TAX 

CREDIT.— 
(1) SEPARATE BASKET.— 
(A) YEARS BEFORE 2007.—Paragraph (1) of 

section 904(d) (relating to separate applica-
tion of section with respect to certain cat-
egories of income), as in effect for years be-
ginning before 2007, is amended by striking 
‘‘and’’ at the end of subparagraph (H), by re-
designating subparagraph (I) as subpara-
graph (J), and by inserting after subpara-
graph (H) the following new subparagraph: 

‘‘(I) foreign oil and gas income, and’’. 
(B) 2007 AND AFTER.—Paragraph (1) of sec-

tion 904(d), as in effect for years beginning 
after 2006, is amended by striking ‘‘and’’ at 
the end of subparagraph (A), by striking the 
period at the end of subparagraph (B) and in-
serting ‘‘, and’’, and by adding at the end the 
following: 

‘‘(C) foreign oil and gas income.’’ 
(2) DEFINITION.— 
(A) YEARS BEFORE 2007.—Paragraph (2) of 

section 904(d), as in effect for years begin-
ning before 2007, is amended by redesignating 
subparagraphs (H) and (I) as subparagraphs 
(I) and (J), respectively, and by inserting 
after subparagraph (G) the following new 
subparagraph: 

‘‘(H) FOREIGN OIL AND GAS INCOME.—The 
term ‘foreign oil and gas income’ has the 
meaning given such term by section 954(g).’’ 

(B) 2007 AND AFTER.—Section 904(d)(2), as in 
effect for years after 2006, is amended by re-
designating subparagraphs (J) and (K) as 
subparagraphs (K) and (L) and by inserting 
after subparagraph (I) the following: 

‘‘(J) FOREIGN OIL AND GAS INCOME.—For 
purposes of this section— 

‘‘(i) IN GENERAL.—The term ‘foreign oil and 
gas income’ has the meaning given such 
term by section 954(g). 

‘‘(ii) COORDINATION.—Passive category in-
come and general category income shall not 
include foreign oil and gas income (as so de-
fined).’’ 

(3) CONFORMING AMENDMENTS.— 
(A) Section 904(d)(3)(F)(i) is amended by 

striking ‘‘or (E)’’ and inserting ‘‘(E), or (I)’’. 
(B) Section 907(a) is hereby repealed. 
(C) Section 907(c)(4) is hereby repealed. 
(D) Section 907(f) is hereby repealed. 
(4) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this section shall apply to taxable years 
beginning after the date of the enactment of 
this Act. 

(B) YEARS AFTER 2006.—The amendments 
made by paragraphs (1)(B) and (2)(B) shall 
apply to taxable years beginning after De-
cember 31, 2006. 

(C) TRANSITIONAL RULES.— 
(i) SEPARATE BASKET TREATMENT.—Any 

taxes paid or accrued in a taxable year be-
ginning on or before the date of the enact-
ment of this Act, with respect to income 
which was described in subparagraph (I) of 
section 904(d)(1) of such Code (as in effect on 
the day before the date of the enactment of 
this Act), shall be treated as taxes paid or 
accrued with respect to foreign oil and gas 
income to the extent the taxpayer estab-
lishes to the satisfaction of the Secretary of 
the Treasury that such taxes were paid or ac-

crued with respect to foreign oil and gas in-
come. 

(ii) CARRYOVERS.—Any unused oil and gas 
extraction taxes which under section 907(f) of 
such Code (as so in effect) would have been 
allowable as a carryover to the taxpayer’s 
first taxable year beginning after the date of 
the enactment of this Act (without regard to 
the limitation of paragraph (2) of such sec-
tion 907(f) for first taxable year) shall be al-
lowed as carryovers under section 904(c) of 
such Code in the same manner as if such 
taxes were unused taxes under such section 
904(c) with respect to foreign oil and gas ex-
traction income. 

(iii) LOSSES.—The amendment made by 
paragraph (3)(C) shall not apply to foreign oil 
and gas extraction losses arising in taxable 
years beginning on or before the date of the 
enactment of this Act. 

(b) ELIMINATION OF DEFERRAL FOR FOREIGN 
OIL AND GAS EXTRACTION INCOME.— 

(1) GENERAL RULE.—Paragraph (1) of sec-
tion 954(g) (defining foreign base company oil 
related income) is amended to read as fol-
lows: 

‘‘(1) IN GENERAL.—Except as otherwise pro-
vided in this subsection, the term ‘foreign oil 
and gas income’ means any income of a kind 
which would be taken into account in deter-
mining the amount of— 

‘‘(A) foreign oil and gas extraction income 
(as defined in section 907(c)), or 

‘‘(B) foreign oil related income (as defined 
in section 907(c)).’’ 

(2) CONFORMING AMENDMENTS.— 
(A) Subsections (a)(5), (b)(5), and (b)(6) of 

section 954, and section 952(c)(1)(B)(ii)(I), are 
each amended by striking ‘‘base company oil 
related income’’ each place it appears (in-
cluding in the heading of subsection (b)(8)) 
and inserting ‘‘oil and gas income’’. 

(B) Subsection (b)(4) of section 954 is 
amended by striking ‘‘base company oil-re-
lated income’’ and inserting ‘‘oil and gas in-
come’’. 

(C) The subsection heading for subsection 
(g) of section 954 is amended by striking 
‘‘FOREIGN BASE COMPANY OIL RELATED IN-
COME’’ and inserting ‘‘FOREIGN OIL AND GAS 
INCOME’’. 

(D) Subparagraph (A) of section 954(g)(2) is 
amended by striking ‘‘foreign base company 
oil related income’’ and inserting ‘‘foreign 
oil and gas income’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to tax-
able years of foreign corporations beginning 
after the date of the enactment of this Act, 
and to taxable years of United States share-
holders ending with or within such taxable 
years of foreign corporations. 
SEC. 444. MODIFICATION OF CREDIT FOR PRO-

DUCING FUEL FROM A NONCONVEN-
TIONAL SOURCE. 

(a) TAXABLE YEARS ENDING BEFORE 2006.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 29(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
29(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005.—Section 29(b)(2), as 
amended by paragraph (1), is amended by 
adding at the end the following new sen-
tence: ‘‘This paragraph shall not apply with 
respect to the $3 amount in subsection (a) for 
calendar year 2005 and the amount in effect 
under subsection (a) for sales in such cal-
endar year shall be the amount which was in 
effect for sales in calendar year 2004.’’. 

(b) TAXABLE YEARS ENDING AFTER 2005.— 

(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 45K(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
45K(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005, 2006, AND 2007.—Section 
45K(b)(2), as amended by paragraph (1), is 
amended by adding at the end the following 
new sentence: ‘‘This paragraph shall not 
apply with respect to the $3 amount in sub-
section (a) for calendar years 2005, 2006, and 
2007 and the amount in effect under sub-
section (a) for sales in each such calendar 
year shall be the amount which was in effect 
for sales in calendar year 2004.’’. 

(3) TREATMENT OF COKE AND COKE GAS.— 
(A) NONAPPLICATION OF PHASEOUT.—Section 

45K(g)(2) is amended by adding at the end the 
following new subparagraph: 

‘‘(D) NONAPPLICATION OF PHASEOUT.—Sub-
section (b)(1) shall not apply.’’. 

(B) APPLICATION OF INFLATION ADJUSTMENT 
.—Section 45K(g)(2)(B) is amended by insert-
ing ‘‘and the last sentence of subsection 
(b)(2) shall not apply.’’. 

(C) CLARIFICATION OF QUALIFYING FACIL-
ITY.—Section 45K(g)(1) is amended by insert-
ing ‘‘(other than from petroleum based prod-
ucts)’’ after ‘‘coke or coke gas’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to fuel sold 
after December 31, 2004. 
SEC. 445. ELIMINATION OF AMORTIZATION OF 

GEOLOGICAL AND GEOPHYSICAL EX-
PENDITURES FOR MAJOR INTE-
GRATED OIL COMPANIES. 

(a) IN GENERAL.—Section 167(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(5) NONAPPLICATION TO MAJOR INTEGRATED 
OIL COMPANIES.—This subsection shall not 
apply with respect to any expenses paid or 
incurred for any taxable year by any inte-
grated oil company (as defined in section 
291(b)(4)) which has an average daily world-
wide production of crude oil of at least 
500,000 barrels for such taxable year.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the amendment made by section 
1329(a) of the Energy Policy Act of 2005. 

Subtitle E—Tax Administration Provisions 
SEC. 451. IMPOSITION OF WITHHOLDING ON CER-

TAIN PAYMENTS MADE BY GOVERN-
MENT ENTITIES. 

(a) IN GENERAL.—Section 3402 is amended 
by adding at the end the following new sub-
section: 

‘‘(t) EXTENSION OF WITHHOLDING TO CERTAIN 
PAYMENTS MADE BY GOVERNMENT ENTITIES.— 

‘‘(1) GENERAL RULE.—The Government of 
the United States, every State, every polit-
ical subdivision thereof, and every instru-
mentality of the foregoing (including multi- 
State agencies) making any payment for 
goods and services which is subject to with-
holding shall deduct and withhold form such 
payment a tax in an amount equal to 3 per-
cent of such payment. 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to any payment— 

‘‘(A) except as provided in subparagraph 
(B), which is subject to withholding under 
any other provision of this chapter or chap-
ter 3, 

‘‘(B) which is subject to withholding under 
section 3406 and from which amounts are 
being withheld under such section, 

‘‘(C) of interest, 
‘‘(D) for real property, 
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‘‘(E) to any tax-exempt entity, foreign gov-

ernment, or other entity subject to the re-
quirements of paragraph (1), 

‘‘(F) made pursuant to a classified or con-
fidential contract (as defined in section 
6050M(e)(3)), and 

‘‘(G) made by a political subdivision of a 
State (or any instrumentality thereof) which 
makes less than $100,000,000 of such payments 
annually. 

‘‘(3) COORDINATION WITH OTHER SECTIONS.— 
For purposes of sections 3403 and 3404 and for 
purposes of so much of subtitle F (except sec-
tion 7205) as relates to this chapter, pay-
ments to any person of any payment for 
goods and services which is subject to with-
holding shall be treated as if such payments 
were wages paid by an employer to an em-
ployee.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to payments 
made after December 31, 2005. 
SEC. 452. INCREASE IN CERTAIN CRIMINAL PEN-

ALTIES. 
(a) IN GENERAL.—Section 7206 (relating to 

fraud and false statements) is amended— 
(1) by striking ‘‘Any person who—’’ and in-

serting ‘‘(a) IN GENERAL.—Any person who— 
’’, and 

(2) by adding at the end the following new 
subsection: 

‘‘(b) INCREASE IN MONETARY LIMITATION FOR 
UNDERPAYMENT OR OVERPAYMENT OF TAX DUE 
TO FRAUD.—If any portion of any under-
payment (as defined in section 6664(a)) or 
overpayment (as defined in section 6401(a)) of 
tax required to be shown on a return is at-
tributable to fraudulent action described in 
subsection (a), the applicable dollar amount 
under subsection (a) shall in no event be less 
than an amount equal to such portion. A rule 
similar to the rule under section 6663(b) shall 
apply for purposes of determining the por-
tion so attributable.’’. 

(b) INCREASE IN PENALTIES.— 
(1) ATTEMPT TO EVADE OR DEFEAT TAX.— 

Section 7201 is amended— 
(A) by striking ‘‘$100,000’’ and inserting 

‘‘$500,000’’, 
(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘5 years’’ and inserting ‘‘10 

years’’. 
(2) WILLFUL FAILURE TO FILE RETURN, SUP-

PLY INFORMATION, OR PAY TAX.—Section 7203 
is amended— 

(A) in the first sentence— 
(i) by striking ‘‘Any person’’ and inserting 

the following: 
‘‘(a) IN GENERAL.—Any person’’, and 
(ii) by striking ‘‘$25,000’’ and inserting 

‘‘$50,000’’, 
(B) in the third sentence, by striking ‘‘sec-

tion’’ and inserting ‘‘subsection’’, and 
(C) by adding at the end the following new 

subsection: 
‘‘(b) AGGRAVATED FAILURE TO FILE.— 
‘‘(1) IN GENERAL.—In the case of any failure 

described in paragraph (2), the first sentence 
of subsection (a) shall be applied by sub-
stituting— 

‘‘(A) ‘felony’ for ‘misdemeanor’, 
‘‘(B) ‘$500,000 ($1,000,000’ for ‘$25,000 

($100,000’, and 
‘‘(C) ‘10 years’ for ‘1 year’. 
‘‘(2) FAILURE DESCRIBED.—A failure de-

scribed in this paragraph is a failure to make 
a return described in subsection (a) for a pe-
riod of 3 or more consecutive taxable 
years.’’. 

(3) FRAUD AND FALSE STATEMENTS.—Section 
7206(a) (as redesignated by subsection (a)) is 
amended— 

(A) by striking ‘‘$100,000’’ and inserting 
‘‘$500,000’’, 

(B) by striking ‘‘$500,000’’ and inserting 
‘‘$1,000,000’’, and 

(C) by striking ‘‘3 years’’ and inserting ‘‘5 
years’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to actions, 
and failures to act, occurring after the date 
of the enactment of this Act. 
SEC. 453. REPEAL OF SUSPENSION OF INTEREST 

AND CERTAIN PENALTIES WHERE 
SECRETARY FAILS TO CONTACT TAX-
PAYER. 

(a) IN GENERAL.—Section 6404 (relating to 
abatements) is amended by striking sub-
section (g) and by redesignating subsections 
(h) and (i) as subsections (g) and (h), respec-
tively. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to returns 
of tax filed after December 31, 2005. 
SEC. 454. INCREASE IN PENALTY FOR BAD 

CHECKS AND MONEY ORDERS. 
(a) IN GENERAL.—Section 6657 (relating to 

bad checks) is amended— 
(1) by striking ‘‘$750’’ and inserting 

‘‘$1,250’’, and 
(2) by striking ‘‘$15’’ and inserting ‘‘$25’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section apply to checks or 
money orders received after the date of the 
enactment of this Act. 
SEC. 455. FRIVOLOUS TAX SUBMISSIONS. 

(a) CIVIL PENALTIES.—Section 6702 is 
amended to read as follows: 
‘‘SEC. 6702. FRIVOLOUS TAX SUBMISSIONS. 

‘‘(a) CIVIL PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of 
$5,000 if— 

‘‘(1) such person files what purports to be a 
return of a tax imposed by this title but 
which— 

‘‘(A) does not contain information on 
which the substantial correctness of the self- 
assessment may be judged, or 

‘‘(B) contains information that on its face 
indicates that the self-assessment is substan-
tially incorrect; and 

‘‘(2) the conduct referred to in paragraph 
(1)— 

‘‘(A) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(B) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(b) CIVIL PENALTY FOR SPECIFIED FRIVO-
LOUS SUBMISSIONS.— 

‘‘(1) IMPOSITION OF PENALTY.—Except as 
provided in paragraph (3), any person who 
submits a specified frivolous submission 
shall pay a penalty of $5,000. 

‘‘(2) SPECIFIED FRIVOLOUS SUBMISSION.—For 
purposes of this section— 

‘‘(A) SPECIFIED FRIVOLOUS SUBMISSION.— 
The term ‘specified frivolous submission’ 
means a specified submission if any portion 
of such submission— 

‘‘(i) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(ii) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(B) SPECIFIED SUBMISSION.—The term 
‘specified submission’ means— 

‘‘(i) a request for a hearing under— 
‘‘(I) section 6320 (relating to notice and op-

portunity for hearing upon filing of notice of 
lien), or 

‘‘(II) section 6330 (relating to notice and 
opportunity for hearing before levy), and 

‘‘(ii) an application under— 
‘‘(I) section 6159 (relating to agreements 

for payment of tax liability in installments), 
‘‘(II) section 7122 (relating to com-

promises), or 
‘‘(III) section 7811 (relating to taxpayer as-

sistance orders). 
‘‘(3) OPPORTUNITY TO WITHDRAW SUBMIS-

SION.—If the Secretary provides a person 
with notice that a submission is a specified 
frivolous submission and such person with-
draws such submission within 30 days after 

such notice, the penalty imposed under para-
graph (1) shall not apply with respect to such 
submission. 

‘‘(c) LISTING OF FRIVOLOUS POSITIONS.—The 
Secretary shall prescribe (and periodically 
revise) a list of positions which the Sec-
retary has identified as being frivolous for 
purposes of this subsection. The Secretary 
shall not include in such list any position 
that the Secretary determines meets the re-
quirement of section 6662(d)(2)(B)(ii)(II). 

‘‘(d) REDUCTION OF PENALTY.—The Sec-
retary may reduce the amount of any pen-
alty imposed under this section if the Sec-
retary determines that such reduction would 
promote compliance with and administra-
tion of the Federal tax laws. 

‘‘(e) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this sec-
tion shall be in addition to any other penalty 
provided by law.’’. 

(b) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS BEFORE LEVY.— 

(1) FRIVOLOUS REQUESTS DISREGARDED.— 
Section 6330 (relating to notice and oppor-
tunity for hearing before levy) is amended by 
adding at the end the following new sub-
section: 

‘‘(g) FRIVOLOUS REQUESTS FOR HEARING, 
ETC.—Notwithstanding any other provision 
of this section, if the Secretary determines 
that any portion of a request for a hearing 
under this section or section 6320 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(2) PRECLUSION FROM RAISING FRIVOLOUS 
ISSUES AT HEARING.—Section 6330(c)(4) is 
amended— 

(A) by striking ‘‘(A)’’ and inserting 
‘‘(A)(i)’’; 

(B) by striking ‘‘(B)’’ and inserting ‘‘(ii)’’; 
(C) by striking the period at the end of the 

first sentence and inserting ‘‘; or’’; and 
(D) by inserting after subparagraph (A)(ii) 

(as so redesignated) the following: 
‘‘(B) the issue meets the requirement of 

clause (i) or (ii) of section 6702(b)(2)(A).’’. 
(3) STATEMENT OF GROUNDS.—Section 

6330(b)(1) is amended by striking ‘‘under sub-
section (a)(3)(B)’’ and inserting ‘‘in writing 
under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’. 

(c) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS UPON FILING OF NOTICE OF 
LIEN.—Section 6320 is amended— 

(1) in subsection (b)(1), by striking ‘‘under 
subsection (a)(3)(B)’’ and inserting ‘‘in writ-
ing under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’, and 

(2) in subsection (c), by striking ‘‘and (e)’’ 
and inserting ‘‘(e), and (g)’’. 

(d) TREATMENT OF FRIVOLOUS APPLICATIONS 
FOR OFFERS-IN-COMPROMISE AND INSTALL-
MENT AGREEMENTS.—Section 7122 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) FRIVOLOUS SUBMISSIONS, ETC.—Not-
withstanding any other provision of this sec-
tion, if the Secretary determines that any 
portion of an application for an offer-in-com-
promise or installment agreement submitted 
under this section or section 6159 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(e) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6702 and inserting the following 
new item: 
‘‘Sec. 6702. Frivolous tax submissions.’’. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to submis-
sions made and issues raised after the date 
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on which the Secretary first prescribes a list 
under section 6702(c) of the Internal Revenue 
Code of 1986, as amended by subsection (a). 
SEC. 456. PARTIAL PAYMENTS REQUIRED WITH 

SUBMISSION OF OFFERS-IN-COM-
PROMISE. 

(a) IN GENERAL.—Section 7122 (relating to 
compromises), as amended by this Act, is 
amended by redesignating subsections (c), 
(d), and (e) as subsections (d), (e), and (f), re-
spectively, and by inserting after subsection 
(b) the following new subsection: 

‘‘(c) RULES FOR SUBMISSION OF OFFERS-IN- 
COMPROMISE.— 

‘‘(1) PARTIAL PAYMENT REQUIRED WITH SUB-
MISSION.— 

‘‘(A) LUMP-SUM OFFERS.— 
‘‘(i) IN GENERAL.—The submission of any 

lump-sum offer-in-compromise shall be ac-
companied by the payment of 20 percent of 
amount of such offer. 

‘‘(ii) LUMP-SUM OFFER-IN-COMPROMISE.—For 
purposes of this section, the term ‘lump-sum 
offer-in-compromise’ means any offer of pay-
ments made in 5 or fewer installments. 

‘‘(B) PERIODIC PAYMENT OFFERS.—The sub-
mission of any periodic payment offer-in- 
compromise shall be accompanied by the 
payment of the amount of the first proposed 
installment and each proposed installment 
due during the period such offer is being 
evaluated for acceptance and has not been 
rejected by the Secretary. Any failure to 
make a payment required under the pre-
ceding sentence shall be deemed a with-
drawal of the offer-in-compromise. 

‘‘(2) RULES OF APPLICATION.— 
‘‘(A) USE OF PAYMENT.—The application of 

any payment made under this subsection to 
the assessed tax or other amounts imposed 
under this title with respect to such tax may 
be specified by the taxpayer. 

‘‘(B) NO USER FEE IMPOSED.—Any user fee 
which would otherwise be imposed under this 
section shall not be imposed on any offer-in- 
compromise accompanied by a payment re-
quired under this subsection. 

‘‘(C) WAIVER AUTHORITY.—The Secretary 
may issue regulations waiving any payment 
required under paragraph (1) in a manner 
consistent with the practices established in 
accordance with the requirements under sub-
section (d)(3).’’. 

(b) ADDITIONAL RULES RELATING TO TREAT-
MENT OF OFFERS.— 

(1) UNPROCESSABLE OFFER IF PAYMENT RE-
QUIREMENTS ARE NOT MET.—Paragraph (3) of 
section 7122(d) (relating to standards for 
evaluation of offers), as redesignated by sub-
section (a), is amended by striking ‘‘; and’’ at 
the end of subparagraph (A) and inserting a 
comma, by striking the period at the end of 
subparagraph (B) and inserting ‘‘, and’’, and 
by adding at the end the following new sub-
paragraph: 

‘‘(C) any offer-in-compromise which does 
not meet the requirements of subsection (c) 
shall be returned to the taxpayer as 
unprocessable.’’. 

(2) DEEMED ACCEPTANCE OF OFFER NOT RE-
JECTED WITHIN CERTAIN PERIOD.—Section 7122, 
as amended by subsection (a), is amended by 
adding at the end the following new sub-
section: 

‘‘(g) DEEMED ACCEPTANCE OF OFFER NOT 
REJECTED WITHIN CERTAIN PERIOD.—Any 
offer-in-compromise submitted under this 
section shall be deemed to be accepted by 
the Secretary if such offer is not rejected by 
the Secretary before the date which is 24 
months after the date of the submission of 
such offer (12 months for offers-in-com-
promise submitted after the date which is 5 
years after the date of the enactment of this 
subsection). For purposes of the preceding 
sentence, any period during which any tax li-
ability which is the subject of such offer-in- 
compromise is in dispute in any judicial pro-

ceeding shall not be taken in to account in 
determining the expiration of the 24-month 
period (or 12-month period, if applicable).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to offers-in- 
compromise submitted on and after the date 
which is 60 days after the date of the enact-
ment of this Act. 
SEC. 457. WAIVER OF USER FEE FOR INSTALL-

MENT AGREEMENTS USING AUTO-
MATED WITHDRAWALS. 

(a) IN GENERAL.—Section 6159 (relating to 
agreements for payment of tax liability in 
installments) is amended by redesignating 
subsection (e) as subsection (f) and by insert-
ing after subsection (d) the following: 

‘‘(e) WAIVER OF USER FEES FOR INSTALL-
MENT AGREEMENTS USING AUTOMATED WITH-
DRAWALS.—In the case of a taxpayer who en-
ters into an installment agreement in which 
automated installment payments are agreed 
to, the Secretary shall waive the fee (if any) 
for entering into the installment agree-
ment.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to agree-
ments entered into on or after the date 
which is 180 days after the date of the enact-
ment of this Act. 
SEC. 458. TERMINATION OF INSTALLMENT 

AGREEMENTS. 
(a) IN GENERAL.—Section 6159(b)(4) (relat-

ing to failure to pay an installment or any 
other tax liability when due or to provide re-
quested financial information) is amended by 
striking ‘‘or’’ at the end of subparagraph (B), 
by redesignating subparagraph (C) as sub-
paragraph (E), and by inserting after sub-
paragraph (B) the following: 

‘‘(C) to make a Federal tax deposit under 
section 6302 at the time such deposit is re-
quired to be made, 

‘‘(D) to file a return of tax imposed under 
this title by its due date (including exten-
sions), or’’. 

(b) CONFORMING AMENDMENT.—The heading 
for section 6159(b)(4) is amended by striking 
‘‘FAILURE TO PAY AN INSTALLMENT OR ANY 
OTHER TAX LIABILITY WHEN DUE OR TO PROVIDE 
REQUESTED FINANCIAL INFORMATION’’ and in-
serting ‘‘FAILURE TO MAKE PAYMENTS OR DE-
POSITS OR FILE RETURNS WHEN DUE OR TO PRO-
VIDE REQUESTED FINANCIAL INFORMATION’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to failures 
occurring on or after the date of the enact-
ment of this Act. 

Subtitle F—Additional Provisions 
SEC. 461. MODIFICATION OF INDIVIDUAL ESTI-

MATED TAX SAFE HARBOR. 
(a) IN GENERAL.—The table contained in 

section 6654(d)(1)(C) is amended by striking 
‘‘2002 or thereafter’’ and inserting ‘‘2002, 2003, 
2004, or 2005’’ and by adding at the end the 
following new items: 

‘‘2006 ................................................ 111
2007 or thereafter ............................ 110’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply with respect 
to any installment payment for taxable 
years beginning after December 31, 2005. 
SEC. 462. LOAN AND REDEMPTION REQUIRE-

MENTS ON POOLED FINANCING RE-
QUIREMENTS. 

(a) STRENGTHENED REASONABLE EXPECTA-
TION REQUIREMENT.—Subparagraph (A) of 
section 149(f)(2) (relating to reasonable ex-
pectation requirement) is amended to read 
as follows: 

‘‘(A) IN GENERAL.—The requirements of 
this paragraph are met with respect to an 
issue if the issuer reasonably expects that— 

‘‘(i) as of the close of the 1-year period be-
ginning on the date of issuance of the issue, 
at least 50 percent of the net proceeds of the 
issue (as of the close of such period) will 
have been used directly or indirectly to 

make or finance loans to ultimate borrowers, 
and 

‘‘(ii) as of the close of the 3-year period be-
ginning on such date of issuance, at least 95 
percent of the net proceeds of the issue (as of 
the close of such period) will have been so 
used.’’. 

(b) WRITTEN LOAN COMMITMENT AND RE-
DEMPTION REQUIREMENTS.—Section 149(f) (re-
lating to treatment of certain pooled financ-
ing bonds) is amended by redesignating para-
graphs (4) and (5) as paragraphs (6) and (7), 
respectively, and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) WRITTEN LOAN COMMITMENT REQUIRE-
MENT.— 

‘‘(A) IN GENERAL.—The requirement of this 
paragraph is met with respect to an issue if 
the issuer receives prior to issuance written 
loan commitments identifying the ultimate 
potential borrowers of at least 50 percent of 
the net proceeds of such issue. 

‘‘(B) EXCEPTION.—Subparagraph (A) shall 
not apply with respect to any issuer which is 
a State (or an integral part of a State) 
issuing pooled financing bonds to make or fi-
nance loans to subordinate governmental 
units of such State or to State-created enti-
ties providing financing for water-infrastruc-
ture projects through the federally-spon-
sored State revolving fund program. 

‘‘(5) REDEMPTION REQUIREMENT.—The re-
quirement of this paragraph is met if to the 
extent that less than the percentage of the 
proceeds of an issue required to be used 
under clause (i) or (ii) of paragraph (2)(A) is 
used by the close of the period identified in 
such clause, the issuer uses an amount of 
proceeds equal to the excess of— 

‘‘(A) the amount required to be used under 
such clause, over 

‘‘(B) the amount actually used by the close 
of such period, 

to redeem outstanding bonds within 90 days 
after the end of such period.’’. 

(c) ELIMINATION OF DISREGARD OF POOLED 
BONDS IN DETERMINING ELIGIBILITY FOR 
SMALL ISSUER EXCEPTION TO ARBITRAGE RE-
BATE.—Section 148(f)(4)(D)(ii) (relating to ag-
gregation of issuers) is amended by striking 
subclause (II) and by redesignating sub-
clauses (III) and (IV) as subclauses (II) and 
(III), respectively. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 149(f)(1) is amended by striking 

‘‘paragraphs (2) and (3)’’ and inserting ‘‘para-
graphs (2), (3), (4), and (5)’’. 

(2) Section 149(f)(7)(B), as redesignated by 
subsection (b), is amended by striking ‘‘para-
graph (4)(A)’’ and inserting ‘‘paragraph 
(6)(A)’’. 

(3) Section 54(l)(2) is amended by striking 
‘‘section 149(f)(4)(A)’’ and inserting ‘‘section 
149(f)(6)(A)’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act. 
SEC. 463. REPORTING OF INTEREST ON TAX-EX-

EMPT BONDS. 
(a) IN GENERAL.—Section 6049(b)(2) (relat-

ing to exceptions) is amended by striking 
subparagraph (B) and by redesignating sub-
paragraphs (C) and (D) as subparagraphs (B) 
and (C), respectively. 

(b) CONFORMING AMENDMENT.—Section 
6049(b)(2)(C), as redesignated by subsection 
(a), is amended by striking ‘‘subparagraph 
(C)’’ and inserting ‘‘subparagraph (B)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interest 
earned after December 31, 2005. 

SA 2724. Mrs. CLINTON (for herself, 
Ms. MIKULSKI, Mr. HARKIN, Mr. LAU-
TENBERG, Mr. REED, Mr. SALAZAR, Mr. 
OBAMA, Mrs. BOXER, Ms. STABENOW, Mr. 
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SCHUMER, Mr. DURBIN, Mrs. FEINSTEIN, 
Mr. FEINGOLD, Mr. CARPER, Mr. JOHN-
SON, Mr. LEAHY, and Mr. JEFFORDS) 
submitted an amendment intended to 
be proposed to amendment SA 2710 pro-
posed by Mr. FRIST (for himself, Mr. 
GRASSLEY, and Mr. BAUCUS) to the bill 
H.R. 4297, to provide for reconciliation 
pursuant to section 201(b) of the con-
current resolution on the budget for 
fiscal year 2006; which was ordered to 
lie on the table; as follows: 

At the end of the amendment, insert the 
following: 

TITLE ll—KATRINA COMMISSION 
SEC. l01. ESTABLISHMENT OF COMMISSION. 

There is established in the legislative 
branch the Katrina Commission (in this title 
referred to as the ‘‘Commission’’). 
SEC. l02. COMPOSITION OF COMMISSION. 

(a) MEMBERS.—The Commission shall be 
composed of 10 members, of whom— 

(1) 1 member shall be appointed by the 
President, who shall serve as chairman of 
the Commission; 

(2) 1 member shall be appointed by the 
leader of the Senate (majority or minority 
leader, as the case may be) of the Demo-
cratic Party, in consultation with the leader 
of the House of Representatives (majority or 
minority leader, as the case may be) of the 
Democratic Party, who shall serve as vice 
chairman of the Commission; 

(3) 2 members shall be appointed by the 
senior member of the Senate leadership of 
the Democratic Party; 

(4) 2 members shall be appointed by the 
senior member of the leadership of the House 
of Representatives of the Republican Party; 

(5) 2 members shall be appointed by the 
senior member of the Senate leadership of 
the Republican Party; and 

(6) 2 members shall be appointed by the 
senior member of the leadership of the House 
of Representatives of the Democratic Party. 

(b) QUALIFICATIONS; INITIAL MEETING.— 
(1) POLITICAL PARTY AFFILIATION.—Not 

more than 5 members of the Commission 
shall be from the same political party. 

(2) NONGOVERNMENTAL APPOINTEES.—An in-
dividual appointed to the Commission may 
not be an officer or employee of the Federal 
Government or any State or local govern-
ment. 

(3) OTHER QUALIFICATIONS.—It is the sense 
of Congress that individuals appointed to the 
Commission should be prominent United 
States citizens who represent a diverse range 
of citizens and enjoy national recognition 
and significant depth of experience in such 
professions as governmental service, emer-
gency preparedness, mitigation planning, 
cataclysmic planning and response, intergov-
ernmental management, resource planning, 
recovery operations and planning, Federal 
coordination, military coordination, and 
other extensive natural disaster and emer-
gency response experience. 

(4) DEADLINE FOR APPOINTMENT.—All mem-
bers of the Commission shall be appointed on 
or before October 1, 2005. 

(5) INITIAL MEETING.—The Commission 
shall meet and begin the operations of the 
Commission as soon as practicable. 

(c) QUORUM; VACANCIES.—After its initial 
meeting, the Commission shall meet upon 
the call of the chairman or a majority of its 
members. Six members of the Commission 
shall constitute a quorum. Any vacancy in 
the Commission shall not affect its powers, 
but shall be filled in the same manner in 
which the original appointment was made. 
SEC. l03. DUTIES. 

The duties of the Commission are to— 
(1) examine and report upon the Federal, 

State, and local response to the devastation 

wrought by Hurricane Katrina in the Gulf 
Region of the United States of America espe-
cially in the States of Louisiana, Mississippi, 
Alabama, and other areas impacted in the 
aftermath; 

(2) ascertain, evaluate, and report on the 
information developed by all relevant gov-
ernmental agencies regarding the facts and 
circumstances related to Hurricane Katrina 
prior to striking the United States and in 
the days and weeks following; 

(3) build upon concurrent and prior inves-
tigations of other entities, and avoid unnec-
essary duplication concerning information 
related to existing vulnerabilities; 

(4) make a full and complete accounting of 
the circumstances surrounding the approach 
of Hurricane Katrina to the Gulf States, and 
the extent of the United States government’s 
preparedness for, and response to, the hurri-
cane; 

(5) planning necessary for future cata-
clysmic events requiring a significant mar-
shaling of Federal resources, mitigation, re-
sponse, and recovery to avoid significant loss 
of life; 

(6) an analysis as to whether any decisions 
differed with respect to response and recov-
ery for different communities, neighbor-
hoods, parishes, and locations and what 
problems occurred as a result of a lack of a 
common plan, communication structure, and 
centralized command structure; and 

(7) investigate and report to the President 
and Congress on its findings, conclusions, 
and recommendations for immediate correc-
tive measures that can be taken to prevent 
problems with Federal response that oc-
curred in the preparation for, and in the 
aftermath of, Hurricane Katrina so that fu-
ture cataclysmic events are responded to 
adequately. 
SEC. l04. FUNCTIONS OF COMMISSION. 

(a) IN GENERAL.—The functions of the Com-
mission are to— 

(1) conduct an investigation that— 
(A) investigates relevant facts and cir-

cumstances relating to the catastrophic im-
pacts that Hurricane Katrina exacted upon 
the Gulf Region of the United States espe-
cially in New Orleans and surrounding par-
ishes, and impacted areas of Mississippi and 
Alabama; and 

(B) shall include relevant facts and cir-
cumstances relating to— 

(i) Federal emergency response planning 
and execution at the Federal Emergency 
Management Agency, the Department of 
Homeland Security, the White House, and all 
other Federal entities with responsibility for 
assisting during, and responding to, natural 
disasters; 

(ii) military and law enforcement response 
planning and execution; 

(iii) Federal mitigation plans, programs, 
and policies including prior assessments of 
existing vulnerabilities and exercises de-
signed to test those vulnerabilities; 

(iv) Federal, State, and local communica-
tion interoperability successes and failures; 

(v) past, present, and future Federal budg-
etary provisions for preparedness, mitiga-
tion, response, and recovery; 

(vi) the Federal Emergency Management 
Agency’s response capabilities as an inde-
pendent agency and as part of the Depart-
ment of Homeland Security; 

(vii) the role of congressional oversight 
and resource allocation; 

(viii) other areas of the public and private 
sectors determined relevant by the Commis-
sion for its inquiry; and 

(ix) long-term needs for people impacted by 
Hurricane Katrina and other forms of Fed-
eral assistance necessary for large-scale re-
covery; 

(2) identify, review, and evaluate the les-
sons learned from Hurricane Katrina includ-

ing coordination, management policies, and 
procedures of the Federal Government, State 
and local governments, and nongovern-
mental entities, relative to detection, plan-
ning, mitigation, asset prepositioning, and 
responding to cataclysmic natural disasters 
such as Hurricane Katrina; and 

(3) submit to the President and Congress 
such reports as are required by this title con-
taining such findings, conclusions, and rec-
ommendations as the Commission shall de-
termine, including proposing organization, 
coordination, planning, management ar-
rangements, procedures, rules, and regula-
tions. 
SEC. l05. POWERS OF COMMISSION. 

(a) IN GENERAL.— 
(1) HEARINGS AND EVIDENCE.—The Commis-

sion or, on the authority of the Commission, 
any subcommittee or member thereof, may, 
for the purpose of carrying out this title— 

(A) hold such hearings and sit and act at 
such times and places, take such testimony, 
receive such evidence, administer such 
oaths; and 

(B) subject to paragraph (2)(A), require, by 
subpoena or otherwise, the attendance and 
testimony of such witnesses and the produc-
tion of such books, records, correspondence, 
memoranda, papers, and documents, as the 
Commission or such designated sub-
committee or designated member may deter-
mine advisable. 

(2) SUBPOENAS.— 
(A) ISSUANCE.— 
(i) IN GENERAL.—A subpoena may be issued 

under this subsection only— 
(I) by the agreement of the chairman and 

the vice chairman; or 
(II) by the affirmative vote of 6 members of 

the Commission. 
(ii) SIGNATURE.—Subject to clause (i), sub-

poenas issued under this subsection may be 
issued under the signature of the chairman 
or any member designated by a majority of 
the Commission, and may be served by any 
person designated by the chairman or by a 
member designated by a majority of the 
Commission. 

(B) ENFORCEMENT.— 
(i) IN GENERAL.—In the case of contumacy 

or failure to obey a subpoena issued under 
subsection (a), the United States district 
court for the judicial district in which the 
subpoenaed person resides, is served, or may 
be found, or where the subpoena is return-
able, may issue an order requiring such per-
son to appear at any designated place to tes-
tify or to produce documentary or other evi-
dence. Any failure to obey the order of the 
court may be punished by the court as a con-
tempt of that court. 

(ii) ADDITIONAL ENFORCEMENT.—In the case 
of any failure of any witness to comply with 
any subpoena or to testify when summoned 
under authority of this section, the Commis-
sion may, by majority vote, certify a state-
ment of fact constituting such failure to the 
appropriate United States attorney, who 
may bring the matter before the grand jury 
for its action, under the same statutory au-
thority and procedures as if the United 
States attorney had received a certification 
under sections 102 through 104 of the Revised 
Statutes of the United States (2 U.S.C. 192 
through 194). 

(b) CONTRACTING.—The Commission may, 
to such extent and in such amounts as are 
provided in appropriation Acts, enter into 
contracts to enable the Commission to dis-
charge its duties under this title. 

(c) INFORMATION FROM FEDERAL AGEN-
CIES.— 

(1) IN GENERAL.—The Commission is au-
thorized to secure directly from any execu-
tive department, bureau, agency, board, 
commission, office, independent establish-
ment, or instrumentality of the Government, 

VerDate Aug 31 2005 05:06 Dec 27, 2006 Jkt 059060 PO 00000 Frm 00199 Fmt 4637 Sfmt 0634 E:\RECORDCX\T37X$J0E\S02FE6.REC S02FE6m
m

ah
er

 o
n 

P
R

O
D

1P
C

69
 w

ith
 C

O
N

G
-R

E
C

-O
N

LI
N

E



CONGRESSIONAL RECORD — SENATES664 February 2, 2006 
information, suggestions, estimates, and sta-
tistics for the purposes of this Act. Each de-
partment, bureau, agency, board, commis-
sion, office, independent establishment, or 
instrumentality shall, to the extent author-
ized by law, furnish such information, sug-
gestions, estimates, and statistics directly to 
the Commission, upon request made by the 
chairman, the chairman of any sub-
committee created by a majority of the 
Commission, or any member designated by a 
majority of the Commission. 

(2) RECEIPT, HANDLING, STORAGE, AND DIS-
SEMINATION.—Information shall only be re-
ceived, handled, stored, and disseminated by 
members of the Commission and its staff 
consistent with all applicable statutes, regu-
lations, and Executive orders. 

(d) ASSISTANCE FROM FEDERAL AGENCIES.— 
(1) GENERAL SERVICES ADMINISTRATION.— 

The Administrator of General Services shall 
provide to the Commission on a reimburs-
able basis administrative support and other 
services for the performance of the Commis-
sion’s functions. 

(2) OTHER DEPARTMENTS AND AGENCIES.—In 
addition to the assistance prescribed in para-
graph (1), departments and agencies of the 
United States may provide to the Commis-
sion such services, funds, facilities, staff, and 
other support services as they may deter-
mine advisable and as may be authorized by 
law. 

(e) GIFTS.—The Commission may accept, 
use, and dispose of gifts or donations of serv-
ices or property. 

(f) POSTAL SERVICES.—The Commission 
may use the United States mails in the same 
manner and under the same conditions as de-
partments and agencies of the United States. 
SEC. l06. NONAPPLICABILITY OF FEDERAL ADVI-

SORY COMMITTEE ACT. 
(a) IN GENERAL.—The Federal Advisory 

Committee Act (5 U.S.C. App.) shall not 
apply to the Commission. 

(b) PUBLIC MEETINGS AND RELEASE OF PUB-
LIC VERSIONS OF REPORTS.—The Commission 
shall— 

(1) hold public hearings and meetings to 
the extent appropriate; and 

(2) release public versions of the reports re-
quired under section l10. 

(c) PUBLIC HEARINGS.—Any public hearings 
of the Commission shall be conducted in a 
manner consistent with the protection of in-
formation provided to or developed for or by 
the Commission as required by any applica-
ble statute, regulation, or Executive order. 
SEC. l07. STAFF OF COMMISSION. 

(a) IN GENERAL.— 
(1) APPOINTMENT AND COMPENSATION.—The 

chairman, in consultation with the vice 
chairman, in accordance with rules agreed 
upon by the Commission, may appoint and 
fix the compensation of a staff director and 
such other personnel as may be necessary to 
enable the Commission to carry out its func-
tions, without regard to the provisions of 
title 5, United States Code, governing ap-
pointments in the competitive service, and 
without regard to the provisions of chapter 
51 and subchapter III of chapter 53 of such 
title relating to classification and General 
Schedule pay rates, except that no rate of 
pay fixed under this subsection may exceed 
the equivalent of that payable for a position 
at level V of the Executive Schedule under 
section 5316 of title 5, United States Code. 

(2) PERSONNEL AS FEDERAL EMPLOYEES.— 
(A) IN GENERAL.—The executive director 

and any personnel of the Commission who 
are employees shall be employees under sec-
tion 2105 of title 5, United States Code, for 
purposes of chapters 63, 81, 83, 84, 85, 87, 89, 
and 90 of that title. 

(B) MEMBERS OF COMMISSION.—Subpara-
graph (A) shall not be construed to apply to 
members of the Commission. 

(b) DETAILEES.—Any Federal Government 
employee may be detailed to the Commission 
without reimbursement from the Commis-
sion, and such detailee shall retain the 
rights, status, and privileges of his or her 
regular employment without interruption. 

(c) CONSULTANT SERVICES.—The Commis-
sion is authorized to procure the services of 
experts and consultants in accordance with 
section 3109 of title 5, United States Code, 
but at rates not to exceed the daily rate paid 
a person occupying a position at level IV of 
the Executive Schedule under section 5315 of 
title 5, United States Code. 
SEC. l08. COMPENSATION AND TRAVEL EX-

PENSES. 
(a) COMPENSATION.—Each member of the 

Commission may be compensated at not to 
exceed the daily equivalent of the annual 
rate of basic pay in effect for a position at 
level IV of the Executive Schedule under sec-
tion 5315 of title 5, United States Code, for 
each day during which that member is en-
gaged in the actual performance of the du-
ties of the Commission. 

(b) TRAVEL EXPENSES.—While away from 
their homes or regular places of business in 
the performance of services for the Commis-
sion, members of the Commission shall be al-
lowed travel expenses, including per diem in 
lieu of subsistence, in the same manner as 
persons employed intermittently in the Gov-
ernment service are allowed expenses under 
section 5703(b) of title 5, United States Code. 
SEC. l09. SECURITY CLEARANCES FOR COMMIS-

SION MEMBERS AND STAFF. 
The appropriate Federal agencies or de-

partments shall cooperate with the Commis-
sion in expeditiously providing to the Com-
mission members and staff appropriate secu-
rity clearances to the extent possible pursu-
ant to existing procedures and requirements, 
except that no person shall be provided with 
access to classified information under this 
title without the appropriate security clear-
ances. 
SEC. l10. REPORTS OF COMMISSION; TERMI-

NATION. 
(a) INTERIM REPORTS.—The Commission 

may submit to the President and Congress 
interim reports containing such findings, 
conclusions, and recommendations for cor-
rective measures as have been agreed to by a 
majority of Commission members. 

(b) FINAL REPORT.—Not later than 6 
months after the date of the enactment of 
this Act, the Commission shall submit to the 
President and Congress a final report con-
taining such findings, conclusions, and rec-
ommendations for corrective measures as 
have been agreed to by a majority of Com-
mission members. 

(c) TERMINATION.— 
(1) IN GENERAL.—The Commission, and all 

the authorities of this Act, shall terminate 
61 days after the date on which the final re-
port is submitted under subsection (b). 

(2) ADMINISTRATIVE ACTIVITIES BEFORE TER-
MINATION.—The Commission may use the 60- 
day period referred to in paragraph (1) for 
the purpose of concluding its activities, in-
cluding providing testimony to committees 
of Congress concerning its reports and dis-
seminating the final report. 
SEC. l11. FUNDING. 

(a) EMERGENCY APPROPRIATION OF FUNDS.— 
There are authorized to be appropriated 
$3,000,000 for purposes of the activities of the 
Commission under this title and such fund-
ing is designated as emergency spending 
under section 402 of H. Con. Res. 95 (109th 
Congress). 

(b) DURATION OF AVAILABILITY.—Amounts 
made available to the Commission under 
subsection (a) shall remain available until 
the termination of the Commission. 

SA 2725. Mr. SPECTER submitted an 
amendment intended to be proposed by 

her to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

On page 28, after line 11, insert the fol-
lowing: 
SEC. 307. SALE OF PROPERTY BY JUDICIAL OFFI-

CERS AND EMPLOYEES. 
Section 1043(b) of the Internal Revenue 

Code of 1986 (relating to the sale of property 
to comply with conflict-of-interest require-
ments) is amended— 

(1) in paragraph (1)— 
(A) in subparagraph (A), by inserting ‘‘or 

the judicial branch’’ after ‘‘an officer or em-
ployee of the executive branch’’; and 

(B) in subparagraph (B), by inserting ‘‘judi-
cial canon,’’ after ‘‘any statute, regulation, 
rule,’’; 

(2) in paragraph (2)— 
(A) in subparagraph (A), by inserting ‘‘judi-

cial canon,’’ after ‘‘any Federal conflict of 
interest statute, regulation, rule,’’; and 

(B) in subparagraph (B), by inserting after 
‘‘the Director of the Office of Government 
Ethics,’’ the following: ‘‘in the case of execu-
tive branch officers or employees, or by the 
Judicial Conference of the United States (or 
its designee), in the case of judicial branch 
officers and employees,’’; and 

(3) in paragraph (5)(B), by inserting ‘‘judi-
cial canon,’’ after ‘‘any statute, regulation, 
rule,’’. 

SA 2726. Mr. KENNEDY submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

On page 19 of the bill, strike lines 19 
through 22, and insert the following: 
SEC. 203. REPEAL OF STATE OPTIONS FOR AL-

TERNATIVE PREMIUMS AND COST 
SHARING AND FLEXIBILITY IN BEN-
EFIT PACKAGES UNDER THE MED-
ICAID PROGRAM. 

(a) REPEAL OF STATE OPTION FOR ALTER-
NATIVE PREMIUMS AND COST SHARING.— 

(1) REPEAL.—Section 1916A of the Social 
Security Act, as added by sections 6041(a), 
6042(a), and 6043(a) of the Deficit Reduction 
Act of 2005, is repealed. 

(2) CONFORMING AMENDMENTS.— 
(A) Subsection (y) of section 1903 of the So-

cial Security Act (42 U.S.C. 1396b), as added 
by section 6043(b) of the Deficit Reduction 
Act of 2005, is repealed. 

(B) Section 1916 of the Social Security Act 
(42 U.S.C. 1396o) is amended— 

(i) in subsection (f), by striking ‘‘and sec-
tion 1916A’’ after ‘‘(b)(3)’’; and 

(ii) by striking subsection (h). 
(C) Section 1938(c) of the Social Security 

Act, as added by section 6082 of the Deficit 
Reduction Act of 2005, is amended— 

(i) in paragraph (3), by striking ‘‘and 
1916A’’; and 

(ii) in paragraph (5), by striking ‘‘sections 
1916 and 1916A’’ and inserting ‘‘section 1916’’. 

(b) REPEAL OF STATE OPTION OF PROVIDING 
BENCHMARK BENEFIT PACKAGES.— 

(1) REPEAL.—Section 1937 of the Social Se-
curity Act, as added by section 6044(a) of the 
Deficit Reduction Act of 2005, is repealed. 

(2) CONFORMING AMENDMENTS.— 
(A) Sections 1938 and 1939 of the Social Se-

curity Act, as added and redesignated, re-
spectively, by section 6082 of the Deficit Re-
duction Act of 2005, are redesignated as sec-
tions 1937 and 1938, respectively, of the So-
cial Security Act. 
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CONGRESSIONAL RECORD — SENATE S665 February 2, 2006 
(B) 1937(b)(3) of the Social Security Act, as 

redesignated by subparagraph (A), is amend-
ed by inserting ‘‘(as added by section 6044(a) 
of S. 1932 of the 109th Congress, as passed by 
the Senate on December 21, 2005)’’. 

(c) EFFECTIVE DATE.—The repeals and 
amendments made by subsections (a) and (b) 
shall take effect as if included in the enact-
ment of the Deficit Reduction Act of 2005. 
SEC. 203A. ADDITIONAL FUNDING FOR THE 

STATE CHILDREN’S HEALTH INSUR-
ANCE PROGRAM. 

(a) IN GENERAL.—Section 2104(a) of the So-
cial Security Act (42 U.S.C. 1397dd(a)) is 
amended— 

(1) in paragraph (9), by striking 
‘‘$4,050,000,000’’ and inserting ‘‘$6,550,000,000’’; 
and 

(2) in paragraph (10), by striking 
‘‘$5,000,000,000’’ and inserting ‘‘$7,500,000,000’’. 

(b) FUNDS IN ADDITION TO FUNDS PROVIDED 
TO ELIMINATE FISCAL YEAR 2006 SHORT-
FALLS.—The Secretary of Health and Human 
Services shall carry out subsection (d) of sec-
tion 2104 of the Social Security Act (42 
U.S.C. 1397dd(d)), as added by section 6101(a) 
of the Deficit Reduction Act of 2005, (includ-
ing the determination of a State’s allotment 
for fiscal year 2006 under paragraph (2)(C) of 
that subsection), without regard to the 
amendment made by subsection (a)(1) pro-
viding increased funding for State allot-
ments for fiscal year 2006. 

SA 2727. Mr. FRIST (for Mr. TALENT) 
proposed an amendment to amendment 
SA 2707 proposed by Mr. FRIST (for Mr. 
GRASSLEY (for himself and Mr. BAU-
CUS)) to the bill H.R. 4297, to provide 
for reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; as fol-
lows: 

At the appropriate place insert the fol-
lowing: 
SEC. lll. SENSE OF THE SENATE REGARDING 

THE PERMANENT EXTENSION OF 
EGTRRA AND JGTRRA PROVISIONS 
RELATING TO CHILD TAX CREDIT. 

It is the sense of the Senate that the con-
ferees for the Tax Relief Act of 2006 should 
strive to permanently extend the amend-
ments to the child tax credit under section 
24 of the Internal Revenue Code of 1986 made 
by the Economic Growth and Tax Relief Rec-
onciliation Act of 2001 and the Jobs and 
Growth Tax Relief Reconciliation Act of 
2003. 

SA 2728. Mr. BAUCUS (for Mr. BYRD 
(for himself, Mr. ROCKEFELLER, Mr. 
SANTORUM, Mr. KERRY, Mr. DURBIN, Mr. 
OBAMA, Mr. MCCONNELL, and Mr. 
BUNNING)) proposed an amendment to 
amendment SA 2707 proposed by Mr. 
FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, 
to provide for reconciliation pursuant 
to section 201(b) of the concurrent reso-
lution on the budget for fiscal year 
2006; as follows: 

At the appropriate place insert the fol-
lowing: 
SEC. ll. PARTIAL EXPENSING FOR ADVANCED 

MINE SAFETY EQUIPMENT. 
(a) IN GENERAL.—Part VI of subchapter B 

of chapter 1 is amended by inserting after 
section 179D the following new section: 
‘‘SEC. 179E. ELECTION TO EXPENSE ADVANCED 

MINE SAFETY EQUIPMENT. 
‘‘(a) TREATMENT AS EXPENSES.—A taxpayer 

may elect to treat 50 percent of the cost of 
any qualified advanced mine safety equip-
ment property as an expense which is not 
chargeable to capital account. Any cost so 

treated shall be allowed as a deduction for 
the taxable year in which the qualified ad-
vanced mine safety equipment property is 
placed in service. 

‘‘(b) ELECTION.— 
‘‘(1) IN GENERAL.—An election under this 

section for any taxable year shall be made on 
the taxpayer’s return of the tax imposed by 
this chapter for the taxable year. Such elec-
tion shall specify the advanced mine safety 
equipment property to which the election ap-
plies and shall be made in such manner as 
the Secretary may by regulations prescribe. 

‘‘(2) ELECTION IRREVOCABLE.—Any election 
made under this section may not be revoked 
except with the consent of the Secretary. 

‘‘(c) QUALIFIED ADVANCED MINE SAFETY 
EQUIPMENT PROPERTY.—For purposes of this 
section, the term ‘qualified advanced mine 
safety equipment property’ means any ad-
vanced mine safety equipment property for 
use in any underground mine located in the 
United States— 

‘‘(1) the original use of which commences 
with the taxpayer, and 

‘‘(2) which is placed in service by the tax-
payer after the date of the enactment of this 
section. 

‘‘(d) ADVANCED MINE SAFETY EQUIPMENT 
PROPERTY.—For purposes of this section, the 
term ‘advanced mine safety equipment prop-
erty’ means any of the following: 

‘‘(1) Emergency communication tech-
nology or device which is used to allow a 
miner to maintain constant communication 
with an individual who is not in the mine. 

‘‘(2) Electronic identification and location 
device which allows an individual who is not 
in the mine to track at all times the move-
ments and location of miners working in or 
at the mine. 

‘‘(3) Emergency oxygen-generating, self- 
rescue device which provides oxygen for at 
least 90 minutes. 

‘‘(4) Pre-positioned supplies of oxygen 
which (in combination with self-rescue de-
vices) can be used to provide each miner on 
a shift, in the event of an accident or other 
event which traps the miner in the mine or 
otherwise necessitates the use of such a self- 
rescue device, the ability to survive for at 
least 48 hours. 

‘‘(5) Comprehensive atmospheric moni-
toring system which monitors the levels of 
carbon monoxide, methane, and oxygen that 
are present in all areas of the mine and 
which can detect smoke in the case of a fire 
in a mine. 

‘‘(e) SPECIAL RULES.— 
‘‘(1) COORDINATION WITH SECTION 179.—No ex-

penditures shall be taken into account under 
subsection (a) with respect to the portion of 
the cost of any property specified in an elec-
tion under section 179. 

‘‘(2) BASIS REDUCTION.—For purposes of this 
title, the basis of any property shall be re-
duced by the portion of the cost of such prop-
erty taken into account under subsection (a). 

‘‘(f) REPORTING.—No deduction shall be al-
lowed under subsection (a) to any taxpayer 
for any taxable year unless such taxpayer 
files with the Secretary a report containing 
such information with respect to the oper-
ation of the mines of the taxpayer as the 
Secretary shall require. 

‘‘(g) TERMINATION.—This section shall not 
apply to property placed in service after the 
date which is 3 years after the date of the en-
actment of this section.’’. 

(b) CONFORMING AMENDMENTS.— 
(1) Section 263(a)(1) is amended by striking 

‘‘or’’ at the end of subparagraph (J), by strik-
ing the period at the end of subparagraph (K) 
and inserting ‘‘, or’’, and by inserting after 
subparagraph (K) the following new subpara-
graph: 

‘‘(L) expenditures for which a deduction is 
allowed under section 179E.’’. 

(2) Section 312(k)(3)(B) is amended by 
striking ‘‘or 179D’’ each place it appears in 
the heading and text thereof and inserting 
‘‘179D, or 179E’’. 

(3) Section 1016(a) is amended by striking 
‘‘and’’ at the end of paragraph (36), by strik-
ing the period at the end of paragraph (37) 
and inserting ‘‘, and’’, and by adding at the 
end the following new paragraph: 

‘‘(38) to the extent provided in section 
179E(e)(2).’’. 

(4) Section 1245(a)(2)(C) is amended by in-
serting ‘‘179E,’’ after ‘‘179D,’’. 

(5) The table of sections for part VI of sub-
chapter B of chapter 1 is amended by insert-
ing after the item relating to section 179D 
the following new item: 
‘‘Sec. 179E. Election to expense advanced 

mine safety equipment.’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to costs 
paid or incurred after the date of the enact-
ment of this Act. 
SEC. ll. MINE RESCUE TEAM TRAINING TAX 

CREDIT. 
(a) IN GENERAL.—Subpart D of part IV of 

subchapter A of chapter 1 (relating to busi-
ness related credits) is amended by adding at 
the end the following new section: 
‘‘SEC. 45N. MINE RESCUE TEAM TRAINING CRED-

IT. 
‘‘(a) AMOUNT OF CREDIT.—For purposes of 

section 38, the mine rescue team training 
credit determined under this section with re-
spect to any eligible employer for any tax-
able year is an amount equal to the lesser 
of— 

‘‘(1) 20 percent of the amount paid or in-
curred by the taxpayer during the taxable 
year with respect to the training program 
costs of each qualified mine rescue team em-
ployee (including wages of such employee 
while attending such program), or 

‘‘(2) $10,000. 
‘‘(b) QUALIFIED MINE RESCUE TEAM EM-

PLOYEE.—For purposes of this section, the 
term ‘qualified mine rescue team employee’ 
means with respect to any taxable year any 
full-time employee of the taxpayer who is— 

‘‘(1) a miner eligible for more than 6 
months of such taxable year to serve as a 
mine rescue team member as a result of 
completing, at a minimum, an initial 20-hour 
course of instruction as prescribed by the 
Mine Safety and Health Administration’s Of-
fice of Educational Policy and Development, 
or 

‘‘(2) a miner eligible for more than 6 
months of such taxable year to serve as a 
mine rescue team member by virtue of re-
ceiving at least 40 hours of refresher training 
in such instruction. 

‘‘(c) ELIGIBLE EMPLOYER.—For purposes of 
this section, the term ‘eligible employer’ 
means any taxpayer which employs individ-
uals as miners in underground mines in the 
United States. 

‘‘(d) WAGES.—For purposes of this section, 
the term ‘wages’ has the meaning given to 
such term by subsection (b) of section 3306 
(determined without regard to any dollar 
limitation contained in such section). 

‘‘(e) TERMINATION.—This section shall not 
apply to taxable years beginning after De-
cember 31, 2008.’’. 

(b) CREDIT MADE PART OF GENERAL BUSI-
NESS CREDIT.—Section 38(b) is amended by 
striking ‘‘and’’ at the end of paragraph (25), 
by striking the period at the end of para-
graph (26) and inserting ‘‘, and’’, and by add-
ing at the end the following new paragraph: 

‘‘(27) the mine rescue team training credit 
determined under section 45N(a).’’. 

(c) NO DOUBLE BENEFIT.—Section 280C is 
amended by adding at the end the following 
new subsection: 

‘‘(e) MINE RESCUE TEAM TRAINING CREDIT.— 
No deduction shall be allowed for that por-
tion of the expenses otherwise allowable as a 
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deduction for the taxable year which is equal 
to the amount of the credit determined for 
the taxable year under section 45N(a).’’. 

(d) CLERICAL AMENDMENT.—The table of 
sections for subpart D of part IV of sub-
chapter A of chapter 1 is amended by adding 
at the end the following new item: 

‘‘Sec. 45N. Mine rescue team training 
credit.’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

SA 2729. Mr. CONRAD (for himself 
and Mr. BINGAMAN) proposed an amend-
ment to amendment SA 2707 proposed 
by Mr. FRIST (for Mr. GRASSLEY (for 
himself and Mr. BAUCUS)) to the bill 
H.R. 4297, to provide for reconciliation 
pursuant to section 201(b) of the con-
current resolution on the budget for 
fiscal year 2006; as follows: 

Strike all of Title V and insert the fol-
lowing: 

TITLE V—REVENUE PROVISIONS 
Subtitle A—Provisions Relating to Tax 

Shelters 
SEC. 401. CLARIFICATION OF ECONOMIC SUB-

STANCE DOCTRINE. 
(a) IN GENERAL.—Section 7701 is amended 

by redesignating subsection (o) as subsection 
(p) and by inserting after subsection (n) the 
following new subsection: 

‘‘(o) CLARIFICATION OF ECONOMIC SUBSTANCE 
DOCTRINE; ETC.— 

‘‘(1) GENERAL RULES.— 
‘‘(A) IN GENERAL.—In any case in which a 

court determines that the economic sub-
stance doctrine is relevant for purposes of 
this title to a transaction (or series of trans-
actions), such transaction (or series of trans-
actions) shall have economic substance only 
if the requirements of this paragraph are 
met. 

‘‘(B) DEFINITION OF ECONOMIC SUBSTANCE.— 
For purposes of subparagraph (A)— 

‘‘(i) IN GENERAL.—A transaction has eco-
nomic substance only if— 

‘‘(I) the transaction changes in a meaning-
ful way (apart from Federal tax effects) the 
taxpayer’s economic position, and 

‘‘(II) the taxpayer has a substantial nontax 
purpose for entering into such transaction 
and the transaction is a reasonable means of 
accomplishing such purpose. 
In applying subclause (II), a purpose of 
achieving a financial accounting benefit 
shall not be taken into account in deter-
mining whether a transaction has a substan-
tial nontax purpose if the origin of such fi-
nancial accounting benefit is a reduction of 
income tax. 

‘‘(ii) SPECIAL RULE WHERE TAXPAYER RELIES 
ON PROFIT POTENTIAL.—A transaction shall 
not be treated as having economic substance 
by reason of having a potential for profit un-
less— 

‘‘(I) the present value of the reasonably ex-
pected pre-tax profit from the transaction is 
substantial in relation to the present value 
of the expected net tax benefits that would 
be allowed if the transaction were respected, 
and 

‘‘(II) the reasonably expected pre-tax profit 
from the transaction exceeds a risk-free rate 
of return. 

‘‘(C) TREATMENT OF FEES AND FOREIGN 
TAXES.—Fees and other transaction expenses 
and foreign taxes shall be taken into account 
as expenses in determining pre-tax profit 
under subparagraph (B)(ii). 

‘‘(2) SPECIAL RULES FOR TRANSACTIONS WITH 
TAX-INDIFFERENT PARTIES.— 

‘‘(A) SPECIAL RULES FOR FINANCING TRANS-
ACTIONS.—The form of a transaction which is 

in substance the borrowing of money or the 
acquisition of financial capital directly or 
indirectly from a tax-indifferent party shall 
not be respected if the present value of the 
deductions to be claimed with respect to the 
transaction is substantially in excess of the 
present value of the anticipated economic re-
turns of the person lending the money or 
providing the financial capital. A public of-
fering shall be treated as a borrowing, or an 
acquisition of financial capital, from a tax- 
indifferent party if it is reasonably expected 
that at least 50 percent of the offering will be 
placed with tax-indifferent parties. 

‘‘(B) ARTIFICIAL INCOME SHIFTING AND BASIS 
ADJUSTMENTS.—The form of a transaction 
with a tax-indifferent party shall not be re-
spected if— 

‘‘(i) it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
such party’s economic income or gain, or 

‘‘(ii) it results in a basis adjustment or 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this subsection— 

‘‘(A) ECONOMIC SUBSTANCE DOCTRINE.—The 
term ‘economic substance doctrine’ means 
the common law doctrine under which tax 
benefits under subtitle A with respect to a 
transaction are not allowable if the trans-
action does not have economic substance or 
lacks a business purpose. 

‘‘(B) TAX-INDIFFERENT PARTY.—The term 
‘tax-indifferent party’ means any person or 
entity not subject to tax imposed by subtitle 
A. A person shall be treated as a tax-indif-
ferent party with respect to a transaction if 
the items taken into account with respect to 
the transaction have no substantial impact 
on such person’s liability under subtitle A. 

‘‘(C) EXCEPTION FOR PERSONAL TRANS-
ACTIONS OF INDIVIDUALS.—In the case of an 
individual, this subsection shall apply only 
to transactions entered into in connection 
with a trade or business or an activity en-
gaged in for the production of income. 

‘‘(D) TREATMENT OF LESSORS.—In applying 
paragraph (1)(B)(ii) to the lessor of tangible 
property subject to a lease— 

‘‘(i) the expected net tax benefits with re-
spect to the leased property shall not include 
the benefits of— 

‘‘(I) depreciation, 
‘‘(II) any tax credit, or 
‘‘(III) any other deduction as provided in 

guidance by the Secretary, and 
‘‘(ii) subclause (II) of paragraph (1)(B)(ii) 

shall be disregarded in determining whether 
any of such benefits are allowable. 

‘‘(4) OTHER COMMON LAW DOCTRINES NOT AF-
FECTED.—Except as specifically provided in 
this subsection, the provisions of this sub-
section shall not be construed as altering or 
supplanting any other rule of law, and the 
requirements of this subsection shall be con-
strued as being in addition to any such other 
rule of law. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection. Such regulations 
may include exemptions from the applica-
tion of this subsection.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 

SEC. 402. PENALTY FOR UNDERSTATEMENTS AT-
TRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

(a) IN GENERAL.—Subchapter A of chapter 
68 is amended by inserting after section 
6662A the following new section: 

‘‘SEC. 6662B. PENALTY FOR UNDERSTATEMENTS 
ATTRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

‘‘(a) IMPOSITION OF PENALTY.—If a taxpayer 
has an noneconomic substance transaction 
understatement for any taxable year, there 
shall be added to the tax an amount equal to 
40 percent of the amount of such understate-
ment. 

‘‘(b) REDUCTION OF PENALTY FOR DISCLOSED 
TRANSACTIONS.—Subsection (a) shall be ap-
plied by substituting ‘20 percent’ for ‘40 per-
cent’ with respect to the portion of any non-
economic substance transaction understate-
ment with respect to which the relevant 
facts affecting the tax treatment of the item 
are adequately disclosed in the return or a 
statement attached to the return. 

‘‘(c) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘noneconomic 
substance transaction understatement’ 
means any amount which would be an under-
statement under section 6662A(b)(1) if section 
6662A were applied by taking into account 
items attributable to noneconomic sub-
stance transactions rather than items to 
which section 6662A would apply without re-
gard to this paragraph. 

‘‘(2) NONECONOMIC SUBSTANCE TRANS-
ACTION.—The term ‘noneconomic substance 
transaction’ means any transaction if— 

‘‘(A) there is a lack of economic substance 
(within the meaning of section 7701(o)(1)) for 
the transaction giving rise to the claimed 
benefit or the transaction was not respected 
under section 7701(o)(2), or 

‘‘(B) the transaction fails to meet the re-
quirements of any similar rule of law. 

‘‘(d) RULES APPLICABLE TO COMPROMISE OF 
PENALTY.— 

‘‘(1) IN GENERAL.—If the 1st letter of pro-
posed deficiency which allows the taxpayer 
an opportunity for administrative review in 
the Internal Revenue Service Office of Ap-
peals has been sent with respect to a penalty 
to which this section applies, only the Com-
missioner of Internal Revenue may com-
promise all or any portion of such penalty. 

‘‘(2) APPLICABLE RULES.—The rules of para-
graphs (2) and (3) of section 6707A(d) shall 
apply for purposes of paragraph (1). 

‘‘(e) COORDINATION WITH OTHER PEN-
ALTIES.—Except as otherwise provided in this 
part, the penalty imposed by this section 
shall be in addition to any other penalty im-
posed by this title. 

‘‘(f) CROSS REFERENCES.— 
‘‘(1) For coordination of pen-

alty with understatements 
under section 6662 and other 
special rules, see section 
6662A(e) 

‘‘(2) For reporting of penalty 
imposed under this section 
to the Securities and Ex-
change Commission, see 
section 6707A(e)’’. 

(b) COORDINATION WITH OTHER UNDERSTATE-
MENTS AND PENALTIES.— 

(1) The second sentence of section 
6662(d)(2)(A) is amended by inserting ‘‘and 
without regard to items with respect to 
which a penalty is imposed by section 6662B’’ 
before the period at the end. 

(2) Subsection (e) of section 6662A is 
amended— 

(A) in paragraph (1), by inserting ‘‘and non-
economic substance transaction understate-
ments’’ after ‘‘reportable transaction under-
statements’’ both places it appears, 

(B) in paragraph (2)(A), by inserting ‘‘and a 
noneconomic substance transaction under-
statement’’ after ‘‘reportable transaction un-
derstatement’’, 

(C) in paragraph (2)(B), by inserting ‘‘6662B 
or’’ before ‘‘6663’’, 
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CONGRESSIONAL RECORD — SENATE S667 February 2, 2006 
(D) in paragraph (2)(C)(i), by inserting ‘‘or 

section 6662B’’ before the period at the end, 
(E) in paragraph (2)(C)(ii), by inserting 

‘‘and section 6662B’’ after ‘‘This section’’, 
(F) in paragraph (3), by inserting ‘‘or non-

economic substance transaction understate-
ment’’ after ‘‘reportable transaction under-
statement’’, and 

(G) by adding at the end the following new 
paragraph: 

‘‘(4) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sub-
section, the term ‘noneconomic substance 
transaction understatement’ has the mean-
ing given such term by section 6662B(c).’’. 

(3) Subsection (e) of section 6707A is 
amended— 

(A) by striking ‘‘or’’ at the end of subpara-
graph (B), and 

(B) by striking subparagraph (C) and in-
serting the following new subparagraphs: 

‘‘(C) is required to pay a penalty under sec-
tion 6662B with respect to any noneconomic 
substance transaction, or 

‘‘(D) is required to pay a penalty under sec-
tion 6662(h) with respect to any transaction 
and would (but for section 6662A(e)(2)(C)) 
have been subject to penalty under section 
6662A at a rate prescribed under section 
6662A(c) or under section 6662B,’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part II of subchapter A of chap-
ter 68 is amended by inserting after the item 
relating to section 6662A the following new 
item: 
‘‘Sec. 6662B. Penalty for understatements 

attributable to transactions 
lacking economic substance, 
etc’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 403. DENIAL OF DEDUCTION FOR INTEREST 

ON UNDERPAYMENTS ATTRIB-
UTABLE TO NONECONOMIC SUB-
STANCE TRANSACTIONS. 

(a) IN GENERAL.—Section 163(m) (relating 
to interest on unpaid taxes attributable to 
nondisclosed reportable transactions) is 
amended— 

(1) by striking ‘‘attributable’’ and all that 
follows and inserting the following: ‘‘attrib-
utable to— 

‘‘(1) the portion of any reportable trans-
action understatement (as defined in section 
6662A(b)) with respect to which the require-
ment of section 6664(d)(2)(A) is not met, or 

‘‘(2) any noneconomic substance trans-
action understatement (as defined in section 
6662B(c)).’’, and 

(2) by inserting ‘‘AND NONECONOMIC SUB-
STANCE TRANSACTIONS’’ in the heading there-
of after ‘‘TRANSACTIONS’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions after the date of the enactment of 
this Act in taxable years ending after such 
date. 
SEC. 404. MODIFICATIONS OF EFFECTIVE DATES 

OF LEASING PROVISIONS OF THE 
AMERICAN JOBS CREATION ACT OF 
2004. 

(a) IN GENERAL.—Section 849(b) of the 
American Jobs Creation Act of 2004 is 
amended by striking paragraphs (1) and (2), 
by redesignating paragraphs (3) and (4) as 
paragraphs (1) and (2), respectively, and by 
adding at the end the following new para-
graph: 

‘‘(3) LEASES TO FOREIGN ENTITIES.—In the 
case of tax-exempt use property leased to a 
tax-exempt entity which is a foreign person 
or entity, the amendments made by this part 
shall apply to taxable years beginning after 
December 31, 2004, with respect to leases en-
tered into on or before March 12, 2004.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 

included in the enactment of the American 
Jobs Creation Act of 2004. 
SEC. 405. REVALUATION OF LIFO INVENTORIES 

OF LARGE INTEGRATED OIL COMPA-
NIES. 

(a) GENERAL RULE.—Notwithstanding any 
other provision of law, if a taxpayer is an ap-
plicable integrated oil company for its last 
taxable year ending in calendar year 2005, 
the taxpayer shall— 

(1) increase, effective as of the close of 
such taxable year, the value of each historic 
LIFO layer of inventories of crude oil, nat-
ural gas, or any other petroleum product 
(within the meaning of section 4611) by the 
layer adjustment amount, and 

(2) decrease its cost of goods sold for such 
taxable year by the aggregate amount of the 
increases under paragraph (1). 
If the aggregate amount of the increases 
under paragraph (1) exceed the taxpayer’s 
cost of goods sold for such taxable year, the 
taxpayer’s gross income for such taxable 
year shall be increased by the amount of 
such excess. 

(b) LAYER ADJUSTMENT AMOUNT.—For pur-
poses of this section— 

(1) IN GENERAL.—The term ‘‘layer adjust-
ment amount’’ means, with respect to any 
historic LIFO layer, the product of— 

(A) $18.75, and 
(B) the number of barrels of crude oil (or in 

the case of natural gas or other petroleum 
products, the number of barrel-of-oil equiva-
lents) represented by the layer. 

(2) BARREL-OF-OIL EQUIVALENT.—The term 
‘‘barrel-of-oil equivalent’’ has the meaning 
given such term by section 29(d)(5) (as in ef-
fect before its redesignation by the Energy 
Tax Incentives Act of 2005). 

(c) APPLICATION OF REQUIREMENT.— 
(1) NO CHANGE IN METHOD OF ACCOUNTING.— 

Any adjustment required by this section 
shall not be treated as a change in method of 
accounting. 

(2) UNDERPAYMENTS OF ESTIMATED TAX.—No 
addition to the tax shall be made under sec-
tion 6655 of the Internal Revenue Code of 1986 
(relating to failure by corporation to pay es-
timated tax) with respect to any under-
payment of an installment required to be 
paid with respect to the taxable year de-
scribed in subsection (a) to the extent such 
underpayment was created or increased by 
this section. 

(d) APPLICABLE INTEGRATED OIL COM-
PANY.—For purposes of this section, the term 
‘‘applicable integrated oil company’’ means 
an integrated oil company (as defined in sec-
tion 291(b)(4) of the Internal Revenue Code of 
1986) which— 

(1) had gross receipts in excess of 
$1,000,000,000 for its last taxable year ending 
during calendar year 2005, and 

(2) uses the last-in, first-out (LIFO) meth-
od of accounting with respect to its crude oil 
inventories for such taxable year. 
For purposes of paragraph (1), all persons 
treated as a single employer under sub-
sections (a) and (b) of section 52 of the Inter-
nal Revenue Code of 1986 shall be treated as 
1 person and, in the case of a short taxable 
year, the rule under section 448(c)(3)(B) shall 
apply. 
SEC. 406. MODIFICATION OF EFFECTIVE DATE OF 

EXCEPTION FROM SUSPENSION 
RULES FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS. 

(a) IN GENERAL.—Paragraph (2) of section 
903(d) of the American Jobs Creation Act of 
2004 is amended to read as follows: 

‘‘(2) EXCEPTION FOR REPORTABLE OR LISTED 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—The amendments made 
by subsection (c) shall apply with respect to 
interest accruing after October 3, 2004. 

‘‘(B) SPECIAL RULE FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS.— 

‘‘(i) IN GENERAL.—Except as provided in 
clause (ii), the amendments made by sub-
section (c) shall also apply with respect to 
interest accruing on or before October 3, 
2004. 

‘‘(ii) PARTICIPANTS IN SETTLEMENT INITIA-
TIVES.—Clause (i) shall not apply to any 
transaction if, as of January 23, 2006— 

‘‘(I) the taxpayer is participating in a set-
tlement initiative described in Internal Rev-
enue Service Announcement 2005-80 with re-
spect to such transaction, or 

‘‘(II) the taxpayer has entered into a set-
tlement agreement pursuant to such an ini-
tiative. 

‘‘(iii) TERMINATION OF EXCEPTION.—Clause 
(ii)(I) shall not apply to any taxpayer if, 
after January 23, 2006, the taxpayer with-
draws from, or terminates, participation in 
the initiative or the Secretary of the Treas-
ury or the Secretary’s delegate determines 
that a settlement agreement will not be 
reached pursuant to the initiative within a 
reasonable period of time.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the provisions of the American 
Jobs Creation Act of 2004 to which it relates. 

SEC. 407. DOUBLING OF CERTAIN PENALTIES, 
FINES, AND INTEREST ON UNDER-
PAYMENTS RELATED TO CERTAIN 
OFFSHORE FINANCIAL ARRANGE-
MENTS. 

(a) DETERMINATION OF PENALTY.— 
(1) IN GENERAL.—Notwithstanding any 

other provision of law, in the case of an ap-
plicable taxpayer— 

(A) the determination as to whether any 
interest or applicable penalty is to be im-
posed with respect to any arrangement de-
scribed in paragraph (2), or to any under-
payment of Federal income tax attributable 
to items arising in connection with any such 
arrangement, shall be made without regard 
to the rules of subsections (b), (c), and (d) of 
section 6664 of the Internal Revenue Code of 
1986, and 

(B) if any such interest or applicable pen-
alty is imposed, the amount of such interest 
or penalty shall be equal to twice that deter-
mined without regard to this section. 

(2) APPLICABLE TAXPAYER.—For purposes of 
this subsection— 

(A) IN GENERAL.—The term ‘‘applicable 
taxpayer’’ means a taxpayer which— 

(i) has underreported its United States in-
come tax liability with respect to any item 
which directly or indirectly involves— 

(I) any financial arrangement which in any 
manner relies on the use of offshore payment 
mechanisms (including credit, debit, or 
charge cards) issued by banks or other enti-
ties in foreign jurisdictions, or 

(II) any offshore financial arrangement (in-
cluding any arrangement with foreign banks, 
financial institutions, corporations, partner-
ships, trusts, or other entities), and 

(ii) has neither signed a closing agreement 
pursuant to the Voluntary Offshore Compli-
ance Initiative established by the Depart-
ment of the Treasury under Revenue Proce-
dure 2003-11 nor voluntarily disclosed its par-
ticipation in such arrangement by notifying 
the Internal Revenue Service of such ar-
rangement prior to the issue being raised by 
the Internal Revenue Service during an ex-
amination. 

(B) AUTHORITY TO WAIVE.—The Secretary of 
the Treasury or the Secretary’s delegate 
may waive the application of paragraph (1) 
to any taxpayer if the Secretary or the Sec-
retary’s delegate determines that the use of 
such offshore payment mechanisms is inci-
dental to the transaction and, in addition, in 
the case of a trade or business, such use is 
conducted in the ordinary course of the type 
of trade or business of the taxpayer. 
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(C) ISSUES RAISED.—For purposes of sub-

paragraph (A)(ii), an item shall be treated as 
an issue raised during an examination if the 
individual examining the return— 

(i) communicates to the taxpayer knowl-
edge about the specific item, or 

(ii) has made a request to the taxpayer for 
information and the taxpayer could not 
make a complete response to that request 
without giving the examiner knowledge of 
the specific item. 

(b) DEFINITIONS AND RULES.—For purposes 
of this section— 

(1) APPLICABLE PENALTY.—The term ‘‘appli-
cable penalty’’ means any penalty, addition 
to tax, or fine imposed under chapter 68 of 
the Internal Revenue Code of 1986. 

(2) FEES AND EXPENSES.—The Secretary of 
the Treasury may retain and use an amount 
not in excess of 25 percent of all additional 
interest, penalties, additions to tax, and 
fines collected under this section to be used 
for enforcement and collection activities of 
the Internal Revenue Service. The Secretary 
shall keep adequate records regarding 
amounts so retained and used. The amount 
credited as paid by any taxpayer shall be de-
termined without regard to this paragraph. 

(c) REPORT BY SECRETARY.—The Secretary 
shall each year conduct a study and report to 
Congress on the implementation of this sec-
tion during the preceding year, including 
statistics on the number of taxpayers af-
fected by such implementation and the 
amount of interest and applicable penalties 
asserted, waived, and assessed during such 
preceding year. 

(d) EFFECTIVE DATE.—The provisions of 
this section shall apply to interest, pen-
alties, additions to tax, and fines with re-
spect to any taxable year if, as of the date of 
the enactment of this Act, the assessment of 
any tax, penalty, or interest with respect to 
such taxable year is not prevented by the op-
eration of any law or rule of law. 
SEC. 408. PENALTY FOR AIDING AND ABETTING 

THE UNDERSTATEMENT OF TAX LI-
ABILITY. 

(a) IN GENERAL.—Section 6701(a) (relating 
to imposition of penalty) is amended— 

(1) by inserting ‘‘the tax liability or’’ after 
‘‘respect to,’’ in paragraph (1), 

(2) by inserting ‘‘aid, assistance, procure-
ment, or advice with respect to such’’ before 
‘‘portion’’ both places it appears in para-
graphs (2) and (3), and 

(3) by inserting ‘‘instance of aid, assist-
ance, procurement, or advice or each such’’ 
before ‘‘document’’ in the matter following 
paragraph (3). 

(b) AMOUNT OF PENALTY.—Subsection (b) of 
section 6701 (relating to penalties for aiding 
and abetting understatement of tax liability) 
is amended to read as follows: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
not exceed 100 percent of the gross income 
derived (or to be derived) from such aid, as-
sistance, procurement, or advice provided by 
the person or persons subject to such pen-
alty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of aid, assistance, procurement, or ad-
vice described in subsection (a), each in-
stance in which income was derived by the 
person or persons subject to such penalty, 
and each person who made such an under-
statement of the liability for tax. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to providing such aid, assistance, 
procurement, or advice, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection.’’. 

(c) PENALTY NOT DEDUCTIBLE.—Section 6701 
is amended by adding at the end the fol-
lowing new subsection: 

‘‘(g) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be deductible by the person who is sub-
ject to such penalty or who makes such pay-
ment.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to activities 
after the date of the enactment of this Act. 

Subtitle B—Provisions to Close Corporate 
and Individual Loopholes 

SEC. 411. TAX TREATMENT OF INVERTED ENTI-
TIES. 

(a) IN GENERAL.—Section 7874 is amended— 
(1) by striking ‘‘March 4, 2003’’ in sub-

section (a)(2)(B)(i) and in the matter fol-
lowing subsection (a)(2)(B)(iii) and inserting 
‘‘March 20, 2002’’, 

(2) by striking ‘‘at least 60 percent’’ in sub-
section (a)(2)(B)(ii) and inserting ‘‘more than 
50 percent’’, 

(3) by striking ‘‘80 percent’’ in subsection 
(b) and inserting ‘‘at least 80 percent’’, 

(4) by striking ‘‘60 percent’’ in subsection 
(b) and inserting ‘‘more than 50 percent’’, 

(5) by adding at the end of subsection (a)(2) 
the following new sentence: ‘‘Except as pro-
vided in regulations, an acquisition of prop-
erties of a domestic corporation shall not be 
treated as described in subparagraph (B) if 
none of the corporation’s stock was readily 
tradeable on an established securities mar-
ket at any time during the 4-year period end-
ing on the date of the acquisition.’’, and 

(6) by redesignating subsection (g) as sub-
section (h) and by inserting after subsection 
(f) the following new subsection: 

‘‘(g) SPECIAL RULES APPLICABLE TO EXPA-
TRIATED ENTITIES.— 

‘‘(1) INCREASES IN ACCURACY-RELATED PEN-
ALTIES.—In the case of any underpayment of 
tax of an expatriated entity— 

‘‘(A) section 6662(a) shall be applied with 
respect to such underpayment by sub-
stituting ‘30 percent’ for ‘20 percent’, and 

‘‘(B) if such underpayment is attributable 
to one or more gross valuation understate-
ments, the increase in the rate of penalty 
under section 6662(h) shall be to 50 percent 
rather than 40 percent. 

‘‘(2) MODIFICATIONS OF LIMITATION ON INTER-
EST DEDUCTION.—In the case of an expatri-
ated entity, section 163(j) shall be applied— 

‘‘(A) without regard to paragraph (2)(A)(ii) 
thereof, and 

‘‘(B) by substituting ‘25 percent’ for ‘50 per-
cent’ each place it appears in paragraph 
(2)(B) thereof.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years ending after March 20, 2002. 
SEC. 412. GRANT OF TREASURY REGULATORY AU-

THORITY TO ADDRESS FOREIGN TAX 
CREDIT TRANSACTIONS INVOLVING 
INAPPROPRIATE SEPARATION OF 
FOREIGN TAXES FROM RELATED 
FOREIGN INCOME. 

(a) IN GENERAL.—Section 901 (relating to 
taxes of foreign countries and of possessions 
of United States) is amended by redesig-
nating subsection (m) as subsection (n) and 
by inserting after subsection (l) the fol-
lowing new subsection: 

‘‘(m) REGULATIONS.—The Secretary may 
prescribe regulations disallowing a credit 
under subsection (a) for all or a portion of 
any foreign tax, or allocating a foreign tax 
among 2 or more persons, in cases where the 
foreign tax is imposed on any person in re-
spect of income of another person or in other 
cases involving the inappropriate separation 
of the foreign tax from the related foreign 
income.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-

actions entered into after the date of the en-
actment of this Act. 
SEC. 413. TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT INSTRUMENTS. 
(a) IN GENERAL.—Section 1275(d) (relating 

to regulation authority) is amended— 
(1) by striking ‘‘The Secretary’’ and insert-

ing the following: 
‘‘(1) IN GENERAL.—The Secretary’’, and 
(2) by adding at the end the following new 

paragraph: 
‘‘(2) TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT.— 
‘‘(A) IN GENERAL.—In the case of a debt in-

strument which— 
‘‘(i) is convertible into stock of the issuing 

corporation, into stock or debt of a related 
party (within the meaning of section 267(b) 
or 707(b)(1)), or into cash or other property in 
an amount equal to the approximate value of 
such stock or debt, and 

‘‘(ii) provides for contingent payments, 
any regulations which require original issue 
discount to be determined by reference to 
the comparable yield of a noncontingent 
fixed-rate debt instrument shall be applied 
as if the regulations require that such com-
parable yield be determined by reference to a 
noncontingent fixed-rate debt instrument 
which is convertible into stock. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), the comparable yield shall be 
determined without taking into account the 
yield resulting from the conversion of a debt 
instrument into stock.’’. 

(b) CROSS REFERENCE.—Section 163(e)(6) 
(relating to cross references) is amended by 
adding at the end the following: 

‘‘For the treatment of contingent payment 
convertible debt, see section 1275(d)(2).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to debt in-
struments issued on or after the date of the 
enactment of this Act. 
SEC. 414. APPLICATION OF EARNINGS STRIPPING 

RULES TO PARTNERS WHICH ARE 
CORPORATIONS. 

(a) IN GENERAL.—Section 163(j) (relating to 
limitation on deduction for interest on cer-
tain indebtedness) is amended by redesig-
nating paragraph (8) as paragraph (9) and by 
inserting after paragraph (7) the following 
new paragraph: 

‘‘(8) TREATMENT OF CORPORATE PARTNERS.— 
Except to the extent provided by regula-
tions, in applying this subsection to a cor-
poration which owns (directly or indirectly) 
an interest in a partnership— 

‘‘(A) such corporation’s distributive share 
of interest income paid or accrued to such 
partnership shall be treated as interest in-
come paid or accrued to such corporation, 

‘‘(B) such corporation’s distributive share 
of interest paid or accrued by such partner-
ship shall be treated as interest paid or ac-
crued by such corporation, and 

‘‘(C) such corporation’s share of the liabil-
ities of such partnership shall be treated as 
liabilities of such corporation.’’. 

(b) ADDITIONAL REGULATORY AUTHORITY.— 
Section 163(j)(9) (relating to regulations), as 
redesignated by subsection (a), is amended 
by striking ‘‘and’’ at the end of subparagraph 
(B), by striking the period at the end of sub-
paragraph (C) and inserting ‘‘, and’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(D) regulations providing for the realloca-
tion of shares of partnership indebtedness, or 
distributive shares of the partnership’s inter-
est income or interest expense, as may be ap-
propriate to carry out the purposes of this 
subsection.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning on or after the date of the 
enactment of this Act. 
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SEC. 415. DENIAL OF DEDUCTION FOR CERTAIN 

FINES, PENALTIES, AND OTHER 
AMOUNTS. 

(a) IN GENERAL.—Subsection (f) of section 
162 (relating to trade or business expenses) is 
amended to read as follows: 

‘‘(f) FINES, PENALTIES, AND OTHER 
AMOUNTS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), no deduction otherwise allow-
able shall be allowed under this chapter for 
any amount paid or incurred (whether by 
suit, agreement, or otherwise) to, or at the 
direction of, a government or entity de-
scribed in paragraph (4) in relation to the 
violation of any law or the investigation or 
inquiry by such government or entity into 
the potential violation of any law. 

‘‘(2) EXCEPTION FOR AMOUNTS CONSTITUTING 
RESTITUTION OR PAID TO COME INTO COMPLI-
ANCE WITH LAW.—Paragraph (1) shall not 
apply to any amount which— 

‘‘(A) the taxpayer establishes— 
‘‘(i) constitutes restitution (including re-

mediation of property) for damage or harm 
caused by or which may be caused by the 
violation of any law or the potential viola-
tion of any law, or 

‘‘(ii) is paid to come into compliance with 
any law which was violated or involved in 
the investigation or inquiry, and 

‘‘(B) is identified as restitution or as an 
amount paid to come into compliance with 
the law, as the case may be, in the court 
order or settlement agreement. 
Identification pursuant to subparagraph (B) 
alone shall not satisfy the requirement 
under subparagraph (A). This paragraph 
shall not apply to any amount paid or in-
curred as reimbursement to the government 
or entity for the costs of any investigation 
or litigation. 

‘‘(3) EXCEPTION FOR AMOUNTS PAID OR IN-
CURRED AS THE RESULT OF CERTAIN COURT OR-
DERS.—Paragraph (1) shall not apply to any 
amount paid or incurred by order of a court 
in a suit in which no government or entity 
described in paragraph (4) is a party. 

‘‘(4) CERTAIN NONGOVERNMENTAL REGU-
LATORY ENTITIES.—An entity is described in 
this paragraph if it is— 

‘‘(A) a nongovernmental entity which exer-
cises self-regulatory powers (including im-
posing sanctions) in connection with a quali-
fied board or exchange (as defined in section 
1256(g)(7)), or 

‘‘(B) to the extent provided in regulations, 
a nongovernmental entity which exercises 
self-regulatory powers (including imposing 
sanctions) as part of performing an essential 
governmental function. 

‘‘(5) EXCEPTION FOR TAXES DUE.—Paragraph 
(1) shall not apply to any amount paid or in-
curred as taxes due.’’. 

(b) REPORTING OF DEDUCTIBLE AMOUNTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 is amended by in-
serting after section 6050T the following new 
section: 
‘‘SEC. 6050U. INFORMATION WITH RESPECT TO 

CERTAIN FINES, PENALTIES, AND 
OTHER AMOUNTS. 

‘‘(a) REQUIREMENT OF REPORTING.— 
‘‘(1) IN GENERAL.—The appropriate official 

of any government or entity which is de-
scribed in section 162(f)(4) which is involved 
in a suit or agreement described in para-
graph (2) shall make a return in such form as 
determined by the Secretary setting forth— 

‘‘(A) the amount required to be paid as a 
result of the suit or agreement to which 
paragraph (1) of section 162(f) applies, 

‘‘(B) any amount required to be paid as a 
result of the suit or agreement which con-
stitutes restitution or remediation of prop-
erty, and 

‘‘(C) any amount required to be paid as a 
result of the suit or agreement for the pur-

pose of coming into compliance with any law 
which was violated or involved in the inves-
tigation or inquiry. 

‘‘(2) SUIT OR AGREEMENT DESCRIBED.— 
‘‘(A) IN GENERAL.—A suit or agreement is 

described in this paragraph if— 
‘‘(i) it is— 
‘‘(I) a suit with respect to a violation of 

any law over which the government or entity 
has authority and with respect to which 
there has been a court order, or 

‘‘(II) an agreement which is entered into 
with respect to a violation of any law over 
which the government or entity has author-
ity, or with respect to an investigation or in-
quiry by the government or entity into the 
potential violation of any law over which 
such government or entity has authority, 
and 

‘‘(ii) the aggregate amount involved in all 
court orders and agreements with respect to 
the violation, investigation, or inquiry is 
$600 or more. 

‘‘(B) ADJUSTMENT OF REPORTING THRESH-
OLD.—The Secretary may adjust the $600 
amount in subparagraph (A)(ii) as necessary 
in order to ensure the efficient administra-
tion of the internal revenue laws. 

‘‘(3) TIME OF FILING.—The return required 
under this subsection shall be filed not later 
than— 

‘‘(A) 30 days after the date on which a 
court order is issued with respect to the suit 
or the date the agreement is entered into, as 
the case may be, or 

‘‘(B) the date specified Secretary. 
‘‘(b) STATEMENTS TO BE FURNISHED TO INDI-

VIDUALS INVOLVED IN THE SETTLEMENT.— 
Every person required to make a return 
under subsection (a) shall furnish to each 
person who is a party to the suit or agree-
ment a written statement showing— 

‘‘(1) the name of the government or entity, 
and 

‘‘(2) the information supplied to the Sec-
retary under subsection (a)(1). 
The written statement required under the 
preceding sentence shall be furnished to the 
person at the same time the government or 
entity provides the Secretary with the infor-
mation required under subsection (a). 

‘‘(c) APPROPRIATE OFFICIAL DEFINED.—For 
purposes of this section, the term ‘appro-
priate official’ means the officer or employee 
having control of the suit, investigation, or 
inquiry or the person appropriately des-
ignated for purposes of this section.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050T 
the following new item: 

‘‘Sec. 6050U. Information with respect to 
certain fines, penalties, and 
other amounts.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred on or after the date of the 
enactment of this Act, except that such 
amendments shall not apply to amounts paid 
or incurred under any binding order or agree-
ment entered into before such date. Such ex-
ception shall not apply to an order or agree-
ment requiring court approval unless the ap-
proval was obtained before such date. 
SEC. 416. DISALLOWANCE OF DEDUCTION FOR 

PUNITIVE DAMAGES. 
(a) DISALLOWANCE OF DEDUCTION.— 
(1) IN GENERAL.—Section 162(g) (relating to 

treble damage payments under the antitrust 
laws) is amended— 

(A) by redesignating paragraphs (1) and (2) 
as subparagraphs (A) and (B), respectively, 

(B) by striking ‘‘If’’ and inserting: 
‘‘(1) TREBLE DAMAGES.—If’’, and 
(C) by adding at the end the following new 

paragraph: 

‘‘(2) PUNITIVE DAMAGES.—No deduction 
shall be allowed under this chapter for any 
amount paid or incurred for punitive dam-
ages in connection with any judgment in, or 
settlement of, any action. This paragraph 
shall not apply to punitive damages de-
scribed in section 104(c).’’. 

(2) CONFORMING AMENDMENT.—The heading 
for section 162(g) is amended by inserting 
‘‘OR PUNITIVE DAMAGES’’ after ‘‘LAWS’’. 

(b) INCLUSION IN INCOME OF PUNITIVE DAM-
AGES PAID BY INSURER OR OTHERWISE.— 

(1) IN GENERAL.—Part II of subchapter B of 
chapter 1 (relating to items specifically in-
cluded in gross income) is amended by add-
ing at the end the following new section: 
‘‘SEC. 91. PUNITIVE DAMAGES COMPENSATED BY 

INSURANCE OR OTHERWISE. 
‘‘Gross income shall include any amount 

paid to or on behalf of a taxpayer as insur-
ance or otherwise by reason of the taxpayer’s 
liability (or agreement) to pay punitive dam-
ages.’’. 

(2) REPORTING REQUIREMENTS.—Section 6041 
(relating to information at source) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(f) SECTION TO APPLY TO PUNITIVE DAM-
AGES COMPENSATION.—This section shall 
apply to payments by a person to or on be-
half of another person as insurance or other-
wise by reason of the other person’s liability 
(or agreement) to pay punitive damages.’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part II of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 
‘‘Sec. 91. Punitive damages compensated by 

insurance or otherwise.’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to damages 
paid or incurred on or after the date of the 
enactment of this Act. 
SEC. 417. LIMITATION OF EMPLOYER DEDUCTION 

FOR CERTAIN ENTERTAINMENT EX-
PENSES. 

(a) IN GENERAL.—Paragraph (2) of section 
274(e) (relating to expenses treated as com-
pensation) is amended to read as follows: 

‘‘(2) EXPENSES TREATED AS COMPENSATION.— 
Expenses for goods, services, and facilities, 
to the extent that the expenses do not exceed 
the amount of the expenses which are treat-
ed by the taxpayer, with respect to the re-
cipient of the entertainment, amusement, or 
recreation, as compensation to an employee 
on the taxpayer’s return of tax under this 
chapter and as wages to such employee for 
purposes of chapter 24 (relating to with-
holding of income tax at source on wages).’’. 

(b) PERSONS NOT EMPLOYEES.—Paragraph 
(9) of section 274(e) is amended by striking 
‘‘to the extent that the expenses are includ-
ible in the gross income’’ and inserting ‘‘to 
the extent that the expenses do not exceed 
the amount of the expenses which are includ-
ible in the gross income’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
incurred after the date of the enactment of 
this Act. 
SEC. 418. IMPOSITION OF MARK-TO-MARKET TAX 

ON INDIVIDUALS WHO EXPATRIATE. 
(a) IN GENERAL.—Subpart A of part II of 

subchapter N of chapter 1 is amended by in-
serting after section 877 the following new 
section: 
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION. 
‘‘(a) GENERAL RULES.—For purposes of this 

subtitle— 
‘‘(1) MARK TO MARKET.—Except as provided 

in subsections (d) and (f), all property of a 
covered expatriate to whom this section ap-
plies shall be treated as sold on the day be-
fore the expatriation date for its fair market 
value. 
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‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the 

case of any sale under paragraph (1)— 
‘‘(A) notwithstanding any other provision 

of this title, any gain arising from such sale 
shall be taken into account for the taxable 
year of the sale, and 

‘‘(B) any loss arising from such sale shall 
be taken into account for the taxable year of 
the sale to the extent otherwise provided by 
this title, except that section 1091 shall not 
apply to any such loss. 
Proper adjustment shall be made in the 
amount of any gain or loss subsequently re-
alized for gain or loss taken into account 
under the preceding sentence. 

‘‘(3) EXCLUSION FOR CERTAIN GAIN.— 
‘‘(A) IN GENERAL.—The amount which, but 

for this paragraph, would be includible in the 
gross income of any individual by reason of 
this section shall be reduced (but not below 
zero) by $600,000. For purposes of this para-
graph, allocable expatriation gain taken into 
account under subsection (f)(2) shall be 
treated in the same manner as an amount re-
quired to be includible in gross income. 

‘‘(B) COST-OF-LIVING ADJUSTMENT.— 
‘‘(i) IN GENERAL.—In the case of an expa-

triation date occurring in any calendar year 
after 2005, the $600,000 amount under sub-
paragraph (A) shall be increased by an 
amount equal to— 

‘‘(I) such dollar amount, multiplied by 
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar 
year, determined by substituting ‘calendar 
year 2004’ for ‘calendar year 1992’ in subpara-
graph (B) thereof. 

‘‘(ii) ROUNDING RULES.—If any amount after 
adjustment under clause (i) is not a multiple 
of $1,000, such amount shall be rounded to 
the next lower multiple of $1,000. 

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS 
UNITED STATES CITIZEN.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
elects the application of this paragraph— 

‘‘(i) this section (other than this paragraph 
and subsection (i)) shall not apply to the ex-
patriate, but 

‘‘(ii) in the case of property to which this 
section would apply but for such election, 
the expatriate shall be subject to tax under 
this title in the same manner as if the indi-
vidual were a United States citizen. 

‘‘(B) REQUIREMENTS.—Subparagraph (A) 
shall not apply to an individual unless the 
individual— 

‘‘(i) provides security for payment of tax in 
such form and manner, and in such amount, 
as the Secretary may require, 

‘‘(ii) consents to the waiver of any right of 
the individual under any treaty of the 
United States which would preclude assess-
ment or collection of any tax which may be 
imposed by reason of this paragraph, and 

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe. 

‘‘(C) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to 
which this section would apply but for the 
election and, once made, shall be irrev-
ocable. Such election shall also apply to 
property the basis of which is determined in 
whole or in part by reference to the property 
with respect to which the election was made. 

‘‘(b) ELECTION TO DEFER TAX.— 
‘‘(1) IN GENERAL.—If the taxpayer elects the 

application of this subsection with respect to 
any property treated as sold by reason of 
subsection (a), the payment of the additional 
tax attributable to such property shall be 
postponed until the due date of the return 
for the taxable year in which such property 
is disposed of (or, in the case of property dis-
posed of in a transaction in which gain is not 
recognized in whole or in part, until such 
other date as the Secretary may prescribe). 

‘‘(2) DETERMINATION OF TAX WITH RESPECT 
TO PROPERTY.—For purposes of paragraph (1), 

the additional tax attributable to any prop-
erty is an amount which bears the same 
ratio to the additional tax imposed by this 
chapter for the taxable year solely by reason 
of subsection (a) as the gain taken into ac-
count under subsection (a) with respect to 
such property bears to the total gain taken 
into account under subsection (a) with re-
spect to all property to which subsection (a) 
applies. 

‘‘(3) TERMINATION OF POSTPONEMENT.—No 
tax may be postponed under this subsection 
later than the due date for the return of tax 
imposed by this chapter for the taxable year 
which includes the date of death of the expa-
triate (or, if earlier, the time that the secu-
rity provided with respect to the property 
fails to meet the requirements of paragraph 
(4), unless the taxpayer corrects such failure 
within the time specified by the Secretary). 

‘‘(4) SECURITY.— 
‘‘(A) IN GENERAL.—No election may be 

made under paragraph (1) with respect to 
any property unless adequate security is pro-
vided to the Secretary with respect to such 
property. 

‘‘(B) ADEQUATE SECURITY.—For purposes of 
subparagraph (A), security with respect to 
any property shall be treated as adequate se-
curity if— 

‘‘(i) it is a bond in an amount equal to the 
deferred tax amount under paragraph (2) for 
the property, or 

‘‘(ii) the taxpayer otherwise establishes to 
the satisfaction of the Secretary that the se-
curity is adequate. 

‘‘(5) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless 
the taxpayer consents to the waiver of any 
right under any treaty of the United States 
which would preclude assessment or collec-
tion of any tax imposed by reason of this sec-
tion. 

‘‘(6) ELECTIONS.—An election under para-
graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be made under 
paragraph (1) with respect to an interest in a 
trust with respect to which gain is required 
to be recognized under subsection (f)(1). 

‘‘(7) INTEREST.—For purposes of section 
6601— 

‘‘(A) the last date for the payment of tax 
shall be determined without regard to the 
election under this subsection, and 

‘‘(B) section 6621(a)(2) shall be applied by 
substituting ‘5 percentage points’ for ‘3 per-
centage points’ in subparagraph (B) thereof. 

‘‘(c) COVERED EXPATRIATE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), the term ‘covered expatriate’ 
means an expatriate. 

‘‘(2) EXCEPTIONS.—An individual shall not 
be treated as a covered expatriate if— 

‘‘(A) the individual— 
‘‘(i) became at birth a citizen of the United 

States and a citizen of another country and, 
as of the expatriation date, continues to be a 
citizen of, and is taxed as a resident of, such 
other country, and 

‘‘(ii) has not been a resident of the United 
States (as defined in section 7701(b)(1)(A)(ii)) 
during the 5 taxable years ending with the 
taxable year during which the expatriation 
date occurs, or 

‘‘(B)(i) the individual’s relinquishment of 
United States citizenship occurs before such 
individual attains age 18, and 

‘‘(ii) the individual has been a resident of 
the United States (as so defined) for not 
more than 5 taxable years before the date of 
relinquishment. 

‘‘(d) EXEMPT PROPERTY; SPECIAL RULES FOR 
PENSION PLANS.— 

‘‘(1) EXEMPT PROPERTY.—This section shall 
not apply to the following: 

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other 
than stock of a United States real property 
holding corporation which does not, on the 
day before the expatriation date, meet the 
requirements of section 897(c)(2). 

‘‘(B) SPECIFIED PROPERTY.—Any property 
or interest in property not described in sub-
paragraph (A) which the Secretary specifies 
in regulations. 

‘‘(2) SPECIAL RULES FOR CERTAIN RETIRE-
MENT PLANS.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
holds on the day before the expatriation date 
any interest in a retirement plan to which 
this paragraph applies— 

‘‘(i) such interest shall not be treated as 
sold for purposes of subsection (a)(1), but 

‘‘(ii) an amount equal to the present value 
of the expatriate’s nonforfeitable accrued 
benefit shall be treated as having been re-
ceived by such individual on such date as a 
distribution under the plan. 

‘‘(B) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS.—In the case of any distribution on or 
after the expatriation date to or on behalf of 
the covered expatriate from a plan from 
which the expatriate was treated as receiv-
ing a distribution under subparagraph (A), 
the amount otherwise includible in gross in-
come by reason of the subsequent distribu-
tion shall be reduced by the excess of the 
amount includible in gross income under 
subparagraph (A) over any portion of such 
amount to which this subparagraph pre-
viously applied. 

‘‘(C) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS BY PLAN.—For purposes of this title, a 
retirement plan to which this paragraph ap-
plies, and any person acting on the plan’s be-
half, shall treat any subsequent distribution 
described in subparagraph (B) in the same 
manner as such distribution would be treat-
ed without regard to this paragraph. 

‘‘(D) APPLICABLE PLANS.—This paragraph 
shall apply to— 

‘‘(i) any qualified retirement plan (as de-
fined in section 4974(c)), 

‘‘(ii) an eligible deferred compensation 
plan (as defined in section 457(b)) of an eligi-
ble employer described in section 
457(e)(1)(A), and 

‘‘(iii) to the extent provided in regulations, 
any foreign pension plan or similar retire-
ment arrangements or programs. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) EXPATRIATE.—The term ‘expatriate’ 
means— 

‘‘(A) any United States citizen who relin-
quishes citizenship, and 

‘‘(B) any long-term resident of the United 
States who— 

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or 

‘‘(ii) commences to be treated as a resident 
of a foreign country under the provisions of 
a tax treaty between the United States and 
the foreign country and who does not waive 
the benefits of such treaty applicable to resi-
dents of the foreign country. 

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means— 

‘‘(A) the date an individual relinquishes 
United States citizenship, or 

‘‘(B) in the case of a long-term resident of 
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph 
(1)(B). 

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A 
citizen shall be treated as relinquishing 
United States citizenship on the earliest of— 

‘‘(A) the date the individual renounces 
such individual’s United States nationality 
before a diplomatic or consular officer of the 
United States pursuant to paragraph (5) of 
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section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(5)), 

‘‘(B) the date the individual furnishes to 
the United States Department of State a 
signed statement of voluntary relinquish-
ment of United States nationality con-
firming the performance of an act of expa-
triation specified in paragraph (1), (2), (3), or 
(4) of section 349(a) of the Immigration and 
Nationality Act (8 U.S.C. 1481(a)(1)–(4)), 

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or 

‘‘(D) the date a court of the United States 
cancels a naturalized citizen’s certificate of 
naturalization. 
Subparagraph (A) or (B) shall not apply to 
any individual unless the renunciation or 
voluntary relinquishment is subsequently 
approved by the issuance to the individual of 
a certificate of loss of nationality by the 
United States Department of State. 

‘‘(4) LONG-TERM RESIDENT.—The term ‘long- 
term resident’ has the meaning given to such 
term by section 877(e)(2). 

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), if an individual is determined 
under paragraph (3) to hold an interest in a 
trust on the day before the expatriation 
date— 

‘‘(A) the individual shall not be treated as 
having sold such interest, 

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and 

‘‘(C)(i) such separate share shall be treated 
as a separate trust consisting of the assets 
allocable to such share, 

‘‘(ii) the separate trust shall be treated as 
having sold its assets on the day before the 
expatriation date for their fair market value 
and as having distributed all of its assets to 
the individual as of such time, and 

‘‘(iii) the individual shall be treated as 
having recontributed the assets to the sepa-
rate trust. 
Subsection (a)(2) shall apply to any income, 
gain, or loss of the individual arising from a 
distribution described in subparagraph 
(C)(ii). In determining the amount of such 
distribution, proper adjustments shall be 
made for liabilities of the trust allocable to 
an individual’s share in the trust. 

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.— 

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a 
qualified trust— 

‘‘(i) paragraph (1) and subsection (a) shall 
not apply, and 

‘‘(ii) in addition to any other tax imposed 
by this title, there is hereby imposed on each 
distribution with respect to such interest a 
tax in the amount determined under sub-
paragraph (B). 

‘‘(B) AMOUNT OF TAX.—The amount of tax 
under subparagraph (A)(ii) shall be equal to 
the lesser of— 

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year which includes 
the day before the expatriation date, multi-
plied by the amount of the distribution, or 

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution 
determined without regard to any increases 
under subparagraph (C)(ii) after the 30th day 
preceding the distribution. 

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes 
of subparagraph (B)(ii)— 

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect 
to any trust interest is an amount equal to 
the tax which would have been imposed on 
the allocable expatriation gain with respect 
to the trust interest if such gain had been in-
cluded in gross income under subsection (a). 

‘‘(ii) INCREASE FOR INTEREST.—The balance 
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the 
time the interest accrues), for periods after 
the 90th day after the expatriation date, by 
using the rates and method applicable under 
section 6621 for underpayments of tax for 
such periods, except that section 6621(a)(2) 
shall be applied by substituting ‘5 percentage 
points’ for ‘3 percentage points’ in subpara-
graph (B) thereof. 

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY 
PAID.—The balance in the tax deferred ac-
count shall be reduced— 

‘‘(I) by the amount of taxes imposed by 
subparagraph (A) on any distribution to the 
person holding the trust interest, and 

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in 
regulations, by the amount of taxes imposed 
by subparagraph (A) on distributions from 
the trust with respect to nonvested interests 
not held by such person. 

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For 
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of 
gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in 
the trust if the beneficiary held directly all 
assets allocable to such interests. 

‘‘(E) TAX DEDUCTED AND WITHHELD.— 
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to 
which it relates. 

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE 
TREATY RIGHTS.—If an amount may not be 
deducted and withheld under clause (i) by 
reason of the distributee failing to waive any 
treaty right with respect to such distribu-
tion— 

‘‘(I) the tax imposed by subparagraph 
(A)(ii) shall be imposed on the trust and each 
trustee shall be personally liable for the 
amount of such tax, and 

‘‘(II) any other beneficiary of the trust 
shall be entitled to recover from the dis-
tributee the amount of such tax imposed on 
the other beneficiary. 

‘‘(F) DISPOSITION.—If a trust ceases to be a 
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified 
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu 
of the tax imposed by subparagraph (A)(ii), 
there is hereby imposed a tax equal to the 
lesser of— 

‘‘(i) the tax determined under paragraph (1) 
as if the day before the expatriation date 
were the date of such cessation, disposition, 
or death, whichever is applicable, or 

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date. 
Such tax shall be imposed on the trust and 
each trustee shall be personally liable for the 
amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-
tate the amount of such tax imposed on the 
other beneficiary. 

‘‘(G) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this paragraph— 

‘‘(i) QUALIFIED TRUST.—The term ‘qualified 
trust’ means a trust which is described in 
section 7701(a)(30)(E). 

‘‘(ii) VESTED INTEREST.—The term ‘vested 
interest’ means any interest which, as of the 
day before the expatriation date, is vested in 
the beneficiary. 

‘‘(iii) NONVESTED INTEREST.—The term 
‘nonvested interest’ means, with respect to 
any beneficiary, any interest in a trust 
which is not a vested interest. Such interest 
shall be determined by assuming the max-
imum exercise of discretion in favor of the 

beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary. 

‘‘(iv) ADJUSTMENTS.—The Secretary may 
provide for such adjustments to the bases of 
assets in a trust or a deferred tax account, 
and the timing of such adjustments, in order 
to ensure that gain is taxed only once. 

‘‘(v) COORDINATION WITH RETIREMENT PLAN 
RULES.—This subsection shall not apply to 
an interest in a trust which is part of a re-
tirement plan to which subsection (d)(2) ap-
plies. 

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.— 

‘‘(A) DETERMINATIONS UNDER PARAGRAPH 
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based 
upon all relevant facts and circumstances, 
including the terms of the trust instrument 
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar 
adviser. 

‘‘(B) OTHER DETERMINATIONS.—For purposes 
of this section— 

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-
ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be 
the trust beneficiaries for purposes of this 
section. 

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income 
tax return— 

‘‘(I) the methodology used to determine 
that taxpayer’s trust interest under this sec-
tion, and 

‘‘(II) if the taxpayer knows (or has reason 
to know) that any other beneficiary of such 
trust is using a different methodology to de-
termine such beneficiary’s trust interest 
under this section. 

‘‘(g) TERMINATION OF DEFERRALS, ETC.—In 
the case of any covered expatriate, notwith-
standing any other provision of this title— 

‘‘(1) any period during which recognition of 
income or gain is deferred shall terminate on 
the day before the expatriation date, and 

‘‘(2) any extension of time for payment of 
tax shall cease to apply on the day before the 
expatriation date and the unpaid portion of 
such tax shall be due and payable at the time 
and in the manner prescribed by the Sec-
retary. 

‘‘(h) IMPOSITION OF TENTATIVE TAX.— 
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable 
year, there is hereby imposed, immediately 
before the expatriation date, a tax in an 
amount equal to the amount of tax which 
would be imposed if the taxable year were a 
short taxable year ending on the expatria-
tion date. 

‘‘(2) DUE DATE.—The due date for any tax 
imposed by paragraph (1) shall be the 90th 
day after the expatriation date. 

‘‘(3) TREATMENT OF TAX.—Any tax paid 
under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for 
the taxable year to which subsection (a) ap-
plies. 

‘‘(4) DEFERRAL OF TAX.—The provisions of 
subsection (b) shall apply to the tax imposed 
by this subsection to the extent attributable 
to gain includible in gross income by reason 
of this section. 

‘‘(i) SPECIAL LIENS FOR DEFERRED TAX 
AMOUNTS.— 

‘‘(1) IMPOSITION OF LIEN.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

makes an election under subsection (a)(4) or 
(b) which results in the deferral of any tax 
imposed by reason of subsection (a), the de-
ferred amount (including any interest, addi-
tional amount, addition to tax, assessable 
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penalty, and costs attributable to the de-
ferred amount) shall be a lien in favor of the 
United States on all property of the expa-
triate located in the United States (without 
regard to whether this section applies to the 
property). 

‘‘(B) DEFERRED AMOUNT.—For purposes of 
this subsection, the deferred amount is the 
amount of the increase in the covered expa-
triate’s income tax which, but for the elec-
tion under subsection (a)(4) or (b), would 
have occurred by reason of this section for 
the taxable year including the expatriation 
date. 

‘‘(2) PERIOD OF LIEN.—The lien imposed by 
this subsection shall arise on the expatria-
tion date and continue until— 

‘‘(A) the liability for tax by reason of this 
section is satisfied or has become unenforce-
able by reason of lapse of time, or 

‘‘(B) it is established to the satisfaction of 
the Secretary that no further tax liability 
may arise by reason of this section. 

‘‘(3) CERTAIN RULES APPLY.—The rules set 
forth in paragraphs (1), (3), and (4) of section 
6324A(d) shall apply with respect to the lien 
imposed by this subsection as if it were a 
lien imposed by section 6324A. 

‘‘(j) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’. 

(b) INCLUSION IN INCOME OF GIFTS AND BE-
QUESTS RECEIVED BY UNITED STATES CITIZENS 
AND RESIDENTS FROM EXPATRIATES.—Section 
102 (relating to gifts, etc. not included in 
gross income) is amended by adding at the 
end the following new subsection: 

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.— 

‘‘(1) IN GENERAL.—Subsection (a) shall not 
exclude from gross income the value of any 
property acquired by gift, bequest, devise, or 
inheritance from a covered expatriate after 
the expatriation date. For purposes of this 
subsection, any term used in this subsection 
which is also used in section 877A shall have 
the same meaning as when used in section 
877A. 

‘‘(2) EXCEPTIONS FOR TRANSFERS OTHERWISE 
SUBJECT TO ESTATE OR GIFT TAX.—Paragraph 
(1) shall not apply to any property if either— 

‘‘(A) the gift, bequest, devise, or inherit-
ance is— 

‘‘(i) shown on a timely filed return of tax 
imposed by chapter 12 as a taxable gift by 
the covered expatriate, or 

‘‘(ii) included in the gross estate of the 
covered expatriate for purposes of chapter 11 
and shown on a timely filed return of tax im-
posed by chapter 11 of the estate of the cov-
ered expatriate, or 

‘‘(B) no such return was timely filed but no 
such return would have been required to be 
filed even if the covered expatriate were a 
citizen or long-term resident of the United 
States.’’. 

(c) DEFINITION OF TERMINATION OF UNITED 
STATES CITIZENSHIP.—Section 7701(a) is 
amended by adding at the end the following 
new paragraph: 

‘‘(49) TERMINATION OF UNITED STATES CITI-
ZENSHIP.— 

‘‘(A) IN GENERAL.—An individual shall not 
cease to be treated as a United States citizen 
before the date on which the individual’s 
citizenship is treated as relinquished under 
section 877A(e)(3). 

‘‘(B) DUAL CITIZENS.—Under regulations 
prescribed by the Secretary, subparagraph 
(A) shall not apply to an individual who be-
came at birth a citizen of the United States 
and a citizen of another country.’’. 

(d) INELIGIBILITY FOR VISA OR ADMISSION TO 
UNITED STATES.— 

(1) IN GENERAL.—Section 212(a)(10)(E) of the 
Immigration and Nationality Act (8 U.S.C. 
1182(a)(10)(E)) is amended to read as follows: 

‘‘(E) FORMER CITIZENS NOT IN COMPLIANCE 
WITH EXPATRIATION REVENUE PROVISIONS.— 
Any alien who is a former citizen of the 
United States who relinquishes United 
States citizenship (within the meaning of 
section 877A(e)(3) of the Internal Revenue 
Code of 1986) and who is not in compliance 
with section 877A of such Code (relating to 
expatriation).’’. 

(2) AVAILABILITY OF INFORMATION.— 
(A) IN GENERAL.—Section 6103(l) (relating 

to disclosure of returns and return informa-
tion for purposes other than tax administra-
tion) is amended by adding at the end the 
following new paragraph: 

‘‘(21) DISCLOSURE TO DENY VISA OR ADMIS-
SION TO CERTAIN EXPATRIATES.—Upon written 
request of the Attorney General or the At-
torney General’s delegate, the Secretary 
shall disclose whether an individual is in 
compliance with section 877A (and if not in 
compliance, any items of noncompliance) to 
officers and employees of the Federal agency 
responsible for administering section 
212(a)(10)(E) of the Immigration and Nation-
ality Act solely for the purpose of, and to the 
extent necessary in, administering such sec-
tion 212(a)(10)(E).’’. 

(B) SAFEGUARDS.—Section 6103(p)(4) (relat-
ing to safeguards) is amended by striking ‘‘or 
(20)’’ each place it appears and inserting 
‘‘(20), or (21)’’. 

(3) EFFECTIVE DATES.—The amendments 
made by this subsection shall apply to indi-
viduals who relinquish United States citizen-
ship on or after the date of the enactment of 
this Act. 

(e) CONFORMING AMENDMENTS.— 
(1) Section 877 is amended by adding at the 

end the following new subsection: 
‘‘(h) APPLICATION.—This section shall not 

apply to an expatriate (as defined in section 
877A(e)) whose expatriation date (as so de-
fined) occurs on or after the date of the en-
actment of this subsection.’’. 

(2) Section 2107 is amended by adding at 
the end the following new subsection: 

‘‘(f) APPLICATION.—This section shall not 
apply to any expatriate subject to section 
877A.’’. 

(3) Section 2501(a)(3) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) APPLICATION.—This paragraph shall 
not apply to any expatriate subject to sec-
tion 877A.’’. 

(4) Section 6039G(a) is amended by insert-
ing ‘‘or 877A’’ after ‘‘section 877(b)’’. 

(5) The second sentence of section 6039G(d) 
is amended by inserting ‘‘or who relinquishes 
United States citizenship (within the mean-
ing of section 877A(e)(3))’’ after ‘‘section 
877(a))’’. 

(f) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the 
following new item: 
‘‘Sec. 877A. Tax responsibilities of expatria-

tion.’’. 
(g) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in this 

subsection, the amendments made by this 
section shall apply to expatriates (within the 
meaning of section 877A(e) of the Internal 
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined) 
occurs on or after the date of the enactment 
of this Act. 

(2) GIFTS AND BEQUESTS.—Section 102(d) of 
the Internal Revenue Code of 1986 (as added 
by subsection (b)) shall apply to gifts and be-
quests received on or after the date of the 
enactment of this Act, from an individual or 
the estate of an individual whose expatria-
tion date (as so defined) occurs after such 
date. 

(3) DUE DATE FOR TENTATIVE TAX.—The due 
date under section 877A(h)(2) of the Internal 
Revenue Code of 1986, as added by this sec-
tion, shall in no event occur before the 90th 
day after the date of the enactment of this 
Act. 
SEC. 419. TAX TREATMENT OF CONTROLLED FOR-

EIGN CORPORATIONS ESTABLISHED 
IN TAX HAVENS. 

(a) IN GENERAL.—Subchapter C of chapter 
80 (relating to provisions affecting more than 
one subtitle) is amended by adding at the 
end the following new section: 
‘‘SEC. 7875. CONTROLLED FOREIGN CORPORA-

TIONS IN TAX HAVENS TREATED AS 
DOMESTIC CORPORATIONS. 

‘‘(a) GENERAL RULE.—If a controlled for-
eign corporation is a tax-haven CFC, then, 
notwithstanding section 7701(a)(4), such cor-
poration shall be treated for purposes of this 
title as a domestic corporation. 

‘‘(b) TAX-HAVEN CFC.—For purposes of this 
section— 

‘‘(1) IN GENERAL.—The term ‘tax-haven 
CFC’ means, with respect to any taxable 
year, a foreign corporation which— 

‘‘(A) was created or organized under the 
laws of a tax-haven country, and 

‘‘(B) is a controlled foreign corporation 
(determined without regard to this section) 
for an uninterrupted period of 30 days or 
more during the taxable year. 

‘‘(2) EXCEPTION.—The term ‘tax-haven CFC’ 
does not include a foreign corporation for 
any taxable year if substantially all of its in-
come for the taxable year is derived from the 
active conduct of trades or businesses within 
the country under the laws of which the cor-
poration was created or organized. 

‘‘(c) TAX-HAVEN COUNTRY.—For purposes of 
this section— 

‘‘(1) IN GENERAL.—The term ‘tax-haven 
country’ means any of the following: 

‘‘Andorra Guernsey Panama 
Anguilla Isle of Man Samoa 
Antigua and Barbuda Jersey San Marino 
Aruba Liberia Federation of 
Commonwealth of the Principality of Saint Christ- 
Bahamas Liechtenstein opher
Bahrain Republic of the and Nevis 
Barbados Maldives Saint Lucia 
Belize Malta Saint Vincent 
Bermuda Republic of the and the Grena- 
British Virgin Islands Marshall Islands dines 
Cayman Islands Mauritius Republic of the 
Cook Islands Principality of Monaco Seychelles 
Cyprus Montserrat Tonga 
Commonwealth of the Republic of Nauru Turks and Caicos 
Dominica Netherlands Republic of 
Gibraltar Antilles Vanuatu 
Grenada Niue 
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‘‘(2) SECRETARIAL AUTHORITY.—The Sec-

retary may remove or add a foreign jurisdic-
tion from the list of tax-haven countries 
under paragraph (1) if the Secretary deter-
mines such removal or addition is consistent 
with the purposes of this section.’’. 

(b) CONFORMING AMENDMENT.—The table of 
sections for subchapter C of chapter 80 is 
amended by adding at the end the following 
new item: 

‘‘Sec. 7875. Controlled foreign corporations 
in tax havens treated as domes-
tic corporations.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2007. 
SEC. 420. MODIFICATION OF EXCLUSION FOR 

CITIZENS LIVING ABROAD. 
(a) INFLATION ADJUSTMENT OF FOREIGN 

EARNED INCOME LIMITATION.—Clause (ii) of 
section 911(b)(2)(D) (relating to inflation ad-
justment) is amended— 

(1) by striking ‘‘2007’’ and inserting ‘‘2005’’, 
and 

(2) by striking ‘‘2006’’ in subclause (II) and 
inserting ‘‘2004’’. 

(b) MODIFICATION OF HOUSING COST 
AMOUNT.— 

(1) MINIMUM AMOUNT.—Clause (i) of section 
911(c)(1)(B) is amended to read as follows: 

‘‘(i) 16 percent of the amount (computed on 
a daily basis) in effect under subsection 
(b)(2)(D) for the calendar year in which such 
taxable year begins, multiplied by’’. 

(2) MAXIMUM AMOUNT OF EXCLUSION.— 
(A) IN GENERAL.—Subparagraph (A) of sec-

tion 911(c)(1) is amended by inserting ‘‘to the 
extent such expenses do not exceed the 
amount determined under paragraph (2)’’ 
after ‘‘the taxable year’’. 

(B) LIMITATION.—Subsection (c) of section 
911 is amended by redesignating paragraphs 
(2) and (3) as paragraphs (3) and (4), respec-
tively, and by inserting after paragraph (1) 
the following new paragraph: 

‘‘(2) LIMITATION.—The amount determined 
under this paragraph is an amount equal to 
the product of— 

‘‘(A) 30 percent of the amount (computed 
on a daily basis) in effect under subsection 
(b)(2)(D) for the calendar year in which the 
taxable year of the individual begins, multi-
plied by 

‘‘(B) the number of days of such taxable 
year within the applicable period described 
in subparagraph (A) or (B) of subsection 
(d)(1).’’. 

(C) CONFORMING AMENDMENTS.— 
(i) Section 911(d)(4) is amended by striking 

‘‘and (c)(1)(B)(ii)’’ and inserting ‘‘, 
(c)(1)(B)(ii), and (c)(2)(B)’’ 

(ii) Section 911(d)(7) is amended by striking 
‘‘subsection (c)(3)’’ and inserting ‘‘subsection 
(c)(4)’’. 

(c) RATES OF TAX APPLICABLE TO NON-
EXCLUDED INCOME.—Section 911 (relating to 
exclusion of certain income of citizens and 
residents of the United States living abroad) 
is amended by redesignating subsection (f) as 
subsection (g) and by inserting after sub-
section (e) the following new subsection: 

‘‘(f) DETERMINATION OF TAX LIABILITY ON 
NONEXCLUDED AMOUNTS.—If any amount is 
excluded from the gross income of a taxpayer 
under subsection (a) for any taxable year, 
then, notwithstanding section 1 or 55— 

‘‘(1) the tax imposed by section 1 on the 
taxpayer for such taxable year shall be equal 
to the excess (if any) of— 

‘‘(A) the tax which would be imposed by 
section 1 for the taxable year if the tax-

payer’s taxable income were equal to the 
sum of— 

‘‘(i) the taxpayer’s taxable income for the 
taxable year (determined without regard to 
this subsection), plus 

‘‘(ii) the amount excluded under subsection 
(a) for the taxable year, over 

‘‘(B) the tax which would be imposed by 
section 1 for the taxable year if the tax-
payer’s taxable income were equal to the 
amount excluded under subsection (a) for the 
taxable year, and 

‘‘(2) the tax imposed by section 55 for such 
taxable year shall be equal to the excess (if 
any) of— 

‘‘(A) the amount which would be the ten-
tative minimum tax under section 55 for the 
taxable year if the taxpayer’s alternative 
minimum taxable income were equal to the 
sum of— 

‘‘(i) the taxpayer’s alternative minimum 
taxable income for the taxable year (deter-
mined without regard to this subsection), 
plus 

‘‘(ii) the amount excluded under subsection 
(a) for the taxable year, over 

‘‘(B) the sum of— 
‘‘(i) the amount which would be the ten-

tative minimum tax under section 55 for the 
taxable year if the taxpayer’s alternative 
minimum taxable income were equal to the 
amount excluded under subsection (a) for the 
taxable year, plus 

‘‘(ii) the amount which would be the reg-
ular tax for the taxable year if the tax im-
posed by section 1 were the tax computed 
under paragraph (1). 
For purposes of this subsection, the amount 
excluded under subsection (a) shall be re-
duced by the aggregate amount of any deduc-
tions or exclusions disallowed under sub-
section (d)(6) with respect to such excluded 
amount.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 421. LIMITATION ON ANNUAL AMOUNTS 

WHICH MAY BE DEFERRED UNDER 
NONQUALIFIED DEFERRED COM-
PENSATION ARRANGEMENTS. 

(a) IN GENERAL.—Section 409A (relating to 
inclusion of gross income under nonqualified 
deferred compensation plans) is amended by 
redesignating subsections (c), (d), and (e) as 
subsections (d), (e), and (f), respectively, and 
by inserting after subsection (b) the fol-
lowing new subsection: 

‘‘(c) ANNUAL LIMITATION ON AGGREGATE DE-
FERRED AMOUNTS.— 

‘‘(1) LIMITATION.—If the aggregate amount 
of compensation which— 

‘‘(A) is deferred for any taxable year with 
respect to a participant under 1 or more non-
qualified deferred compensation plans main-
tained by the same employer, and 

‘‘(B) is not otherwise includible in gross in-
come of the participant for the taxable year, 
exceeds the applicable dollar amount for the 
taxable year, then such excess shall be in-
cluded in the participant’s gross income for 
the taxable year. 

‘‘(2) INCLUSION OF EARNINGS.—If— 
‘‘(A) an amount is includible under para-

graph (1) in the gross income of a participant 
for any taxable year, and 

‘‘(B) any portion of any assets set aside in 
a trust or other arrangement under a non-
qualified deferred compensation plan are 
properly allocable to such amount, 
then any increase in value in, or earnings 
with respect to, such portion for the taxable 

year or any succeeding taxable year shall be 
included in gross income of the participant 
for such taxable year or succeeding taxable 
year. 

‘‘(3) APPLICABLE DOLLAR AMOUNT.—For pur-
poses of this subsection— 

‘‘(A) IN GENERAL.—The term ‘applicable 
dollar amount’ means, with respect to any 
participant, the lesser of— 

‘‘(i) the average annual compensation 
which— 

‘‘(I) was payable during the base period to 
the participant by the employer described in 
paragraph (1)(A), and 

‘‘(II) was includible in the participant’s 
gross income for taxable years in the base 
period, or 

‘‘(ii) $1,000,000. 
‘‘(B) BASE PERIOD.—The term ‘base period’ 

means, with respect to any computation 
year, the 5-taxable year period ending with 
the taxable year preceding the taxable year 
in which the election described in subsection 
(a)(4)(B) is made by the participant to have 
compensation for services performed in the 
computation year deferred under a non-
qualified deferred compensation plan, except 
that if the election is made after the begin-
ning of the computation year, such period 
shall be the 5-taxable year period ending 
with the taxable year preceding the com-
putation year. For purposes of this subpara-
graph, the term ‘computation year’ means 
any taxable year of the participant for which 
the limitation under paragraph (1) is being 
determined.’’. 

(b) CONFORMING AMENDMENTS.—Sections 
6041(g)(1) and 6051(a)(13) are each amended by 
striking ‘‘409A(d)’’ and inserting ‘‘409A(e)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005, ex-
cept that taxable years beginning on or be-
fore such date shall be taken into account in 
determining the average annual compensa-
tion of a participant during any base period 
for purposes of section 409A(c)(2) of the Inter-
nal Revenue Code of 1986 (as added by such 
amendments). 

SEC. 422. INCREASE IN AGE OF MINOR CHILDREN 
WHOSE UNEARNED INCOME IS 
TAXED AS IF PARENT’S INCOME. 

(a) IN GENERAL.—Section 1(g)(2)(A) (relat-
ing to child to whom subsection applies) is 
amended by striking ‘‘age 14’’ and inserting 
‘‘age 18’’. 

(b) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—Section 
1(g)(4) (relating to net unearned income) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—For purposes 
of this subsection, in the case of any child 
who is a beneficiary of a qualified disability 
trust (as defined in section 642(b)(2)(C)(ii)), 
any amount included in the income of such 
child under sections 652 and 662 during a tax-
able year shall be considered earned income 
of such child for such taxable year.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

Subtitle C—Oil and Gas Provisions 

SEC. 431. EXTENSION OF SUPERFUND TAXES. 

(a) EXCISE TAXES.—Section 4611(e) is 
amended to read as follows: 
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‘‘(e) APPLICATION OF HAZARDOUS SUBSTANCE 

SUPERFUND FINANCING RATE.—The Hazardous 
Substance Superfund financing rate under 
this section shall apply after December 31, 
1986, and before January 1, 1996, and after De-
cember 31, 2005, and before January 1, 2015.’’ 

(b) CORPORATE ENVIRONMENTAL INCOME 
TAX.—Section 59A(e) is amended to read as 
follows: 

‘‘(e) APPLICATION OF TAX.—The tax imposed 
by this section shall apply to taxable years 
beginning after December 31, 1986, and before 
January 1, 1996, and to taxable years begin-
ning after December 31, 2005, and before Jan-
uary 1, 2015.’’ 

(c) EFFECTIVE DATES.— 
(1) EXCISE TAXES.—The amendments made 

by subsection (a) shall take effect on the 
date of the enactment of this Act. 

(2) INCOME TAX.—The amendment made by 
subsection (b) shall apply to taxable years 
beginning after December 31, 2005. 
SEC. 432. MODIFICATIONS OF FOREIGN TAX 

CREDIT RULES APPLICABLE TO 
DUAL CAPACITY TAXPAYERS. 

(a) IN GENERAL.—Section 901 (relating to 
credit for taxes of foreign countries and of 
possessions of the United States) is amended 
by redesignating subsection (m) as sub-
section (n) and by inserting after subsection 
(l) the following new subsection: 

‘‘(m) SPECIAL RULES RELATING TO DUAL 
CAPACITY TAXPAYERS.— 

‘‘(1) GENERAL RULE.—Notwithstanding any 
other provision of this chapter, any amount 
paid or accrued by a dual capacity taxpayer 
to a foreign country or possession of the 
United States for any period shall not be 
considered a tax— 

‘‘(A) if, for such period, the foreign country 
or possession does not impose a generally ap-
plicable income tax, or 

‘‘(B) to the extent such amount exceeds the 
amount (determined in accordance with reg-
ulations) which— 

‘‘(i) is paid by such dual capacity taxpayer 
pursuant to the generally applicable income 
tax imposed by the country or possession, or 

‘‘(ii) would be paid if the generally applica-
ble income tax imposed by the country or 
possession were applicable to such dual ca-
pacity taxpayer. 
Nothing in this paragraph shall be construed 
to imply the proper treatment of any such 
amount not in excess of the amount deter-
mined under subparagraph (B). 

‘‘(2) DUAL CAPACITY TAXPAYER.—For pur-
poses of this subsection, the term ‘dual ca-
pacity taxpayer’ means, with respect to any 
foreign country or possession of the United 
States, a person who— 

‘‘(A) is subject to a levy of such country or 
possession, and 

‘‘(B) receives (or will receive) directly or 
indirectly a specific economic benefit (as de-
termined in accordance with regulations) 
from such country or possession. 

‘‘(3) GENERALLY APPLICABLE INCOME TAX.— 
For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘generally ap-
plicable income tax’ means an income tax 
(or a series of income taxes) which is gen-
erally imposed under the laws of a foreign 
country or possession on income derived 
from the conduct of a trade or business with-
in such country or possession. 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a tax unless it has substantial applica-
tion, by its terms and in practice, to— 

‘‘(i) persons who are not dual capacity tax-
payers, and 

‘‘(ii) persons who are citizens or residents 
of the foreign country or possession.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxes paid or ac-
crued in taxable years beginning after the 
date of the enactment of this Act. 

(2) CONTRARY TREATY OBLIGATIONS 
UPHELD.—The amendments made by this sec-
tion shall not apply to the extent contrary 
to any treaty obligation of the United 
States. 
SEC. 433. RULES RELATING TO FOREIGN OIL AND 

GAS INCOME. 
(a) SEPARATE BASKET FOR FOREIGN TAX 

CREDIT.— 
(1) SEPARATE BASKET.— 
(A) YEARS BEFORE 2007.—Paragraph (1) of 

section 904(d) (relating to separate applica-
tion of section with respect to certain cat-
egories of income), as in effect for years be-
ginning before 2007, is amended by striking 
‘‘and’’ at the end of subparagraph (H), by re-
designating subparagraph (I) as subpara-
graph (J), and by inserting after subpara-
graph (H) the following new subparagraph: 

‘‘(I) foreign oil and gas income, and’’. 
(B) 2007 AND AFTER.—Paragraph (1) of sec-

tion 904(d), as in effect for years beginning 
after 2006, is amended by striking ‘‘and’’ at 
the end of subparagraph (A), by striking the 
period at the end of subparagraph (B) and in-
serting ‘‘, and’’, and by adding at the end the 
following: 

‘‘(C) foreign oil and gas income.’’ 
(2) DEFINITION.— 
(A) YEARS BEFORE 2007.—Paragraph (2) of 

section 904(d), as in effect for years begin-
ning before 2007, is amended by redesignating 
subparagraphs (H) and (I) as subparagraphs 
(I) and (J), respectively, and by inserting 
after subparagraph (G) the following new 
subparagraph: 

‘‘(H) FOREIGN OIL AND GAS INCOME.—The 
term ‘foreign oil and gas income’ has the 
meaning given such term by section 954(g).’’ 

(B) 2007 AND AFTER.—Section 904(d)(2), as in 
effect for years after 2006, is amended by re-
designating subparagraphs (J) and (K) as 
subparagraphs (K) and (L) and by inserting 
after subparagraph (I) the following: 

‘‘(J) FOREIGN OIL AND GAS INCOME.—For 
purposes of this section— 

‘‘(i) IN GENERAL.—The term ‘foreign oil and 
gas income’ has the meaning given such 
term by section 954(g). 

‘‘(ii) COORDINATION.—Passive category in-
come and general category income shall not 
include foreign oil and gas income (as so de-
fined).’’ 

(3) CONFORMING AMENDMENTS.— 
(A) Section 904(d)(3)(F)(i) is amended by 

striking ‘‘or (E)’’ and inserting ‘‘(E), or (I)’’. 
(B) Section 907(a) is hereby repealed. 
(C) Section 907(c)(4) is hereby repealed. 
(D) Section 907(f) is hereby repealed. 
(4) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this section shall apply to taxable years 
beginning after the date of the enactment of 
this Act. 

(B) YEARS AFTER 2006.—The amendments 
made by paragraphs (1)(B) and (2)(B) shall 
apply to taxable years beginning after De-
cember 31, 2006. 

(C) TRANSITIONAL RULES.— 
(i) SEPARATE BASKET TREATMENT.—Any 

taxes paid or accrued in a taxable year be-
ginning on or before the date of the enact-
ment of this Act, with respect to income 
which was described in subparagraph (I) of 
section 904(d)(1) of such Code (as in effect on 
the day before the date of the enactment of 
this Act), shall be treated as taxes paid or 
accrued with respect to foreign oil and gas 
income to the extent the taxpayer estab-
lishes to the satisfaction of the Secretary of 
the Treasury that such taxes were paid or ac-
crued with respect to foreign oil and gas in-
come. 

(ii) CARRYOVERS.—Any unused oil and gas 
extraction taxes which under section 907(f) of 
such Code (as so in effect) would have been 
allowable as a carryover to the taxpayer’s 
first taxable year beginning after the date of 

the enactment of this Act (without regard to 
the limitation of paragraph (2) of such sec-
tion 907(f) for first taxable year) shall be al-
lowed as carryovers under section 904(c) of 
such Code in the same manner as if such 
taxes were unused taxes under such section 
904(c) with respect to foreign oil and gas ex-
traction income. 

(iii) LOSSES.—The amendment made by 
paragraph (3)(C) shall not apply to foreign oil 
and gas extraction losses arising in taxable 
years beginning on or before the date of the 
enactment of this Act. 

(b) ELIMINATION OF DEFERRAL FOR FOREIGN 
OIL AND GAS EXTRACTION INCOME.— 

(1) GENERAL RULE.—Paragraph (1) of sec-
tion 954(g) (defining foreign base company oil 
related income) is amended to read as fol-
lows: 

‘‘(1) IN GENERAL.—Except as otherwise pro-
vided in this subsection, the term ‘foreign oil 
and gas income’ means any income of a kind 
which would be taken into account in deter-
mining the amount of— 

‘‘(A) foreign oil and gas extraction income 
(as defined in section 907(c)), or 

‘‘(B) foreign oil related income (as defined 
in section 907(c)).’’ 

(2) CONFORMING AMENDMENTS.— 
(A) Subsections (a)(5), (b)(5), and (b)(6) of 

section 954, and section 952(c)(1)(B)(ii)(I), are 
each amended by striking ‘‘base company oil 
related income’’ each place it appears (in-
cluding in the heading of subsection (b)(8)) 
and inserting ‘‘oil and gas income’’. 

(B) Subsection (b)(4) of section 954 is 
amended by striking ‘‘base company oil-re-
lated income’’ and inserting ‘‘oil and gas in-
come’’. 

(C) The subsection heading for subsection 
(g) of section 954 is amended by striking 
‘‘FOREIGN BASE COMPANY OIL RELATED IN-
COME’’ and inserting ‘‘FOREIGN OIL AND GAS 
INCOME’’. 

(D) Subparagraph (A) of section 954(g)(2) is 
amended by striking ‘‘foreign base company 
oil related income’’ and inserting ‘‘foreign 
oil and gas income’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to tax-
able years of foreign corporations beginning 
after the date of the enactment of this Act, 
and to taxable years of United States share-
holders ending with or within such taxable 
years of foreign corporations. 
SEC. 434. MODIFICATION OF CREDIT FOR PRO-

DUCING FUEL FROM A NONCONVEN-
TIONAL SOURCE. 

(a) TAXABLE YEARS ENDING BEFORE 2006.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 29(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
29(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005.—Section 29(b)(2), as 
amended by paragraph (1), is amended by 
adding at the end the following new sen-
tence: ‘‘This paragraph shall not apply with 
respect to the $3 amount in subsection (a) for 
calendar year 2005 and the amount in effect 
under subsection (a) for sales in such cal-
endar year shall be the amount which was in 
effect for sales in calendar year 2004.’’. 

(b) TAXABLE YEARS ENDING AFTER 2005.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 45K(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
45K(b)((2) is amended— 
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(i) by striking ‘‘The’’ and inserting ‘‘With 

respect to any calendar year, the’’, and 
(ii) by striking ‘‘for the calendar year in 

which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005, 2006, AND 2007.—Section 
45K(b)(2), as amended by paragraph (1), is 
amended by adding at the end the following 
new sentence: ‘‘This paragraph shall not 
apply with respect to the $3 amount in sub-
section (a) for calendar years 2005, 2006, and 
2007 and the amount in effect under sub-
section (a) for sales in each such calendar 
year shall be the amount which was in effect 
for sales in calendar year 2004.’’. 

(3) TREATMENT OF COKE AND COKE GAS.— 
(A) NONAPPLICATION OF PHASEOUT.—Section 

45K(g)(2) is amended by adding at the end the 
following new subparagraph: 

‘‘(D) NONAPPLICATION OF PHASEOUT.—Sub-
section (b)(1) shall not apply.’’. 

(B) APPLICATION OF INFLATION ADJUSTMENT 
.—Section 45K(g)(2)(B) is amended by insert-
ing ‘‘and the last sentence of subsection 
(b)(2) shall not apply.’’. 

(C) CLARIFICATION OF QUALIFYING FACIL-
ITY.—Section 45K(g)(1) is amended by insert-
ing ‘‘(other than from petroleum based prod-
ucts)’’ after ‘‘coke or coke gas’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to fuel sold 
after December 31, 2004. 
SEC. 435. ELIMINATION OF AMORTIZATION OF 

GEOLOGICAL AND GEOPHYSICAL EX-
PENDITURES FOR MAJOR INTE-
GRATED OIL COMPANIES. 

(a) IN GENERAL.—Section 167(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(5) NONAPPLICATION TO MAJOR INTEGRATED 
OIL COMPANIES.—This subsection shall not 
apply with respect to any expenses paid or 
incurred for any taxable year by any inte-
grated oil company (as defined in section 
291(b)(4)) which has an average daily world-
wide production of crude oil of at least 
500,000 barrels for such taxable year.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the amendment made by section 
1329(a) of the Energy Policy Act of 2005. 

Subtitle D—Tax Administration Provisions 
SEC. 441. IMPOSITION OF WITHHOLDING ON CER-

TAIN PAYMENTS MADE BY GOVERN-
MENT ENTITIES. 

(a) IN GENERAL.—Section 3402 is amended 
by adding at the end the following new sub-
section: 

‘‘(t) EXTENSION OF WITHHOLDING TO CERTAIN 
PAYMENTS MADE BY GOVERNMENT ENTITIES.— 

‘‘(1) GENERAL RULE.—The Government of 
the United States, every State, every polit-
ical subdivision thereof, and every instru-
mentality of the foregoing (including multi- 
State agencies) making any payment for 
goods and services which is subject to with-
holding shall deduct and withhold form such 
payment a tax in an amount equal to 3 per-
cent of such payment. 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to any payment— 

‘‘(A) except as provided in subparagraph 
(B), which is subject to withholding under 
any other provision of this chapter or chap-
ter 3, 

‘‘(B) which is subject to withholding under 
section 3406 and from which amounts are 
being withheld under such section, 

‘‘(C) of interest, 
‘‘(D) for real property, 
‘‘(E) to any tax-exempt entity, foreign gov-

ernment, or other entity subject to the re-
quirements of paragraph (1), 

‘‘(F) made pursuant to a classified or con-
fidential contract (as defined in section 
6050M(e)(3)), and 

‘‘(G) made by a political subdivision of a 
State (or any instrumentality thereof) which 
makes less than $100,000,000 of such payments 
annually. 

‘‘(3) COORDINATION WITH OTHER SECTIONS.— 
For purposes of sections 3403 and 3404 and for 
purposes of so much of subtitle F (except sec-
tion 7205) as relates to this chapter, pay-
ments to any person of any payment for 
goods and services which is subject to with-
holding shall be treated as if such payments 
were wages paid by an employer to an em-
ployee.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to payments 
made after December 31, 2005. 
SEC. 442. INCREASE IN CERTAIN CRIMINAL PEN-

ALTIES. 
(a) IN GENERAL.—Section 7206 (relating to 

fraud and false statements) is amended— 
(1) by striking ‘‘Any person who—’’ and in-

serting ‘‘(a) IN GENERAL.—Any person who— 
’’, and 

(2) by adding at the end the following new 
subsection: 

‘‘(b) INCREASE IN MONETARY LIMITATION FOR 
UNDERPAYMENT OR OVERPAYMENT OF TAX DUE 
TO FRAUD.—If any portion of any under-
payment (as defined in section 6664(a)) or 
overpayment (as defined in section 6401(a)) of 
tax required to be shown on a return is at-
tributable to fraudulent action described in 
subsection (a), the applicable dollar amount 
under subsection (a) shall in no event be less 
than an amount equal to such portion. A rule 
similar to the rule under section 6663(b) shall 
apply for purposes of determining the por-
tion so attributable.’’. 

(b) INCREASE IN PENALTIES.— 
(1) ATTEMPT TO EVADE OR DEFEAT TAX.— 

Section 7201 is amended— 
(A) by striking ‘‘$100,000’’ and inserting 

‘‘$500,000’’, 
(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘5 years’’ and inserting ‘‘10 

years’’. 
(2) WILLFUL FAILURE TO FILE RETURN, SUP-

PLY INFORMATION, OR PAY TAX.—Section 7203 
is amended— 

(A) in the first sentence— 
(i) by striking ‘‘Any person’’ and inserting 

the following: 
‘‘(a) IN GENERAL.—Any person’’, and 
(ii) by striking ‘‘$25,000’’ and inserting 

‘‘$50,000’’, 
(B) in the third sentence, by striking ‘‘sec-

tion’’ and inserting ‘‘subsection’’, and 
(C) by adding at the end the following new 

subsection: 
‘‘(b) AGGRAVATED FAILURE TO FILE.— 
‘‘(1) IN GENERAL.—In the case of any failure 

described in paragraph (2), the first sentence 
of subsection (a) shall be applied by sub-
stituting— 

‘‘(A) ‘felony’ for ‘misdemeanor’, 
‘‘(B) ‘$500,000 ($1,000,000’ for ‘$25,000 

($100,000’, and 
‘‘(C) ‘10 years’ for ‘1 year’. 
‘‘(2) FAILURE DESCRIBED.—A failure de-

scribed in this paragraph is a failure to make 
a return described in subsection (a) for a pe-
riod of 3 or more consecutive taxable 
years.’’. 

(3) FRAUD AND FALSE STATEMENTS.—Section 
7206(a) (as redesignated by subsection (a)) is 
amended— 

(A) by striking ‘‘$100,000’’ and inserting 
‘‘$500,000’’, 

(B) by striking ‘‘$500,000’’ and inserting 
‘‘$1,000,000’’, and 

(C) by striking ‘‘3 years’’ and inserting ‘‘5 
years’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to actions, 
and failures to act, occurring after the date 
of the enactment of this Act. 

SEC. 443. REPEAL OF SUSPENSION OF INTEREST 
AND CERTAIN PENALTIES WHERE 
SECRETARY FAILS TO CONTACT TAX-
PAYER. 

(a) IN GENERAL.—Section 6404 (relating to 
abatements) is amended by striking sub-
section (g) and by redesignating subsections 
(h) and (i) as subsections (g) and (h), respec-
tively. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to returns 
of tax filed after December 31, 2005. 
SEC. 444. INCREASE IN PENALTY FOR BAD 

CHECKS AND MONEY ORDERS. 
(a) IN GENERAL.—Section 6657 (relating to 

bad checks) is amended— 
(1) by striking ‘‘$750’’ and inserting 

‘‘$1,250’’, and 
(2) by striking ‘‘$15’’ and inserting ‘‘$25’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section apply to checks or 
money orders received after the date of the 
enactment of this Act. 
SEC. 445. FRIVOLOUS TAX SUBMISSIONS. 

(a) CIVIL PENALTIES.—Section 6702 is 
amended to read as follows: 
‘‘SEC. 6702. FRIVOLOUS TAX SUBMISSIONS. 

‘‘(a) CIVIL PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of 
$5,000 if— 

‘‘(1) such person files what purports to be a 
return of a tax imposed by this title but 
which— 

‘‘(A) does not contain information on 
which the substantial correctness of the self- 
assessment may be judged, or 

‘‘(B) contains information that on its face 
indicates that the self-assessment is substan-
tially incorrect; and 

‘‘(2) the conduct referred to in paragraph 
(1)— 

‘‘(A) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(B) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(b) CIVIL PENALTY FOR SPECIFIED FRIVO-
LOUS SUBMISSIONS.— 

‘‘(1) IMPOSITION OF PENALTY.—Except as 
provided in paragraph (3), any person who 
submits a specified frivolous submission 
shall pay a penalty of $5,000. 

‘‘(2) SPECIFIED FRIVOLOUS SUBMISSION.—For 
purposes of this section— 

‘‘(A) SPECIFIED FRIVOLOUS SUBMISSION.— 
The term ‘specified frivolous submission’ 
means a specified submission if any portion 
of such submission— 

‘‘(i) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(ii) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(B) SPECIFIED SUBMISSION.—The term 
‘specified submission’ means— 

‘‘(i) a request for a hearing under— 
‘‘(I) section 6320 (relating to notice and op-

portunity for hearing upon filing of notice of 
lien), or 

‘‘(II) section 6330 (relating to notice and 
opportunity for hearing before levy), and 

‘‘(ii) an application under— 
‘‘(I) section 6159 (relating to agreements 

for payment of tax liability in installments), 
‘‘(II) section 7122 (relating to com-

promises), or 
‘‘(III) section 7811 (relating to taxpayer as-

sistance orders). 
‘‘(3) OPPORTUNITY TO WITHDRAW SUBMIS-

SION.—If the Secretary provides a person 
with notice that a submission is a specified 
frivolous submission and such person with-
draws such submission within 30 days after 
such notice, the penalty imposed under para-
graph (1) shall not apply with respect to such 
submission. 

‘‘(c) LISTING OF FRIVOLOUS POSITIONS.—The 
Secretary shall prescribe (and periodically 
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revise) a list of positions which the Sec-
retary has identified as being frivolous for 
purposes of this subsection. The Secretary 
shall not include in such list any position 
that the Secretary determines meets the re-
quirement of section 6662(d)(2)(B)(ii)(II). 

‘‘(d) REDUCTION OF PENALTY.—The Sec-
retary may reduce the amount of any pen-
alty imposed under this section if the Sec-
retary determines that such reduction would 
promote compliance with and administra-
tion of the Federal tax laws. 

‘‘(e) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this sec-
tion shall be in addition to any other penalty 
provided by law.’’. 

(b) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS BEFORE LEVY.— 

(1) FRIVOLOUS REQUESTS DISREGARDED.— 
Section 6330 (relating to notice and oppor-
tunity for hearing before levy) is amended by 
adding at the end the following new sub-
section: 

‘‘(g) FRIVOLOUS REQUESTS FOR HEARING, 
ETC.—Notwithstanding any other provision 
of this section, if the Secretary determines 
that any portion of a request for a hearing 
under this section or section 6320 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(2) PRECLUSION FROM RAISING FRIVOLOUS 
ISSUES AT HEARING.—Section 6330(c)(4) is 
amended— 

(A) by striking ‘‘(A)’’ and inserting 
‘‘(A)(i)’’; 

(B) by striking ‘‘(B)’’ and inserting ‘‘(ii)’’; 
(C) by striking the period at the end of the 

first sentence and inserting ‘‘; or’’; and 
(D) by inserting after subparagraph (A)(ii) 

(as so redesignated) the following: 
‘‘(B) the issue meets the requirement of 

clause (i) or (ii) of section 6702(b)(2)(A).’’. 
(3) STATEMENT OF GROUNDS.—Section 

6330(b)(1) is amended by striking ‘‘under sub-
section (a)(3)(B)’’ and inserting ‘‘in writing 
under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’. 

(c) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS UPON FILING OF NOTICE OF 
LIEN.—Section 6320 is amended— 

(1) in subsection (b)(1), by striking ‘‘under 
subsection (a)(3)(B)’’ and inserting ‘‘in writ-
ing under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’, and 

(2) in subsection (c), by striking ‘‘and (e)’’ 
and inserting ‘‘(e), and (g)’’. 

(d) TREATMENT OF FRIVOLOUS APPLICATIONS 
FOR OFFERS-IN-COMPROMISE AND INSTALL-
MENT AGREEMENTS.—Section 7122 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) FRIVOLOUS SUBMISSIONS, ETC.—Not-
withstanding any other provision of this sec-
tion, if the Secretary determines that any 
portion of an application for an offer-in-com-
promise or installment agreement submitted 
under this section or section 6159 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(e) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6702 and inserting the following 
new item: 

‘‘Sec. 6702. Frivolous tax submissions.’’. 
(f) EFFECTIVE DATE.—The amendments 

made by this section shall apply to submis-
sions made and issues raised after the date 
on which the Secretary first prescribes a list 
under section 6702(c) of the Internal Revenue 
Code of 1986, as amended by subsection (a). 

SEC. 446. PARTIAL PAYMENTS REQUIRED WITH 
SUBMISSION OF OFFERS-IN-COM-
PROMISE. 

(a) IN GENERAL.—Section 7122 (relating to 
compromises), as amended by this Act, is 
amended by redesignating subsections (c), 
(d), and (e) as subsections (d), (e), and (f), re-
spectively, and by inserting after subsection 
(b) the following new subsection: 

‘‘(c) RULES FOR SUBMISSION OF OFFERS-IN- 
COMPROMISE.— 

‘‘(1) PARTIAL PAYMENT REQUIRED WITH SUB-
MISSION.— 

‘‘(A) LUMP-SUM OFFERS.— 
‘‘(i) IN GENERAL.—The submission of any 

lump-sum offer-in-compromise shall be ac-
companied by the payment of 20 percent of 
amount of such offer. 

‘‘(ii) LUMP-SUM OFFER-IN-COMPROMISE.—For 
purposes of this section, the term ‘lump-sum 
offer-in-compromise’ means any offer of pay-
ments made in 5 or fewer installments. 

‘‘(B) PERIODIC PAYMENT OFFERS.—The sub-
mission of any periodic payment offer-in- 
compromise shall be accompanied by the 
payment of the amount of the first proposed 
installment and each proposed installment 
due during the period such offer is being 
evaluated for acceptance and has not been 
rejected by the Secretary. Any failure to 
make a payment required under the pre-
ceding sentence shall be deemed a with-
drawal of the offer-in-compromise. 

‘‘(2) RULES OF APPLICATION.— 
‘‘(A) USE OF PAYMENT.—The application of 

any payment made under this subsection to 
the assessed tax or other amounts imposed 
under this title with respect to such tax may 
be specified by the taxpayer. 

‘‘(B) NO USER FEE IMPOSED.—Any user fee 
which would otherwise be imposed under this 
section shall not be imposed on any offer-in- 
compromise accompanied by a payment re-
quired under this subsection. 

‘‘(C) WAIVER AUTHORITY.—The Secretary 
may issue regulations waiving any payment 
required under paragraph (1) in a manner 
consistent with the practices established in 
accordance with the requirements under sub-
section (d)(3).’’. 

(b) ADDITIONAL RULES RELATING TO TREAT-
MENT OF OFFERS.— 

(1) UNPROCESSABLE OFFER IF PAYMENT RE-
QUIREMENTS ARE NOT MET.—Paragraph (3) of 
section 7122(d) (relating to standards for 
evaluation of offers), as redesignated by sub-
section (a), is amended by striking ‘‘; and’’ at 
the end of subparagraph (A) and inserting a 
comma, by striking the period at the end of 
subparagraph (B) and inserting ‘‘, and’’, and 
by adding at the end the following new sub-
paragraph: 

‘‘(C) any offer-in-compromise which does 
not meet the requirements of subsection (c) 
shall be returned to the taxpayer as 
unprocessable.’’. 

(2) DEEMED ACCEPTANCE OF OFFER NOT RE-
JECTED WITHIN CERTAIN PERIOD.—Section 7122, 
as amended by subsection (a), is amended by 
adding at the end the following new sub-
section: 

‘‘(g) DEEMED ACCEPTANCE OF OFFER NOT 
REJECTED WITHIN CERTAIN PERIOD.—Any 
offer-in-compromise submitted under this 
section shall be deemed to be accepted by 
the Secretary if such offer is not rejected by 
the Secretary before the date which is 24 
months after the date of the submission of 
such offer (12 months for offers-in-com-
promise submitted after the date which is 5 
years after the date of the enactment of this 
subsection). For purposes of the preceding 
sentence, any period during which any tax li-
ability which is the subject of such offer-in- 
compromise is in dispute in any judicial pro-
ceeding shall not be taken in to account in 
determining the expiration of the 24-month 
period (or 12-month period, if applicable).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to offers-in- 
compromise submitted on and after the date 
which is 60 days after the date of the enact-
ment of this Act. 
SEC. 447. WAIVER OF USER FEE FOR INSTALL-

MENT AGREEMENTS USING AUTO-
MATED WITHDRAWALS. 

(a) IN GENERAL.—Section 6159 (relating to 
agreements for payment of tax liability in 
installments) is amended by redesignating 
subsection (e) as subsection (f) and by insert-
ing after subsection (d) the following: 

‘‘(e) WAIVER OF USER FEES FOR INSTALL-
MENT AGREEMENTS USING AUTOMATED WITH-
DRAWALS.—In the case of a taxpayer who en-
ters into an installment agreement in which 
automated installment payments are agreed 
to, the Secretary shall waive the fee (if any) 
for entering into the installment agree-
ment.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to agree-
ments entered into on or after the date 
which is 180 days after the date of the enact-
ment of this Act. 
SEC. 448. TERMINATION OF INSTALLMENT 

AGREEMENTS. 
(a) IN GENERAL.—Section 6159(b)(4) (relat-

ing to failure to pay an installment or any 
other tax liability when due or to provide re-
quested financial information) is amended by 
striking ‘‘or’’ at the end of subparagraph (B), 
by redesignating subparagraph (C) as sub-
paragraph (E), and by inserting after sub-
paragraph (B) the following: 

‘‘(C) to make a Federal tax deposit under 
section 6302 at the time such deposit is re-
quired to be made, 

‘‘(D) to file a return of tax imposed under 
this title by its due date (including exten-
sions), or’’. 

(b) CONFORMING AMENDMENT.—The heading 
for section 6159(b)(4) is amended by striking 
‘‘FAILURE TO PAY AN INSTALLMENT OR ANY 
OTHER TAX LIABILITY WHEN DUE OR TO PROVIDE 
REQUESTED FINANCIAL INFORMATION’’ and in-
serting ‘‘FAILURE TO MAKE PAYMENTS OR DE-
POSITS OR FILE RETURNS WHEN DUE OR TO PRO-
VIDE REQUESTED FINANCIAL INFORMATION’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to failures 
occurring on or after the date of the enact-
ment of this Act. 

Subtitle E—Additional Provisions 
SEC. 451. MODIFICATION OF INDIVIDUAL ESTI-

MATED TAX SAFE HARBOR. 
(a) IN GENERAL.—The table contained in 

section 6654(d)(1)(C) is amended by striking 
‘‘2002 or thereafter’’ and inserting ‘‘2002, 2003, 
2004, or 2005’’ and by adding at the end the 
following new items: 

‘‘2006 ................................................ 111
2007 or thereafter ............................ 110’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section shall apply with respect 
to any installment payment for taxable 
years beginning after December 31, 2005. 
SEC. 452. LOAN AND REDEMPTION REQUIRE-

MENTS ON POOLED FINANCING RE-
QUIREMENTS. 

(a) STRENGTHENED REASONABLE EXPECTA-
TION REQUIREMENT.—Subparagraph (A) of 
section 149(f)(2) (relating to reasonable ex-
pectation requirement) is amended to read 
as follows: 

‘‘(A) IN GENERAL.—The requirements of 
this paragraph are met with respect to an 
issue if the issuer reasonably expects that— 

‘‘(i) as of the close of the 1-year period be-
ginning on the date of issuance of the issue, 
at least 50 percent of the net proceeds of the 
issue (as of the close of such period) will 
have been used directly or indirectly to 
make or finance loans to ultimate borrowers, 
and 

‘‘(ii) as of the close of the 3-year period be-
ginning on such date of issuance, at least 95 
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percent of the net proceeds of the issue (as of 
the close of such period) will have been so 
used.’’. 

(b) WRITTEN LOAN COMMITMENT AND RE-
DEMPTION REQUIREMENTS.—Section 149(f) (re-
lating to treatment of certain pooled financ-
ing bonds) is amended by redesignating para-
graphs (4) and (5) as paragraphs (6) and (7), 
respectively, and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) WRITTEN LOAN COMMITMENT REQUIRE-
MENT.— 

‘‘(A) IN GENERAL.—The requirement of this 
paragraph is met with respect to an issue if 
the issuer receives prior to issuance written 
loan commitments identifying the ultimate 
potential borrowers of at least 50 percent of 
the net proceeds of such issue. 

‘‘(B) EXCEPTION.—Subparagraph (A) shall 
not apply with respect to any issuer which is 
a State (or an integral part of a State) 
issuing pooled financing bonds to make or fi-
nance loans to subordinate governmental 
units of such State or to State-created enti-
ties providing financing for water-infrastruc-
ture projects through the federally-spon-
sored State revolving fund program. 

‘‘(5) REDEMPTION REQUIREMENT.—The re-
quirement of this paragraph is met if to the 
extent that less than the percentage of the 
proceeds of an issue required to be used 
under clause (i) or (ii) of paragraph (2)(A) is 
used by the close of the period identified in 
such clause, the issuer uses an amount of 
proceeds equal to the excess of— 

‘‘(A) the amount required to be used under 
such clause, over 

‘‘(B) the amount actually used by the close 
of such period, 
to redeem outstanding bonds within 90 days 
after the end of such period.’’. 

(c) ELIMINATION OF DISREGARD OF POOLED 
BONDS IN DETERMINING ELIGIBILITY FOR 
SMALL ISSUER EXCEPTION TO ARBITRAGE RE-
BATE.—Section 148(f)(4)(D)(ii) (relating to ag-
gregation of issuers) is amended by striking 
subclause (II) and by redesignating sub-
clauses (III) and (IV) as subclauses (II) and 
(III), respectively. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 149(f)(1) is amended by striking 

‘‘paragraphs (2) and (3)’’ and inserting ‘‘para-
graphs (2), (3), (4), and (5)’’. 

(2) Section 149(f)(7)(B), as redesignated by 
subsection (b), is amended by striking ‘‘para-
graph (4)(A)’’ and inserting ‘‘paragraph 
(6)(A)’’. 

(3) Section 54(l)(2) is amended by striking 
‘‘section 149(f)(4)(A)’’ and inserting ‘‘section 
149(f)(6)(A)’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act. 
SEC. 453. REPORTING OF INTEREST ON TAX-EX-

EMPT BONDS. 
(a) IN GENERAL.—Section 6049(b)(2) (relat-

ing to exceptions) is amended by striking 
subparagraph (B) and by redesignating sub-
paragraphs (C) and (D) as subparagraphs (B) 
and (C), respectively. 

(b) CONFORMING AMENDMENT.—Section 
6049(b)(2)(C), as redesignated by subsection 
(a), is amended by striking ‘‘subparagraph 
(C)’’ and inserting ‘‘subparagraph (B)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interest 
earned after December 31, 2005. 

SA 2730. Mr. NELSON of Florida (for 
himself, Mr. BINGAMAN, Mrs. CLINTON, 
Mr. LIEBERMAN, Mr. SCHUMER, and Mr. 
SALAZAR) proposed an amendment to 
amendment SA 2707 proposed by Mr. 
FRIST (for Mr. GRASSLEY (for himself 
and Mr. BAUCUS)) to the bill H.R. 4297, 
to provide for reconciliation pursuant 

to section 201(b) of the concurrent reso-
lution on the budget for fiscal year 
2006; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. lll. TRANSITION REQUIREMENTS. 

(a) REQUIREMENT.— 
(1) IN GENERAL.—Section 1860D–4(b) of the 

Social Security Act (42 U.S.C. 1395w–104(b)) is 
amended by adding at the end the following 
new paragraph: 

‘‘(4) FORMULARY TRANSITION.—The sponsor 
of a prescription drug plan is required to pro-
vide at least a 30-day supply of any drug that 
a new enrollee in the plan was taking prior 
to enrolling in such plan. For individuals re-
siding in a long-term care setting, the spon-
sor of a prescription drug plan is required to 
provide at least a 90-day supply of any drug 
such individual was taking prior to enrolling 
in such plan. A formulary transition supply 
provided under this section shall be made by 
the sponsor of a prescription drug plan with-
out imposing any prior authorization re-
quirements or other access restrictions for 
individuals stabilized on a course of treat-
ment and at the dosage previously prescribed 
by a physician or recommended by a physi-
cian going forward. 

‘‘(5) CUSTOMER SERVICE.—The sponsor of a 
prescription drug plan is required to pro-
vide— 

‘‘(A) accessible and trained customer serv-
ice representatives available for full business 
hours from coast to coast to provide knowl-
edgeable assistance to individuals seeking 
help with Medicare Part D including, but not 
limited to, beneficiaries, caseworkers, SHIP 
counselors, pharmacists, doctors, and care-
givers; 

‘‘(B) at least one dedicated phone line for 
pharmacists with sufficient staff to reduce 
wait times for pharmacists seeking Medicare 
Part D assistance to no more than 20 min-
utes; and 

‘‘(C) sufficient staff to reduce wait times 
for all Medicare Part D-related calls to plan 
phone lines to no more than 20 minutes.’’. 

(2) APPLICATION.—The requirements under 
paragraphs (4) and (5) of section 1860D–4(b) of 
the Social Security Act (42 U.S.C. 1395w– 
104(b)), as added by subsection (a), shall 
apply to the plan serving as the national 
point of sale contractor under part D of title 
XVIII of such Act. 

(b) EFFECTIVE DATE AND ENFORCEMENT.— 
(1) EFFECTIVE DATE.—The amendment 

made by subsection (a) shall take effect on 
the date of enactment of this Act. 

(2) ENFORCEMENT.—The Secretary may im-
pose a civil monetary penalty in an amount 
not to exceed $15,000 for conduct that a spon-
sor of a prescription drug plan or an organi-
zation offering an MA–PD plan knows or 
should know is a violation of the provisions 
of paragraph (4) or (5) of section 1860D–4(b) of 
the Social Security Act (42 U.S.C. 1395w– 
104(b)), as added by subsection (a). The provi-
sions of section 1128A of the Social Security 
Act (42 U.S.C. a–7a), other than subsections 
(a) and (b) and the second sentence of sub-
section (f), shall apply to a civil monetary 
penalty under the previous sentence in the 
same manner as such provisions apply to a 
penalty or proceeding under subsection (a) of 
such section 1128A(a). 
SEC. lll. FEDERAL FALLBACK FOR FULL-BEN-

EFIT DUAL ELIGIBLE INDIVIDUALS 
FOR 2006. 

(a) IN GENERAL.— 
(1) IN GENERAL.—If a full-benefit dual eligi-

ble individual (as defined in section 1935(c)(6) 
of the Social Security Act (42 U.S.C. 1396u– 
5(c)(6))), or an individual who is presumed to 
be such an individual pursuant to subsection 
(b), presents a prescription for a covered part 
D drug (as defined in section 1860D–2(e) of 

such Act (42 U.S.C. 1395w–102(e))) at a phar-
macy in 2006 and the pharmacy is unable to 
locate or verify the individual’s enrollment 
through a reasonable effort, including the 
use of the pharmacy billing system or by 
calling an official Medicare hotline, or to bill 
for the prescription through the plan serving 
as the national point of sale contractor, the 
pharmacy may provide a 30-day supply of the 
drug to the individual. 

(2) REFILL.—The pharmacy may provide an 
additional 30-day supply of a drug if the 
pharmacy continues to be unable to locate 
the individual’s enrollment through such 
reasonable efforts or to bill for the prescrip-
tion through the plan serving as the national 
point of sale contractor when a prescription 
is presented on or after the date that a pre-
scription refill is appropriate, but in no case 
after December 31, 2006. 

(3) COST-SHARING.—The cost-sharing for a 
prescription filled pursuant to this sub-
section shall be cost-sharing provided for 
under section 1860D–14(a) of the Social Secu-
rity Act (42 U.S.C. 1395w–114(a)). 

(b) PRESUMPTIVE ELIGIBILITY.—An indi-
vidual shall be presumed to be a full-benefit 
dual eligible individual (as so defined) if the 
individual presents at the pharmacy with— 

(1) a government issued picture identifica-
tion card; 

(2) reliable evidence of Medicaid enroll-
ment, such as a Medicaid card, recent his-
tory of Medicaid billing in the pharmacy pa-
tient profile, or a copy of a current Medicaid 
award letter; and 

(3) reliable evidence of Medicare enroll-
ment, such as a Medicare identification card, 
a Medicare enrollment approval letter, a 
Medicare Summary Notice, or confirmation 
from an official Medicare hotline. 

(c) PAYMENTS TO PHARMACISTS.— 
(1) IN GENERAL.—The Secretary of Health 

and Human Services shall reimburse phar-
macists, to the extent that such pharmacists 
are not otherwise reimbursed by States or 
plans, for the costs incurred in complying 
with the requirements under subsection (a), 
including acquisition costs, dispensing costs, 
and other overhead costs. Such payments 
shall be made in a timely manner from the 
Medicare Prescription Drug Account under 
section 1860D–16 of the Social Security Act 
(42 U.S.C. 1395w–116) and shall be deemed to 
be payments from such Account under sub-
section (b) of such section. 

(2) RETROACTIVE APPLICATION TO BEGINNING 
OF 2006.—The costs incurred by a pharmacy 
which may be reimbursed under paragraph 
(1) shall include costs incurred during the pe-
riod beginning on January 1, 2006, and before 
the date of enactment of this Act. 

(d) RECOVERY OF COSTS FROM PLANS BY 
SECRETARY NOT PHARMACIES.—The Secretary 
of Health and Human Services shall establish 
a process for recovering the costs described 
in subsection (c)(1) from prescription drug 
plans (as defined in section 1860D–1(a)(3)(C) 
of the Social Security Act (42 U.S.C. 1394w– 
101(a)(3)(C))) and MA–PD plans (as defined in 
section 1860D–41(a)(14) of such Act (42 U.S.C. 
1395w–151(a)(14))) if the Secretary determines 
that such plans should have incurred such 
costs. Amounts recovered pursuant to the 
preceding sentence shall be deposited in the 
Medicare Prescription Drug Account de-
scribed in subsection (c)(1). 
SEC. lll. ENSURING THAT FULL-BENEFIT DUAL 

ELIGIBLE INDIVIDUALS ARE NOT 
OVERCHARGED. 

(a) IN GENERAL.—Section 1860D–14 of the 
Social Security Act (42 U.S.C. 1395w–114) is 
amended— 

(1) by redesignating subsection (d) as sub-
section (e); and 

(2) by inserting after subsection (c) the fol-
lowing new subsection: 

‘‘(d) ENSURING FULL-BENEFIT DUAL ELIGI-
BLE INDIVIDUALS ARE NOT OVERCHARGED.— 
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‘‘(1) IN GENERAL.—The Secretary shall, as 

soon a possible after the date of enactment 
of this subsection, establish processes for the 
following: 

‘‘(A) TRACKING INAPPROPRIATE PAYMENTS.— 
The Secretary shall track full-benefit dual 
eligible individuals enrolled in a prescription 
drug plan or an MA–PD plan to determine 
whether such individuals were inappropri-
ately subject under the plan to a deductible 
or cost-sharing that is greater than is re-
quired under section 1860D–14. 

‘‘(B) REDUCTION IN PAYMENTS TO PLANS AND 
REFUNDS TO INDIVIDUALS.—If the Secretary 
determines under subparagraph (A) that an 
individual was overcharged, the Secretary 
shall— 

‘‘(i) reduce payments to the sponsor of the 
prescription drug plan under section 1860D–15 
or to the organization offering the MA–PD 
plan under section 1853 that inappropriately 
charged the individual by an amount equal 
to the inappropriate charges; and 

‘‘(ii) refund such amount to the individual 
within 60 days of the determination that the 
individual was inappropriately charged. 
If the Secretary does not provide for the re-
fund under clause (i) within the 60 days pro-
vided for under such clause, interest at the 
rate established under section 6621(a)(1) of 
the Internal Revenue Code of 1986 shall be 
payable from the end of such 60-day period 
until the date of the refund. 

‘‘(2) REQUIREMENT.—The processes estab-
lished under paragraph (1) shall provide for 
the ability of an individual to notify the Sec-
retary if the individual believes that they 
were inappropriately subject under the plan 
to a deductible or cost-sharing that is great-
er than is required under section 1860D–14.’’. 

(b) REPORT TO CONGRESS.—Not later than 
January 1, 2007, the Secretary of Health and 
Human Services shall submit a report to 
Congress on the implementation of the proc-
esses established under subsection (d) of sec-
tion 1860D–14 of the Social Security Act (42 
U.S.C. 1395w–114), as added by subsection (a). 
SEC. lll. REIMBURSEMENT OF STATES FOR 

2006 TRANSITION COSTS. 
(a) REIMBURSEMENT.— 
(1) IN GENERAL.—Notwithstanding section 

1935(d) of the Social Security Act (42 U.S.C. 
1396u–5(d) or any other provision of law, the 
Secretary of Health and Human Services 
shall reimburse States for 100 percent of the 
costs incurred by the State during 2006 for 
covered part D drugs (as defined in section 
1860D–2(e) of such Act (42 U.S.C. 1395w– 
102(e))) for part D eligible individuals (as de-
fined in section 1860D–1(a)(3)(A) of the Social 
Security Act (42 U.S.C. 1394w–101(a)(3)(A))) 
which the State reasonably expected would 
have been covered under such part but were 
not because the individual was unable to ac-
cess on a timely basis prescription drug ben-
efits to which they were entitled under such 
part. Such payments shall be made from the 
Medicare Prescription Drug Account under 
section 1860D–16 of the Social Security Act 
(42 U.S.C. 1395w–116) and shall be deemed to 
be payments from such Account under sub-
section (b) of such section. 

(2) RETROACTIVE APPLICATION TO BEGINNING 
OF 2006.—The costs incurred by a State which 
may be reimbursed under paragraph (1) shall 
include costs incurred during the period be-
ginning on January 1, 2006, and before the 
date of enactment of this Act. 

(b) RECOVERY OF COSTS FROM PLANS BY 
SECRETARY NOT STATES.—The Secretary of 
Health and Human Services shall establish a 
process for recovering the costs described in 
subsection (a)(1) from prescription drug 
plans (as defined in section 1860D–1(a)(3)(C) 
of the Social Security Act (42 U.S.C. 1394w– 
101(a)(3)(C))) and MA–PD plans (as defined in 
section 1860D–41(a)(14) of such Act (42 U.S.C. 
1395w–151(a)(14))) if the Secretary determines 

that such plans should have incurred such 
costs. Amounts recovered pursuant to the 
preceding sentence shall be deposited in the 
Medicare Prescription Drug Account de-
scribed in subsection (a)(1). 

(c) STATE.—For purposes of this section, 
the term ‘‘State’’ includes the District of Co-
lumbia. 
SEC. lll. FACILITATION OF IDENTIFICATION 

AND ENROLLMENT THROUGH PHAR-
MACIES OF FULL-BENEFIT DUAL EL-
IGIBLE INDIVIDUALS IN THE MEDI-
CARE PART D DRUG PROGRAM. 

(a) IN GENERAL.—The Secretary of Health 
and Human Services shall provide for out-
reach and education to every pharmacy that 
has participated in the Medicaid program 
under title XIV of the Social Security Act, 
particularly independent pharmacies, on the 
following: 

(1) The needs of full-benefit dual eligible 
individuals and the challenges of meeting 
those needs. 

(2) The processes for the transition from 
Medicaid prescription drug coverage to cov-
erage under such part D for such individuals. 

(3) The processes established by the Sec-
retary to facilitate, at point of sale, identi-
fication of drug plan assignment of such pop-
ulation or enrollment of previously unidenti-
fied or new full-benefit dual eligible individ-
uals into Medicare part D prescription drug 
coverage, including how pharmacies can use 
such processes to help ensure that such pop-
ulation makes a successful transition to 
Medicare part D without a lapse in prescrip-
tion drug coverage. 

(b) HOLDING PHARMACIES HARMLESS FOR 
CERTAIN COSTS.— 

(1) IN GENERAL.—The Secretary of Health 
and Human Services shall provide for such 
payments to pharmacies as may be necessary 
to reimburse pharmacies fully for— 

(A) transaction fees associated with the 
point-of-sale facilitated identification and 
enrollment processes referred to in sub-
section (a)(3); and 

(B) costs associated with technology or 
software upgrades necessary to make any 
identification and enrollment inquiries as 
part of the processes under subsection (a)(3). 

(2) TIME.—Payments under paragraph (1) 
shall be made with respect to fees and costs 
incurred during the period beginning on De-
cember 1, 2005, and ending on June 1, 2006. 

(3) PAYMENTS FROM ACCOUNT.—Payments 
under paragraph (1) shall be made from the 
Medicare Prescription Drug Account under 
section 1860D–16 of the Social Security Act 
(42 U.S.C. 1395w–116) and shall be deemed to 
be payments from such Account under sub-
section (b) of such section. 
SEC. lll. STATE COVERAGE OF NON-FOR-

MULARY PRESCRIPTION DRUGS FOR 
FULL-BENEFIT DUAL ELIGIBLE INDI-
VIDUALS DURING 2006. 

(a) STATE COVERAGE OF NON-FORMULARY 
PRESCRIPTION DRUGS FOR FULL-BENEFIT DUAL 
ELIGIBLE INDIVIDUALS DURING 2006.—For pre-
scriptions filled during 2006, notwithstanding 
section 1935(d) of the Social Security Act (42 
U.S.C. 1396v(d)), a State (as defined for pur-
poses of title XIX of such Act) may provide 
(and receive Federal financial participation 
for) medical assistance under such title with 
respect to prescription drugs provided to a 
full-benefit dual eligible individual (as de-
fined in section 1935(c)(6) of such Act (42 
U.S.C. 1396v(c)(6)) that are not on the for-
mulary of the prescription drug plan under 
part D or the MA–PD plan under part C of 
title XVIII of such Act in which such indi-
vidual is enrolled. 

(b) APPLICATION.— 
(1) MEDICARE AS PRIMARY PAYER.—Nothing 

in subsection (a) shall be construed as chang-
ing or affecting the primary payer status of 
a prescription drug plan under part D or an 

MA–PD plan under part C of title XVIII of 
the Social Security Act with respect to pre-
scription drugs furnished to any full-benefit 
dual eligible individual (as defined in section 
1935(c)(6) of such Act (42 U.S.C. 1396v(c)(6)) 
during 2006. 

(2) THIRD PARTY LIABILITY.—Nothing in 
subsection (a) shall be construed as limiting 
the authority or responsibility of a State 
under section 1902(a)(25) of the Social Secu-
rity Act (42 U.S.C. 1396a(a)(25)) to seek reim-
bursement from a prescription drug plan, an 
MA–PD plan, or any other third party, of the 
costs incurred by the State in providing pre-
scription drug coverage during 2006. 
SEC. ll. PROTECTION FOR MEDICARE BENE-

FICIARIES WHO ENROLL IN THE 
PRESCRIPTION DRUG BENEFIT DUR-
ING 2006. 

(a) EXTENDED PERIOD OF OPEN ENROLLMENT 
DURING ALL OF 2006 WITHOUT LATE ENROLL-
MENT PENALTY.—Section 1851(e)(3)(B) of the 
Social Security Act (42 U.S.C. 1395w– 
21(e)(3)(B)) is amended— 

(1) in clause (iii), by striking ‘‘May 15, 
2006’’ and inserting ‘‘December 31, 2006’’; and 

(2) by adding at the end the following new 
sentence: 
‘‘An individual making an election during 
the period beginning on November 15, 2006, 
and ending on December 15, 2006, shall speci-
fy whether the election is to be effective 
with respect to 2006 or with respect to 2007 
(or both).’’. 

(b) ONE-TIME CHANGE OF PLAN ENROLLMENT 
FOR MEDICARE PRESCRIPTION DRUG BENEFIT 
DURING ALL OF 2006.— 

(1) IN GENERAL.—Section 1851(e) of the So-
cial Security Act (42 U.S.C. 1395w–21(e)) is 
amended— 

(A) in paragraph (2)(B)— 
(i) in the heading, by striking ‘‘FOR FIRST 6 

MONTHS’’; 
(ii) in clause (i), by striking ‘‘the first 6 

months of 2006,’’ and all that follows through 
‘‘is a Medicare+Choice eligible individual,’’ 
and inserting ‘‘2006,’’; and 

(iii) in clause (ii), by inserting ‘‘(other than 
during 2006)’’ after ‘‘paragraph (3)’’; and 

(B) in paragraph (4), by striking ‘‘2006’’ and 
inserting ‘‘2007’’ each place it appears. 

(2) CONFORMING AMENDMENT.—Section 
1860D–1(b)(1)(B)(iii) of the Social Security 
Act (42 U.S.C. 1395w–101(b)(1)(B)(iii)) is 
amended by striking ‘‘subparagraphs (B) and 
(C) of paragraph (2)’’ and inserting ‘‘para-
graph (2)(C)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the Medicare 
Prescription Drug, Improvement, and Mod-
ernization Act of 2003 (Public Law 108–173). 

SA 2731. Mr. GRASSLEY proposed an 
amendment to amendment SA 2707 pro-
posed by Mr. FRIST (for Mr. GRASSLEY 
(for himself and Mr. BAUCUS)) to the 
bill H.R. 4297, to provide for reconcili-
ation pursuant to section 201(b) of the 
concurrent resolution on the budget for 
fiscal year 2006; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. SENSE OF THE SENATE REGARDING 

THE MEDICARE PART D PRESCRIP-
TION DRUG PROGRAM. 

(a) FINDINGS.—The Senate finds the fol-
lowing: 

(1) It is not acceptable that startup issues 
under the new Medicare prescription drug 
program have resulted in some of our Na-
tion’s most vulnerable citizens having dif-
ficulties getting their prescription drugs 
covered under the program, and these issues 
must be addressed and resolved. 

(2) The Department of Health and Human 
Services and the Centers for Medicare & 
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Medicaid Services are working tirelessly to 
address these startup issues and have taken 
numerous steps to smooth the transition 
process. 

(3) All prescription drug plans under part D 
of title XVIII of the Social Security Act and 
MA–PD plans under part C of such title (in 
this section referred to as ‘‘Medicare pre-
scription drug plans’’) already have a ‘‘first 
fill’’ policy in place that provides a new en-
rollee with coverage for prescription drugs 
during at least the first 30 days of enroll-
ment regardless of whether the particular 
prescription drug is on the plan’s formulary, 
and the Centers for Medicare & Medicaid 
Services is enforcing this requirement. 

(4) Under current law, full-benefit dual eli-
gible individuals (as defined in section 
1935(c)(6) of the Social Security Act (42 
U.S.C. 1395u–5(c)(6)) are already automati-
cally enrolled into Medicare prescription 
drug coverage so no change in law is nec-
essary. 

(5) Medicare prescription drug plans are al-
ready responsible for covering the cost of 
covered prescriptions filled for enrollees, in-
cluding short term transition prescriptions. 

(6) Medicare prescription drug plans are al-
ready responsible for reimbursing any en-
rollee, including full-benefit dual eligible in-
dividuals, for any out-of-pocket costs in-
curred by the enrollee that should have been 
covered by the plan. 

(7) The Centers for Medicare & Medicaid 
Services is already reimbursing States for 
the reasonable administrative costs incurred 
by States that have temporarily covered 
some claims for prescription drug coverage 
during the transition period. 

(8) Enrollment is exceeding projections, 
with at least 24,000,000 Medicare beneficiaries 
who now have drug coverage and another 
90,000 are enrolling each day in the Medicare 
prescription drug program; 

(9) In addition, the Secretary of Health and 
Human Services has taken many other ac-
tions to smooth the implementation of the 
Medicare prescription drug program, includ-
ing the following: 

(A) Establishing processes to ensure that 
full-benefit dual eligible individuals are not 
overcharged for their prescriptions and to re-
quire Medicare prescription drug plans to re-
fund overcharges to such individuals. 

(B) Establishing a reconciliation process to 
ensure that Medicare prescription drug plans 
reimburse pharmacies for costs incurred by 
pharmacies that are payable by such plans. 

(C) Conducting extensive and continuing 
outreach to pharmacies and pharmacy asso-
ciations on the implementation of the Medi-
care prescription drug benefit, particularly 
with respect to full-benefit dual eligible indi-
viduals, as well as establishing a special 
pharmacy telephone help line. 

(D) Requiring Medicare prescription drug 
plans to have comprehensive formularies and 
procedures for enrollees to rapidly secure an 
exception to the limitation of coverage of a 
prescription drug when medical necessity is 
demonstrated. 

(E) Permitting full-benefit dual eligible in-
dividuals to switch Medicare prescription 
drug plan under the Medicare prescription 
drug benefit at any time, for any reason, and 
improving data flows and communication 
with plans to ensure that plan switches by 
such individuals become fully effective as 
quickly as possible. 

(F) Partnering with national, State, and 
local groups that work with full-benefit dual 
eligible individuals to educate such individ-
uals about the Medicare prescription drug 
program, and assisting in their transition to, 
and enrollment under, such program. 

(b) SENSE OF THE SENATE.—It is the sense 
of the Senate that— 

(1) the Secretary of Health and Human 
Services is making significant progress in 
smoothing the implementation of the new 
Medicare prescription drug program, legisla-
tion changing the program is not needed at 
this time, and legislation at this time would 
also likely complicate implementation of the 
program and confuse beneficiaries; 

(2) each of the implementation problems 
identified under the Medicare prescription 
drug program will be resolved more quickly 
through administrative actions, which the 
Secretary of Health and Human Services al-
ready has the authority to take under cur-
rent law, rather than through Congressional 
action followed by administrative action; 

(3) the Senate fully supports the efforts of 
the Secretary of Health and Human Services, 
Medicare prescription drug plans, phar-
macists, and others to implement the Medi-
care prescription drug program and to re-
solve problems that have occurred during the 
implementation of the program; and 

(4) the pace of enrollment in the Medicare 
prescription drug benefit indicates that ex-
tending the six-month enrollment period is 
not warranted at this time, and, by contrast, 
such an action could exacerbate implementa-
tion issues under the program. 

SA 2732. Mr. GRASSLEY proposed an 
amendment to amendment SA 2707 pro-
posed by Mr. FRIST (for Mr. GRASSLEY 
(for himself and Mr. BAUCUS)) to the 
bill H.R. 4297, to provide for reconcili-
ation pursuant to section 201(b) of the 
concurrent resolution on the budget for 
fiscal year 2006; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. FUNDING FOR VETERANS HEALTH 

CARE AND DISABILITY COMPENSA-
TION AND HOSPITAL INFRASTRUC-
TURE FOR VETERANS. 

(a) FUNDING FOR MEDICAL SERVICES.— 
(1) AUTHORIZATION OF APPROPRIATIONS.— 

There is hereby authorized to be appro-
priated for the Department of Veterans Af-
fairs for the Veterans Health Administration 
for Medical Care amounts as follows: 

(A) $900,000,000 for fiscal year 2006. 
(B) $1,300,000,000 for fiscal year 2007. 
(C) $1,500,000,000 for fiscal year 2008. 
(D) $1,600,000,000 for fiscal year 2009. 
(E) $1,600,000,000 for fiscal year 2010. 
(2) SUPPLEMENT NOT SUPPLANT.—The 

amounts authorized to be appropriated by 
this subsection are in addition to any other 
amounts authorized to be appropriated for 
the Veterans Health Administration for Med-
ical Care under any other provisions of law. 

(b) FUNDING FOR DISABILITY COMPENSATION 
BENEFITS.— 

(1) AUTHORIZATION OF APPROPRIATIONS.— 
There is hereby authorized to be appro-
priated for the Department of Veterans Af-
fairs for the Veterans Benefits Administra-
tion for Compensation and Pensions amounts 
as follows: 

(A) $2,300,000,000 for fiscal year 2006. 
(B) $2,700,000,000 for fiscal year 2007. 
(C) $3,000,000,000 for fiscal year 2008. 
(D) $3,000,000,000 for fiscal year 2009. 
(E) $3,000,000,000 for fiscal year 2010. 
(2) SUPPLEMENT NOT SUPPLANT.—The 

amounts authorized to be appropriated by 
this subsection are in addition to any other 
amounts authorized to be appropriated for 
the Veterans Benefits Administration for 
Compensation and Pensions under any other 
provisions of law. 

(c) FUNDING FOR INFRASTRUCTURE IMPROVE-
MENTS FOR HOSPITALS PROVIDING HEALTH 
CARE AND SERVICES TO VETERANS.— 

(1) ESTABLISHMENT OF FUND.—There is 
hereby established on the books of the Treas-
ury an account to be known as the ‘‘Veterans 

Hospital Improvement Fund’’ (in this sub-
section referred to as the ‘‘Fund’’). 

(2) ELEMENTS.—The Fund shall consist of 
the following: 

(A) $1,000,000,000, which shall be deposited 
in the Fund upon the enactment of this sub-
section. 

(B) Any other amounts authorized for 
transfer to or deposit in the Fund by law. 

(3) ADMINISTRATION.—The Funds shall be 
administered by the Secretary of Veterans 
Affairs. 

(4) USE OF FUNDS.— 
(A) IN GENERAL.—Amounts in the Fund 

shall be available expenditures for improve-
ments of health facilities treating veterans, 
including military medical treatment facili-
ties, medical centers and other facilities ad-
ministered by the Secretary of Veterans Af-
fairs for the provision of medical care and 
services to veterans, and other State, local, 
and private facilities providing medical care 
and services to veterans. 

(B) APPLICATION FOR FUNDS.—A non-Fed-
eral health facility seeking amounts from 
the Fund shall submit to the Secretary of 
Veterans Affairs an application therefor set-
ting forth such information as the Secretary 
shall require. 

(C) AVAILABILITY.—Amounts in the Fund 
shall remain available until expended. 

SA 2733. Mr. KENNEDY submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

On page 19 of the bill, strike lines 19 
through 22, and insert the following: 
SEC. 203. REPEAL OF STATE OPTIONS FOR AL-

TERNATIVE PREMIUMS AND COST 
SHARING AND FLEXIBILITY IN BEN-
EFIT PACKAGES UNDER THE MED-
ICAID PROGRAM. 

(a) REPEAL OF STATE OPTION FOR ALTER-
NATIVE PREMIUMS AND COST SHARING.— 

(1) REPEAL.—Section 1916A of the Social 
Security Act, as added by sections 6041(a), 
6042(a), and 6043(a) of the Deficit Reduction 
Act of 2005, is repealed. 

(2) CONFORMING AMENDMENTS.— 
(A) Subsection (y) of section 1903 of the So-

cial Security Act (42 U.S.C. 1396b), as added 
by section 6043(b) of the Deficit Reduction 
Act of 2005, is repealed. 

(B) Section 1916 of the Social Security Act 
(42 U.S.C. 1396o) is amended— 

(i) in subsection (f), by striking ‘‘and sec-
tion 1916A’’ after ‘‘(b)(3)’’; and 

(ii) by striking subsection (h). 
(C) Section 1938(c) of the Social Security 

Act, as added by section 6082 of the Deficit 
Reduction Act of 2005, is amended— 

(i) in paragraph (3), by striking ‘‘and 
1916A’’; and 

(ii) in paragraph (5), by striking ‘‘sections 
1916 and 1916A’’ and inserting ‘‘section 1916’’. 

(b) REPEAL OF STATE OPTION OF PROVIDING 
BENCHMARK BENEFIT PACKAGES.— 

(1) REPEAL.—Section 1937 of the Social Se-
curity Act, as added by section 6044(a) of the 
Deficit Reduction Act of 2005, is repealed. 

(2) CONFORMING AMENDMENTS.— 
(A) Sections 1938 and 1939 of the Social Se-

curity Act, as added and redesignated, re-
spectively, by section 6082 of the Deficit Re-
duction Act of 2005, are redesignated as sec-
tions 1937 and 1938, respectively, of the So-
cial Security Act. 

(B) 1937(b)(3) of the Social Security Act, as 
redesignated by subparagraph (A), is amend-
ed by inserting ‘‘(as added by section 6044(a) 
of S. 1932 of the 109th Congress, as passed by 
the Senate on December 21, 2005)’’. 
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CONGRESSIONAL RECORD — SENATES680 February 2, 2006 
(c) EFFECTIVE DATE.—The repeals and 

amendments made by subsections (a) and (b) 
shall take effect as if included in the enact-
ment of the Deficit Reduction Act of 2005. 
SEC. 203A. ADDITIONAL FUNDING FOR THE 

STATE CHILDREN’S HEALTH INSUR-
ANCE PROGRAM. 

(a) IN GENERAL.—Section 2104(a) of the So-
cial Security Act (42 U.S.C. 1397dd(a)) is 
amended— 

(1) in paragraph (9), by striking 
‘‘$4,050,000,000’’ and inserting ‘‘$6,550,000,000’’; 
and 

(2) in paragraph (10), by striking 
‘‘$5,000,000,000’’ and inserting ‘‘$7,500,000,000’’. 

(b) FUNDS IN ADDITION TO FUNDS PROVIDED 
TO ELIMINATE FISCAL YEAR 2006 SHORT-
FALLS.—The Secretary of Health and Human 
Services shall carry out subsection (d) of sec-
tion 2104 of the Social Security Act (42 
U.S.C. 1397dd(d)), as added by section 6101(a) 
of the Deficit Reduction Act of 2005, (includ-
ing the determination of a State’s allotment 
for fiscal year 2006 under paragraph (2)(C) of 
that subsection), without regard to the 
amendment made by subsection (a)(1) pro-
viding increased funding for State allot-
ments for fiscal year 2006. 

SA 2734. Mr. MENENDEZ (for himself 
and Mr. KENNEDY) submitted an 
amendment intended to be proposed by 
him to the bill H.R. 4297, to provide for 
reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; which 
was ordered to lie on the table; as fol-
lows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. HOPE SCHOLARSHIP CREDIT EX-

PANDED TO COVER EXPENSES FOR 
OTHER EDUCATIONAL EXPENSES. 

(a) EXPANSION OF CREDIT.— 
(1) IN GENERAL.—Sections 25A(b) is amend-

ed by striking ‘‘qualified tuition and related 
expenses’’ each place it appears and inserting 
‘‘qualified higher education expenses’’. 

(2) CONFORMING AMENDMENTS.— 
(A) Subsections (e) and (g)(1) of section 25A 

are each amended by inserting ‘‘or the quali-
fied higher education expenses’’ after ‘‘the 
qualified tuition and related expenses’’ each 
place it appears. 

(B) Paragraphs (2) and (3)(B) of section 
25A(g) are each amended by inserting ‘‘and 
qualified higher education expenses’’ after 
‘‘qualified tuition and related expenses’’ 
each place it appears. 

(C) Subsection (g)(4) of section 25A is 
amended by inserting ‘‘or qualified higher 
education expenses’’ after ‘‘qualified tuition 
and related expenses’’. 

(D) Section 6050S is amended by inserting 
‘‘and qualified higher education expenses’’ 
after ‘‘qualified tuition and related ex-
penses’’ each place it appears. 

(b) QUALIFIED HIGHER EDUCATION EX-
PENSES.—Section 25A(f) is amended by add-
ing at the end the following new paragraph: 

‘‘(3) QUALIFIED HIGHER EDUCATION EX-
PENSES.— 

‘‘(A) IN GENERAL.—The term ‘qualified 
higher education expenses’ means the tui-
tion, fees, books, supplies, and equipment re-
quired for the enrollment or attendance of— 

‘‘(i) the taxpayer, 
‘‘(ii) the taxpayer’s spouse, or 
‘‘(iii) any dependent of the taxpayer with 

respect to whom the taxpayer is allowed a 
deduction under section 151, 
at an eligible educational institution for 
courses of instruction of such individual at 
such institution. 

‘‘(B) SPECIAL NEEDS SERVICES.—In the case 
of an individual described in subparagraph 

(A) with special needs, such term includes 
expenses for special needs services which are 
incurred in connection with such enrollment 
or attendance. 

‘‘(C) ROOM AND BOARD.— 
‘‘(i) IN GENERAL.—Such term shall also in-

clude reasonable costs for such period in-
curred by an individual described in subpara-
graph (A) for room and board while attend-
ing such institution. 

‘‘(ii) LIMITATION.—The amount treated as 
qualified higher education expenses by rea-
son of clause (i) shall not exceed— 

‘‘(I) the allowance (applicable to the indi-
vidual) for room and board included in the 
cost of attendance (as defined in section 472 
of the Higher Education Act of 1965 (20 U.S.C. 
1087ll), as in effect on the date of the enact-
ment of the Economic Growth and Tax Relief 
Reconciliation Act of 2001) as determined by 
the eligible educational institution for such 
period, or 

‘‘(II) if greater, the actual invoice amount 
the student residing in housing owned or op-
erated by the eligible educational institution 
is charged by such institution for room and 
board costs for such period.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
paid after December 31, 2005, (in taxable 
years ending after such date) for education 
furnished in academic periods beginning 
after such date. 
SEC. ll. MODIFICATION OF EFFECTIVE DATE OF 

LEASING PROVISIONS OF THE AMER-
ICAN JOBS CREATION ACT OF 2004 
FOR FOREIGN ENTITITES . 

(a) IN GENERAL.—Section 849(b)(3) of the 
American Jobs Creation Act of 2004, as 
amended by this Act, is amended by striking 
‘‘December 31, 2005’’ and inserting ‘‘Decem-
ber 31, 2004’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the enactment of the American 
Jobs Creation Act of 2004. 

SA 2735. Mr. DODD (for himself, Mr. 
KENNEDY, Mr. KERRY, Mr. LAUTENBERG, 
Mrs. BOXER, Ms. MIKULSKI, Mr. AKAKA, 
Mr. REED, and Mr. SALAZAR) proposed 
an amendment to amendment SA 2707 
proposed by Mr. FRIST (for Mr. GRASS-
LEY (for himself and Mr. BAUCUS)) to 
the bill H.R. 4297, to provide for rec-
onciliation pursuant to section 201(b) 
of the concurrent resolution on the 
budget for fiscal year 2006; as follows: 

At the appropriate place, insert the fol-
lowing: 
SEC. ll. FUNDING FOR VETERANS HEALTH 

CARE AND DISABILITY COMPENSA-
TION AND HOSPITAL INFRASTRUC-
TURE FOR VETERANS. 

(a) FUNDING FOR MEDICAL SERVICES.— 
(1) AUTHORIZATION OF APPROPRIATIONS.— 

There is hereby authorized to be appro-
priated for the Department of Veterans Af-
fairs for the Veterans Health Administration 
for Medical Care amounts as follows: 

(A) $900,000,000 for fiscal year 2006. 
(B) $1,300,000,000 for fiscal year 2007. 
(C) $1,500,000,000 for fiscal year 2008. 
(D) $1,600,000,000 for fiscal year 2009. 
(E) $1,600,000,000 for fiscal year 2010. 
(2) SUPPLEMENT NOT SUPPLANT.—The 

amounts authorized to be appropriated by 
this subsection are in addition to any other 
amounts authorized to be appropriated for 
the Veterans Health Administration for Med-
ical Care under any other provisions of law. 

(b) FUNDING FOR DISABILITY COMPENSATION 
BENEFITS.— 

(1) AUTHORIZATION OF APPROPRIATIONS.— 
There is hereby authorized to be appro-
priated for the Department of Veterans Af-

fairs for the Veterans Benefits Administra-
tion for Compensation and Pensions amounts 
as follows: 

(A) $2,300,000,000 for fiscal year 2006. 
(B) $2,700,000,000 for fiscal year 2007. 
(C) $3,000,000,000 for fiscal year 2008. 
(D) $3,000,000,000 for fiscal year 2009. 
(E) $3,000,000,000 for fiscal year 2010. 
(2) SUPPLEMENT NOT SUPPLANT.—The 

amounts authorized to be appropriated by 
this subsection are in addition to any other 
amounts authorized to be appropriated for 
the Veterans Benefits Administration for 
Compensation and Pensions under any other 
provisions of law. 

(c) FUNDING FOR INFRASTRUCTURE IMPROVE-
MENTS FOR HOSPITALS PROVIDING HEALTH 
CARE AND SERVICES TO VETERANS.— 

(1) ESTABLISHMENT OF FUND.—There is 
hereby established on the books of the Treas-
ury an account to be known as the ‘‘Veterans 
Hospital Improvement Fund’’ (in this sub-
section referred to as the ‘‘Fund’’). 

(2) ELEMENTS.—The Fund shall consist of 
the following: 

(A) $1,000,000,000, which shall be deposited 
in the Fund upon the enactment of this sub-
section. 

(B) Any other amounts authorized for 
transfer to or deposit in the Fund by law. 

(3) ADMINISTRATION.—The Funds shall be 
administered by the Secretary of Veterans 
Affairs. 

(4) USE OF FUNDS.— 
(A) IN GENERAL.—Amounts in the Fund 

shall be available expenditures for improve-
ments of health facilities treating veterans, 
including military medical treatment facili-
ties, medical centers and other facilities ad-
ministered by the Secretary of Veterans Af-
fairs for the provision of medical care and 
services to veterans, and other State, local, 
and private facilities providing medical care 
and services to veterans. 

(B) APPLICATION FOR FUNDS.—A non-Fed-
eral health facility seeking amounts from 
the Fund shall submit to the Secretary of 
Veterans Affairs an application therefor set-
ting forth such information as the Secretary 
shall require. 

(C) AVAILABILITY.—Amounts in the Fund 
shall remain available until expended. 

(d) OFFSET THROUGH MODIFICATION OF TAX 
RATES ON CAPITAL GAINS AND DIVIDENDS FOR 
INDIVIDUALS WITH $1,000,000 OR MORE OF TAX-
ABLE INCOME.— 

(1) IN GENERAL.—Section 1(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(12) MODIFIED RATES FOR INDIVIDUALS WITH 
$1,000,000 OR MORE OF TAXABLE INCOME.—If a 
taxpayer has taxable income of $1,000,000 or 
more for any taxable year— 

‘‘(A) paragraph (11) (relating to dividends 
taxed as capital gain) shall not apply to any 
qualified dividend income of the taxpayer for 
the taxable year, and 

‘‘(B) paragraph (1)(C) shall be applied by 
substituting ‘20 percent’ for ‘15 percent’ with 
respect to the adjusted net capital gain of 
the taxpayer for the taxable year, deter-
mined by only taking into account gain or 
loss properly allocable to the portion of the 
taxable year after December 31, 2006.’’ 

(2) APPLICATION TO MINIMUM TAX.—Section 
55(b)(3) is amended by adding at the end the 
following new sentence: ‘‘In the case of a 
taxpayer with alternative minimum taxable 
income of $1,000,000 or more for any taxable 
year, the rules of section 1(h)(12) shall apply 
for purposes of this paragraph.’’ 

(3) EFFECTIVE DATES.— 
(A) CAPITAL GAINS.—Section 1(h)(12)(B) of 

the Internal Revenue Code of 1986 (as added 
by paragraph (1)) shall apply to taxable years 
beginning after December 31, 2006. 

(B) DIVIDEND RATES.—Section 1(h)(12)(A) of 
such Code (as added by paragraph (1)) shall 
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apply to dividends received after December 
31, 2006. 

(4) APPLICATION OF JGTRRA SUNSET.—The 
amendments made by this subsection shall 
be subject to section 303 of the Jobs and 
Growth Tax Relief Reconciliation Act of 2003 
to the same extent and in the same manner 
as the provision of such Act to which such 
amendment relates. 

SA 2736. Mr. GRASSLEY proposed an 
amendment to amendment SA 2707 pro-
posed by Mr. FRIST (for Mr. GRASSLEY 
(for himself and Mr. BAUCUS)) to the 
bill H.R. 4297, to provide for reconcili-
ation pursuant to section 201(b) of the 
concurrent resolution on the budget for 
fiscal year 2006; as follows: 

At the appropriate place: 
TITLE IV—STRENGTHENING AMERICA’S 

MILITARY 
SEC. 401. SHORT TITLE. 

This title may be cited as the ‘‘Strength-
ening America’s Military Act’’. 

Subtitle A—Military Funding 
SEC. 402. FUNDING FOR MILITARY OPERATIONS. 

There is appropriated, out of any money in 
the Treasury which is not otherwise appro-
priated, for the fiscal years 2006 through 2010, 
the following amounts, to be used for reset-
ting and recapitalizing equipment being used 
in theaters of operations: 

(1) $16,900,000,000 for operations and main-
tenance of the Army. 

(2) $1,800,000,000 for aircraft for the Army. 
(3) $6,300,000,000 for other Army procure-

ment. 
(4) $10,000,000,000 for wheeled and tracked 

combat vehicles for the Army. 
(5) $467,000,000 for the Army working cap-

ital fund. 
(6) $6,000,000 for missiles for the Depart-

ment of Defense. 
(7) $100,000,000 for defense wide procure-

ment for the Department of Defense. 
(8) $4,500,000,000 for Marine Corps procure-

ment. 
(9) $4,500,000,000 for operations and mainte-

nance of the Marine Corps. 
(10) $2,700,000,000 for Navy aircraft procure-

ment. 

SA 2737. Mr. REED (for himself, Ms. 
STABENOW, Mr. LAUTENBERG, Mrs. CLIN-
TON, Mr. KERRY, and Mr. SALAZAR) pro-
posed an amendment to amendment SA 
2707 proposed by Mr. FRIST (for Mr. 
GRASSLEY (for himself and Mr. BAU-
CUS)) to the bill H.R. 4297, to provide 
for reconciliation pursuant to section 
201(b) of the concurrent resolution on 
the budget for fiscal year 2006; as fol-
lows: 

On page 28, after line 11, insert the fol-
lowing: 

TITLE IV—STRENGTHENING AMERICA’S 
MILITARY 

SEC. 401. SHORT TITLE. 
This title may be cited as the ‘‘Strength-

ening America’s Military Act’’. 
Subtitle A—Military Funding 

SEC. 411. FUNDING FOR MILITARY OPERATIONS. 
There is appropriated, out of any money in 

the Treasury which is not otherwise appro-
priated, for the fiscal years 2006 through 2010, 
the following amounts, to be used for reset-
ting and recapitalizing equipment being used 
in theaters of operations: 

(1) $16,900,000,000 for operations and main-
tenance of the Army. 

(2) $1,800,000,000 for aircraft for the Army. 
(3) $6,300,000,000 for other Army procure-

ment. 

(4) $10,000,000,000 for wheeled and tracked 
combat vehicles for the Army. 

(5) $467,000,000 for the Army working cap-
ital fund. 

(6) $6,000,000 for missiles for the Depart-
ment of Defense. 

(7) $100,000,000 for defense wide procure-
ment for the Department of Defense. 

(8) $4,500,000,000 for Marine Corps procure-
ment. 

(9) $4,500,000,000 for operations and mainte-
nance of the Marine Corps. 

(10) $2,700,000,000 for Navy aircraft procure-
ment. 
Subtitle B—Repeal of Extension of Tax Rate 

for Capital Gains and Dividends 
SEC. 421. REPEAL OF EXTENSION OF TAX RATE 

FOR CAPITAL GAINS AND DIVI-
DENDS. 

The amendment made by section 203 of this 
Act is repealed. 

Subtitle C—Provisions Relating to Tax 
Shelters 

SEC. 431. CLARIFICATION OF ECONOMIC SUB-
STANCE DOCTRINE. 

(a) IN GENERAL.—Section 7701 is amended 
by redesignating subsection (o) as subsection 
(p) and by inserting after subsection (n) the 
following new subsection: 

‘‘(o) CLARIFICATION OF ECONOMIC SUBSTANCE 
DOCTRINE; ETC.— 

‘‘(1) GENERAL RULES.— 
‘‘(A) IN GENERAL.—In any case in which a 

court determines that the economic sub-
stance doctrine is relevant for purposes of 
this title to a transaction (or series of trans-
actions), such transaction (or series of trans-
actions) shall have economic substance only 
if the requirements of this paragraph are 
met. 

‘‘(B) DEFINITION OF ECONOMIC SUBSTANCE.— 
For purposes of subparagraph (A)— 

‘‘(i) IN GENERAL.—A transaction has eco-
nomic substance only if— 

‘‘(I) the transaction changes in a meaning-
ful way (apart from Federal tax effects) the 
taxpayer’s economic position, and 

‘‘(II) the taxpayer has a substantial nontax 
purpose for entering into such transaction 
and the transaction is a reasonable means of 
accomplishing such purpose. 
In applying subclause (II), a purpose of 
achieving a financial accounting benefit 
shall not be taken into account in deter-
mining whether a transaction has a substan-
tial nontax purpose if the origin of such fi-
nancial accounting benefit is a reduction of 
income tax. 

‘‘(ii) SPECIAL RULE WHERE TAXPAYER RELIES 
ON PROFIT POTENTIAL.—A transaction shall 
not be treated as having economic substance 
by reason of having a potential for profit un-
less— 

‘‘(I) the present value of the reasonably ex-
pected pre-tax profit from the transaction is 
substantial in relation to the present value 
of the expected net tax benefits that would 
be allowed if the transaction were respected, 
and 

‘‘(II) the reasonably expected pre-tax profit 
from the transaction exceeds a risk-free rate 
of return. 

‘‘(C) TREATMENT OF FEES AND FOREIGN 
TAXES.—Fees and other transaction expenses 
and foreign taxes shall be taken into account 
as expenses in determining pre-tax profit 
under subparagraph (B)(ii). 

‘‘(2) SPECIAL RULES FOR TRANSACTIONS WITH 
TAX-INDIFFERENT PARTIES.— 

‘‘(A) SPECIAL RULES FOR FINANCING TRANS-
ACTIONS.—The form of a transaction which is 
in substance the borrowing of money or the 
acquisition of financial capital directly or 
indirectly from a tax-indifferent party shall 
not be respected if the present value of the 
deductions to be claimed with respect to the 
transaction is substantially in excess of the 

present value of the anticipated economic re-
turns of the person lending the money or 
providing the financial capital. A public of-
fering shall be treated as a borrowing, or an 
acquisition of financial capital, from a tax- 
indifferent party if it is reasonably expected 
that at least 50 percent of the offering will be 
placed with tax-indifferent parties. 

‘‘(B) ARTIFICIAL INCOME SHIFTING AND BASIS 
ADJUSTMENTS.—The form of a transaction 
with a tax-indifferent party shall not be re-
spected if— 

‘‘(i) it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
such party’s economic income or gain, or 

‘‘(ii) it results in a basis adjustment or 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 

‘‘(3) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this subsection— 

‘‘(A) ECONOMIC SUBSTANCE DOCTRINE.—The 
term ‘economic substance doctrine’ means 
the common law doctrine under which tax 
benefits under subtitle A with respect to a 
transaction are not allowable if the trans-
action does not have economic substance or 
lacks a business purpose. 

‘‘(B) TAX-INDIFFERENT PARTY.—The term 
‘tax-indifferent party’ means any person or 
entity not subject to tax imposed by subtitle 
A. A person shall be treated as a tax-indif-
ferent party with respect to a transaction if 
the items taken into account with respect to 
the transaction have no substantial impact 
on such person’s liability under subtitle A. 

‘‘(C) EXCEPTION FOR PERSONAL TRANS-
ACTIONS OF INDIVIDUALS.—In the case of an 
individual, this subsection shall apply only 
to transactions entered into in connection 
with a trade or business or an activity en-
gaged in for the production of income. 

‘‘(D) TREATMENT OF LESSORS.—In applying 
paragraph (1)(B)(ii) to the lessor of tangible 
property subject to a lease— 

‘‘(i) the expected net tax benefits with re-
spect to the leased property shall not include 
the benefits of— 

‘‘(I) depreciation, 
‘‘(II) any tax credit, or 
‘‘(III) any other deduction as provided in 

guidance by the Secretary, and 
‘‘(ii) subclause (II) of paragraph (1)(B)(ii) 

shall be disregarded in determining whether 
any of such benefits are allowable. 

‘‘(4) OTHER COMMON LAW DOCTRINES NOT AF-
FECTED.—Except as specifically provided in 
this subsection, the provisions of this sub-
section shall not be construed as altering or 
supplanting any other rule of law, and the 
requirements of this subsection shall be con-
strued as being in addition to any such other 
rule of law. 

‘‘(5) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this subsection. Such regulations 
may include exemptions from the applica-
tion of this subsection.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 432. PENALTY FOR UNDERSTATEMENTS AT-

TRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

(a) IN GENERAL.—Subchapter A of chapter 
68 is amended by inserting after section 
6662A the following new section: 
‘‘SEC. 6662B. PENALTY FOR UNDERSTATEMENTS 

ATTRIBUTABLE TO TRANSACTIONS 
LACKING ECONOMIC SUBSTANCE, 
ETC. 

‘‘(a) IMPOSITION OF PENALTY.—If a taxpayer 
has an noneconomic substance transaction 
understatement for any taxable year, there 
shall be added to the tax an amount equal to 
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40 percent of the amount of such understate-
ment. 

‘‘(b) REDUCTION OF PENALTY FOR DISCLOSED 
TRANSACTIONS.—Subsection (a) shall be ap-
plied by substituting ‘20 percent’ for ‘40 per-
cent’ with respect to the portion of any non-
economic substance transaction understate-
ment with respect to which the relevant 
facts affecting the tax treatment of the item 
are adequately disclosed in the return or a 
statement attached to the return. 

‘‘(c) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sec-
tion— 

‘‘(1) IN GENERAL.—The term ‘noneconomic 
substance transaction understatement’ 
means any amount which would be an under-
statement under section 6662A(b)(1) if section 
6662A were applied by taking into account 
items attributable to noneconomic sub-
stance transactions rather than items to 
which section 6662A would apply without re-
gard to this paragraph. 

‘‘(2) NONECONOMIC SUBSTANCE TRANS-
ACTION.—The term ‘noneconomic substance 
transaction’ means any transaction if— 

‘‘(A) there is a lack of economic substance 
(within the meaning of section 7701(o)(1)) for 
the transaction giving rise to the claimed 
benefit or the transaction was not respected 
under section 7701(o)(2), or 

‘‘(B) the transaction fails to meet the re-
quirements of any similar rule of law. 

‘‘(d) RULES APPLICABLE TO COMPROMISE OF 
PENALTY.— 

‘‘(1) IN GENERAL.—If the 1st letter of pro-
posed deficiency which allows the taxpayer 
an opportunity for administrative review in 
the Internal Revenue Service Office of Ap-
peals has been sent with respect to a penalty 
to which this section applies, only the Com-
missioner of Internal Revenue may com-
promise all or any portion of such penalty. 

‘‘(2) APPLICABLE RULES.—The rules of para-
graphs (2) and (3) of section 6707A(d) shall 
apply for purposes of paragraph (1). 

‘‘(e) COORDINATION WITH OTHER PEN-
ALTIES.—Except as otherwise provided in this 
part, the penalty imposed by this section 
shall be in addition to any other penalty im-
posed by this title. 

‘‘(f) CROSS REFERENCES.— 
‘‘(1) For coordination of penalty with un-

derstatements under section 6662 and other 
special rules, see section 6662A(e) 

‘‘(2) For reporting of penalty imposed 
under this section to the Securities and Ex-
change Commission, see section 6707A(e)’’. 

(b) COORDINATION WITH OTHER UNDERSTATE-
MENTS AND PENALTIES.— 

(1) The second sentence of section 
6662(d)(2)(A) is amended by inserting ‘‘and 
without regard to items with respect to 
which a penalty is imposed by section 6662B’’ 
before the period at the end. 

(2) Subsection (e) of section 6662A is 
amended— 

(A) in paragraph (1), by inserting ‘‘and non-
economic substance transaction understate-
ments’’ after ‘‘reportable transaction under-
statements’’ both places it appears, 

(B) in paragraph (2)(A), by inserting ‘‘and a 
noneconomic substance transaction under-
statement’’ after ‘‘reportable transaction un-
derstatement’’, 

(C) in paragraph (2)(B), by inserting ‘‘6662B 
or’’ before ‘‘6663’’, 

(D) in paragraph (2)(C)(i), by inserting ‘‘or 
section 6662B’’ before the period at the end, 

(E) in paragraph (2)(C)(ii), by inserting 
‘‘and section 6662B’’ after ‘‘This section’’, 

(F) in paragraph (3), by inserting ‘‘or non-
economic substance transaction understate-
ment’’ after ‘‘reportable transaction under-
statement’’, and 

(G) by adding at the end the following new 
paragraph: 

‘‘(4) NONECONOMIC SUBSTANCE TRANSACTION 
UNDERSTATEMENT.—For purposes of this sub-
section, the term ‘noneconomic substance 
transaction understatement’ has the mean-
ing given such term by section 6662B(c).’’. 

(3) Subsection (e) of section 6707A is 
amended— 

(A) by striking ‘‘or’’ at the end of subpara-
graph (B), and 

(B) by striking subparagraph (C) and in-
serting the following new subparagraphs: 

‘‘(C) is required to pay a penalty under sec-
tion 6662B with respect to any noneconomic 
substance transaction, or 

‘‘(D) is required to pay a penalty under sec-
tion 6662(h) with respect to any transaction 
and would (but for section 6662A(e)(2)(C)) 
have been subject to penalty under section 
6662A at a rate prescribed under section 
6662A(c) or under section 6662B,’’. 

(c) CLERICAL AMENDMENT.—The table of 
sections for part II of subchapter A of chap-
ter 68 is amended by inserting after the item 
relating to section 6662A the following new 
item: 

‘‘Sec. 6662B. Penalty for understatements 
attributable to transactions 
lacking economic substance, 
etc’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 433. DENIAL OF DEDUCTION FOR INTEREST 

ON UNDERPAYMENTS ATTRIB-
UTABLE TO NONECONOMIC SUB-
STANCE TRANSACTIONS. 

(a) IN GENERAL.—Section 163(m) (relating 
to interest on unpaid taxes attributable to 
nondisclosed reportable transactions) is 
amended— 

(1) by striking ‘‘attributable’’ and all that 
follows and inserting the following: ‘‘attrib-
utable to— 

‘‘(1) the portion of any reportable trans-
action understatement (as defined in section 
6662A(b)) with respect to which the require-
ment of section 6664(d)(2)(A) is not met, or 

‘‘(2) any noneconomic substance trans-
action understatement (as defined in section 
6662B(c)).’’, and 

(2) by inserting ‘‘AND NONECONOMIC SUB-
STANCE TRANSACTIONS’’ in the heading there-
of after ‘‘TRANSACTIONS’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions after the date of the enactment of 
this Act in taxable years ending after such 
date. 
SEC. 434. MODIFICATIONS OF EFFECTIVE DATES 

OF LEASING PROVISIONS OF THE 
AMERICAN JOBS CREATION ACT OF 
2004. 

(a) IN GENERAL.—Section 849(b) of the 
American Jobs Creation Act of 2004 is 
amended by striking paragraphs (1) and (2), 
by redesignating paragraphs (3) and (4) as 
paragraphs (1) and (2), respectively, and by 
adding at the end the following new para-
graph: 

‘‘(3) LEASES TO FOREIGN ENTITIES.—In the 
case of tax-exempt use property leased to a 
tax-exempt entity which is a foreign person 
or entity, the amendments made by this part 
shall apply to taxable years beginning after 
December 31, 2004, with respect to leases en-
tered into on or before March 12, 2004.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the American 
Jobs Creation Act of 2004. 
SEC. 435. REVALUATION OF LIFO INVENTORIES 

OF LARGE INTEGRATED OIL COMPA-
NIES. 

(a) GENERAL RULE.—Notwithstanding any 
other provision of law, if a taxpayer is an ap-
plicable integrated oil company for its last 

taxable year ending in calendar year 2005, 
the taxpayer shall— 

(1) increase, effective as of the close of 
such taxable year, the value of each historic 
LIFO layer of inventories of crude oil, nat-
ural gas, or any other petroleum product 
(within the meaning of section 4611) by the 
layer adjustment amount, and 

(2) decrease its cost of goods sold for such 
taxable year by the aggregate amount of the 
increases under paragraph (1). 
If the aggregate amount of the increases 
under paragraph (1) exceed the taxpayer’s 
cost of goods sold for such taxable year, the 
taxpayer’s gross income for such taxable 
year shall be increased by the amount of 
such excess. 

(b) LAYER ADJUSTMENT AMOUNT.—For pur-
poses of this section— 

(1) IN GENERAL.—The term ‘‘layer adjust-
ment amount’’ means, with respect to any 
historic LIFO layer, the product of— 

(A) $18.75, and 
(B) the number of barrels of crude oil (or in 

the case of natural gas or other petroleum 
products, the number of barrel-of-oil equiva-
lents) represented by the layer. 

(2) BARREL-OF-OIL EQUIVALENT.—The term 
‘‘barrel-of-oil equivalent’’ has the meaning 
given such term by section 29(d)(5) (as in ef-
fect before its redesignation by the Energy 
Tax Incentives Act of 2005). 

(c) APPLICATION OF REQUIREMENT.— 
(1) NO CHANGE IN METHOD OF ACCOUNTING.— 

Any adjustment required by this section 
shall not be treated as a change in method of 
accounting. 

(2) UNDERPAYMENTS OF ESTIMATED TAX.—No 
addition to the tax shall be made under sec-
tion 6655 of the Internal Revenue Code of 1986 
(relating to failure by corporation to pay es-
timated tax) with respect to any under-
payment of an installment required to be 
paid with respect to the taxable year de-
scribed in subsection (a) to the extent such 
underpayment was created or increased by 
this section. 

(d) APPLICABLE INTEGRATED OIL COM-
PANY.—For purposes of this section, the term 
‘‘applicable integrated oil company’’ means 
an integrated oil company (as defined in sec-
tion 291(b)(4) of the Internal Revenue Code of 
1986) which— 

(1) had gross receipts in excess of 
$1,000,000,000 for its last taxable year ending 
during calendar year 2005, and 

(2) uses the last-in, first-out (LIFO) meth-
od of accounting with respect to its crude oil 
inventories for such taxable year. 
For purposes of paragraph (1), all persons 
treated as a single employer under sub-
sections (a) and (b) of section 52 of the Inter-
nal Revenue Code of 1986 shall be treated as 
1 person and, in the case of a short taxable 
year, the rule under section 448(c)(3)(B) shall 
apply. 
SEC. 436. MODIFICATION OF EFFECTIVE DATE OF 

EXCEPTION FROM SUSPENSION 
RULES FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS. 

(a) IN GENERAL.—Paragraph (2) of section 
903(d) of the American Jobs Creation Act of 
2004 is amended to read as follows: 

‘‘(2) EXCEPTION FOR REPORTABLE OR LISTED 
TRANSACTIONS.— 

‘‘(A) IN GENERAL.—The amendments made 
by subsection (c) shall apply with respect to 
interest accruing after October 3, 2004. 

‘‘(B) SPECIAL RULE FOR CERTAIN LISTED AND 
REPORTABLE TRANSACTIONS.— 

‘‘(i) IN GENERAL.—Except as provided in 
clause (ii), the amendments made by sub-
section (c) shall also apply with respect to 
interest accruing on or before October 3, 
2004. 

‘‘(ii) PARTICIPANTS IN SETTLEMENT INITIA-
TIVES.—Clause (i) shall not apply to any 
transaction if, as of January 23, 2006— 
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‘‘(I) the taxpayer is participating in a set-

tlement initiative described in Internal Rev-
enue Service Announcement 2005-80 with re-
spect to such transaction, or 

‘‘(II) the taxpayer has entered into a set-
tlement agreement pursuant to such an ini-
tiative. 

‘‘(iii) TERMINATION OF EXCEPTION.—Clause 
(ii)(I) shall not apply to any taxpayer if, 
after January 23, 2006, the taxpayer with-
draws from, or terminates, participation in 
the initiative or the Secretary of the Treas-
ury or the Secretary’s delegate determines 
that a settlement agreement will not be 
reached pursuant to the initiative within a 
reasonable period of time.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall take effect as if 
included in the provisions of the American 
Jobs Creation Act of 2004 to which it relates. 
SEC. 437. DOUBLING OF CERTAIN PENALTIES, 

FINES, AND INTEREST ON UNDER-
PAYMENTS RELATED TO CERTAIN 
OFFSHORE FINANCIAL ARRANGE-
MENTS. 

(a) DETERMINATION OF PENALTY.— 
(1) IN GENERAL.—Notwithstanding any 

other provision of law, in the case of an ap-
plicable taxpayer— 

(A) the determination as to whether any 
interest or applicable penalty is to be im-
posed with respect to any arrangement de-
scribed in paragraph (2), or to any under-
payment of Federal income tax attributable 
to items arising in connection with any such 
arrangement, shall be made without regard 
to the rules of subsections (b), (c), and (d) of 
section 6664 of the Internal Revenue Code of 
1986, and 

(B) if any such interest or applicable pen-
alty is imposed, the amount of such interest 
or penalty shall be equal to twice that deter-
mined without regard to this section. 

(2) APPLICABLE TAXPAYER.—For purposes of 
this subsection— 

(A) IN GENERAL.—The term ‘‘applicable 
taxpayer’’ means a taxpayer which— 

(i) has underreported its United States in-
come tax liability with respect to any item 
which directly or indirectly involves— 

(I) any financial arrangement which in any 
manner relies on the use of offshore payment 
mechanisms (including credit, debit, or 
charge cards) issued by banks or other enti-
ties in foreign jurisdictions, or 

(II) any offshore financial arrangement (in-
cluding any arrangement with foreign banks, 
financial institutions, corporations, partner-
ships, trusts, or other entities), and 

(ii) has neither signed a closing agreement 
pursuant to the Voluntary Offshore Compli-
ance Initiative established by the Depart-
ment of the Treasury under Revenue Proce-
dure 2003-11 nor voluntarily disclosed its par-
ticipation in such arrangement by notifying 
the Internal Revenue Service of such ar-
rangement prior to the issue being raised by 
the Internal Revenue Service during an ex-
amination. 

(B) AUTHORITY TO WAIVE.—The Secretary of 
the Treasury or the Secretary’s delegate 
may waive the application of paragraph (1) 
to any taxpayer if the Secretary or the Sec-
retary’s delegate determines that the use of 
such offshore payment mechanisms is inci-
dental to the transaction and, in addition, in 
the case of a trade or business, such use is 
conducted in the ordinary course of the type 
of trade or business of the taxpayer. 

(C) ISSUES RAISED.—For purposes of sub-
paragraph (A)(ii), an item shall be treated as 
an issue raised during an examination if the 
individual examining the return— 

(i) communicates to the taxpayer knowl-
edge about the specific item, or 

(ii) has made a request to the taxpayer for 
information and the taxpayer could not 
make a complete response to that request 

without giving the examiner knowledge of 
the specific item. 

(b) DEFINITIONS AND RULES.—For purposes 
of this section— 

(1) APPLICABLE PENALTY.—The term ‘‘appli-
cable penalty’’ means any penalty, addition 
to tax, or fine imposed under chapter 68 of 
the Internal Revenue Code of 1986. 

(2) FEES AND EXPENSES.—The Secretary of 
the Treasury may retain and use an amount 
not in excess of 25 percent of all additional 
interest, penalties, additions to tax, and 
fines collected under this section to be used 
for enforcement and collection activities of 
the Internal Revenue Service. The Secretary 
shall keep adequate records regarding 
amounts so retained and used. The amount 
credited as paid by any taxpayer shall be de-
termined without regard to this paragraph. 

(c) REPORT BY SECRETARY.—The Secretary 
shall each year conduct a study and report to 
Congress on the implementation of this sec-
tion during the preceding year, including 
statistics on the number of taxpayers af-
fected by such implementation and the 
amount of interest and applicable penalties 
asserted, waived, and assessed during such 
preceding year. 

(d) EFFECTIVE DATE.—The provisions of 
this section shall apply to interest, pen-
alties, additions to tax, and fines with re-
spect to any taxable year if, as of the date of 
the enactment of this Act, the assessment of 
any tax, penalty, or interest with respect to 
such taxable year is not prevented by the op-
eration of any law or rule of law. 
SEC. 438. PENALTY FOR AIDING AND ABETTING 

THE UNDERSTATEMENT OF TAX LI-
ABILITY. 

(a) IN GENERAL.—Section 6701(a) (relating 
to imposition of penalty) is amended— 

(1) by inserting ‘‘the tax liability or’’ after 
‘‘respect to,’’ in paragraph (1), 

(2) by inserting ‘‘aid, assistance, procure-
ment, or advice with respect to such’’ before 
‘‘portion’’ both places it appears in para-
graphs (2) and (3), and 

(3) by inserting ‘‘instance of aid, assist-
ance, procurement, or advice or each such’’ 
before ‘‘document’’ in the matter following 
paragraph (3). 

(b) AMOUNT OF PENALTY.—Subsection (b) of 
section 6701 (relating to penalties for aiding 
and abetting understatement of tax liability) 
is amended to read as follows: 

‘‘(b) AMOUNT OF PENALTY; CALCULATION OF 
PENALTY; LIABILITY FOR PENALTY.— 

‘‘(1) AMOUNT OF PENALTY.—The amount of 
the penalty imposed by subsection (a) shall 
not exceed 100 percent of the gross income 
derived (or to be derived) from such aid, as-
sistance, procurement, or advice provided by 
the person or persons subject to such pen-
alty. 

‘‘(2) CALCULATION OF PENALTY.—The pen-
alty amount determined under paragraph (1) 
shall be calculated with respect to each in-
stance of aid, assistance, procurement, or ad-
vice described in subsection (a), each in-
stance in which income was derived by the 
person or persons subject to such penalty, 
and each person who made such an under-
statement of the liability for tax. 

‘‘(3) LIABILITY FOR PENALTY.—If more than 
1 person is liable under subsection (a) with 
respect to providing such aid, assistance, 
procurement, or advice, all such persons 
shall be jointly and severally liable for the 
penalty under such subsection.’’. 

(c) PENALTY NOT DEDUCTIBLE.—Section 6701 
is amended by adding at the end the fol-
lowing new subsection: 

‘‘(g) PENALTY NOT DEDUCTIBLE.—The pay-
ment of any penalty imposed under this sec-
tion or the payment of any amount to settle 
or avoid the imposition of such penalty shall 
not be deductible by the person who is sub-
ject to such penalty or who makes such pay-
ment.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to activities 
after the date of the enactment of this Act. 

Subtitle D—Provisions to Close Corporate 
and Individual Loopholes 

SEC. 441. TAX TREATMENT OF INVERTED ENTI-
TIES. 

(a) IN GENERAL.—Section 7874 is amended— 
(1) by striking ‘‘March 4, 2003’’ in sub-

section (a)(2)(B)(i) and in the matter fol-
lowing subsection (a)(2)(B)(iii) and inserting 
‘‘March 20, 2002’’, 

(2) by striking ‘‘at least 60 percent’’ in sub-
section (a)(2)(B)(ii) and inserting ‘‘more than 
50 percent’’, 

(3) by striking ‘‘80 percent’’ in subsection 
(b) and inserting ‘‘at least 80 percent’’, 

(4) by striking ‘‘60 percent’’ in subsection 
(b) and inserting ‘‘more than 50 percent’’, 

(5) by adding at the end of subsection (a)(2) 
the following new sentence: ‘‘Except as pro-
vided in regulations, an acquisition of prop-
erties of a domestic corporation shall not be 
treated as described in subparagraph (B) if 
none of the corporation’s stock was readily 
tradeable on an established securities mar-
ket at any time during the 4-year period end-
ing on the date of the acquisition.’’, and 

(6) by redesignating subsection (g) as sub-
section (h) and by inserting after subsection 
(f) the following new subsection: 

‘‘(g) SPECIAL RULES APPLICABLE TO EXPA-
TRIATED ENTITIES.— 

‘‘(1) INCREASES IN ACCURACY-RELATED PEN-
ALTIES.—In the case of any underpayment of 
tax of an expatriated entity— 

‘‘(A) section 6662(a) shall be applied with 
respect to such underpayment by sub-
stituting ‘30 percent’ for ‘20 percent’, and 

‘‘(B) if such underpayment is attributable 
to one or more gross valuation understate-
ments, the increase in the rate of penalty 
under section 6662(h) shall be to 50 percent 
rather than 40 percent. 

‘‘(2) MODIFICATIONS OF LIMITATION ON INTER-
EST DEDUCTION.—In the case of an expatri-
ated entity, section 163(j) shall be applied— 

‘‘(A) without regard to paragraph (2)(A)(ii) 
thereof, and 

‘‘(B) by substituting ‘25 percent’ for ‘50 per-
cent’ each place it appears in paragraph 
(2)(B) thereof.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years ending after March 20, 2002. 
SEC. 442. GRANT OF TREASURY REGULATORY AU-

THORITY TO ADDRESS FOREIGN TAX 
CREDIT TRANSACTIONS INVOLVING 
INAPPROPRIATE SEPARATION OF 
FOREIGN TAXES FROM RELATED 
FOREIGN INCOME. 

(a) IN GENERAL.—Section 901 (relating to 
taxes of foreign countries and of possessions 
of United States) is amended by redesig-
nating subsection (m) as subsection (n) and 
by inserting after subsection (l) the fol-
lowing new subsection: 

‘‘(m) REGULATIONS.—The Secretary may 
prescribe regulations disallowing a credit 
under subsection (a) for all or a portion of 
any foreign tax, or allocating a foreign tax 
among 2 or more persons, in cases where the 
foreign tax is imposed on any person in re-
spect of income of another person or in other 
cases involving the inappropriate separation 
of the foreign tax from the related foreign 
income.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to trans-
actions entered into after the date of the en-
actment of this Act. 
SEC. 443. TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT INSTRUMENTS. 
(a) IN GENERAL.—Section 1275(d) (relating 

to regulation authority) is amended— 
(1) by striking ‘‘The Secretary’’ and insert-

ing the following: 
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‘‘(1) IN GENERAL.—The Secretary’’, and 
(2) by adding at the end the following new 

paragraph: 
‘‘(2) TREATMENT OF CONTINGENT PAYMENT 

CONVERTIBLE DEBT.— 
‘‘(A) IN GENERAL.—In the case of a debt in-

strument which— 
‘‘(i) is convertible into stock of the issuing 

corporation, into stock or debt of a related 
party (within the meaning of section 267(b) 
or 707(b)(1)), or into cash or other property in 
an amount equal to the approximate value of 
such stock or debt, and 

‘‘(ii) provides for contingent payments, 
any regulations which require original issue 
discount to be determined by reference to 
the comparable yield of a noncontingent 
fixed-rate debt instrument shall be applied 
as if the regulations require that such com-
parable yield be determined by reference to a 
noncontingent fixed-rate debt instrument 
which is convertible into stock. 

‘‘(B) SPECIAL RULE.—For purposes of sub-
paragraph (A), the comparable yield shall be 
determined without taking into account the 
yield resulting from the conversion of a debt 
instrument into stock.’’. 

(b) CROSS REFERENCE.—Section 163(e)(6) 
(relating to cross references) is amended by 
adding at the end the following: 

‘‘For the treatment of contingent payment 
convertible debt, see section 1275(d)(2).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to debt in-
struments issued on or after the date of the 
enactment of this Act. 
SEC. 444. APPLICATION OF EARNINGS STRIPPING 

RULES TO PARTNERS WHICH ARE 
CORPORATIONS. 

(a) IN GENERAL.—Section 163(j) (relating to 
limitation on deduction for interest on cer-
tain indebtedness) is amended by redesig-
nating paragraph (8) as paragraph (9) and by 
inserting after paragraph (7) the following 
new paragraph: 

‘‘(8) TREATMENT OF CORPORATE PARTNERS.— 
Except to the extent provided by regula-
tions, in applying this subsection to a cor-
poration which owns (directly or indirectly) 
an interest in a partnership— 

‘‘(A) such corporation’s distributive share 
of interest income paid or accrued to such 
partnership shall be treated as interest in-
come paid or accrued to such corporation, 

‘‘(B) such corporation’s distributive share 
of interest paid or accrued by such partner-
ship shall be treated as interest paid or ac-
crued by such corporation, and 

‘‘(C) such corporation’s share of the liabil-
ities of such partnership shall be treated as 
liabilities of such corporation.’’. 

(b) ADDITIONAL REGULATORY AUTHORITY.— 
Section 163(j)(9) (relating to regulations), as 
redesignated by subsection (a), is amended 
by striking ‘‘and’’ at the end of subparagraph 
(B), by striking the period at the end of sub-
paragraph (C) and inserting ‘‘, and’’, and by 
adding at the end the following new subpara-
graph: 

‘‘(D) regulations providing for the realloca-
tion of shares of partnership indebtedness, or 
distributive shares of the partnership’s inter-
est income or interest expense, as may be ap-
propriate to carry out the purposes of this 
subsection.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning on or after the date of the 
enactment of this Act. 
SEC. 445. DENIAL OF DEDUCTION FOR CERTAIN 

FINES, PENALTIES, AND OTHER 
AMOUNTS. 

(a) IN GENERAL.—Subsection (f) of section 
162 (relating to trade or business expenses) is 
amended to read as follows: 

‘‘(f) FINES, PENALTIES, AND OTHER 
AMOUNTS.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), no deduction otherwise allow-

able shall be allowed under this chapter for 
any amount paid or incurred (whether by 
suit, agreement, or otherwise) to, or at the 
direction of, a government or entity de-
scribed in paragraph (4) in relation to the 
violation of any law or the investigation or 
inquiry by such government or entity into 
the potential violation of any law. 

‘‘(2) EXCEPTION FOR AMOUNTS CONSTITUTING 
RESTITUTION OR PAID TO COME INTO COMPLI-
ANCE WITH LAW.—Paragraph (1) shall not 
apply to any amount which— 

‘‘(A) the taxpayer establishes— 
‘‘(i) constitutes restitution (including re-

mediation of property) for damage or harm 
caused by or which may be caused by the 
violation of any law or the potential viola-
tion of any law, or 

‘‘(ii) is paid to come into compliance with 
any law which was violated or involved in 
the investigation or inquiry, and 

‘‘(B) is identified as restitution or as an 
amount paid to come into compliance with 
the law, as the case may be, in the court 
order or settlement agreement. 
Identification pursuant to subparagraph (B) 
alone shall not satisfy the requirement 
under subparagraph (A). This paragraph 
shall not apply to any amount paid or in-
curred as reimbursement to the government 
or entity for the costs of any investigation 
or litigation. 

‘‘(3) EXCEPTION FOR AMOUNTS PAID OR IN-
CURRED AS THE RESULT OF CERTAIN COURT OR-
DERS.—Paragraph (1) shall not apply to any 
amount paid or incurred by order of a court 
in a suit in which no government or entity 
described in paragraph (4) is a party. 

‘‘(4) CERTAIN NONGOVERNMENTAL REGU-
LATORY ENTITIES.—An entity is described in 
this paragraph if it is— 

‘‘(A) a nongovernmental entity which exer-
cises self-regulatory powers (including im-
posing sanctions) in connection with a quali-
fied board or exchange (as defined in section 
1256(g)(7)), or 

‘‘(B) to the extent provided in regulations, 
a nongovernmental entity which exercises 
self-regulatory powers (including imposing 
sanctions) as part of performing an essential 
governmental function. 

‘‘(5) EXCEPTION FOR TAXES DUE.—Paragraph 
(1) shall not apply to any amount paid or in-
curred as taxes due.’’. 

(b) REPORTING OF DEDUCTIBLE AMOUNTS.— 
(1) IN GENERAL.—Subpart B of part III of 

subchapter A of chapter 61 is amended by in-
serting after section 6050T the following new 
section: 
‘‘SEC. 6050U. INFORMATION WITH RESPECT TO 

CERTAIN FINES, PENALTIES, AND 
OTHER AMOUNTS. 

‘‘(a) REQUIREMENT OF REPORTING.— 
‘‘(1) IN GENERAL.—The appropriate official 

of any government or entity which is de-
scribed in section 162(f)(4) which is involved 
in a suit or agreement described in para-
graph (2) shall make a return in such form as 
determined by the Secretary setting forth— 

‘‘(A) the amount required to be paid as a 
result of the suit or agreement to which 
paragraph (1) of section 162(f) applies, 

‘‘(B) any amount required to be paid as a 
result of the suit or agreement which con-
stitutes restitution or remediation of prop-
erty, and 

‘‘(C) any amount required to be paid as a 
result of the suit or agreement for the pur-
pose of coming into compliance with any law 
which was violated or involved in the inves-
tigation or inquiry. 

‘‘(2) SUIT OR AGREEMENT DESCRIBED.— 
‘‘(A) IN GENERAL.—A suit or agreement is 

described in this paragraph if— 
‘‘(i) it is— 
‘‘(I) a suit with respect to a violation of 

any law over which the government or entity 

has authority and with respect to which 
there has been a court order, or 

‘‘(II) an agreement which is entered into 
with respect to a violation of any law over 
which the government or entity has author-
ity, or with respect to an investigation or in-
quiry by the government or entity into the 
potential violation of any law over which 
such government or entity has authority, 
and 

‘‘(ii) the aggregate amount involved in all 
court orders and agreements with respect to 
the violation, investigation, or inquiry is 
$600 or more. 

‘‘(B) ADJUSTMENT OF REPORTING THRESH-
OLD.—The Secretary may adjust the $600 
amount in subparagraph (A)(ii) as necessary 
in order to ensure the efficient administra-
tion of the internal revenue laws. 

‘‘(3) TIME OF FILING.—The return required 
under this subsection shall be filed not later 
than— 

‘‘(A) 30 days after the date on which a 
court order is issued with respect to the suit 
or the date the agreement is entered into, as 
the case may be, or 

‘‘(B) the date specified by the Secretary. 
‘‘(b) STATEMENTS TO BE FURNISHED TO INDI-

VIDUALS INVOLVED IN THE SETTLEMENT.— 
Every person required to make a return 
under subsection (a) shall furnish to each 
person who is a party to the suit or agree-
ment a written statement showing— 

‘‘(1) the name of the government or entity, 
and 

‘‘(2) the information supplied to the Sec-
retary under subsection (a)(1). 
The written statement required under the 
preceding sentence shall be furnished to the 
person at the same time the government or 
entity provides the Secretary with the infor-
mation required under subsection (a). 

‘‘(c) APPROPRIATE OFFICIAL DEFINED.—For 
purposes of this section, the term ‘appro-
priate official’ means the officer or employee 
having control of the suit, investigation, or 
inquiry or the person appropriately des-
ignated for purposes of this section.’’. 

(2) CONFORMING AMENDMENT.—The table of 
sections for subpart B of part III of sub-
chapter A of chapter 61 is amended by insert-
ing after the item relating to section 6050T 
the following new item: 

‘‘Sec. 6050U. Information with respect to 
certain fines, penalties, and 
other amounts.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to amounts 
paid or incurred on or after the date of the 
enactment of this Act, except that such 
amendments shall not apply to amounts paid 
or incurred under any binding order or agree-
ment entered into before such date. Such ex-
ception shall not apply to an order or agree-
ment requiring court approval unless the ap-
proval was obtained before such date. 
SEC. 446. DISALLOWANCE OF DEDUCTION FOR 

PUNITIVE DAMAGES. 
(a) DISALLOWANCE OF DEDUCTION.— 
(1) IN GENERAL.—Section 162(g) (relating to 

treble damage payments under the antitrust 
laws) is amended— 

(A) by redesignating paragraphs (1) and (2) 
as subparagraphs (A) and (B), respectively, 

(B) by striking ‘‘If’’ and inserting: 
‘‘(1) TREBLE DAMAGES.—If’’, and 
(C) by adding at the end the following new 

paragraph: 
‘‘(2) PUNITIVE DAMAGES.—No deduction 

shall be allowed under this chapter for any 
amount paid or incurred for punitive dam-
ages in connection with any judgment in, or 
settlement of, any action. This paragraph 
shall not apply to punitive damages de-
scribed in section 104(c).’’. 

(2) CONFORMING AMENDMENT.—The heading 
for section 162(g) is amended by inserting 
‘‘OR PUNITIVE DAMAGES’’ after ‘‘LAWS’’. 
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(b) INCLUSION IN INCOME OF PUNITIVE DAM-

AGES PAID BY INSURER OR OTHERWISE.— 
(1) IN GENERAL.—Part II of subchapter B of 

chapter 1 (relating to items specifically in-
cluded in gross income) is amended by add-
ing at the end the following new section: 
‘‘SEC. 91. PUNITIVE DAMAGES COMPENSATED BY 

INSURANCE OR OTHERWISE. 
‘‘Gross income shall include any amount 

paid to or on behalf of a taxpayer as insur-
ance or otherwise by reason of the taxpayer’s 
liability (or agreement) to pay punitive dam-
ages.’’. 

(2) REPORTING REQUIREMENTS.—Section 6041 
(relating to information at source) is amend-
ed by adding at the end the following new 
subsection: 

‘‘(f) SECTION TO APPLY TO PUNITIVE DAM-
AGES COMPENSATION.—This section shall 
apply to payments by a person to or on be-
half of another person as insurance or other-
wise by reason of the other person’s liability 
(or agreement) to pay punitive damages.’’. 

(3) CONFORMING AMENDMENT.—The table of 
sections for part II of subchapter B of chap-
ter 1 is amended by adding at the end the fol-
lowing new item: 
‘‘Sec. 91. Punitive damages compensated by 

insurance or otherwise.’’. 
(c) EFFECTIVE DATE.—The amendments 

made by this section shall apply to damages 
paid or incurred on or after the date of the 
enactment of this Act. 
SEC. 447. LIMITATION OF EMPLOYER DEDUCTION 

FOR CERTAIN ENTERTAINMENT EX-
PENSES. 

(a) IN GENERAL.—Paragraph (2) of section 
274(e) (relating to expenses treated as com-
pensation) is amended to read as follows: 

‘‘(2) EXPENSES TREATED AS COMPENSATION.— 
Expenses for goods, services, and facilities, 
to the extent that the expenses do not exceed 
the amount of the expenses which are treat-
ed by the taxpayer, with respect to the re-
cipient of the entertainment, amusement, or 
recreation, as compensation to an employee 
on the taxpayer’s return of tax under this 
chapter and as wages to such employee for 
purposes of chapter 24 (relating to with-
holding of income tax at source on wages).’’. 

(b) PERSONS NOT EMPLOYEES.—Paragraph 
(9) of section 274(e) is amended by striking 
‘‘to the extent that the expenses are includ-
ible in the gross income’’ and inserting ‘‘to 
the extent that the expenses do not exceed 
the amount of the expenses which are includ-
ible in the gross income’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to expenses 
incurred after the date of the enactment of 
this Act. 
SEC. 448. IMPOSITION OF MARK-TO-MARKET TAX 

ON INDIVIDUALS WHO EXPATRIATE. 
(a) IN GENERAL.—Subpart A of part II of 

subchapter N of chapter 1 is amended by in-
serting after section 877 the following new 
section: 
‘‘SEC. 877A. TAX RESPONSIBILITIES OF EXPATRIA-

TION. 
‘‘(a) GENERAL RULES.—For purposes of this 

subtitle— 
‘‘(1) MARK TO MARKET.—Except as provided 

in subsections (d) and (f), all property of a 
covered expatriate to whom this section ap-
plies shall be treated as sold on the day be-
fore the expatriation date for its fair market 
value. 

‘‘(2) RECOGNITION OF GAIN OR LOSS.—In the 
case of any sale under paragraph (1)— 

‘‘(A) notwithstanding any other provision 
of this title, any gain arising from such sale 
shall be taken into account for the taxable 
year of the sale, and 

‘‘(B) any loss arising from such sale shall 
be taken into account for the taxable year of 
the sale to the extent otherwise provided by 
this title, except that section 1091 shall not 
apply to any such loss. 

Proper adjustment shall be made in the 
amount of any gain or loss subsequently re-
alized for gain or loss taken into account 
under the preceding sentence. 

‘‘(3) EXCLUSION FOR CERTAIN GAIN.— 
‘‘(A) IN GENERAL.—The amount which, but 

for this paragraph, would be includible in the 
gross income of any individual by reason of 
this section shall be reduced (but not below 
zero) by $600,000. For purposes of this para-
graph, allocable expatriation gain taken into 
account under subsection (f)(2) shall be 
treated in the same manner as an amount re-
quired to be includible in gross income. 

‘‘(B) COST-OF-LIVING ADJUSTMENT.— 
‘‘(i) IN GENERAL.—In the case of an expa-

triation date occurring in any calendar year 
after 2005, the $600,000 amount under sub-
paragraph (A) shall be increased by an 
amount equal to— 

‘‘(I) such dollar amount, multiplied by 
‘‘(II) the cost-of-living adjustment deter-

mined under section 1(f)(3) for such calendar 
year, determined by substituting ‘calendar 
year 2004’ for ‘calendar year 1992’ in subpara-
graph (B) thereof. 

‘‘(ii) ROUNDING RULES.—If any amount after 
adjustment under clause (i) is not a multiple 
of $1,000, such amount shall be rounded to 
the next lower multiple of $1,000. 

‘‘(4) ELECTION TO CONTINUE TO BE TAXED AS 
UNITED STATES CITIZEN.— 

‘‘(A) IN GENERAL.—If a covered expatriate 
elects the application of this paragraph— 

‘‘(i) this section (other than this paragraph 
and subsection (i)) shall not apply to the ex-
patriate, but 

‘‘(ii) in the case of property to which this 
section would apply but for such election, 
the expatriate shall be subject to tax under 
this title in the same manner as if the indi-
vidual were a United States citizen. 

‘‘(B) REQUIREMENTS.—Subparagraph (A) 
shall not apply to an individual unless the 
individual— 

‘‘(i) provides security for payment of tax in 
such form and manner, and in such amount, 
as the Secretary may require, 

‘‘(ii) consents to the waiver of any right of 
the individual under any treaty of the 
United States which would preclude assess-
ment or collection of any tax which may be 
imposed by reason of this paragraph, and 

‘‘(iii) complies with such other require-
ments as the Secretary may prescribe. 

‘‘(C) ELECTION.—An election under sub-
paragraph (A) shall apply to all property to 
which this section would apply but for the 
election and, once made, shall be irrev-
ocable. Such election shall also apply to 
property the basis of which is determined in 
whole or in part by reference to the property 
with respect to which the election was made. 

‘‘(b) ELECTION TO DEFER TAX.— 
‘‘(1) IN GENERAL.—If the taxpayer elects the 

application of this subsection with respect to 
any property treated as sold by reason of 
subsection (a), the payment of the additional 
tax attributable to such property shall be 
postponed until the due date of the return 
for the taxable year in which such property 
is disposed of (or, in the case of property dis-
posed of in a transaction in which gain is not 
recognized in whole or in part, until such 
other date as the Secretary may prescribe). 

‘‘(2) DETERMINATION OF TAX WITH RESPECT 
TO PROPERTY.—For purposes of paragraph (1), 
the additional tax attributable to any prop-
erty is an amount which bears the same 
ratio to the additional tax imposed by this 
chapter for the taxable year solely by reason 
of subsection (a) as the gain taken into ac-
count under subsection (a) with respect to 
such property bears to the total gain taken 
into account under subsection (a) with re-
spect to all property to which subsection (a) 
applies. 

‘‘(3) TERMINATION OF POSTPONEMENT.—No 
tax may be postponed under this subsection 
later than the due date for the return of tax 
imposed by this chapter for the taxable year 
which includes the date of death of the expa-
triate (or, if earlier, the time that the secu-
rity provided with respect to the property 
fails to meet the requirements of paragraph 
(4), unless the taxpayer corrects such failure 
within the time specified by the Secretary). 

‘‘(4) SECURITY.— 
‘‘(A) IN GENERAL.—No election may be 

made under paragraph (1) with respect to 
any property unless adequate security is pro-
vided to the Secretary with respect to such 
property. 

‘‘(B) ADEQUATE SECURITY.—For purposes of 
subparagraph (A), security with respect to 
any property shall be treated as adequate se-
curity if— 

‘‘(i) it is a bond in an amount equal to the 
deferred tax amount under paragraph (2) for 
the property, or 

‘‘(ii) the taxpayer otherwise establishes to 
the satisfaction of the Secretary that the se-
curity is adequate. 

‘‘(5) WAIVER OF CERTAIN RIGHTS.—No elec-
tion may be made under paragraph (1) unless 
the taxpayer consents to the waiver of any 
right under any treaty of the United States 
which would preclude assessment or collec-
tion of any tax imposed by reason of this sec-
tion. 

‘‘(6) ELECTIONS.—An election under para-
graph (1) shall only apply to property de-
scribed in the election and, once made, is ir-
revocable. An election may be made under 
paragraph (1) with respect to an interest in a 
trust with respect to which gain is required 
to be recognized under subsection (f)(1). 

‘‘(7) INTEREST.—For purposes of section 
6601— 

‘‘(A) the last date for the payment of tax 
shall be determined without regard to the 
election under this subsection, and 

‘‘(B) section 6621(a)(2) shall be applied by 
substituting ‘5 percentage points’ for ‘3 per-
centage points’ in subparagraph (B) thereof. 

‘‘(c) COVERED EXPATRIATE.—For purposes 
of this section— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), the term ‘covered expatriate’ 
means an expatriate. 

‘‘(2) EXCEPTIONS.—An individual shall not 
be treated as a covered expatriate if— 

‘‘(A) the individual— 
‘‘(i) became at birth a citizen of the United 

States and a citizen of another country and, 
as of the expatriation date, continues to be a 
citizen of, and is taxed as a resident of, such 
other country, and 

‘‘(ii) has not been a resident of the United 
States (as defined in section 7701(b)(1)(A)(ii)) 
during the 5 taxable years ending with the 
taxable year during which the expatriation 
date occurs, or 

‘‘(B)(i) the individual’s relinquishment of 
United States citizenship occurs before such 
individual attains age 181⁄2, and 

‘‘(ii) the individual has been a resident of 
the United States (as so defined) for not 
more than 5 taxable years before the date of 
relinquishment. 

‘‘(d) EXEMPT PROPERTY; SPECIAL RULES FOR 
PENSION PLANS.— 

‘‘(1) EXEMPT PROPERTY.—This section shall 
not apply to the following: 

‘‘(A) UNITED STATES REAL PROPERTY INTER-
ESTS.—Any United States real property in-
terest (as defined in section 897(c)(1)), other 
than stock of a United States real property 
holding corporation which does not, on the 
day before the expatriation date, meet the 
requirements of section 897(c)(2). 

‘‘(B) SPECIFIED PROPERTY.—Any property 
or interest in property not described in sub-
paragraph (A) which the Secretary specifies 
in regulations. 
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‘‘(2) SPECIAL RULES FOR CERTAIN RETIRE-

MENT PLANS.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

holds on the day before the expatriation date 
any interest in a retirement plan to which 
this paragraph applies— 

‘‘(i) such interest shall not be treated as 
sold for purposes of subsection (a)(1), but 

‘‘(ii) an amount equal to the present value 
of the expatriate’s nonforfeitable accrued 
benefit shall be treated as having been re-
ceived by such individual on such date as a 
distribution under the plan. 

‘‘(B) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS.—In the case of any distribution on or 
after the expatriation date to or on behalf of 
the covered expatriate from a plan from 
which the expatriate was treated as receiv-
ing a distribution under subparagraph (A), 
the amount otherwise includible in gross in-
come by reason of the subsequent distribu-
tion shall be reduced by the excess of the 
amount includible in gross income under 
subparagraph (A) over any portion of such 
amount to which this subparagraph pre-
viously applied. 

‘‘(C) TREATMENT OF SUBSEQUENT DISTRIBU-
TIONS BY PLAN.—For purposes of this title, a 
retirement plan to which this paragraph ap-
plies, and any person acting on the plan’s be-
half, shall treat any subsequent distribution 
described in subparagraph (B) in the same 
manner as such distribution would be treat-
ed without regard to this paragraph. 

‘‘(D) APPLICABLE PLANS.—This paragraph 
shall apply to— 

‘‘(i) any qualified retirement plan (as de-
fined in section 4974(c)), 

‘‘(ii) an eligible deferred compensation 
plan (as defined in section 457(b)) of an eligi-
ble employer described in section 
457(e)(1)(A), and 

‘‘(iii) to the extent provided in regulations, 
any foreign pension plan or similar retire-
ment arrangements or programs. 

‘‘(e) DEFINITIONS.—For purposes of this sec-
tion— 

‘‘(1) EXPATRIATE.—The term ‘expatriate’ 
means— 

‘‘(A) any United States citizen who relin-
quishes citizenship, and 

‘‘(B) any long-term resident of the United 
States who— 

‘‘(i) ceases to be a lawful permanent resi-
dent of the United States (within the mean-
ing of section 7701(b)(6)), or 

‘‘(ii) commences to be treated as a resident 
of a foreign country under the provisions of 
a tax treaty between the United States and 
the foreign country and who does not waive 
the benefits of such treaty applicable to resi-
dents of the foreign country. 

‘‘(2) EXPATRIATION DATE.—The term ‘expa-
triation date’ means— 

‘‘(A) the date an individual relinquishes 
United States citizenship, or 

‘‘(B) in the case of a long-term resident of 
the United States, the date of the event de-
scribed in clause (i) or (ii) of paragraph 
(1)(B). 

‘‘(3) RELINQUISHMENT OF CITIZENSHIP.—A 
citizen shall be treated as relinquishing 
United States citizenship on the earliest of— 

‘‘(A) the date the individual renounces 
such individual’s United States nationality 
before a diplomatic or consular officer of the 
United States pursuant to paragraph (5) of 
section 349(a) of the Immigration and Na-
tionality Act (8 U.S.C. 1481(a)(5)), 

‘‘(B) the date the individual furnishes to 
the United States Department of State a 
signed statement of voluntary relinquish-
ment of United States nationality con-
firming the performance of an act of expa-
triation specified in paragraph (1), (2), (3), or 
(4) of section 349(a) of the Immigration and 
Nationality Act (8 U.S.C. 1481(a)(1)–(4)), 

‘‘(C) the date the United States Depart-
ment of State issues to the individual a cer-
tificate of loss of nationality, or 

‘‘(D) the date a court of the United States 
cancels a naturalized citizen’s certificate of 
naturalization. 
Subparagraph (A) or (B) shall not apply to 
any individual unless the renunciation or 
voluntary relinquishment is subsequently 
approved by the issuance to the individual of 
a certificate of loss of nationality by the 
United States Department of State. 

‘‘(4) LONG-TERM RESIDENT.—The term ‘long- 
term resident’ has the meaning given to such 
term by section 877(e)(2). 

‘‘(f) SPECIAL RULES APPLICABLE TO BENE-
FICIARIES’ INTERESTS IN TRUST.— 

‘‘(1) IN GENERAL.—Except as provided in 
paragraph (2), if an individual is determined 
under paragraph (3) to hold an interest in a 
trust on the day before the expatriation 
date— 

‘‘(A) the individual shall not be treated as 
having sold such interest, 

‘‘(B) such interest shall be treated as a sep-
arate share in the trust, and 

‘‘(C)(i) such separate share shall be treated 
as a separate trust consisting of the assets 
allocable to such share, 

‘‘(ii) the separate trust shall be treated as 
having sold its assets on the day before the 
expatriation date for their fair market value 
and as having distributed all of its assets to 
the individual as of such time, and 

‘‘(iii) the individual shall be treated as 
having recontributed the assets to the sepa-
rate trust. 
Subsection (a)(2) shall apply to any income, 
gain, or loss of the individual arising from a 
distribution described in subparagraph 
(C)(ii). In determining the amount of such 
distribution, proper adjustments shall be 
made for liabilities of the trust allocable to 
an individual’s share in the trust. 

‘‘(2) SPECIAL RULES FOR INTERESTS IN QUALI-
FIED TRUSTS.— 

‘‘(A) IN GENERAL.—If the trust interest de-
scribed in paragraph (1) is an interest in a 
qualified trust— 

‘‘(i) paragraph (1) and subsection (a) shall 
not apply, and 

‘‘(ii) in addition to any other tax imposed 
by this title, there is hereby imposed on each 
distribution with respect to such interest a 
tax in the amount determined under sub-
paragraph (B). 

‘‘(B) AMOUNT OF TAX.—The amount of tax 
under subparagraph (A)(ii) shall be equal to 
the lesser of— 

‘‘(i) the highest rate of tax imposed by sec-
tion 1(e) for the taxable year which includes 
the day before the expatriation date, multi-
plied by the amount of the distribution, or 

‘‘(ii) the balance in the deferred tax ac-
count immediately before the distribution 
determined without regard to any increases 
under subparagraph (C)(ii) after the 30th day 
preceding the distribution. 

‘‘(C) DEFERRED TAX ACCOUNT.—For purposes 
of subparagraph (B)(ii)— 

‘‘(i) OPENING BALANCE.—The opening bal-
ance in a deferred tax account with respect 
to any trust interest is an amount equal to 
the tax which would have been imposed on 
the allocable expatriation gain with respect 
to the trust interest if such gain had been in-
cluded in gross income under subsection (a). 

‘‘(ii) INCREASE FOR INTEREST.—The balance 
in the deferred tax account shall be in-
creased by the amount of interest deter-
mined (on the balance in the account at the 
time the interest accrues), for periods after 
the 90th day after the expatriation date, by 
using the rates and method applicable under 
section 6621 for underpayments of tax for 
such periods, except that section 6621(a)(2) 
shall be applied by substituting ‘5 percentage 

points’ for ‘3 percentage points’ in subpara-
graph (B) thereof. 

‘‘(iii) DECREASE FOR TAXES PREVIOUSLY 
PAID.—The balance in the tax deferred ac-
count shall be reduced— 

‘‘(I) by the amount of taxes imposed by 
subparagraph (A) on any distribution to the 
person holding the trust interest, and 

‘‘(II) in the case of a person holding a non-
vested interest, to the extent provided in 
regulations, by the amount of taxes imposed 
by subparagraph (A) on distributions from 
the trust with respect to nonvested interests 
not held by such person. 

‘‘(D) ALLOCABLE EXPATRIATION GAIN.—For 
purposes of this paragraph, the allocable ex-
patriation gain with respect to any bene-
ficiary’s interest in a trust is the amount of 
gain which would be allocable to such bene-
ficiary’s vested and nonvested interests in 
the trust if the beneficiary held directly all 
assets allocable to such interests. 

‘‘(E) TAX DEDUCTED AND WITHHELD.— 
‘‘(i) IN GENERAL.—The tax imposed by sub-

paragraph (A)(ii) shall be deducted and with-
held by the trustees from the distribution to 
which it relates. 

‘‘(ii) EXCEPTION WHERE FAILURE TO WAIVE 
TREATY RIGHTS.—If an amount may not be 
deducted and withheld under clause (i) by 
reason of the distributee failing to waive any 
treaty right with respect to such distribu-
tion— 

‘‘(I) the tax imposed by subparagraph 
(A)(ii) shall be imposed on the trust and each 
trustee shall be personally liable for the 
amount of such tax, and 

‘‘(II) any other beneficiary of the trust 
shall be entitled to recover from the dis-
tributee the amount of such tax imposed on 
the other beneficiary. 

‘‘(F) DISPOSITION.—If a trust ceases to be a 
qualified trust at any time, a covered expa-
triate disposes of an interest in a qualified 
trust, or a covered expatriate holding an in-
terest in a qualified trust dies, then, in lieu 
of the tax imposed by subparagraph (A)(ii), 
there is hereby imposed a tax equal to the 
lesser of— 

‘‘(i) the tax determined under paragraph (1) 
as if the day before the expatriation date 
were the date of such cessation, disposition, 
or death, whichever is applicable, or 

‘‘(ii) the balance in the tax deferred ac-
count immediately before such date. 
Such tax shall be imposed on the trust and 
each trustee shall be personally liable for the 
amount of such tax and any other bene-
ficiary of the trust shall be entitled to re-
cover from the covered expatriate or the es-
tate the amount of such tax imposed on the 
other beneficiary. 

‘‘(G) DEFINITIONS AND SPECIAL RULES.—For 
purposes of this paragraph— 

‘‘(i) QUALIFIED TRUST.—The term ‘qualified 
trust’ means a trust which is described in 
section 7701(a)(30)(E). 

‘‘(ii) VESTED INTEREST.—The term ‘vested 
interest’ means any interest which, as of the 
day before the expatriation date, is vested in 
the beneficiary. 

‘‘(iii) NONVESTED INTEREST.—The term 
‘nonvested interest’ means, with respect to 
any beneficiary, any interest in a trust 
which is not a vested interest. Such interest 
shall be determined by assuming the max-
imum exercise of discretion in favor of the 
beneficiary and the occurrence of all contin-
gencies in favor of the beneficiary. 

‘‘(iv) ADJUSTMENTS.—The Secretary may 
provide for such adjustments to the bases of 
assets in a trust or a deferred tax account, 
and the timing of such adjustments, in order 
to ensure that gain is taxed only once. 

‘‘(v) COORDINATION WITH RETIREMENT PLAN 
RULES.—This subsection shall not apply to 
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an interest in a trust which is part of a re-
tirement plan to which subsection (d)(2) ap-
plies. 

‘‘(3) DETERMINATION OF BENEFICIARIES’ IN-
TEREST IN TRUST.— 

‘‘(A) DETERMINATIONS UNDER PARAGRAPH 
(1).—For purposes of paragraph (1), a bene-
ficiary’s interest in a trust shall be based 
upon all relevant facts and circumstances, 
including the terms of the trust instrument 
and any letter of wishes or similar docu-
ment, historical patterns of trust distribu-
tions, and the existence of and functions per-
formed by a trust protector or any similar 
adviser. 

‘‘(B) OTHER DETERMINATIONS.—For purposes 
of this section— 

‘‘(i) CONSTRUCTIVE OWNERSHIP.—If a bene-
ficiary of a trust is a corporation, partner-
ship, trust, or estate, the shareholders, part-
ners, or beneficiaries shall be deemed to be 
the trust beneficiaries for purposes of this 
section. 

‘‘(ii) TAXPAYER RETURN POSITION.—A tax-
payer shall clearly indicate on its income 
tax return— 

‘‘(I) the methodology used to determine 
that taxpayer’s trust interest under this sec-
tion, and 

‘‘(II) if the taxpayer knows (or has reason 
to know) that any other beneficiary of such 
trust is using a different methodology to de-
termine such beneficiary’s trust interest 
under this section. 

‘‘(g) TERMINATION OF DEFERRALS, ETC.—In 
the case of any covered expatriate, notwith-
standing any other provision of this title— 

‘‘(1) any period during which recognition of 
income or gain is deferred shall terminate on 
the day before the expatriation date, and 

‘‘(2) any extension of time for payment of 
tax shall cease to apply on the day before the 
expatriation date and the unpaid portion of 
such tax shall be due and payable at the time 
and in the manner prescribed by the Sec-
retary. 

‘‘(h) IMPOSITION OF TENTATIVE TAX.— 
‘‘(1) IN GENERAL.—If an individual is re-

quired to include any amount in gross in-
come under subsection (a) for any taxable 
year, there is hereby imposed, immediately 
before the expatriation date, a tax in an 
amount equal to the amount of tax which 
would be imposed if the taxable year were a 
short taxable year ending on the expatria-
tion date. 

‘‘(2) DUE DATE.—The due date for any tax 
imposed by paragraph (1) shall be the 90th 
day after the expatriation date. 

‘‘(3) TREATMENT OF TAX.—Any tax paid 
under paragraph (1) shall be treated as a pay-
ment of the tax imposed by this chapter for 
the taxable year to which subsection (a) ap-
plies. 

‘‘(4) DEFERRAL OF TAX.—The provisions of 
subsection (b) shall apply to the tax imposed 
by this subsection to the extent attributable 
to gain includible in gross income by reason 
of this section. 

‘‘(i) SPECIAL LIENS FOR DEFERRED TAX 
AMOUNTS.— 

‘‘(1) IMPOSITION OF LIEN.— 
‘‘(A) IN GENERAL.—If a covered expatriate 

makes an election under subsection (a)(4) or 
(b) which results in the deferral of any tax 
imposed by reason of subsection (a), the de-
ferred amount (including any interest, addi-
tional amount, addition to tax, assessable 
penalty, and costs attributable to the de-
ferred amount) shall be a lien in favor of the 
United States on all property of the expa-
triate located in the United States (without 
regard to whether this section applies to the 
property). 

‘‘(B) DEFERRED AMOUNT.—For purposes of 
this subsection, the deferred amount is the 
amount of the increase in the covered expa-
triate’s income tax which, but for the elec-

tion under subsection (a)(4) or (b), would 
have occurred by reason of this section for 
the taxable year including the expatriation 
date. 

‘‘(2) PERIOD OF LIEN.—The lien imposed by 
this subsection shall arise on the expatria-
tion date and continue until— 

‘‘(A) the liability for tax by reason of this 
section is satisfied or has become unenforce-
able by reason of lapse of time, or 

‘‘(B) it is established to the satisfaction of 
the Secretary that no further tax liability 
may arise by reason of this section. 

‘‘(3) CERTAIN RULES APPLY.—The rules set 
forth in paragraphs (1), (3), and (4) of section 
6324A(d) shall apply with respect to the lien 
imposed by this subsection as if it were a 
lien imposed by section 6324A. 

‘‘(j) REGULATIONS.—The Secretary shall 
prescribe such regulations as may be nec-
essary or appropriate to carry out the pur-
poses of this section.’’. 

(b) INCLUSION IN INCOME OF GIFTS AND BE-
QUESTS RECEIVED BY UNITED STATES CITIZENS 
AND RESIDENTS FROM EXPATRIATES.—Section 
102 (relating to gifts, etc. not included in 
gross income) is amended by adding at the 
end the following new subsection: 

‘‘(d) GIFTS AND INHERITANCES FROM COV-
ERED EXPATRIATES.— 

‘‘(1) IN GENERAL.—Subsection (a) shall not 
exclude from gross income the value of any 
property acquired by gift, bequest, devise, or 
inheritance from a covered expatriate after 
the expatriation date. For purposes of this 
subsection, any term used in this subsection 
which is also used in section 877A shall have 
the same meaning as when used in section 
877A. 

‘‘(2) EXCEPTIONS FOR TRANSFERS OTHERWISE 
SUBJECT TO ESTATE OR GIFT TAX.—Paragraph 
(1) shall not apply to any property if either— 

‘‘(A) the gift, bequest, devise, or inherit-
ance is— 

‘‘(i) shown on a timely filed return of tax 
imposed by chapter 12 as a taxable gift by 
the covered expatriate, or 

‘‘(ii) included in the gross estate of the 
covered expatriate for purposes of chapter 11 
and shown on a timely filed return of tax im-
posed by chapter 11 of the estate of the cov-
ered expatriate, or 

‘‘(B) no such return was timely filed but no 
such return would have been required to be 
filed even if the covered expatriate were a 
citizen or long-term resident of the United 
States.’’. 

(c) DEFINITION OF TERMINATION OF UNITED 
STATES CITIZENSHIP.—Section 7701(a) is 
amended by adding at the end the following 
new paragraph: 

‘‘(49) TERMINATION OF UNITED STATES CITI-
ZENSHIP.— 

‘‘(A) IN GENERAL.—An individual shall not 
cease to be treated as a United States citizen 
before the date on which the individual’s 
citizenship is treated as relinquished under 
section 877A(e)(3). 

‘‘(B) DUAL CITIZENS.—Under regulations 
prescribed by the Secretary, subparagraph 
(A) shall not apply to an individual who be-
came at birth a citizen of the United States 
and a citizen of another country.’’. 

(d) INELIGIBILITY FOR VISA OR ADMISSION TO 
UNITED STATES.— 

(1) IN GENERAL.—Section 212(a)(10)(E) of the 
Immigration and Nationality Act (8 U.S.C. 
1182(a)(10)(E)) is amended to read as follows: 

‘‘(E) FORMER CITIZENS NOT IN COMPLIANCE 
WITH EXPATRIATION REVENUE PROVISIONS.— 
Any alien who is a former citizen of the 
United States who relinquishes United 
States citizenship (within the meaning of 
section 877A(e)(3) of the Internal Revenue 
Code of 1986) and who is not in compliance 
with section 877A of such Code (relating to 
expatriation).’’. 

(2) AVAILABILITY OF INFORMATION.— 

(A) IN GENERAL.—Section 6103(l) (relating 
to disclosure of returns and return informa-
tion for purposes other than tax administra-
tion) is amended by adding at the end the 
following new paragraph: 

‘‘(21) DISCLOSURE TO DENY VISA OR ADMIS-
SION TO CERTAIN EXPATRIATES.—Upon written 
request of the Attorney General or the At-
torney General’s delegate, the Secretary 
shall disclose whether an individual is in 
compliance with section 877A (and if not in 
compliance, any items of noncompliance) to 
officers and employees of the Federal agency 
responsible for administering section 
212(a)(10)(E) of the Immigration and Nation-
ality Act solely for the purpose of, and to the 
extent necessary in, administering such sec-
tion 212(a)(10)(E).’’. 

(B) SAFEGUARDS.—Section 6103(p)(4) (relat-
ing to safeguards) is amended by striking ‘‘or 
(20)’’ each place it appears and inserting 
‘‘(20), or (21)’’. 

(3) EFFECTIVE DATES.—The amendments 
made by this subsection shall apply to indi-
viduals who relinquish United States citizen-
ship on or after the date of the enactment of 
this Act. 

(e) CONFORMING AMENDMENTS.— 
(1) Section 877 is amended by adding at the 

end the following new subsection: 
‘‘(h) APPLICATION.—This section shall not 

apply to an expatriate (as defined in section 
877A(e)) whose expatriation date (as so de-
fined) occurs on or after the date of the en-
actment of this subsection.’’. 

(2) Section 2107 is amended by adding at 
the end the following new subsection: 

‘‘(f) APPLICATION.—This section shall not 
apply to any expatriate subject to section 
877A.’’. 

(3) Section 2501(a)(3) is amended by adding 
at the end the following new subparagraph: 

‘‘(C) APPLICATION.—This paragraph shall 
not apply to any expatriate subject to sec-
tion 877A.’’. 

(4) Section 6039G(a) is amended by insert-
ing ‘‘or 877A’’ after ‘‘section 877(b)’’. 

(5) The second sentence of section 6039G(d) 
is amended by inserting ‘‘or who relinquishes 
United States citizenship (within the mean-
ing of section 877A(e)(3))’’ after ‘‘section 
877(a))’’. 

(f) CLERICAL AMENDMENT.—The table of 
sections for subpart A of part II of sub-
chapter N of chapter 1 is amended by insert-
ing after the item relating to section 877 the 
following new item: 
‘‘Sec. 877A. Tax responsibilities of expatria-

tion.’’. 
(g) EFFECTIVE DATE.— 
(1) IN GENERAL.—Except as provided in this 

subsection, the amendments made by this 
section shall apply to expatriates (within the 
meaning of section 877A(e) of the Internal 
Revenue Code of 1986, as added by this sec-
tion) whose expatriation date (as so defined) 
occurs on or after the date of the enactment 
of this Act. 

(2) GIFTS AND BEQUESTS.—Section 102(d) of 
the Internal Revenue Code of 1986 (as added 
by subsection (b)) shall apply to gifts and be-
quests received on or after the date of the 
enactment of this Act, from an individual or 
the estate of an individual whose expatria-
tion date (as so defined) occurs after such 
date. 

(3) DUE DATE FOR TENTATIVE TAX.—The due 
date under section 877A(h)(2) of the Internal 
Revenue Code of 1986, as added by this sec-
tion, shall in no event occur before the 90th 
day after the date of the enactment of this 
Act. 
SEC. 449. MODIFICATION OF EXCLUSION FOR 

CITIZENS LIVING ABROAD. 
(a) INFLATION ADJUSTMENT OF FOREIGN 

EARNED INCOME LIMITATION.—Clause (ii) of 
section 911(b)(2)(D) (relating to inflation ad-
justment) is amended— 
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(1) by striking ‘‘2007’’ and inserting ‘‘2005’’, 

and 
(2) by striking ‘‘2006’’ in subclause (II) and 

inserting ‘‘2004’’. 
(b) MODIFICATION OF HOUSING COST 

AMOUNT.— 
(1) MINIMUM AMOUNT.—Clause (i) of section 

911(c)(1)(B) is amended to read as follows: 
‘‘(i) 16 percent of the amount (computed on 

a daily basis) in effect under subsection 
(b)(2)(D) for the calendar year in which such 
taxable year begins, multiplied by’’. 

(2) MAXIMUM AMOUNT OF EXCLUSION.— 
(A) IN GENERAL.—Subparagraph (A) of sec-

tion 911(c)(1) is amended by inserting ‘‘to the 
extent such expenses do not exceed the 
amount determined under paragraph (2)’’ 
after ‘‘the taxable year’’. 

(B) LIMITATION.—Subsection (c) of section 
911 is amended by redesignating paragraphs 
(2) and (3) as paragraphs (3) and (4), respec-
tively, and by inserting after paragraph (1) 
the following new paragraph: 

‘‘(2) LIMITATION.—The amount determined 
under this paragraph is an amount equal to 
the product of— 

‘‘(A) 30 percent of the amount (computed 
on a daily basis) in effect under subsection 
(b)(2)(D) for the calendar year in which the 
taxable year of the individual begins, multi-
plied by 

‘‘(B) the number of days of such taxable 
year within the applicable period described 
in subparagraph (A) or (B) of subsection 
(d)(1).’’. 

(C) CONFORMING AMENDMENTS.— 
(i) Section 911(d)(4) is amended by striking 

‘‘and (c)(1)(B)(ii)’’ and inserting ‘‘, 
(c)(1)(B)(ii), and (c)(2)(B)’’ 

(ii) Section 911(d)(7) is amended by striking 
‘‘subsection (c)(3)’’ and inserting ‘‘subsection 
(c)(4)’’. 

(c) RATES OF TAX APPLICABLE TO NON-
EXCLUDED INCOME.—Section 911 (relating to 
exclusion of certain income of citizens and 
residents of the United States living abroad) 
is amended by redesignating subsection (f) as 
subsection (g) and by inserting after sub-
section (e) the following new subsection: 

‘‘(f) DETERMINATION OF TAX LIABILITY ON 
NONEXCLUDED AMOUNTS.—If any amount is 
excluded from the gross income of a taxpayer 
under subsection (a) for any taxable year, 
then, notwithstanding section 1 or 55— 

‘‘(1) the tax imposed by section 1 on the 
taxpayer for such taxable year shall be equal 
to the excess (if any) of— 

‘‘(A) the tax which would be imposed by 
section 1 for the taxable year if the tax-
payer’s taxable income were equal to the 
sum of— 

‘‘(i) the taxpayer’s taxable income for the 
taxable year (determined without regard to 
this subsection), plus 

‘‘(ii) the amount excluded under subsection 
(a) for the taxable year, over 

‘‘(B) the tax which would be imposed by 
section 1 for the taxable year if the tax-
payer’s taxable income were equal to the 
amount excluded under subsection (a) for the 
taxable year, and 

‘‘(2) the tax imposed by section 55 for such 
taxable year shall be equal to the excess (if 
any) of— 

‘‘(A) the amount which would be the ten-
tative minimum tax under section 55 for the 
taxable year if the taxpayer’s alternative 
minimum taxable income were equal to the 
sum of— 

‘‘(i) the taxpayer’s alternative minimum 
taxable income for the taxable year (deter-
mined without regard to this subsection), 
plus 

‘‘(ii) the amount excluded under subsection 
(a) for the taxable year, over 

‘‘(B) the sum of— 
‘‘(i) the amount which would be the ten-

tative minimum tax under section 55 for the 

taxable year if the taxpayer’s alternative 
minimum taxable income were equal to the 
amount excluded under subsection (a) for the 
taxable year, plus 

‘‘(ii) the amount which would be the reg-
ular tax for the taxable year if the tax im-
posed by section 1 were the tax computed 
under paragraph (1). 
For purposes of this subsection, the amount 
excluded under subsection (a) shall be re-
duced by the aggregate amount of any deduc-
tions or exclusions disallowed under sub-
section (d)(6) with respect to such excluded 
amount.’’. 

(d) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 
SEC. 450. LIMITATION ON ANNUAL AMOUNTS 

WHICH MAY BE DEFERRED UNDER 
NONQUALIFIED DEFERRED COM-
PENSATION ARRANGEMENTS. 

(a) IN GENERAL.—Section 409A (relating to 
inclusion of gross income under nonqualified 
deferred compensation plans) is amended by 
redesignating subsections (c), (d), and (e) as 
subsections (d), (e), and (f), respectively, and 
by inserting after subsection (b) the fol-
lowing new subsection: 

‘‘(c) ANNUAL LIMITATION ON AGGREGATE DE-
FERRED AMOUNTS.— 

‘‘(1) LIMITATION.—If the aggregate amount 
of compensation which— 

‘‘(A) is deferred for any taxable year with 
respect to a participant under 1 or more non-
qualified deferred compensation plans main-
tained by the same employer, and 

‘‘(B) is not otherwise includible in gross in-
come of the participant for the taxable year, 
exceeds the applicable dollar amount for the 
taxable year, then such excess shall be in-
cluded in the participant’s gross income for 
the taxable year. 

‘‘(2) INCLUSION OF EARNINGS.—If— 
‘‘(A) an amount is includible under para-

graph (1) in the gross income of a participant 
for any taxable year, and 

‘‘(B) any portion of any assets set aside in 
a trust or other arrangement under a non-
qualified deferred compensation plan are 
properly allocable to such amount, 

then any increase in value in, or earnings 
with respect to, such portion for the taxable 
year or any succeeding taxable year shall be 
included in gross income of the participant 
for such taxable year or succeeding taxable 
year. 

‘‘(3) APPLICABLE DOLLAR AMOUNT.—For pur-
poses of this subsection— 

‘‘(A) IN GENERAL.—The term ‘applicable 
dollar amount’ means, with respect to any 
participant, the lesser of— 

‘‘(i) the average annual compensation 
which— 

‘‘(I) was payable during the base period to 
the participant by the employer described in 
paragraph (1)(A), and 

‘‘(II) was includible in the participant’s 
gross income for taxable years in the base 
period, or 

‘‘(ii) $1,000,000. 
‘‘(B) BASE PERIOD.—The term ‘base period’ 

means, with respect to any computation 
year, the 5-taxable year period ending with 
the taxable year preceding the taxable year 
in which the election described in subsection 
(a)(4)(B) is made by the participant to have 
compensation for services performed in the 
computation year deferred under a non-
qualified deferred compensation plan, except 
that if the election is made after the begin-
ning of the computation year, such period 
shall be the 5-taxable year period ending 
with the taxable year preceding the com-
putation year. For purposes of this subpara-
graph, the term ‘computation year’ means 
any taxable year of the participant for which 
the limitation under paragraph (1) is being 
determined.’’. 

(b) CONFORMING AMENDMENTS.—Sections 
6041(g)(1) and 6051(a)(13) are each amended by 
striking ‘‘409A(d)’’ and inserting ‘‘409A(e)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005, ex-
cept that taxable years beginning on or be-
fore such date shall be taken into account in 
determining the average annual compensa-
tion of a participant during any base period 
for purposes of section 409A(c)(2) of the Inter-
nal Revenue Code of 1986 (as added by such 
amendments). 
SEC. 451. INCREASE IN AGE OF MINOR CHILDREN 

WHOSE UNEARNED INCOME IS 
TAXED AS IF PARENT’S INCOME. 

(a) IN GENERAL.—Section 1(g)(2)(A) (relat-
ing to child to whom subsection applies) is 
amended by striking ‘‘age 14’’ and inserting 
‘‘age 18’’. 

(b) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—Section 
1(g)(4) (relating to net unearned income) is 
amended by adding at the end the following 
new subparagraph: 

‘‘(C) TREATMENT OF DISTRIBUTIONS FROM 
QUALIFIED DISABILITY TRUSTS.—For purposes 
of this subsection, in the case of any child 
who is a beneficiary of a qualified disability 
trust (as defined in section 642(b)(2)(C)(ii)), 
any amount included in the income of such 
child under sections 652 and 662 during a tax-
able year shall be considered earned income 
of such child for such taxable year.’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 2005. 

Subtitle E—Oil and Gas Provisions 
SEC. 461. EXTENSION OF SUPERFUND TAXES. 

(a) EXCISE TAXES.—Section 4611(e) is 
amended to read as follows: 

‘‘(e) APPLICATION OF HAZARDOUS SUBSTANCE 
SUPERFUND FINANCING RATE.—The Hazardous 
Substance Superfund financing rate under 
this section shall apply after December 31, 
1986, and before January 1, 1996, and after De-
cember 31, 2005, and before January 1, 2015.’’ 

(b) CORPORATE ENVIRONMENTAL INCOME 
TAX.—Section 59A(e) is amended to read as 
follows: 

‘‘(e) APPLICATION OF TAX.—The tax imposed 
by this section shall apply to taxable years 
beginning after December 31, 1986, and before 
January 1, 1996, and to taxable years begin-
ning after December 31, 2005, and before Jan-
uary 1, 2015.’’ 

(c) EFFECTIVE DATES.— 
(1) EXCISE TAXES.—The amendments made 

by subsection (a) shall take effect on the 
date of the enactment of this Act. 

(2) INCOME TAX.—The amendment made by 
subsection (b) shall apply to taxable years 
beginning after December 31, 2005. 
SEC. 462. MODIFICATIONS OF FOREIGN TAX 

CREDIT RULES APPLICABLE TO 
DUAL CAPACITY TAXPAYERS. 

(a) IN GENERAL.—Section 901 (relating to 
credit for taxes of foreign countries and of 
possessions of the United States) is amended 
by redesignating subsection (m) as sub-
section (n) and by inserting after subsection 
(l) the following new subsection: 

‘‘(m) SPECIAL RULES RELATING TO DUAL 
CAPACITY TAXPAYERS.— 

‘‘(1) GENERAL RULE.—Notwithstanding any 
other provision of this chapter, any amount 
paid or accrued by a dual capacity taxpayer 
to a foreign country or possession of the 
United States for any period shall not be 
considered a tax— 

‘‘(A) if, for such period, the foreign country 
or possession does not impose a generally ap-
plicable income tax, or 

‘‘(B) to the extent such amount exceeds the 
amount (determined in accordance with reg-
ulations) which— 

‘‘(i) is paid by such dual capacity taxpayer 
pursuant to the generally applicable income 
tax imposed by the country or possession, or 
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‘‘(ii) would be paid if the generally applica-

ble income tax imposed by the country or 
possession were applicable to such dual ca-
pacity taxpayer. 
Nothing in this paragraph shall be construed 
to imply the proper treatment of any such 
amount not in excess of the amount deter-
mined under subparagraph (B). 

‘‘(2) DUAL CAPACITY TAXPAYER.—For pur-
poses of this subsection, the term ‘dual ca-
pacity taxpayer’ means, with respect to any 
foreign country or possession of the United 
States, a person who— 

‘‘(A) is subject to a levy of such country or 
possession, and 

‘‘(B) receives (or will receive) directly or 
indirectly a specific economic benefit (as de-
termined in accordance with regulations) 
from such country or possession. 

‘‘(3) GENERALLY APPLICABLE INCOME TAX.— 
For purposes of this subsection— 

‘‘(A) IN GENERAL.—The term ‘generally ap-
plicable income tax’ means an income tax 
(or a series of income taxes) which is gen-
erally imposed under the laws of a foreign 
country or possession on income derived 
from the conduct of a trade or business with-
in such country or possession. 

‘‘(B) EXCEPTIONS.—Such term shall not in-
clude a tax unless it has substantial applica-
tion, by its terms and in practice, to— 

‘‘(i) persons who are not dual capacity tax-
payers, and 

‘‘(ii) persons who are citizens or residents 
of the foreign country or possession.’’ 

(b) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxes paid or ac-
crued in taxable years beginning after the 
date of the enactment of this Act. 

(2) CONTRARY TREATY OBLIGATIONS 
UPHELD.—The amendments made by this sec-
tion shall not apply to the extent contrary 
to any treaty obligation of the United 
States. 

SEC. 463. RULES RELATING TO FOREIGN OIL AND 
GAS INCOME. 

(a) SEPARATE BASKET FOR FOREIGN TAX 
CREDIT.— 

(1) SEPARATE BASKET.— 
(A) YEARS BEFORE 2007.—Paragraph (1) of 

section 904(d) (relating to separate applica-
tion of section with respect to certain cat-
egories of income), as in effect for years be-
ginning before 2007, is amended by striking 
‘‘and’’ at the end of subparagraph (H), by re-
designating subparagraph (I) as subpara-
graph (J), and by inserting after subpara-
graph (H) the following new subparagraph: 

‘‘(I) foreign oil and gas income, and’’. 
(B) 2007 AND AFTER.—Paragraph (1) of sec-

tion 904(d), as in effect for years beginning 
after 2006, is amended by striking ‘‘and’’ at 
the end of subparagraph (A), by striking the 
period at the end of subparagraph (B) and in-
serting ‘‘, and’’, and by adding at the end the 
following: 

‘‘(C) foreign oil and gas income.’’ 
(2) DEFINITION.— 
(A) YEARS BEFORE 2007.—Paragraph (2) of 

section 904(d), as in effect for years begin-
ning before 2007, is amended by redesignating 
subparagraphs (H) and (I) as subparagraphs 
(I) and (J), respectively, and by inserting 
after subparagraph (G) the following new 
subparagraph: 

‘‘(H) FOREIGN OIL AND GAS INCOME.—The 
term ‘foreign oil and gas income’ has the 
meaning given such term by section 954(g).’’ 

(B) 2007 AND AFTER.—Section 904(d)(2), as in 
effect for years after 2006, is amended by re-
designating subparagraphs (J) and (K) as 
subparagraphs (K) and (L) and by inserting 
after subparagraph (I) the following: 

‘‘(J) FOREIGN OIL AND GAS INCOME.—For 
purposes of this section— 

‘‘(i) IN GENERAL.—The term ‘foreign oil and 
gas income’ has the meaning given such 
term by section 954(g). 

‘‘(ii) COORDINATION.—Passive category in-
come and general category income shall not 
include foreign oil and gas income (as so de-
fined).’’ 

(3) CONFORMING AMENDMENTS.— 
(A) Section 904(d)(3)(F)(i) is amended by 

striking ‘‘or (E)’’ and inserting ‘‘(E), or (I)’’. 
(B) Section 907(a) is hereby repealed. 
(C) Section 907(c)(4) is hereby repealed. 
(D) Section 907(f) is hereby repealed. 
(4) EFFECTIVE DATES.— 
(A) IN GENERAL.—The amendments made 

by this section shall apply to taxable years 
beginning after the date of the enactment of 
this Act. 

(B) YEARS AFTER 2006.—The amendments 
made by paragraphs (1)(B) and (2)(B) shall 
apply to taxable years beginning after De-
cember 31, 2006. 

(C) TRANSITIONAL RULES.— 
(i) SEPARATE BASKET TREATMENT.—Any 

taxes paid or accrued in a taxable year be-
ginning on or before the date of the enact-
ment of this Act, with respect to income 
which was described in subparagraph (I) of 
section 904(d)(1) of such Code (as in effect on 
the day before the date of the enactment of 
this Act), shall be treated as taxes paid or 
accrued with respect to foreign oil and gas 
income to the extent the taxpayer estab-
lishes to the satisfaction of the Secretary of 
the Treasury that such taxes were paid or ac-
crued with respect to foreign oil and gas in-
come. 

(ii) CARRYOVERS.—Any unused oil and gas 
extraction taxes which under section 907(f) of 
such Code (as so in effect) would have been 
allowable as a carryover to the taxpayer’s 
first taxable year beginning after the date of 
the enactment of this Act (without regard to 
the limitation of paragraph (2) of such sec-
tion 907(f) for first taxable year) shall be al-
lowed as carryovers under section 904(c) of 
such Code in the same manner as if such 
taxes were unused taxes under such section 
904(c) with respect to foreign oil and gas ex-
traction income. 

(iii) LOSSES.—The amendment made by 
paragraph (3)(C) shall not apply to foreign oil 
and gas extraction losses arising in taxable 
years beginning on or before the date of the 
enactment of this Act. 

(b) ELIMINATION OF DEFERRAL FOR FOREIGN 
OIL AND GAS EXTRACTION INCOME.— 

(1) GENERAL RULE.—Paragraph (1) of sec-
tion 954(g) (defining foreign base company oil 
related income) is amended to read as fol-
lows: 

‘‘(1) IN GENERAL.—Except as otherwise pro-
vided in this subsection, the term ‘foreign oil 
and gas income’ means any income of a kind 
which would be taken into account in deter-
mining the amount of— 

‘‘(A) foreign oil and gas extraction income 
(as defined in section 907(c)), or 

‘‘(B) foreign oil related income (as defined 
in section 907(c)).’’ 

(2) CONFORMING AMENDMENTS.— 
(A) Subsections (a)(5), (b)(5), and (b)(6) of 

section 954, and section 952(c)(1)(B)(ii)(I), are 
each amended by striking ‘‘base company oil 
related income’’ each place it appears (in-
cluding in the heading of subsection (b)(8)) 
and inserting ‘‘oil and gas income’’. 

(B) Subsection (b)(4) of section 954 is 
amended by striking ‘‘base company oil-re-
lated income’’ and inserting ‘‘oil and gas in-
come’’. 

(C) The subsection heading for subsection 
(g) of section 954 is amended by striking 
‘‘FOREIGN BASE COMPANY OIL RELATED IN-
COME’’ and inserting ‘‘FOREIGN OIL AND GAS 
INCOME’’. 

(D) Subparagraph (A) of section 954(g)(2) is 
amended by striking ‘‘foreign base company 

oil related income’’ and inserting ‘‘foreign 
oil and gas income’’. 

(3) EFFECTIVE DATE.—The amendments 
made by this subsection shall apply to tax-
able years of foreign corporations beginning 
after the date of the enactment of this Act, 
and to taxable years of United States share-
holders ending with or within such taxable 
years of foreign corporations. 
SEC. 464. MODIFICATION OF CREDIT FOR PRO-

DUCING FUEL FROM A NONCONVEN-
TIONAL SOURCE. 

(a) TAXABLE YEARS ENDING BEFORE 2006.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 29(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
29(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005.—Section 29(b)(2), as 
amended by paragraph (1), is amended by 
adding at the end the following new sen-
tence: ‘‘This paragraph shall not apply with 
respect to the $3 amount in subsection (a) for 
calendar year 2005 and the amount in effect 
under subsection (a) for sales in such cal-
endar year shall be the amount which was in 
effect for sales in calendar year 2004.’’. 

(b) TAXABLE YEARS ENDING AFTER 2005.— 
(1) MODIFICATION OF PHASEOUT.— 
(A) IN GENERAL.—Section 45K(b)(1)(A) is 

amended by inserting ‘‘the calendar year 
preceding’’ before ‘‘the calendar year’’. 

(B) CONFORMING AMENDMENTS.—Section 
45K(b)((2) is amended— 

(i) by striking ‘‘The’’ and inserting ‘‘With 
respect to any calendar year, the’’, and 

(ii) by striking ‘‘for the calendar year in 
which the sale occurs’’ and inserting ‘‘for 
such calendar year’’. 

(2) NO INFLATION ADJUSTMENT FOR THE 
CREDIT AMOUNT IN 2005, 2006, AND 2007.—Section 
45K(b)(2), as amended by paragraph (1), is 
amended by adding at the end the following 
new sentence: ‘‘This paragraph shall not 
apply with respect to the $3 amount in sub-
section (a) for calendar years 2005, 2006, and 
2007 and the amount in effect under sub-
section (a) for sales in each such calendar 
year shall be the amount which was in effect 
for sales in calendar year 2004.’’. 

(3) TREATMENT OF COKE AND COKE GAS.— 
(A) NONAPPLICATION OF PHASEOUT.—Section 

45K(g)(2) is amended by adding at the end the 
following new subparagraph: 

‘‘(D) NONAPPLICATION OF PHASEOUT.—Sub-
section (b)(1) shall not apply.’’. 

(B) APPLICATION OF INFLATION ADJUSTMENT 
.—Section 45K(g)(2)(B) is amended by insert-
ing ‘‘and the last sentence of subsection 
(b)(2) shall not apply.’’. 

(C) CLARIFICATION OF QUALIFYING FACIL-
ITY.—Section 45K(g)(1) is amended by insert-
ing ‘‘(other than from petroleum based prod-
ucts)’’ after ‘‘coke or coke gas’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to fuel sold 
after December 31, 2004. 
SEC. 465. ELIMINATION OF AMORTIZATION OF 

GEOLOGICAL AND GEOPHYSICAL EX-
PENDITURES FOR MAJOR INTE-
GRATED OIL COMPANIES. 

(a) IN GENERAL.—Section 167(h) is amended 
by adding at the end the following new para-
graph: 

‘‘(5) NONAPPLICATION TO MAJOR INTEGRATED 
OIL COMPANIES.—This subsection shall not 
apply with respect to any expenses paid or 
incurred for any taxable year by any inte-
grated oil company (as defined in section 
291(b)(4)) which has an average daily world-
wide production of crude oil of at least 
500,000 barrels for such taxable year.’’. 
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(b) EFFECTIVE DATE.—The amendment 

made by this section shall take effect as if 
included in the amendment made by section 
1329(a) of the Energy Policy Act of 2005. 

Subtitle F—Tax Administration Provisions 
SEC. 471. IMPOSITION OF WITHHOLDING ON CER-

TAIN PAYMENTS MADE BY GOVERN-
MENT ENTITIES. 

(a) IN GENERAL.—Section 3402 is amended 
by adding at the end the following new sub-
section: 

‘‘(t) EXTENSION OF WITHHOLDING TO CERTAIN 
PAYMENTS MADE BY GOVERNMENT ENTITIES.— 

‘‘(1) GENERAL RULE.—The Government of 
the United States, every State, every polit-
ical subdivision thereof, and every instru-
mentality of the foregoing (including multi- 
State agencies) making any payment for 
goods and services which is subject to with-
holding shall deduct and withhold from such 
payment a tax in an amount equal to 3 per-
cent of such payment. 

‘‘(2) EXCEPTIONS.—Paragraph (1) shall not 
apply to any payment— 

‘‘(A) except as provided in subparagraph 
(B), which is subject to withholding under 
any other provision of this chapter or chap-
ter 3, 

‘‘(B) which is subject to withholding under 
section 3406 and from which amounts are 
being withheld under such section, 

‘‘(C) of interest, 
‘‘(D) for real property, 
‘‘(E) to any tax-exempt entity, foreign gov-

ernment, or other entity subject to the re-
quirements of paragraph (1), 

‘‘(F) made pursuant to a classified or con-
fidential contract (as defined in section 
6050M(e)(3)), and 

‘‘(G) made by a political subdivision of a 
State (or any instrumentality thereof) which 
makes less than $100,000,000 of such payments 
annually. 

‘‘(3) COORDINATION WITH OTHER SECTIONS.— 
For purposes of sections 3403 and 3404 and for 
purposes of so much of subtitle F (except sec-
tion 7205) as relates to this chapter, pay-
ments to any person of any payment for 
goods and services which is subject to with-
holding shall be treated as if such payments 
were wages paid by an employer to an em-
ployee.’’. 

(b) EFFECTIVE DATE.—The amendment 
made by this section shall apply to payments 
made after December 31, 2005. 
SEC. 472. INCREASE IN CERTAIN CRIMINAL PEN-

ALTIES. 

(a) IN GENERAL.—Section 7206 (relating to 
fraud and false statements) is amended— 

(1) by striking ‘‘Any person who—’’ and in-
serting ‘‘(a) IN GENERAL.—Any person who— 
’’, and 

(2) by adding at the end the following new 
subsection: 

‘‘(b) INCREASE IN MONETARY LIMITATION FOR 
UNDERPAYMENT OR OVERPAYMENT OF TAX DUE 
TO FRAUD.—If any portion of any under-
payment (as defined in section 6664(a)) or 
overpayment (as defined in section 6401(a)) of 
tax required to be shown on a return is at-
tributable to fraudulent action described in 
subsection (a), the applicable dollar amount 
under subsection (a) shall in no event be less 
than an amount equal to such portion. A rule 
similar to the rule under section 6663(b) shall 
apply for purposes of determining the por-
tion so attributable.’’. 

(b) INCREASE IN PENALTIES.— 
(1) ATTEMPT TO EVADE OR DEFEAT TAX.— 

Section 7201 is amended— 
(A) by striking ‘‘$100,000’’ and inserting 

‘‘$500,000’’, 
(B) by striking ‘‘$500,000’’ and inserting 

‘‘$1,000,000’’, and 
(C) by striking ‘‘5 years’’ and inserting ‘‘10 

years’’. 

(2) WILLFUL FAILURE TO FILE RETURN, SUP-
PLY INFORMATION, OR PAY TAX.—Section 7203 
is amended— 

(A) in the first sentence— 
(i) by striking ‘‘Any person’’ and inserting 

the following: 
‘‘(a) IN GENERAL.—Any person’’, and 
(ii) by striking ‘‘$25,000’’ and inserting 

‘‘$50,000’’, 
(B) in the third sentence, by striking ‘‘sec-

tion’’ and inserting ‘‘subsection’’, and 
(C) by adding at the end the following new 

subsection: 
‘‘(b) AGGRAVATED FAILURE TO FILE.— 
‘‘(1) IN GENERAL.—In the case of any failure 

described in paragraph (2), the first sentence 
of subsection (a) shall be applied by sub-
stituting— 

‘‘(A) ‘felony’ for ‘misdemeanor’, 
‘‘(B) ‘$500,000 ($1,000,000’ for ‘$25,000 

($100,000’, and 
‘‘(C) ‘10 years’ for ‘1 year’. 
‘‘(2) FAILURE DESCRIBED.—A failure de-

scribed in this paragraph is a failure to make 
a return described in subsection (a) for a pe-
riod of 3 or more consecutive taxable 
years.’’. 

(3) FRAUD AND FALSE STATEMENTS.—Section 
7206(a) (as redesignated by subsection (a)) is 
amended— 

(A) by striking ‘‘$100,000’’ and inserting 
‘‘$500,000’’, 

(B) by striking ‘‘$500,000’’ and inserting 
‘‘$1,000,000’’, and 

(C) by striking ‘‘3 years’’ and inserting ‘‘5 
years’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to actions, 
and failures to act, occurring after the date 
of the enactment of this Act. 
SEC. 473. REPEAL OF SUSPENSION OF INTEREST 

AND CERTAIN PENALTIES WHERE 
SECRETARY FAILS TO CONTACT TAX-
PAYER. 

(a) IN GENERAL.—Section 6404 (relating to 
abatements) is amended by striking sub-
section (g) and by redesignating subsections 
(h) and (i) as subsections (g) and (h), respec-
tively. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to returns 
of tax filed after December 31, 2005. 
SEC. 474. INCREASE IN PENALTY FOR BAD 

CHECKS AND MONEY ORDERS. 
(a) IN GENERAL.—Section 6657 (relating to 

bad checks) is amended— 
(1) by striking ‘‘$750’’ and inserting 

‘‘$1,250’’, and 
(2) by striking ‘‘$15’’ and inserting ‘‘$25’’. 
(b) EFFECTIVE DATE.—The amendments 

made by this section apply to checks or 
money orders received after the date of the 
enactment of this Act. 
SEC. 475. FRIVOLOUS TAX SUBMISSIONS. 

(a) CIVIL PENALTIES.—Section 6702 is 
amended to read as follows: 
‘‘SEC. 6702. FRIVOLOUS TAX SUBMISSIONS. 

‘‘(a) CIVIL PENALTY FOR FRIVOLOUS TAX RE-
TURNS.—A person shall pay a penalty of 
$5,000 if— 

‘‘(1) such person files what purports to be a 
return of a tax imposed by this title but 
which— 

‘‘(A) does not contain information on 
which the substantial correctness of the self- 
assessment may be judged, or 

‘‘(B) contains information that on its face 
indicates that the self-assessment is substan-
tially incorrect; and 

‘‘(2) the conduct referred to in paragraph 
(1)— 

‘‘(A) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(B) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(b) CIVIL PENALTY FOR SPECIFIED FRIVO-
LOUS SUBMISSIONS.— 

‘‘(1) IMPOSITION OF PENALTY.—Except as 
provided in paragraph (3), any person who 
submits a specified frivolous submission 
shall pay a penalty of $5,000. 

‘‘(2) SPECIFIED FRIVOLOUS SUBMISSION.—For 
purposes of this section— 

‘‘(A) SPECIFIED FRIVOLOUS SUBMISSION.— 
The term ‘specified frivolous submission’ 
means a specified submission if any portion 
of such submission— 

‘‘(i) is based on a position which the Sec-
retary has identified as frivolous under sub-
section (c), or 

‘‘(ii) reflects a desire to delay or impede 
the administration of Federal tax laws. 

‘‘(B) SPECIFIED SUBMISSION.—The term 
‘specified submission’ means— 

‘‘(i) a request for a hearing under— 
‘‘(I) section 6320 (relating to notice and op-

portunity for hearing upon filing of notice of 
lien), or 

‘‘(II) section 6330 (relating to notice and 
opportunity for hearing before levy), and 

‘‘(ii) an application under— 
‘‘(I) section 6159 (relating to agreements 

for payment of tax liability in installments), 
‘‘(II) section 7122 (relating to com-

promises), or 
‘‘(III) section 7811 (relating to taxpayer as-

sistance orders). 
‘‘(3) OPPORTUNITY TO WITHDRAW SUBMIS-

SION.—If the Secretary provides a person 
with notice that a submission is a specified 
frivolous submission and such person with-
draws such submission within 30 days after 
such notice, the penalty imposed under para-
graph (1) shall not apply with respect to such 
submission. 

‘‘(c) LISTING OF FRIVOLOUS POSITIONS.—The 
Secretary shall prescribe (and periodically 
revise) a list of positions which the Sec-
retary has identified as being frivolous for 
purposes of this subsection. The Secretary 
shall not include in such list any position 
that the Secretary determines meets the re-
quirement of section 6662(d)(2)(B)(ii)(II). 

‘‘(d) REDUCTION OF PENALTY.—The Sec-
retary may reduce the amount of any pen-
alty imposed under this section if the Sec-
retary determines that such reduction would 
promote compliance with and administra-
tion of the Federal tax laws. 

‘‘(e) PENALTIES IN ADDITION TO OTHER PEN-
ALTIES.—The penalties imposed by this sec-
tion shall be in addition to any other penalty 
provided by law.’’. 

(b) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS BEFORE LEVY.— 

(1) FRIVOLOUS REQUESTS DISREGARDED.— 
Section 6330 (relating to notice and oppor-
tunity for hearing before levy) is amended by 
adding at the end the following new sub-
section: 

‘‘(g) FRIVOLOUS REQUESTS FOR HEARING, 
ETC.—Notwithstanding any other provision 
of this section, if the Secretary determines 
that any portion of a request for a hearing 
under this section or section 6320 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(2) PRECLUSION FROM RAISING FRIVOLOUS 
ISSUES AT HEARING.—Section 6330(c)(4) is 
amended— 

(A) by striking ‘‘(A)’’ and inserting 
‘‘(A)(i)’’; 

(B) by striking ‘‘(B)’’ and inserting ‘‘(ii)’’; 
(C) by striking the period at the end of the 

first sentence and inserting ‘‘; or’’; and 
(D) by inserting after subparagraph (A)(ii) 

(as so redesignated) the following: 
‘‘(B) the issue meets the requirement of 

clause (i) or (ii) of section 6702(b)(2)(A).’’. 
(3) STATEMENT OF GROUNDS.—Section 

6330(b)(1) is amended by striking ‘‘under sub-
section (a)(3)(B)’’ and inserting ‘‘in writing 
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under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’. 

(c) TREATMENT OF FRIVOLOUS REQUESTS 
FOR HEARINGS UPON FILING OF NOTICE OF 
LIEN.—Section 6320 is amended— 

(1) in subsection (b)(1), by striking ‘‘under 
subsection (a)(3)(B)’’ and inserting ‘‘in writ-
ing under subsection (a)(3)(B) and states the 
grounds for the requested hearing’’, and 

(2) in subsection (c), by striking ‘‘and (e)’’ 
and inserting ‘‘(e), and (g)’’. 

(d) TREATMENT OF FRIVOLOUS APPLICATIONS 
FOR OFFERS-IN-COMPROMISE AND INSTALL-
MENT AGREEMENTS.—Section 7122 is amended 
by adding at the end the following new sub-
section: 

‘‘(e) FRIVOLOUS SUBMISSIONS, ETC.—Not-
withstanding any other provision of this sec-
tion, if the Secretary determines that any 
portion of an application for an offer-in-com-
promise or installment agreement submitted 
under this section or section 6159 meets the 
requirement of clause (i) or (ii) of section 
6702(b)(2)(A), then the Secretary may treat 
such portion as if it were never submitted 
and such portion shall not be subject to any 
further administrative or judicial review.’’. 

(e) CLERICAL AMENDMENT.—The table of 
sections for part I of subchapter B of chapter 
68 is amended by striking the item relating 
to section 6702 and inserting the following 
new item: 
‘‘Sec. 6702. Frivolous tax submissions.’’. 

(f) EFFECTIVE DATE.—The amendments 
made by this section shall apply to submis-
sions made and issues raised after the date 
on which the Secretary first prescribes a list 
under section 6702(c) of the Internal Revenue 
Code of 1986, as amended by subsection (a). 
SEC. 476. PARTIAL PAYMENTS REQUIRED WITH 

SUBMISSION OF OFFERS-IN-COM-
PROMISE. 

(a) IN GENERAL.—Section 7122 (relating to 
compromises), as amended by this Act, is 
amended by redesignating subsections (c), 
(d), and (e) as subsections (d), (e), and (f), re-
spectively, and by inserting after subsection 
(b) the following new subsection: 

‘‘(c) RULES FOR SUBMISSION OF OFFERS-IN- 
COMPROMISE.— 

‘‘(1) PARTIAL PAYMENT REQUIRED WITH SUB-
MISSION.— 

‘‘(A) LUMP-SUM OFFERS.— 
‘‘(i) IN GENERAL.—The submission of any 

lump-sum offer-in-compromise shall be ac-
companied by the payment of 20 percent of 
amount of such offer. 

‘‘(ii) LUMP-SUM OFFER-IN-COMPROMISE.—For 
purposes of this section, the term ‘lump-sum 
offer-in-compromise’ means any offer of pay-
ments made in 5 or fewer installments. 

‘‘(B) PERIODIC PAYMENT OFFERS.—The sub-
mission of any periodic payment offer-in- 
compromise shall be accompanied by the 
payment of the amount of the first proposed 
installment and each proposed installment 
due during the period such offer is being 
evaluated for acceptance and has not been 
rejected by the Secretary. Any failure to 
make a payment required under the pre-
ceding sentence shall be deemed a with-
drawal of the offer-in-compromise. 

‘‘(2) RULES OF APPLICATION.— 
‘‘(A) USE OF PAYMENT.—The application of 

any payment made under this subsection to 
the assessed tax or other amounts imposed 
under this title with respect to such tax may 
be specified by the taxpayer. 

‘‘(B) NO USER FEE IMPOSED.—Any user fee 
which would otherwise be imposed under this 
section shall not be imposed on any offer-in- 
compromise accompanied by a payment re-
quired under this subsection. 

‘‘(C) WAIVER AUTHORITY.—The Secretary 
may issue regulations waiving any payment 
required under paragraph (1) in a manner 
consistent with the practices established in 

accordance with the requirements under sub-
section (d)(3).’’. 

(b) ADDITIONAL RULES RELATING TO TREAT-
MENT OF OFFERS.— 

(1) UNPROCESSABLE OFFER IF PAYMENT RE-
QUIREMENTS ARE NOT MET.—Paragraph (3) of 
section 7122(d) (relating to standards for 
evaluation of offers), as redesignated by sub-
section (a), is amended by striking ‘‘; and’’ at 
the end of subparagraph (A) and inserting a 
comma, by striking the period at the end of 
subparagraph (B) and inserting ‘‘, and’’, and 
by adding at the end the following new sub-
paragraph: 

‘‘(C) any offer-in-compromise which does 
not meet the requirements of subsection (c) 
shall be returned to the taxpayer as 
unprocessable.’’. 

(2) DEEMED ACCEPTANCE OF OFFER NOT RE-
JECTED WITHIN CERTAIN PERIOD.—Section 7122, 
as amended by subsection (a), is amended by 
adding at the end the following new sub-
section: 

‘‘(g) DEEMED ACCEPTANCE OF OFFER NOT 
REJECTED WITHIN CERTAIN PERIOD.—Any 
offer-in-compromise submitted under this 
section shall be deemed to be accepted by 
the Secretary if such offer is not rejected by 
the Secretary before the date which is 24 
months after the date of the submission of 
such offer (12 months for offers-in-com-
promise submitted after the date which is 5 
years after the date of the enactment of this 
subsection). For purposes of the preceding 
sentence, any period during which any tax li-
ability which is the subject of such offer-in- 
compromise is in dispute in any judicial pro-
ceeding shall not be taken in to account in 
determining the expiration of the 24-month 
period (or 12-month period, if applicable).’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to offers-in- 
compromise submitted on and after the date 
which is 60 days after the date of the enact-
ment of this Act. 
SEC. 477. WAIVER OF USER FEE FOR INSTALL-

MENT AGREEMENTS USING AUTO-
MATED WITHDRAWALS. 

(a) IN GENERAL.—Section 6159 (relating to 
agreements for payment of tax liability in 
installments) is amended by redesignating 
subsection (e) as subsection (f) and by insert-
ing after subsection (d) the following: 

‘‘(e) WAIVER OF USER FEES FOR INSTALL-
MENT AGREEMENTS USING AUTOMATED WITH-
DRAWALS.—In the case of a taxpayer who en-
ters into an installment agreement in which 
automated installment payments are agreed 
to, the Secretary shall waive the fee (if any) 
for entering into the installment agree-
ment.’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply to agree-
ments entered into on or after the date 
which is 180 days after the date of the enact-
ment of this Act. 
SEC. 478. TERMINATION OF INSTALLMENT 

AGREEMENTS. 
(a) IN GENERAL.—Section 6159(b)(4) (relat-

ing to failure to pay an installment or any 
other tax liability when due or to provide re-
quested financial information) is amended by 
striking ‘‘or’’ at the end of subparagraph (B), 
by redesignating subparagraph (C) as sub-
paragraph (E), and by inserting after sub-
paragraph (B) the following: 

‘‘(C) to make a Federal tax deposit under 
section 6302 at the time such deposit is re-
quired to be made, 

‘‘(D) to file a return of tax imposed under 
this title by its due date (including exten-
sions), or’’. 

(b) CONFORMING AMENDMENT.—The heading 
for section 6159(b)(4) is amended by striking 
‘‘FAILURE TO PAY AN INSTALLMENT OR ANY 
OTHER TAX LIABILITY WHEN DUE OR TO PROVIDE 
REQUESTED FINANCIAL INFORMATION’’ and in-
serting ‘‘FAILURE TO MAKE PAYMENTS OR DE-

POSITS OR FILE RETURNS WHEN DUE OR TO PRO-
VIDE REQUESTED FINANCIAL INFORMATION’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to failures 
occurring on or after the date of the enact-
ment of this Act. 

Subtitle G—Additional Provisions 
SEC. 481. MODIFICATION OF INDIVIDUAL ESTI-

MATED TAX SAFE HARBOR. 

(a) IN GENERAL.—The table contained in 
section 6654(d)(1)(C) is amended by striking 
‘‘2002 or thereafter’’ and inserting ‘‘2002, 2003, 
2004, or 2005’’ and by adding at the end the 
following new items: 

‘‘2006 ................................................ 111
2007 or thereafter ............................ 110’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall apply with respect 
to any installment payment for taxable 
years beginning after December 31, 2005. 
SEC. 482. LOAN AND REDEMPTION REQUIRE-

MENTS ON POOLED FINANCING RE-
QUIREMENTS. 

(a) STRENGTHENED REASONABLE EXPECTA-
TION REQUIREMENT.—Subparagraph (A) of 
section 149(f)(2) (relating to reasonable ex-
pectation requirement) is amended to read 
as follows: 

‘‘(A) IN GENERAL.—The requirements of 
this paragraph are met with respect to an 
issue if the issuer reasonably expects that— 

‘‘(i) as of the close of the 1-year period be-
ginning on the date of issuance of the issue, 
at least 50 percent of the net proceeds of the 
issue (as of the close of such period) will 
have been used directly or indirectly to 
make or finance loans to ultimate borrowers, 
and 

‘‘(ii) as of the close of the 3-year period be-
ginning on such date of issuance, at least 95 
percent of the net proceeds of the issue (as of 
the close of such period) will have been so 
used.’’. 

(b) WRITTEN LOAN COMMITMENT AND RE-
DEMPTION REQUIREMENTS.—Section 149(f) (re-
lating to treatment of certain pooled financ-
ing bonds) is amended by redesignating para-
graphs (4) and (5) as paragraphs (6) and (7), 
respectively, and by inserting after para-
graph (3) the following new paragraphs: 

‘‘(4) WRITTEN LOAN COMMITMENT REQUIRE-
MENT.— 

‘‘(A) IN GENERAL.—The requirement of this 
paragraph is met with respect to an issue if 
the issuer receives prior to issuance written 
loan commitments identifying the ultimate 
potential borrowers of at least 50 percent of 
the net proceeds of such issue. 

‘‘(B) EXCEPTION.—Subparagraph (A) shall 
not apply with respect to any issuer which is 
a State (or an integral part of a State) 
issuing pooled financing bonds to make or fi-
nance loans to subordinate governmental 
units of such State or to State-created enti-
ties providing financing for water-infrastruc-
ture projects through the federally-spon-
sored State revolving fund program. 

‘‘(5) REDEMPTION REQUIREMENT.—The re-
quirement of this paragraph is met if to the 
extent that less than the percentage of the 
proceeds of an issue required to be used 
under clause (i) or (ii) of paragraph (2)(A) is 
used by the close of the period identified in 
such clause, the issuer uses an amount of 
proceeds equal to the excess of— 

‘‘(A) the amount required to be used under 
such clause, over 

‘‘(B) the amount actually used by the close 
of such period, 
to redeem outstanding bonds within 90 days 
after the end of such period.’’. 

(c) ELIMINATION OF DISREGARD OF POOLED 
BONDS IN DETERMINING ELIGIBILITY FOR 
SMALL ISSUER EXCEPTION TO ARBITRAGE RE-
BATE.—Section 148(f)(4)(D)(ii) (relating to ag-
gregation of issuers) is amended by striking 
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subclause (II) and by redesignating sub-
clauses (III) and (IV) as subclauses (II) and 
(III), respectively. 

(d) CONFORMING AMENDMENTS.— 
(1) Section 149(f)(1) is amended by striking 

‘‘paragraphs (2) and (3)’’ and inserting ‘‘para-
graphs (2), (3), (4), and (5)’’. 

(2) Section 149(f)(7)(B), as redesignated by 
subsection (b), is amended by striking ‘‘para-
graph (4)(A)’’ and inserting ‘‘paragraph 
(6)(A)’’. 

(3) Section 54(l)(2) is amended by striking 
‘‘section 149(f)(4)(A)’’ and inserting ‘‘section 
149(f)(6)(A)’’. 

(e) EFFECTIVE DATE.—The amendments 
made by this section shall apply to bonds 
issued after the date of the enactment of this 
Act. 
SEC. 483. REPORTING OF INTEREST ON TAX-EX-

EMPT BONDS. 
(a) IN GENERAL.—Section 6049(b)(2) (relat-

ing to exceptions) is amended by striking 
subparagraph (B) and by redesignating sub-
paragraphs (C) and (D) as subparagraphs (B) 
and (C), respectively. 

(b) CONFORMING AMENDMENT.—Section 
6049(b)(2)(C), as redesignated by subsection 
(a), is amended by striking ‘‘subparagraph 
(C)’’ and inserting ‘‘subparagraph (B)’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section shall apply to interest 
earned after December 31, 2005. 

f 

NOTICES OF HEARINGS/MEETINGS 
COMMITTEE ON RULES AND ADMINISTRATION 
Mr. LOTT. Mr. President, I wish to 

announce that the Committee on Rules 
and Administration will meet on 
Wednesday, February 8, 2006, at 2 p.m., 
to conduct a hearing to examine proce-
dures to bring greater transparency to 
the legislative process. 

For further information regarding 
this hearing, please contact Susan 
Wells at the Rules and Administration 
Committee on 224–6352. 

f 

PERMANENT SUBCOMMITTEE ON 
INVESTIGATIONS 

Mr. COLEMAN. Mr. President, I 
would like to announce for the infor-
mation of the Senate and the public 
that the Permanent Subcommittee on 
Investigations of the Committee on 
Homeland Security and Governmental 
Affairs will hold a field hearing in St. 
Paul, MN, entitled ‘‘Volatility in the 
Natural Gas Market: The Impact of 
High Natural Gas Prices on American 
Consumers,’’ regarding the subcommit-
tee’s investigations into the natural 
gas market and allegations that price 
and supply manipulation have caused 
increasingly high and volatile natural 
gas prices. The subcommittee intends 
to hold a hearing to examine the im-
pact higher prices have on the econ-
omy, business, and families, and the 
government’s role in ensuring that nat-
ural gas prices are determined in a 
competitive and informed marketplace. 

The subcommittee hearing is sched-
uled for Friday, February 10, 2006, at 10 
a.m., at the James J. Hill Reference Li-
brary at 80 West 4th Street in St. Paul, 
MN. For further information, please 
contact Raymond V. Shepherd, III, 
staff director and chief counsel to the 
Permanent Subcommittee on Inves-
tigations, at 224–3721. 

AUTHORITIES FOR COMMITTEES 
TO MEET 

COMMITTEE ON BANKING, HOUSING, AND URBAN 
AFFAIRS 

Mr. GRASSLEY. Mr. President, I ask 
unanimous consent that the committee 
on Banking, Housing, and Urban Af-
fairs be authorized to meet during the 
session of the Senate on February 2, 
2006, at 10 a.m., to conduct a hearing on 
‘‘Proposals to Reform the National 
Flood Insurance Program.’’ 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON FOREIGN RELATIONS 
Mr. GRASSLEY. Mr. President, I ask 

unanimous consent that the Com-
mittee on Foreign Relations be author-
ized to meet during the session of the 
Senate on Thursday, February 2, 2006, 
at 9:30 a.m., to hold a hearing on tax 
treaties. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON FOREIGN RELATIONS 
Mr. GRASSLEY. Mr. President, I ask 

unanimous consent that the Com-
mittee on Foreign Relations be author-
ized to meet during the session of the 
Senate on Thursday, February 2, 2006, 
at 2:30 p.m., to hold a hearing on nomi-
nations. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON HOMELAND SECURITY AND 
GOVERNMENTAL AFFAIRS 

Mr. GRASSLEY. Mr. President, I ask 
unanimous consent that the Com-
mittee on Homeland Security and Gov-
ernmental affairs be authorized to 
meet on Thursday, February 2, 2006, at 
10 a.m. for a hearing titled, ‘‘Hurricane 
Katrina: The Role of the Governors in 
Managing the Catastrophe.’’ 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

COMMITTEE ON THE JUDICIARY 
Mr. GRASSLEY. Mr. President, I ask 

unanimous consent that the Com-
mittee on the Judiciary be authorized 
to meet to conduct a hearing on ‘‘Exec-
utive Nominations’’ on Thursday, Feb-
ruary 2, 2006 at 10 a.m. in Hart Senate 
Office Building, Room 226. 

Panel I: Members of Congress TBA 
Panel II: Paul J. McNulty to be Dep-

uty Attorney General 
The PRESIDING OFFICER. Without 

objection, it is so ordered. 
COMMITTEE ON VETERANS’ AFFAIRS 

Mr. GRASSLEY. Mr. President, I ask 
unanimous consent that the Com-
mittee on Veterans’ Affairs be author-
ized to meet during the session of the 
Senate on Thursday, February 2, 2006, 
for a committee hearing titled ‘‘The 
Jobs for Veterans Act Three Years 
Later: Are VETS’ Employment Pro-
grams Working for Veterans?’’ 

The hearing will take place in room 
418 of the Russell Senate Office Build-
ing at 10:30 a.m. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

SELECT COMMITTEE ON INTELLIGENCE 
Mr. GRASSLEY. Mr. President, I ask 

unanimous consent that the Select 

Committee on Intelligence be author-
ized to meet during the session of the 
Senate on February 2, 2006 at 10 a.m. to 
hold an open hearing on the World 
Threat. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

SELECT COMMITTEE ON INTELLIGENCE 

Mr. GRASSLEY. Mr. President, I ask 
unanimous consent that the Select 
Committee on Intelligence be author-
ized to meet during the session of the 
Senate on February 2, 2006 at 2:30 p.m. 
to hold a closed hearing. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

SPECIAL COMMITTEE ON AGING 

Mr. GRASSLEY. Mr. President, I ask 
unanimous consent that the Special 
Committee on Aging be authorized to 
meet tomorrow, February 2, 2006 from 
10 a.m.–12 p.m. in Hart 216 for the pur-
pose of conducting a hearing. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

f 

PRIVILEGES OF THE FLOOR 

Mr. DORGAN. Mr. President, on be-
half of Senator SCHUMER, I ask unani-
mous consent that Tovah Calderon, a 
detailee from the Department of Jus-
tice, be granted the privilege of the 
floor during today’s session. 

The PRESIDING OFFICER. Without 
objection, it is so ordered. 

f 

NATIONAL WEEK OF PRAYER FOR 
UGANDA 

Mr. FRIST. Mr. President, I ask 
unanimous consent that the Senate 
proceed to the consideration of S. Res. 
366, which was submitted earlier today. 

The PRESIDING OFFICER. The 
clerk will report the resolution by 
title. 

The assistant legislative clerk read 
as follows: 

A resolution (S. Res. 366) affirming the im-
portance of increased international action 
and a national week of prayer for the Ugan-
dan victims of Joseph Kony’s Lord’s Resist-
ance Army, and expressing the sense of the 
Senate that Sudan, Uganda, and the inter-
national community bring justice and hu-
manitarian assistance to Northern Uganda 
and that February 2 through 9, 2006 should be 
designated as a national week of prayer and 
reflection for the people of Uganda. 

There being no objection, the Senate 
proceeded to consider the resolution. 

Mr. INHOFE. Mr. President, I want 
to speak about a matter of urgency and 
extreme concern to me that is going on 
right now in Uganda. 

As my colleagues may know, I have 
spent much time in Africa, particularly 
in Uganda, talking with President 
Museveni. 

The major issue that he and I dis-
cussed is the ongoing terrorist tragedy 
in his country. The Lord’s Resistance 
Army, LRA, is a rebel paramilitary 
group formed in 1987 operating mainly 
in northern Uganda and southern 
Sudan. The group is engaged in an 
armed rebellion against the Ugandan 
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