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

SECTION 1. SHORT TITLE; ETC.

(a) SHorT TrTLE.—This Act may be cited as the “Technical and
Miscellaneous Revenue Act of 1983
(b) DeFintTIONS.—For purposes of this Act—
(1) 1986 copE.—The term “1986 Code” means the Internal
Revenue Code of 1986.
(2) ReForM AcT.—Except where i.ncompatible with the intent,
the term “Reform Act” means the Tax Reform Act of 1986.
(c) CLEriCAL AMENDMENT.—Paragraph (29) of section 7701(a) of
the 1986 Code is amended by stnkmg out “of 1954"” and inserting in
lieu thereof “of 1986”.
(d) TaBLE OF CONTENTS.—

TITLE I-TECHNICAL CORRECTIONS TO TAX REFORM ACT OF 1986

1001. Amendments related to title I of the Reform Act.
Sec. 1002. Amendments related to title II of the Reform Act.
Sec. 1003. Amendments related to title III of the Reform Act.
Sec. 1004. Amendments related to title IV of the Reform Act.
Sec. 1005. Amendments related to title V of the Reform Act.
1006. Amendments related to title VI of the Reform Act.
1007. Amendments related to title VII of the Reform Act.
1008. Amendments related to title VIII of the Reform Act.
1009. Amendments related to title IX of the Reform Act.
1010. Amendments related to title X of the Reform Act.
1011. Amendments related to parts I and II of subtitle A of title XI of the

Reform Act.
1011A. Amendments related to parts III and IV of subtitle A of title XI of the
Reform Act.

1011B, Amendments related to subtitles B and C of title XI of the Reform Act.
1012. Amendments related to title XII of the Reform Act.

1013. Amendments related to title XIII of the Reform Act.

1014. Amendments related to title XIV of the Reform Act.

1015. Amendments related to title XV of the Reform Act.

1016. Amendments related to title XVI of the Reform Act.

1017. Amendments related to title XVII of the Reform Act.

1018. Amendments related to title XVIII of the Reform Act.

1019. Effective date.

TITLE I—AMENDMENTS RELATED TO TAX PROVISIONS IN OTHER
LEGISLATION

2001. Amendments related to Superfund Revenue Act of 1986.

2002. Amendments related to Harbor Maintenance Revenue Act of 1986.

. 2003. Amendments related to Omnibus Budget Reconciliation Act of 1986.

. 2004. Amendments related to the Revenue Act of 1987.

. 2005. Ampdmmts related to Pension Protection Act and full funding limi-

ions.

Sec. 2006. Amendments related to section 9201 of the Omnibus Budget Reconcilia-

tion Act of 1987.
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TITLE INI—ADDITIONAL SIMPLIFICATION AND CLARIFICATION
PROVISIONS
Subtitle A—Diesel Fuel Excise Tax Collection and Exemption Procedures

Sec. 3001. Tu—fmedtudm of certain fuels.
Sec. 3002. Expedited refund for certain fuels used in nontaxable uses.
Sec. 3003. Marine retailers treated as producers.

Subtitle B—Health Care Continuation Rules
Sec. 3011. Failure to satisfy continuation requirements of group health plans.
Subtitle C—Employee Benefit Nondiscrimination Rules

Sec. 3021. Modifications to discrimination rules applicable to certain employee
benefit plans.

Subtitle D—Estate and Gift Taxes
Sec. 3031. Estate tax valuation freezes.
Subtitle E—Indian Fishing Rights
Sec. 3041. Federal tax treatment of income derived by Indians from exercise of fish-
ing rights secured by treaty, etc.
Sec. 3042. State tax treatment of income derived by Indians from exercise of fishing
rights secured by treaty, etc.
Sec. 3043. Conforming amendments relating to old-age, survivors, and disability
insurance program.
Sec. 3044. Effective date; no inference created.
TITLE IV—-EXTENSIONS AND MODIFICATIONS OF EXPIRING TAX
PROVISIONS
Sec. 4001. Extension and modification of exclusion for employer-provided education
Sec. 4002. Extension and modification of exclusion of amounts received under group
services plans.
Sec. 4003. Carryover of post-1987 low-income housing credit dollar amounts per-
Sec. 4004. Simplification of rule where partnership holds qualified low-income
Sec. 4005. Provisions relating to morigage revenue bonds and morigage credit
Sec. 4006. Extension of certain business energy credits.
Sec. 4007. Extension of credit for increasing research activities.
Sec. 4008. Denial of deduction for 50 percent of amounts allowed as a research

credit.
Sec. 4009. Allocation of research and rimental expenditures.
Sec. 4010. Extension and modification of targeted jobs credit.
Sec. 4011. Treatment g publicly offered regulated investment companies under
nt floor.

2-perce
Sec. 4012. Extension and modifications of provisions relating to financial institu-
TITLE V—REVENUE INCREASE PROVISIONS
Subtitle A—Corporate Estimated Tax Provisions
Sec. 5001. Corporate estimated tax payments.

Subtitle B—Insurance Provisions
Sec. 5011. Limitation on unreasonable mortality and other expense charges under
section TT02.

Sec. 5012. Treatment of modified endowment contracts.
Sec. 5013. Valuation of group-term life insurance.

Subtitle C—Loss Transfer Rules for Alaska Native Corporations
Sec. 5021. Repeal of rules permitting loss transfers by Alaska Native Corporations.
Subtitle D—Estate and Gift Tax Provisions

Sec. 5031. Valuation tables.
Sec. 5032. Rate schedule for tax on estates of nonresidents not citizens.
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. Disallowance of marital deduction where spouse is not citizen of United
States.

Subtitle E—Long-Term Contract Provisions
. Long-term contract provisions.
Subtitle F—Tax-Exempt Bond Provisions

. Treatment of certain pooled financing bonds.

. Treasury regulations relating to student loan bonds.

. Restrictions on bonds used to provide residential rental property for
family units.

Subtitle G—Excise Tax Provisions

. Imposition of excise tax on manufacture or importation of pipe tobacco.
. Modification of distilled spirits tax credit for flavors content.

Subtitle H—Other Revenue Increase Provisions

. Increase in penalty for bad checks.

. Time for payment of tax on reversion of pension plan assets.
. Denial of deduction for certain residential telephone service.
. Partnership reporting of unrelated business taxable income.
. Options subject to wash sale rules.

. Interest charge on installment sales of certain property.

. Applications of net operating loss rules to stock acquired by an employee
stock ownershi n

p plan.
TITLE VI—OTHER SUBSTANTIVE REVENUE PROVISIONS

Subtitle A—Provisions Relating to Individuals

. Treatment of certain amounts paid to or for the benefit of an institution

of higher education.

. Nonrecognition of gain where one spouse dies before occupying new

residence.

. Meals on certain vessels and offshore oil platforms exempt from 80 per-

cent limitation on deduction for meals.

. Treatment of certain innocent spouses. .
. Interim treatment of certain amounts awarded to Christa McAuliffe

Fellows.

. Election to claim certain unearned income of child on parent's return.
. Jury duty pay remitted to an individual's employer allowed as a deduc-

tion in computing gross income.

. Business use of automobiles by rural mail carriers. .
. Exclusion from gross income for income from United States savings

bonds used to pay tuition and fees.

. Modification of additional exemption for student dependents.
. Principal residence capital gains exclusion.

Subtitle B—Provisions Relating to Accounting and Agriculture
. Amendments to uniform capitalization rules.

. Treatment of single purpose agricultural or horticultural structures.

. Treatment of property used in the farming business.

. Treatment of certain trees.

. One-year deferral of proceeds from live-stock sold on account of drought.
. Certain repledges permitted.

; “ﬁ;};&mm of indirect holdings through trusts under section 448 of the

. Disaster assistance act payments included in special rule for taxable year
of inclusion.

Subtitle C—Pensions and Employee Benefits

. Provisions relating to benefits under discriminatory plans.

4 Modjﬁc.acttisona of discrimination rules applicable to certain annuity
contracts.

Required distribution beginning date for governmental and church plans.

. Section 415 limitation for State and local plans.

. Minimum participation standards.

. Study of effect of minimum participation rule on employers required to

provide certain retirement benefits.

. Prohibition on collectibles not to include State coins.

. Application of fundings rules to multiple employer plans.

. Application of section 415 limitations to police and firefighters.
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Sec.ml.lmmto acquire employer securities.
Sec.MEﬂ'uhved-mdm 415 limitations of collectively bargained agree-

ments.
Sec. 6063. Treatment of pre-1989 elections for dependent care assistance under cafe-

tal plans.
Sec. 6066. Mhlmc:'fhﬁmdhmmdﬁwtmbdummfor
Sec. 6067. Speualrulnlhr spin-off rules to banks.
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in employer reversion
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deferred arrangements.
Sec. 6072. Study of treatment of certain technical personnel.
Sec. 6076. “mtdmmﬁmmfm

Sec. 60TT.

ann.lmbd payments.
Sec. Gﬂﬂ. urch self-funded death benefit plans treated as life insurance.
Sec. 6079. Treatment of settlements.

Sec. 6080. Variable contracts invested in government securities permitted.

Subtitle E—Excise Tax Provisions
Sec. 6101. Authmtyhprmihhhrmfwthevdmufmmhﬁdesrw

m of the excise tax on wine.
Sec. 6102. dnstﬁlnmtondmmmdmmsfnrrefundofgmlmem
Sec. 6103. Authority to exempt articles from excise tax on heavy trucks and trailers
Sec. 6104 Applieatinnul" m blende

" tax rate to TS,
Sec. 6105. Certain educational institutions exempt from user fees on permits for

industrial use of specially denatured distilled spirits.

Sec. 6106. Small procedures exempt from occupational tax on distilled spirits

Sec. 6107. payment of archery excise tax.
Sec. 6108. d‘nmefwemehngaut“nnglegmlatmrelabngtotheoﬂ

1 companies.
Sec. 6127. Election to be treated as qualified electing fund to be made by taxpayer.
Sec. 6128. Treatment of certain United States affiliate

Cari =
Sec. 61 'hmr.mnntofoertun Umledsulesohl@tmns possession banks
Sec. 6134. Treatment of certain gambling winnings received bybymnremdent aliens.
Sec. 6135, mwhwumw

Sec. 6136. Tax exemption for ENJEBI community trust fund.

Sec. 6137. Ammdmnslzmmu
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Sec. 6140. Treatment of certain awards by the district court of Guam.

Subtitle G—Estate Tax Provisions

Sec. 6151. Treatment of certain rents under section 2032A.
Sec. 6152. Clarification of treatment of joint and survivor annuities under Qtip

Subtitle H—Tax-Exempt Bond Provisions

Sec. 6176. Clarification of small issue bond definition of manufacturing facility.
6177. Rules applicable to tax and revenue anticipation bonds.
Sec. 6178. Amendment to mortgage bond purchase price regulations.
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Aprhcatmn of security interest test to bond financing of hazardous waste
ean-up activities.

Tax-exempt financing for certain rail facilities.

Rules relatm%to rebate on earnings on bona fide debt service fund.

Bonds issued by volunteer fire departments.

Disregard of pooled financings in determination of qualification for small
issuer exception.

Subtitle I—Provisions Relating to Exempt Organizations

Certain games of chance not treated as unrelated trade or business.

Purchase of insurance by cooperative hospital service organizations.

Cancellation of certain debts originated by or guaranteed by the United
States not taken into account in determlmng tax exempt status of cer-
tain organizations.

Determination of operating foundation status for certain purposes.

Subtitle J—Taxpayer Rights and Procedures

. Short title.

Parr I—Taxpaver RiGHTS

. Disclosure of rights of taxpayers.
. Procedures involving taxpayer interviews
. Taxpayers may rely on written advice of Internal Revenue Service.
. Taxpayer assistance orders.
. Basis for evaluation of Internal Revenue Service employees.
. Procedures relating to Internal Revenue Service regulations.
. Content of tax due, deficiency, and other notices.
. Installment payment of tax liability.
Assistan

t Commissioner for taxpayer services.
Part [I—LEvy AND LieN PrOVISIONS

. Levy and distraint.

w of jeopardy levy and assessment procedures.

. Administrative appea] of liens.

Part III—PrOCEEDINGS BY TAXPAYERS

Awarding costs and certain fees in administrative and court proceedings

Civil cause of action for damages sustained due to failure to release hen

Civil cause of action for damages sustained due to certain unauthorized
actions by internal revenue service.

Assessable penalty for improper disclosure or use of information by pre-
parers of returns.

Part IV—Tax Court JURISDICTION

. Jurisdiction to restrain certain premature assessments,

. Jurisdiction to enforce overpayment determmahona.

. Jurisdiction to review certain sales of seized pro

. Jurisdiction to redetermine interest on deficiencies.

. Jurisdiction to modify decisions in certain estate tax cases.

Subtitle K—Other Administrative Provisions

. Exchange of information.

. Provisions relating to preuously required studies.

. Repeal of secretarial authority to prescribe class lives.

. Amendments related to Crude Oil Windfall Profit Tax Act of 1980.

Subtitle L—Provisions Relating to Corporations and Personal Holding Companies
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62176,
6271,
6278,
6279.

6280,
6281,

6282.

Authority to pay refunds to certain fiduciaries of insolvent members of

affiliated groups.
Application of net operating loss limitations to bankruptcy reorganiza-

tions.

Apflication of section 7503 of 1986 Code for purposes of section 10222(b)
of Revenue Act of 1987.

Interest earned by brokers or dealers not taken into account as personal
holding company income. .

Treatment of certain bank holding companies.

Authority to waive appraisal requirement for certain charitable contribu-
tions pro%erty.

Distributions by cooperative housing corporations.
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Subtitle M—Miscellaneous Provisions

Sec. 6301. leofllmltonlong-termhonds

Sec. 6302. One-year extension of credit for producing fuel from a nonconventional
source.

Sec. 6303. Certain discharge of debt income not included in adjusted book income.

Sec. 6304. Nonconventional fuels credit.

Sec. 6305. Treatment of certain family services providers.

TITLE VII—RAILROAD UNEMPLOYMENT AND RETIREMENT PROGRAMS

Sec. T001. Short title.
Sec. 7002. References to Railroad Unemployment Insurance Act.

Subtitle A—Financing Provisions
Sec. 7101. Amendments relating to definition of “‘compensation™.
Contribution adjustments.

Sec. T102.
Sec. 7103. Administrative

report.
Sec. T106. Amndmhlel&ng:;mkudunempluymt repayment tax.
Sec. 7108. Ommrexmdughmtﬁrﬁhngmby&mmmwnmlbﬂ-
road Retirement Reform.

Subtitle B—Benefit and Other Adjustments

T201. Waiting period for benefits and benefit increases.

T202. Qualifying condition.

7203. Increase in maximum permitted subsidiary remuneration.
Subtitle C—Retirement Act Amendments

7301. Additional lump sum payment in certain cases.
Sec.MDahhmoflad erson service as a disqualification.
Sec. 7303. Earnings of annuitants.

Sec. T304. Allowance of credit for military service.

TITLE VII-AMENDMENTS RELATING TO SOCIAL SECURITY ACT
PROGRAMS

Subtitle A—Old-Age, Survivors, and Disability Insurance and Related Provisions

Sec. 8001. htﬂlmdmbduybemﬁhmmofdehgedﬁmldmmm

Sec. 8002. of earnings test in year of individual’s death.

Sec. 8003. of reduction in windfall benefits.

Sec. 8004. Denial of benefits to individuals deported or ordered deported on the
Wmorﬂo'{? ml.mu with the Nazi Government of Germany during
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Sec. 8005. Modifications in the term of office of public members of the board of
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certain religious faiths.

Sec. 8009. of social account number as a condition for receipt
Bﬁnuumnt secunty
kml&mtmdmdemhr tion to establish entitle-
for certain reduced widow'’s and s benefits.
Benmn.(}l.luﬂaﬁmdthewi:ﬂﬁﬂlnrnﬁtmmmtbnodmmm
amounts payable in the first month of concurrent entitlement rather
than concurrent eligibility.
Sec. 8012. Consolidation of reports on continuing disability reviews.
Sec. 8013. Exclusion of employees separated from nt before January 1,
l!ﬂB&ommlemdudmgaawagu under FICA certain pay-
for group-term life insurance.
Sec.wltamﬁuhm: of applicability of Government pension offset to certain Fed-
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Sec. 8016. Technical corrections in OASDI provisions.
Sec. 8017. Certain cash wages paid to seasonal agricultural laborers excluded from

coverage.
Sec. 8018. Certain employer pension contributions not included in FICA wage base.



102 STAT. 3348

§ ¢ ¥ BY ¥

£ EF ¥ ¢ ge¢

gEEE ???? £ EEEF & wpep ¥ BN

. 8019.

. 8101,
. 8102,

8103.
8104.

8105.
8201.

8301.

8401.
8402
8403.
8404,

8405.

8411.

8412, I

8413.

8421,

8422,
8423
8424,

8425,
8426.

8481,

PUBLIC LAW 100-647—NOV. 10, 1988

Reports regarding certain disability-related benefits.
Subtitle B—Public Assistance Provisions

Extlension of prohibition against implementation of certain proposed reg-

ulations.

Review of policy rning use of AFDC funds to meet emergency needs
of families eligible for AFDC thruugh emergency assistance or special
needs payments reﬁo

Dis using auslstanee payments in determining income
an resources under SSI program.

Foster care independent living initiatives.

Technical corrections to Family Support Act of 1988.

Subtitle C—National Commission on Children
Delay in reporting date for National Commission on Children.

Subtitle D—Unemployment Compensation
Self-employment demonstration project.

Subtitle E—Medicare and Medicaid
Part I—Provisions RELATING T0 PART A oF MEDICARE

Extension of dlsg:?omonate share provisions.

Maintenance of debt collection policy.

Application of m‘a_fe indices in case of areas affected by section 4005(aX1)
of OBRA of 198

Demonstration projects with respect to chronic ventilator-dependent
units in hospitals.

Election of personnel policy for PROPAC employees.

PARrT II—RELATING TO PARTS A AND B oF MEDICARE PROGRAM

Elimination of waivers of 50:50 rule for HMO enrollment.
ncrease in authorization for the patient outcome assessment research

program.
Delay in reporting deadline for the United States Bipartisan Commission
on Comprehemﬁm Health Care.

ParT III—Provisions RELATING TO PART B oF MEDICARE

Budget neutrality adjustment for certified registered nurse anesthetists.
Coverage of psychologists’ services when provided off-site as part of a

treatment plan..
Nonapplication of certain requlmments to physical therapists in inde-
Fiactions of physiei :

ons of pl ian payment review commission.

Moratorium onﬂ:J y'me ent demonstration extended.
Study of trip fees for cluncal tories.

Part IV—Provisions RELATING TO MEDICAID

Delay in issuance of final regulations concerning the use of volunta
::T;tcrﬁbutwnsd:nd provider-paid taxes by Stggeu to receive Federg
i

8432. Medicaid long-term care waiver p

8433.
8434.

rogram.
Extension of time period for submission of correction and reduction plans
for certain intermediate care facilities for the mentally retarded.
Correction relating to medicare buy-in.

8435. Clarification of Federal financial participation for case-management serv-

8436,

ices.
Determination of premium amounts for extended medical assistance.
TITLE IX—TRADE PROVISIONS

. Trade technical amendments.

9002. Foreign trade zones.

9003. Report on the small business innovation research

program.
9004. Extension of certain existing suspensions of duty and duty reductions.

TITLE X—MANASSAS NATIONAL BATTLEFIELD PARK

10001. Short title.

10002. Addition to Manassas National Battlefield Park.
10003. Visual protection.

10004. Highway relocation.
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TITLE I-TECHNICAL CORRECTIONS TO  Sorporations.
TAX REFORM ACT OF 1986

SEC. 1001. AMENDMENTS RELATED TO TITLE 1 OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 101 OF THE REFORM AcCT.—

(1) Paragraph (2) of section 6867(b) of the 1986 Code is amend-

ed by striking out “at a 50-percent rate” and inserting in lieu

thereof “at the highest rate of tax specified in section 1".

t_1(12)(.1§)Sﬁct.m'n531«)f'l'.he 1986 Code i1s amended to read as
ollows:

“SEC. 531. IMPOSITION OF ACCUMULATED EARNINGS TAX.

“In addition to other taxes imposed by this chapter, there is
hereby imposed for each taxable year on the accumulated taxable
income (as defined in section 535) of each corporation described in
section532,anaccumulatedeamingstaxequalto28pereentofthe
accumulated taxable income.”

(B) The amendment made by subparagraph (A) shall apply to 26 USC 531 note.
taxable years after December 31, 1987. Such amend-
mentshallnotbetteahedasachangemarateoftaxfor
purposes of section 15 of the 1986 Code.

(3) The last sentence of section 1(gX2) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: “and subparagraph (B) shall be applied as if a deduc-
tion for a personal exemption were allowable under section 151
to such individual for such individual’s

(b) AMENDMENTS RELATED TO SECTION 102 OF THE REFORM ACT.—

(1) Paragraph (5) of section 63(c) of the 1986 Code is

(A) by striking out “the standard deduction applicable”
and inserting in lieu thereof “the basic standard deduction
applicable”, and

(B) by striking out “STANDARD DEDUCTION” in the para-
graph heading and inserting in lieu thereof “BAsiC STAND-
ARD DEDUCTION"".

(2) Subclause (I) of section 6012(a)}1XCXi) of the 1986 Code is
amended to read as follows:

“(I) income (other than earned income) in excess
of the sum of the amount in effect under section
63(cX5XA) plus the additional standard deduction
(if any) to which the individual is entitled, or".

(3XA) Subparagraph (A) of section 62(aX2) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “The fact that the reimbursement may be provided by a
third party shall not be determin.ative of whether or not the
preceding sentence ap

(B) Paragraph (2) olP section 527(e) of the 1986 Code (defining
exempt function) is amended by adding at the end thereof the
following new sentence: “Such term includes the making of
expenditures relating to an office described in the preceding
sentence which, if incurred by the individual, would be allow-
able as a deduction under section 162(a).”
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(c) AMENDMENT RELATED TO SECTION 111 OoF THE REFORM AcCT.—
Fs}nlragraph (3) of section 32(i) of the 1986 Code is amended to read as
ollows:

“(3) RounpiNGg.—If any dollar amount after being increased
under paragraph (1) is not a multiple of $10, such dollar amount
shall be rounded to the nearest multiple of $10 (or, if such dollar
amount is a multiple of $5, such dollar amount shall be in-
creased to the next higher multiple of $10).”

Fellowships and (d) AMENDMENTS RELATED TO SECTION 123 OF THE REFORM ACT.—

scholarships. (1XA) Clause (ii) of section 4941(d¥2XG) of the 1986 Code is

E:ﬁg;g and amended to read as follows:

' “(ii) scholarships and fellowship grants which would
be subject to the provisions of section 117(a) (as in effect
on the day before the date of the enactment of the Tax
Reform Act of 1986) and are to be used for study at an
educational organization described in section
170(b)1XAXii),”.

(B) Paragraph (1) of section 4945(g) of the 1986 Code is
amended to read as follows:

“(1) the grant constitutes a scholarship or fellowship grant
which would be subject to the provisions of section 117(a) (as in
effect on the day before the date of the enactment of the Tax
Reform Act of 1986) and is to be used for study at an educational
organization described in section 170(b)1)}AXii),”.

Aliens. (2XA) The second sentence of section 1441(b) of the 1986 Code
is amended to read as follows: “The items of income referred to
in subsection (a) from which tax shall be deducted and withheld
at the rate of 14 percent are amounts which are received by a
nonresident alien individual who is temporarily present in the
United States as a nonimmigrant under subparagraph (F), (J),
or (M) of section 101(a)15) of the Immigration and Nationality
Act and which are—

“(1) incident to a qualified scholarship to which section 117(a)
applies, but only to the extent includible in gross income; or

“(2) in the case of an individual who is not a candidate for a
degree at an educational organization described in
170(bX1)XAXii), granted by—

“(A) an organization described in section 501(cX3) which
is exempt from tax under section 501(a),

“(B) a foreign government,

“C) an international organization, or a binational or
multinational educational and cultural foundation or
commission created or continued pursuant to the Mutual
Educational and Cultural Exchange Act of 1961, or

“(D) the United States, or an instrumentality or agency
thereof, or a State, or a possession of the United States,
or any political subdivision thereof, or the District of
Columbia,

as a scholarship or fellowship for study, training, or research in
the United States.”

(B) Subsection (c) of section 871 of the 1986 Code is amended—

(i) by a’trl]unq out “section 1441(bX1) or (2)”’ and inserting
in lieu thereof ‘““the second sentence of section 1441(b)""; and

(i) by striking out “(F) or (J)” each Plaee it appears and
inserting in lieu thereof “(F), (J), or (M)".
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(C) The following provisions of the 1986 Code are each
amended by striking out “(F) or (J)” each place it appears and
inserting in lieu thereof “(F), (J), or (M)":

(i) Section 3121(b)(19).
(ii) Section 3231(eX1).
(iii) Section 3306(c)(19).

(D) d(iogl%se (m section gTOI(bXS)(E) (l%f thed1986 Code is
amen striking out “su " and inserting in
lieu thereof “subparagraph (F) ‘}:Ia'r (ﬁ;’?p ¢

(E) Section 210(5)(?&?0? the Social Security Act is amended by 42 USC 410.
striking out “(F) or (J)” each place it appears and inserting in
lieu thereof “(F), (J), or (M)”.

(e) AMENDMENT RELATED TO SECcTION 131 OF THE REFORM AcT.—
Subsection (f) of section 86 of the 1986 Code is amended by inserting
;;anrci:; at thetgnd of paragr:l(); 3), by strikin};g(sut paragraph (4), and

y redesignating paragrap as paragrap L

(f) AMENDMENTS RELATED TO SECTION 132 OF THE REFORM ACT.—

(1) Section 67 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(f) CoornmnaTioN WiTH OtHER LiMmiTaTioN.—This section shall be
applied before the ag lication of the dollar limitation of the last
sentence of section 1 g(a) (relating to trade or business expenses).”

(2) Paragraph (4) of section 6T(b) of the 1986 Code is
amended—

(A) by striking out “deduction” and inserting in lieu
thereof ‘‘deductions”, and

(B) by inserting before the comma at the end thereof “and
section 642(c) (relating to deduction for amounts paid or
permanently set aside for a charitable purpose)”.

(3) Subsection (e) of section 67 of the 1986 Code is amended to
read as follows:

“(e) DETERMINATION OF Apjustep Gross INcoME IN CAse oF Es-
TATES AND TRUSTS.—For purposes of this section, the adjusted gross
income of an estate or trust shall be computed in the same manner
as in the case of an individual, except that—

“(1) the deductions for costs which are paid or incurred in
connection with the administration of the estate or trust and
which would not have been incurred if the property were not
held in such trust or estate, and
66‘1‘(2) the deductions allowable under sections 642(b), 651, and

shall be treated as allowable in arriving at adjusted gross income.
Under regulations, appropriate adjustments be made in the
application of part I of subchapter J of this chapter to take into
account the provisions of this section.”

(4) Sugsection (c) of section 67 of the 1986 Code is amended by
striking out the last sentence and inserting in lieu thereof the
following: “The preceding sentence shall not apply—

“(1) with respect to cooperatives and real estate investment
trusts, and

“(2) except as provided in regulations, with respect to estates
and trusts.”

(g) AMENDMENTS RELATED TO SECTION 142 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 274(n)2) of the 1986 Code is
amended to read as follows:

“(A) such expense is described in paragraph (2), (3), (4), (7),
(8), or (9) of subsection (e),”.
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(2) Paragraph (2) of section 274(k) of the 1986 Code is amended
to read as follows:

“(2) Exceprions.—Paragraph (1) shall not apply to—

“(A) any expense described in paragraph (2), (3), (4), (7),
(8), or (9) of subsection (e), and
" “{B?, any other expense to the extent provided in regula-
ions.

(3) Clause (ii) of section 274(mX1XB) of the 1986 Code is
amended to read as follows:

“(ii) any expense described in paragraph (2), (3), (4),
(7), (8), or (9) of subsection (e).”.
(4XA) Paragraph (2) of section 274(n) of the 1986 Code is
amended—
(i) by striking “or” at the end of subparagraph (C),
(ii) by striking the period at the end of subparagraph (D)
and inserting “, or”, and
(iii) by adding at the end thereof the following:
“(E) in the case of an employer who pays or reimburses
moving expenses of an employee, such expenses are includ-
ible in the income of the employee under section 82.
In the case of the employee, the exception of subparagraph (A)
shall not apply to expenses described in subparagraph (E).”

(B) The following provisions of the 1986 Code are each
amended by striking out “section 217" and inserting in lieu
Izsl';i{regf' “section 217 (determined without regard to section

n))":
(i) Section 3121(a)X11).
(ii) Section 3306(b)9).
(iii) Section 3401(a)(15).

42 USC 409. (C) Section 209(k) of the Social Security Act is amended by
striking out “section 217 of the Internal Revenue Code of 1954"
and inserting in lieu thereof “section 217 of the Internal Reve-
nue Code of 1986 (determined without regard to section 274(n) of
such Code)”.

(5) Paragraphs (1) and (2) of section 274(h) of the 1986 Code are
each amended by striking out “trade or business that” and
inserting in lieu thereof “trade or business and that”.

Housing. (h) AMENDMENTS RELATED TO SECTION 143 OF THE REFORM AcCT.—
(1) Paragraph (5) of section 280A(c) of the 1986 Code
amended by adding at the end thereof the following new sen-
tence: “Any amount taken into account for any taxable year
under the preceding sentence shall be subject to the limitation
of the 1st sentence of this paragraph whether or not the dwell-
ing unit is used as a residence during such taxable year.”

(2) Clause (ii) of section 280A(cX5XB) of the 1986 Code is
amended by striking out “trade or business” and inserting
lieu thereof “trade or business (or rental activity)".

(3) Section 183(e)2) of the 1986 Code is amended by striking
out “2” and inserting in lieu thereof “3 (or 2 if applicable)”.

SEC. 1002. AMENDMENTS RELATED TO TITLE II OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SEcTION 201 OF THE REFORM AcCT.—
(1) Subsection (d) of section 1250 of the 1986 Code is amended
by striking out paragraph (11).
26 USC T701. (2) Subparagraph (B) of section 201(dX14) of the Reform Act is
amended by striking out “section 168(c)X2XF)” and inserting in
lieu thereof “within the meaning of section 168(cX2XF)".
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(3) Paragraph (4) of section 312(k) of the 1986 Code is amended
by stnkmg out aragraphs (1) and (3)” and inserting in lieu
thereof “paragraph (1),

(4) Paragraph (4) of section 46(e) of the 1986 Code is
amended—

(A) by striking out “16 )(6)" in subparagraph (B) and
inserting in lieu thereof 68(IX3)
(B) by striking out Ihs (8) and (9) of section
1680)” in subparagraph (D) and inserting in lieu thereof
a%raphs (5) and (6) of section 168(h)”,
striking out “168(3)” in aubparagraph (E) and
rting in lieu thereof “168(h)”, an
(D) by striking out “168(jX4)” m subparagraph (E) and
inserting in lieu thereof “168(h)2)

(5) Clause (i) of sectlon 168(d)(3)(A) of the 1986 Code is
amended by striking out “and which are”

(6XA) Subparagraph (B) of section 168(F)5) of the 1986 Code is
amended—

(i) by striking out “1st full taxable year in clause (ii) and
inserting in lieu thereof ““1st taxable year”, and
(ii) by striking out “or” at the end of clause (), by striking
out the Penod at the end of clause (ii) and inserting in lieu
thereof “, or”, and by adding at the end thereof the follow-
ing new clause:
“(m) any property to which this section (as amended
the Tax ﬁeform Act of 1986) applied in the hands of
e transferor.”

(B) Paragraph (5) of section 168(f) of the 1986 Code is amended

by adding at the end thereof the following new subparagraph:
“(C) SpeciaL rULE.—In the case of any property to which

this section would apply but for this pa hg‘raph the depre-
ciation deduction under section 167 s! be determmed
under the provisions of this section as in effect before the
?éléendments made by section 201 of the Tax Reform Act of

(TXA) Subparagraph (A) of section 168(i)X7) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “In any case where this section as in effect before the
amendments made by section 201 of the Tax Reform Act of 1986
applied to the property in the hands of the transferor, the
reference in the preceding sentence to this section shall be
treated as a reference to this section as so in effect.”

(B) Subparagraph (B) of section 168(i)X7) of the 1986 Code is
amended to read as follows:

“(B) TRANSACTIONS COVERED.—The transactions described
in this subparagraph are—
“(i) any transaction described in section 332, 351, 361,
371(a), 3'?4(&}, 721, or 731, and
(i) any transaction between members of the same
affiliated group during any taxable year for which a
consolidated return is made by such group.
Subparagraph (A) shall not apply in the case of a termi-
nation of a partnership under section T08(b)1XB).”
x {r?b Subparaegdraph (D) of section 168(i)7) of the 1986 Code 1s

e
8 gubparag‘mph (B) of section 168(hX2) of the 1986 Code is
amended to read as follows:
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“(B) EXCEPTION FOR CERTAIN PROPERTY SUBJECT TO UNITED
STATES TAX AND USED BY FOREIGN PERSON OR ENTITY.—
Clause (iii) of subparagraph (A) shall not apply with respect
to any property if more than 50 nt of the gross income
for the taxable year derived by the foreign person or entity
from the use of such property is—

“(i) subject to tax under this chapter, or
“(ii) included under section 951 in the gross income of
a United States shareholder for the taxable year with
or within which ends the taxable year of the controlled
foreign corporation in which such income was derived.
For purposes of the preceding sentence, any exclusion or
exemption shall not apply for purposes of determining the
amount of the gross income so derived, but shall apply for
purposes of determining the portion of such gross income
subject to tax under this chapter.”

(9) Subsection (a) of section 178 of the 1986 Code is amended
by striking out “the deduction allowable to a lessee of a lease for
any taxable year for amortization under section 167, 169, 179,
185, 190, 193, or 194” and inserting in lieu thereof “the deduc-
tion allowable to a lessee for exhaustion, wear and tear, obsoles-
cence, or amortization”.

(10) Subparagraph (A) of section 280F(dX3) of the 1986 Code is
amended by striking out “any recovery deduction” and insert-
ing in lieu thereof “any depreciation deduction”.

(11XA) Paragraph (2) of section 168(b) of the 1986 Code is
amended to read as follows:

“42) 150 PERCENT DECLINING BALANCE METHOD IN CERTAIN

cAses.—Paragraph {1] shall be applied by substituting ‘150 per-
cent’ for 200 percent’ in the case of—
“(A) any 15-year or 20-year property, or
“(B) any property (other than property described in para-

graph (3)) with to which the taxpayer elects under
paragraph (5) to have the provisions of this paragraph
apply.”

(B) Paragraph (5) of section 168(b) of the 1986 Code is amended
by striking out “under ph (3XC)” and inserting in lieu
thereof “under paragraph (2XB) or (3XC)".

(C) Subsection (c) of section 168 of the 1986 Code is amended to
read as follows:

“(c) AprricaBLE REcoverY PEriop.—For purposes of this section—

“(1) In ceNEraL.—Except as provided in paragraph (2), the
applicable recovery period shall be determined in accordance
with the following table:

The applicable

“In the case of: recovery period is:
3-year property years
5-year property 5 years
T-year property 7 years
10-year property 10 years
15-year property 15 years
20-year property 20 years
Residential mt.glrufroperty 21.5 years
Nonresidential property. 31.5 years.

“(2) PROPERTY FOR WHICH 150 PERCENT METHOD ELECTED.—In
the case of property to which an election under subsection
(bX2XB) a Eplles, the applicable recovery period shall be deter-
mined under the table contained in subsection (gX2XC).”
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(12) Clause (i) of section 56(a)N1XC) of the 1986 dee. is
amended by striking out “do not apply” and inserting in lieu
thereof “‘do not apply by reason of section 203, 204, or 251(d) of
such Act”.

(13) The heading of paragraph (24) of section 381(c) of the 1986
Code is amended by striking out “RECOVERY ALLOWANCE FOR
RECOVERY PROPERTY  and inserting in lieu thereof “DEPRECIA-
TION DEDUCTION".

(14) Paragraph (5) of section 48(a) of the 1986 Code is
amended— )

(A) by striking out “168(G)X4XC)” and inserting in lieu
thereof “168(h)2)C)”,

(B) by striking out “168(j(4)AXiii)” and inserting in lieu
thereof “168(h)}(2)AXiii)”,

(O) by striking out “168(j}4XB)”’ and inserting in lieu
thereof “168(h)(2XB)”,

1(6131 h)gw striking out “168(j}(6)”’ and inserting in lieu thereof
“ ix )H'

(E) by striking out “168()X3)CXii)” and inserting in lieu
thereof “168(h)}1)XCXii)"”,

(F) by striking out “paragraphs (8) and (9) of section
168(j)” and inserting in lieu thereof “paragraphs (5) and (6)
of section 168(h)”’, and

(G) by striking out subparagraph (E) and inserting in lieu
thereof the following:

“(E) CROSS REFERENCE.—

“For provision providing special rules for the application of this
paragraph and paragraph (4), see section 168(h).”

(15) The last sentence of section 46(e)X3) of the 1986 Code is
amended—

(A) by striking out “recovery property (within the mean-
ing of section 168)” and inserting in lieu thereof “property
to which section 168 applies”,

(B) by striking out “present class life” and inserting in
lieu thereof “class life”’, and
“1%%)(};(31 is’!:ril;ing out “168(g)2)” and inserting in lieu thereof

1 .

(16)XA) Subsection (s) of section 48 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(9) TerMINATION.—This subsection shall not apply to any
property placed in service after December 31, 1985, unless such
property is transition property (as defined in section 49(e)X1)).”

(B) Paragraph (4) of section 168(f) of the 1986 Code is amended
to read as follows:

“(4) SounND RECORDINGS.—Any works which result from the
fixation of a series of musical, spoken, or other sounds, regard-
less of the nature of the material (such as discs, tapes, or other
phonorecordings) in which such sounds are embodied.”

(17) Paragraph (7) of section 46(c) of the 1986 Code is
amended—

(A) by striking out “recovery property” and inserting in
lieu thereof “property to which section 168 applies”,

(B) by striking out ‘“168(c)” each place it appears and
inserting in lieu thereof “168(e)”,

19-194 O—91—Part 4——13: QL 3
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(C) by striking out “168(f)(3XB)” and inserting in lieu
thereof “168(fX3)B) (as in effect on the day before the date
of the enactment of the Tax Reform Act of 1986)”, and

(D) by striking out “RECOVERY PROPERTY’ in the para-
graph heading and inserting in lieu thereof “PROPERTY TO
WHICH SECTION 168 APPLIES’.

(18) Paragraph (1) of section 47(d) of the 1986 Code is amended
by striking out “section 48(c)8)XC)"” and inserting in lieu thereof
“section 46(c)8XC)".

(19) Paragraph (1) of section 179(d) of the 1986 Code is amend-
ed by striking out ‘“recovery property” and inserting in lieu
thereof “tangible property (to which section 168 applies)”.

(20) Section 48 of the 1986 Code is amended by redesignating
the subsection (s) relating to cross references as subsection (t).

(21) Clause (v) of section 168(e)3XB) of the 1986 Code is
amended by striking out “any property” and inserting in lieu
thereof “any section 1245 property”’.

(22) The last sentence of section 167(1X3)G) of the 1986 Code is
amended by striking out “section 168(e)(3)C)” and inserting in
lieu thereof “section 168(i1}9)B)”.

(23)(A) Subparagraph (B) of section 168(dX3) of the 1986 Code
is amended to read as follows:

“(B) CERTAIN PROPERTY NOT TAKEN INTO AcCOUNT.—For
purposes of subparagraph (A), there shall not be taken into
account—

“(i) any nonresidential real property and residential
rental property, and

“ii) any other property placed in service and dis-
posed of during the same taxable year.”

(B) Clause (ii) of section 168(dX3)B) of the 1986 Code (as added
by subparagraph (A)) shall apply to taxable years beginning
after March 31, 1988, unless the taxpayer elects, at such time
and in such manner as the Secretary of the Treasury or his
delegate may prescribe, to have such clause apply to taxable
years beginning on or before such date.

(24) Subsection (a) of section 167 of the 1986 Code is amended
by striking out the last sentence.

(25) Subparagraph (B) of section 46(d)1) of the 1986 Code is
amended—

(A) by striking out “recovery property (within the mean-
ing of section 168)” in clause (i) and inserting in lieu thereof
“property to which section 168 applies”, and

(B) by striking out “which is not recovery property
(within the meaning of section 168)" in clause (ii) and
i.nselrting in lieu thereof “to which section 168 does not
apply”.

(26)XA) Subparagraph (E) of section 47(a)(5) of the 1986 Code is
amended b?v adding at the end thereof the following new clause:

‘(vJ TREATMENT AS RECOVLRY PROPERTY.—Any ref-
erence in this paragraph to recovery property shall be
treated as including a reference to any property to
which section 168 (as amended by the Tax Reform Act
of 1986) applies.”

(B) Subparagraph (D) of section 47(a)5) of the 1986 Code is
amended by striking out the last sentence.
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(C) Clause (iii) of section 47(aX5)E) of the 1986 Code is amend-
ed by striking out “section 168(c)” and inserting in lieu thereof
“section 168(e)”.

(27) Subparagraph (A) of section 47(a)9) of the 1986 Code is
amended by striking out “section 168(j}4XC)” and inserting in
lieu thereof “section 168(h)2)”.

(28) Clause (i) of section 4T(dX3XC) of the 1986 Code is
amended—

(A) striking out “present class life (as defined in
section 168(gX2))”’ and inserting in lieu thereof ‘“‘class life (as
defined in section 168(iX1))”’, and

(B) by striking out “no present class life” and inserting in
lieu thereof “no class life”.

(29) Paragraph (1) of section 48(a) of the 1986 Code is amended

y striking out “recovery property (within the meaning of
section 168)” in the material following subparagragh (G) and
inserting in lieu thereof “property to which section 168 applies”.

(30) Subparagraph (C) of section 48(1(2) of the 1986 Code is
amended by striking out “which is recovery property (within
the meaning of section 168)” and inserting in lieu thereof “to
which section 168 applies”.

. (31:3|:nbaact.ion (d) of section 167 oé' ttl_'leehQSB Code is ?géendeg

y striking out “recovery property defin in section 168" an
inserting in lieu thereof “property to which section 168 applies”.
(b) AMENDMENTS RELATED TO é::'non 202 or THE REFORM ACT.—

(1) Paragraph (3) of section 179(b) of the 1986 Code is amended
to read as follows:

*(3) LIMITATION BASED ON INCOME FROM TRADE OR BUSINESS.—

“(A) IN GENERAL.—The amount allowed as a deduction
under subsection (a) for any taxable year (determined after
the application of paragraphs (1) and (2)) shall not exceed
the ate amount of taxable income of the taxpayer for
such taxable year which is derived from the active conduct
l;glthe taxpayer of any trade or business during such tax-

e ;

“(B) CARRYOVER OF DISALLOWED DEDUCTION.—The amount
allowable as a deduction under subsection (a) for any tax-
able year shall be increased by the lesser of—

“(i) the aggrﬁate amount disallowed under subpara-
graph (A) for all prior taxable years (to the extent not
previously allll)uwed as a deduction by reason of this
sul ph), or

“(ii) the excess (if any) of—

““I) the limitation of paragraphs (1) and (2) (or if
lesser, the aggregate amount of taxable income
referred to in subparagraph (A)), over

“(IT) the amount allowable as a deduction under
subsection (a) for such taxable year without regard
to this subparagraph.

“(C) COMPUTATION OF TAXABLE INCOME.—For purposes of
this paragraph, taxable income derived from the conduct of
a trade or business shall be computed without regard to the
deduction allowable under this section.”

(2) Paragraph (1) of section 280F(d) of the 1986 Code is
amended by striking out “subsections (a) and (b)” and inserting
in lieu thereof “sul ions (a) and (b), and the limitation of
paragraph (3) of this subsection,”.
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Real property. (c) AMENDMENTS RELATED TO SECTION 203 OF THE REFORM AcCT.—
26 USC 168 note. (1) Subparagraph (B) of section 203(a)X1) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “No election may be made under this subparagraph with
respect to property to which section 168 of the Internal Revenue
Code of 1986 would not apply by reason of section 168(f)5) of
such Code if such property were placed in service after Decem-
ber 31, 1986.”

(2) Subsection (d) of section 203 of the Reform Act is
amended—

(A) by striking out “the case of any taxable year” and
inserting in lieu thereof ‘“‘the case of any taxable year
beginning before October 1, 1987"”, and

B) hzrhddmg at the end thereof the following new sen-
tence: sentence shall only apply to property
wlu;:h:muld be taken into account if such amendments did

26 USC 168 note. 3) Notmthstandmg section 203 of the Reform Act, the
amendments made by section 201 of the Reform Act shall apply
to any real property which was acquired before January 1, 1987,
and was converted on or after such date from personal use to a
use for which depreciation is allowable.

(4) Paragraph (1) of section 203(b) of the Reform Act is

amended by adding at the end thereof the following new sen-
tence:
“For purposes of this paragraph, all members of the same
affiliated group of corporations (within the meaning of section
1504 of the Internal Revenue Code of 1986) filing a consolidated
return shall be treated as one taxpayer.”

(5) Paragraph (1) of section 203(c) of the Reform Act is
amended by striking out “Subparagraph” and inserting in lieu
thereof “Except as otherwise provided in this subsection or
section 204, subparagraph”.

(6) Clause (i) of section 203(bX2XC) of the Reform Act is
amended by striking out ‘“‘shall be the class life” and inserting
in lieu thereof “applies shall be the class life”.

(7) Paragraph (3) of section 203(b) of the Reform Act is
amended—

(A) by inserting before the comma at the end of subrara-
graph (A) “(or would have met such requirements if pla
in service by such person)" and

(B) by inserting “, or is leased to such person,” before

“not later than”.

(8) Paragraph (2) of section 203(a) of the Reform Act is
amended to read as follows:

“(2) SECTION 202.—

“(A) IN GENERAL.—The amendments made by section 202
shall apply to property placed in service after December 31,
1986, in taxable years ending after such date.

“(B) SPECIAL RULE FOR FISCAL YEARS INCLUDING JANUARY
1, 1987.—In the case of any taxable year (other than a
calendar year) which includes January 1, 1987, for purposes
of applying the amendments made by section 202 to prop-
erty placed in service during such taxable year and after
December 31, 1986—

“(i) the limitation of section 179(bX1) of the Internal
Revenue Code of 1986 (as amended by section 202) shall



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3359

be reduced by the aggregate deduction under section
179 (as in effect on the day before the date of the
ﬁ;ctment of tlh:egax ReformdAc_t of 1915,51(52;;?:;b sl:ection
rty placed in service suc e year

and before January 1, 1967, . -

“(u} the limitation of section 179(bX2) of such Code (as
so amended) shall be applied by taking into account the
cost of all section 179 dproperty placed in service during
such taxable year, an

“(iii) the limitation of section 179(b)X3) of such Code
shall be applied by taking into account the taxable
income for the entire taxable year reduced by the
amount of any deduction under section 179 of such
Code for {:&pe placed in service during such taxable

year and anuary 1, 1987.”
(d) AMENDMENTS RELATED TO SECTION 204 OF THE REFORM AcCT.—
(1) Subparagraph (B) of section 204(aX1) of the Reform Act is 26 USC 168 note.
amended by out “and” at the end of clause (ii), by

striking out the period at the end of clause (iii) and inserting in
lieu thereof “, and”, and by inserting after clause (iii) the
following new clause:

“(iv) described in subparagraph (F) or (H).”

(2) Subparagraph (C) of section 204(a)X1) of the Reform Act is
amended by striking out the last sentence and inserting in lieu
thereof the following:

For p of this subparagraph, section 203(b)2) shall
be a phg fsubstltutmg ‘January 1, 1994’ for ‘January 1,
1991 each place it ap tpearau

(3) Subparagraph (E) of section 204(a)(1) of the Reform Act is
amended by striking out the last sentence and inserting in lieu
thereof the following: “For purposes of this subparagra h, sec-
tion 203(b)2) shall be a%plwd by subatltutmg ‘January 1, 1998’
for ‘January 1, 1991’ each place it appears.

4) Subparagraph (F) of section 204(a)(1) of the Reform Act is
amended—

(A) by striking out “paragraph” and inserting in lieu
thereof “subparagra

(B) by st out “, or” at the end of clause (iii) and
inserting in lieu thereof a period, and

(C) by striking out so much of clause (iv) as precedes
subclause (I) thereof and inserting in lieu thereof the
following:
“A project is also described in thm subparagraph if it is a
mixed-use development which is—".

(5) The last sentence of section 204(a)(1(F) of the Reform Act
is amended—

(A) by striking out “subsection (bX2)” and inserting in
lieu thereof “section 203(b)2)”, and
“133)8’13}' striking out “1993” and inserting in lieu thereof

(6) Subparagraph (H) of section 204(a)(1) of the Reform Act is
amended by stn.gmg out “July 1, 1986” and inserting in lieu
thereof “June 30, 1986".

(7XA) Paragraph (4) of section 204(a) of the Reform Act is
amended to read as follows:

‘(4) PROPERTY TREATED UNDER PRIOR TAX ACTS.—The amend-
ments made by section 201 shall not apply—
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“(A) to property described in section 12(cX2) (as amended
by the Technical and Miscellaneous Revenue Act of 1988),
31(g)5), or 31(g)1TXJ) of the Tax Reform Act of 1984,

“(B) to property described in section 209(dX1)XB) of the
Tax Equity and Fiscal Responsibility Act of 1982, as amend-
ed by the Tax Reform Act of 1984, and

“(C) to property described in section 216(b)3) of the Tax
Equity and Fiscal Responsibility Act of 1982.”

(B) Paragraph (2) of section 12(c) of the Tax Reform Act of
1984 is amended by striking out “which is placed in service
before January 1, 1988”.

(8) Subparagraph (K) of section 204(a)(5) of the Reform Act is
amended—

(A) by striking out “either” in the matter preceding
clause (i),

(B) by striking out ‘“super calendar” in clause (i) and
inserting in lieu thereof “supercalendered”,

(C) by striking out “were incurred” in clause (i) and
inserting in lieu thereof “was incurred”, and
( )(D} by inserting “the project” before “involyes” in clause
V).

(9) Paragraph (5) of section 204(a) of the Reform Act is
amended by adding at the end thereof the following new
subparagraph:

“(Z) A project is described in this subparagraph if—

“(i) such project involves a fiber optic network of at
least 475 miles, passing through Minnesota and
Wisconsin; and

“(ii) before January 1, 1986, at least $15,000,000 was
expended or committed for electronic equipment or
fiber optic cable to be used in constructing the
network.”

(10)(A) Paragraph (8) of section 204(a) of the Reform Act is
amended by striking out the period at the end of subparagraph
(C) and inserting in lieu thereof a comma, and by adding at the
end thereof the following new subparagraphs:

“(D) a bond volume carryforward election was made for
the facility and the facility is for Chattanooga, Knoxville, or

ingsport, Tennessee, or

“(E) such facility is to serve Haverhill, Massachusetts.”

(B) Paragraph (8) of section 204(a) of the Reform Act is
amended by striking out “, and section 203(c),”.

(11) Paragraph (10) of section 204(a) of the Reform Act is
amended—

(A) by striking out “either” in the material preceding
subparagraph (A),

(B) by striking out “wastewater treatment facility” in
subparagraph (C) and inserting in lieu thereof “wastewater
treatment facility serving Greenville, South Carolina”, and

(C) by striking out “the letter of intent and service agree-
ment described in subparagraph (A)2) of this paragraph” in
subparagraph (D) and inserting in lieu thereof “such letter
of intent and service agreement”.

(12) Paragraph (11) of section 204(a) of the Reform Act is
amended—
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(A) by striking out ‘“Kansas, Florida, Georgia, or Texas”
in subparagraph (A) and inserting in lieu thereof “the
United States”,

(B) by strikin% out “the fpmrr.-]'ume” in subparagraph (C)
and inserting in lieu thereof “the purchaser”, and

(C) by striking out the last sentence.

(13) Paragraph (14) of section 204(a) of the Reform Act is
amended by stri.kiniout the period at the end of subparagraph
(E) and msertmg in lieu thereof a comma, and by inserting after
sub aph (E) the following:

“(F) the project has a planned scheduled capacity of
ai)proximately 38,000 kilowatts, the project property is
placed in service before January 1, 1991, and the project is
operated, established, or constructed pursuant to certain
agreements, the negotiation of which began before 1986,
with public or municipal utilities conducting business in
Massachusetts, or

“(G) the Board of Regents of Oklahoma State University
took official action on July 25, 1986, with respect to the
project.

In the case of the project described in subparagraph (F), section
203(bX2)(A) shall be applied by substituting ‘January 1, 1991’ for
‘January 1, 1989".”

(14) Paragraph (15) of section 204(a) of the Reform Act is
amended—

(A) b,y adding “located in New Mexico” after “to a

roject”,
4 ) by striking out “$72,000” and inserting in lieu thereof
“572,00%,000”, and
(C) by striking out the last sentence and inserting in lieu
I thereopomthe:ig liﬁ\_wing: h, section 203(bX2) shall be

or pur is agraph, ion a
plied Il:y substituting ‘Jggflary ?, 1996’ for ‘January 1, 1991’ eac];
place it appears.”

(15) Paragr:J)h (24) of section 204(a) of the Reform Act is
amended by adding at the end thereof the following new sub-
paragra%hs:

“(E) The amendments made by section 201 shall not apply

to the Muskegon, Michigan, Cross-Lake Fe project
having a projected cost of ag:froximately $7,200,0r63.

“(F) The amendments made by section 201 shall not apply
to a new automobile carrier vessel, the contract price for
which is no greater than $28,000,000, and which will be
constructed for and placed in service by OSG Car Carriers,
Inc., to transport, under the United States flag and with an
American crew, foreign automobiles to North America in a
case where negotiations for such transportation arrange-
ments commenced in 1985, and definitive transportation
contracts were awarded before June 1986.”

(16) Paragraph (25) of section 204(a) of the Reform Act is
amended by striking out “wood energy products” and inserting
in lieu thereof “wood energy projects”.

(17) Paragraph (27) of section 204(a) of the Reform Act is
amended—

(A) in subparagraph (B), by striking out “525,000” and
inserting in lieu thereof “540,000”,

(B) in subparagraph (C)—

26 USC 168 note.

Energy.

Utilities.

Oklahoma.

New Mexico.
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(i) by striking out “$32,000,000” and inserting in lieu
thereof “$22,000,000”, and
(ii) by striking out “before” and inserting in lieu
thereof “on”’,
(© m subparagraph (D), by striking out “and T7th
Avenue”, and
(D) in sub aph (H), by striking out “$62,000” and
inserting in lieu thereof “$62 000",
26 USC 168 note. (18) Paragraph (27) of section 204(a) of the Reform Act is
amended by adding at the end thereof the following:

“(I) A 600,000 square foot mixed use building known as
Flushing Center with res to which a letter of intent was
executed on March 26, 1986.

In the case of the building described in subparagraph (I), section
203(bX2)A) shall be agj hed by substituting ‘J anuary 1, 1993’ for
the applicable date which would otherwise apply.”

(19) Paragraph (31) of section 204(a) of the Reform Act is
amended b stnkmg out “$10,200,000” and inserting in lieu
thereof“$lg

(20) Paragraph (32) of section 204(a) of the Reform Act is
amended—

(A) in subparagraph (A)—
(i) by striking out “July 30, 1984” and inserting in
lieu thereof “December 26, 1985,
(ii) by striking out “February 28, 1985” and inserting
in lieu thereof “July 2, 1986”, and
(iii) by striking out “on June 17, 1985” and inserting
in lieu thereof “in May 1985”,
(B) in subparagraph (B)—
(i) by striking out “August 30, 1984 and inserting in
lieu thereof “December 26, 1985,
(ii) by striking out “May 4, 1985” and inserting in
lieu thereof “July 2, 1986”, and

(iii) by st out “on Ju]y 3, 1985” and inserting in
lieu thereof “in Jul 1985 *
(C) in sub

ph
(i) by striking out “$2 200,000” and inserting in lieu
thereof “$5,000,000",
(ii) by stnkmg out “on January 27, 1986” and insert-
ing “in 1986", and

Pennsylvania. (iii) by inserting “in Masontown, Pennsylvania,”
D?fger “plan:lmg b h (K d foll.
( y amen subparagraph (K) to read as follows:
m “(K) A 250 megawatt coal-fired electric plant in north-

eastern Nevada estimated to cost $600,000,000 and known
as the Thousand Springs project, on which the Sierra Pa-
cific Power Company, a subsidiary of Sierra Pacific Re-
sources, began in 1980 work to design, finance, construct,
and operate (and section 203(b)(2) shall be applied with
respect to such plant by substituting ‘January 1, 1995’ for
‘January 1,1991"),”,

(E) in subparag‘raph (L), by inserting “in connection with”
after “housing”,

(F) by mrn.cmdm%1 subparagraph (M) to read as follows:

“(M) property which is part of the Kenosha Downtown
Redevelopment Project and which is financed with the
proceeds of bonds issued pursuant to section 1317(6XW),”,
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(G) in subparagraph (0), by striking out “New Orleans, Florida.
Louisiana” and inserting in lieu thereof “Pensacola, Flor-
ida”, and
(H) in subparagraph (S)—
(i) by inserting “to be” before * ‘placed
(ii) by inserting “Coal’’ before * Company
(iii) by inserting “(or any subsidiary thereof)” after
“Company”’, and
(iv) by out “on December 31, 1985” and
inserting in lieu thereof “by December 31, 1985”.
(21) Sub J)h (T) of section 204(a)X82) of the Reform Act 26 USC 168 note.
is amend as follows:
“T) a port:lon of a fiber optics network placed in service
by LDX NET after December 31, 1988, but only to the
extent the cost of such portion does not exceed
$25,000,000,”
(22) Suhparagraph (U) of sectxon 204(aX32) of the Reform Act
is amended by striking out “placed in service” and inserting in
lieu thereof “constructed”.
(23) Subparagraph (X) of section 204(aX32) of the Reform Act
is amended by striking out “the home rule city and the State
housing finance agency cy adopted inducement resolutions on
December 20, 1985" and inserting in lieu thereof ““the home rule
city on December 4, 1985, and the State ho finance agency
on December 20, 1985, adopted inducement resolutions”.
(24) Subpa:agraph (C) of paragralph (83) of section 204(a) of the Energ.
Reform Act is amended to read as follows: New Hampehire.
"(C)(z) a waste-to-energy project in Derry, New Hamp-
shire, costing approximately $60,000,000, an
“(ii) a waste-to-energy project in Manchester, New Hamp-

shire ﬁmxmtely $60,000,000,”
(25) Paragraph (33) of section 204(a) of the Reform Act is
amended by striking out “and” at the end of sub ph (J),

by stnkmg out the penod at the end of subparagraph (K) and
in lieu thereof “, and”, and by inserting after subpara-
) the following:

‘ ‘(L) a cogeneration facility to be built at a paper company Massachusetts.
in Turners Falls, Massachusetts, with respect to which a
letter of intent was executed on behalf of the paper com-

2£any on September 26, 1985.”

Subaectmn (a) of section 204 of the Reform Act is amended
t the end thereof the following new paragraphs:
"(34) e amendmemts made by section 201 shall not apply to
an approximately 240,000 square foot beverage container manu-
facturing plant !ocat.ed in Batesville, M.msmppl. or plant equip-

) o L o o s o o ed hyikia
a 2-year supply con was signed by the taxpayer

and a customer on November 1, 1985,

“(B) such contract further obhmted the customer to pur-
chase beverage containers for an additional 5-year period if
w signs of construction of the plant are present

September 1986,
19‘8'({.!) ground cleanng for such plant began before August

‘D) construction is completed, the equipment is in-
stalled, and operations are commenced before July 1, 1987.
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“(35) The amendments made by section 201 shall not apply to
any property which is part of the multifamily housing at the
Columbia Point Project in Boston, Massachusetts. A project
shall be treated as not described in the preceding sentence and
as not described in section 252(fX1)D) unless such project in-
cludes at substantially all times throughout the compliance
period (within the meaning of section 42(i)X1) of the Internal
Revenue Code of 1986), a facility which provides health services
to the residents of such project for fees commensurate with the
ability of such individuals to pay for such services.

“(36) The amendments made by section 201 shall not apply to
any ethanol facility located in Blair, Nebraska, if—

“(A) in July of 1984 an initial binding construction con-
tract was entered into for such facility,

“(B) in June of 1986, certain Department of Energy rec-
Ommer:lded contract changes required a change of contrac-
tor, an

“(C) in September of 1986, a new contract to construct
such facility, consistent with such recommended changes,
was entered into.

“(37) The amendments made by section 201 shall not apply to
any property which is part of a sewage treatment facility if,
prior to January 1, 1986, the City of Conyers, Georgia, selected a
privatizer to construct such facility, received a guaranteed
maximum price bid for the construction of such facility, signed
a letter of intent and began substantial negotiations of a service
agreement with respect to such facility.

“(38) The amendments made by section 201 shall not apply

“(A) a $28,000,000 wood resource complex for which
construction was authorized by the Board of Directors on
August 9, 1985,

“(B) an electrical cogeneration plant in Bethel, Maine
which is to generate 2 megawatts of electricity from the
burning of wood residues, with respect to which a contract
was entered into on July 10, 1984, and with respect to which
$200,000 of the expected $2,000,000 cost had been commit-
ted before June 15, 1986,

“(C) a mixed income housing project in Portland, Maine
which is known as the Back Bay Tower and which is
expected to cost $17,300,000,

‘(D) the Eastman Place project and office building in
Rochester, New York, which is projected to cost $20,000,000,
with respect to which an inducement resolution was
adopted in December 1986, and for which a binding contract
of $500,000 was entered into on April 30, 1986,

“(E) the Marquis Two project in Atlanta, Georgia which
has a total budget of $72,000,000 and the construction phase
(llg g&hich began under a contract entered into on March 26,

‘“(F) a 166-unit continuing care retirement center in New
Orleans, Louisiana, the construction contract for which was
signed on February 12, 1986, and is for a maximum
amount not to exceed $8,500,000,

‘G) the expansion of the capacity of an oil refining
facility in Rosemont, Minnesota from 137,000 to 207,000
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barrels per day which is expected to be completed by
December 31, 1990, and

“(H) a project in Ransom, Pennsylvania which will burn
coal waste (known as ‘culm’) with an approximate cost of
$64,000,000 and for which a certification from the Federal
flélseergy Regulatory Commission was received on March 11,

“(39) The amendments made by section 201 shall not apply to
any facility for the manufacture of an improved particle board
if a binding contract to purchase such equipment was executed
March 3, 1986, such equipment will be placed in service by
Jan 1, 1988, and such facility is located in or near Moncure,
North Carolina.”

(27) Subsection (b) of section 204 of the Reform Act is amended 26 USC 168 note.
by inserting ‘“(as amended by the Tax Reform Act of 1984)"
immediately before the period at the end thereof.

(28) Subparagraph (A) of section 204(c)(1) of the Reform Act is Pennsylvania.
amended by inserting “located in Pennsylvania and” before
“constructed pursuant”.

(29) Paragraph (3) of section 204(c) of the Reform Act is
amended—

(A) by striking out “for the applicable date” and inserting
in lieu thereof “(or, in the case of a project described in
subparagraph (B), by substituting ‘April 1, 1992’) for the
applicable date”,

(B) by striking out “before April 1, 1986” in subparagraph
(A) and inserting in lieu thereof “on or before April 1,
1986", and

(C) by adding at the end thereof the following:

“In the case of an aircraft described in subparagraph (A),
section 203(b)(1XA) shall be applied by substituting ‘April 1,
1986’ for ‘March 1, 1986’ and section 49%(eX1XB) of the Internal
Revenue Code of 1986 shall not apply.”

(80XA) Paragraph (4) of section 204(c) of the Reform Act is
amended by striking out all that precedes subparagraph (L) and
inserting in lieu thereof the following:

“(4) The amendments made by section 201 shall not apply to a
limited amount of the following property or a limited amount of
property set forth in a submission before September 16, 1986, by
the following taxpayers:

“(A) Arena project, Michigan, but only with respect to
$78,000,000 of investments.

“(B) Campbell Soup Company, Pennsylvania, California,
North Carolina, Ohio, Maryland, Florida, Nebraska, Michi-
gan, South Carolina, Texas, New Jersey, and Delaware, but
grnégj t\:ith respect to $9,329,000 of regular investment tax

“C) The Southeast Overtown/Park West development,
Flon’t:la, but only with respect to $200,000,000 of invest-
ments.

“(D) Equipment placed in service and operated by Leggett
and Platt before July 1, 1987, but only with respect to
$2,000,000 of regular investment tax credits, and subsec-
tions (c) and (d) of section 49 of the Internal Revenue Code
of 1986 shall not apply to such equipment.

“(E) East Bank Housing Project.
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“(F) $1,561,215 of investments by Standard Telephone
Company.

“(G) Five aircraft anwed in service before January 1,
1987, by Presidential Air.

“(H) A rehabilitation project by Ann Arbor Railroad, but
only with respect to $2,900,000 of investments.

“(I) Property that is part of a cogeneration project located
in Ada, Michigan, but only with respect to $30,000,000 of
investments.

“J) Anchor Store Project, Michigan, but only with re-
spect to $21,000,000 of investments.

‘“K) A waste-fired electrical generating facility of Biogen
Power, but only with respect to $34,000,000 of investments.”

26 USC 168 note. (B) Paragraph (4) of section 204(c) of the Reform Act is
amended by striking out all that follows subparagraph (L) and
inserting in lieu thereof the following:

‘M) Interests of Samuel A, Hardage (whether owned
individually or in partnership form).

“(N) Two aircraft of Mesa Airlines with an aggregate cost
of $5,723,484.

‘“0) Yarn-spinning equipment used at Spray Cotton
Mills, but only with respect to $3,000,000 of investments.

“(P) 328 units of low-income housing at Angelus Plaza,
but onl with respect to $20,500,000 of investments.

e aircraft of Continental Aviation Services with a
cost of approximately $15,000,000 that was purchased
pursuant to a contract entered into during March of 1983
and that is placed in service by December 31, 1988.”

(31) Paragraph (29) of section 204(a) of the Reform Act is
amended—

(A) by striking out “January 18” in subparagraph (A) and
inserting in lieu thereof “January 25”, and

(B) by striking out “law suits filed on June 22, 1984, and
November 21, 1985” in subparagraph (B) and inserting in
lieu thereof “a law suit filed on October 25, 1985”.

(32) Subparagraph (J) of section 204(aX33) of the Reform Act,
as amended by paragraph (25), is amended to read as follows:

“J) A 25.85 megawatt alternative energy facility located
in Deblois, Maine, with respect to which certification by
the Federal Energy Regulatory Commission was made on
April 3, 1986,”.

(33) Paragraph (3) of section 204(c) of the Reform Act is
amended—

(A) by inserting “and” at the end of subparagraph (B),

(B) by striking out suhparag‘raph (C), and
) C§C) by redesignating subparagraph (D) as subparagraph

(34) Subclause (II) of section 204(a)X5)JXii) of the Reform Act is
amended to read as follows:

“(II) the Board of Directors of an automobile
manufacturer approved a written plan for the
conversion of existing facilities to produce new
models of a vehicle not currently produced in the
United States, such facilities will be placed in serv-
ice by July 1, 1987, and such Board action occurred
in July 1985 with respect to a $602,000,000 expendi-
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ture, a $438,000,000 expenditure, and a
$321,000,000 expenditure.”

(35) Subparagraph (T) of section 204(a)(5) of the Reform Act is
amended to read as follows:

“(T) A project is described in this subparagraph if it is a  Alaska.
plant facility on Alaska’s North Slope which is placed in
service before Janu 1, 1988, and—

‘(i) the approximate cost of which is $675,000,000, of
which approximately $400,000,000 was spent on off-site
construction,

““(i1) the approximate cost of which is $445,000,000, of
which approximately $400,000,000 was spent on off-site
construction and more than 50 percent of the project
cost was spent prior to December 31, 1985, or

““(iii) the approximate cost of which is $375,000,000, of
which approximately $260,000,000 was spent on off-site
construction.”

(e) AMENDMENTS RELATING TO SECTION 211 OF THE REFORM ACT.—

(1) Paragraph (1) of section 49(d) of the 1986 Code is amended
to read as follows:

“(1) IN GeNErAL.—In the case of periods after December 31,
1985, with respect to so much of the credit determined under
section 46(a) with respect to transition property as is attrib-
utable to the regular investment credit (as defined in subsection
(eX5XB)—

“(A) paragraphs (1), (2), and (7) of section 48(q) and section
48(d)(5) shall be applied by substituting ‘100 percent’ for ‘50
percent’ each place it appears, and

“(B) sections 48(q)(4) and 196(d) shall not apply.”

(2) Subparagraph (B) of section 49(cX4) of the 1986 Code is
amended to read as follows:

“{B) NOo CARRYBACK FOR YEARS STRADDLING JULY 1, 1987;
GROSS UP OF CARRYFORWARDS.—In any case to which para-
graph (3) applies—

‘(i) the amount of the reduction under paragraph (3)
may not be carried back to any taxable year, but

“(ii) there shall be added to the carryforwards from
the taxable year (before applying garagraph (2)) an
amount equal to the amount which bears the same
ratio to the carryforwards from such taxable year
(determined without regard to this clause) as—

‘/I) the applicable percentage, bears to
“(II) 1 minus the applicable percentage.”

(3) Clause (i) of section 49(cX5)B) of the 1986 Code is amended
to read as follows:

“i) IN GENERAL—The term ‘regular investment
credit’ means the credit determined under section 46(a)
to the extent attributable to the regular percentage.”

(4) Paragraph (1) of section 211(e) of the Reform Act is 26 USC 49 note.
amended by adding at the end thereof the following new sen-
tence: “Section 49(c) of the Internal Revenue Code of 1986 (as
added by subsection (a)) shall apply to taxable years ending
after :!une 30, 1987, and to amounts carried to such taxaple
years.

(5) Paragraph (4XA) of section 211(e) of the Reform Act is
amended—
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(A) by striking out “Paragraphs (c) and (d) of section 49 of
the Internal Revenue Code of 1954 and inserting in lieu
thereof “Subsections (¢) and (d) of section 49 of the Internal
Revenue Code of 1986, and
“1(938)5,13}' striking out “1935"” and inserting in lieu thereof

(6) Paragraph (4)XB) of section 211(e) of the Reform Act is
amended by striking out “shall be treated as transition prop-
erty” and inserting in lieu thereof ‘“shall be treated as transi-
tion property and subsections (c) and (d) of section 49 of such
Code shall not apply to such propert{”.

(T) Paragraph (4) of section 211(e) of the Reform Act is
amended by adding at the end thereof the following new sub-

paragraphs:

“(C) Any solid waste disposal facility which will process
and incinerate solid waste of one or more public or private
entities including Dakota County, Minnesota, and with re-
spect to which a bond carryforward from 1985 was elected
in an amount equal to $12,500,000 shall be treated as
transition property within the meaning of section 4%e) of
the Internal Revenue Code of 1986.

“(D) For purposes of section 49 of such Code, the following
property shall be treated as transition property:

“(i) 2 catamarans built by a shipbuilder incorporated
in the State of Washington in 1964, the contracts for
which were signed on April 22, 1986 and November 12,
1985, and 1 barge built by such shipbuilder the contract
for which was signed on August 7, 1985.

“(ii) 2 large passenger ocean-going United States flag
cruise ships with a passenger rated capacity of up to
250 which are built the shipbuilder descri in
clause (i), which are the first such ships built in the
United States since 1952, and which were designed at
the request of a Pacific Coast cruise line pursuant to a
contract entered into in October 1985. This clause shall
apply only to that gorl:ion of the cost of each ship which
does not exceed $40,000,000.

“(iii) Property placed in service during 1986 by Sat-
ellite Industries, gnc., with headquarters in Minneapo-
lis, Minnesota, to the extent t the cost of such

rosperty does not exceed $1,950,000.

“(]g) ubsections (c) and (d) of section 49 of such Code shall
nA%i g.pply to property described in section 204(aX4) of this

(8XA) Subsection (d) of section 38 is amended to read as
follows:

“(d) OrpeERING RULES.—For purposes of sections 46(f), 47(a), 196(a),
and any other provision of tﬂiﬂ

title where it is necessary to as-

certain the extent to which the credits determined under any
section referred to in subsection (b) are used in a taxable year or as a
carryback or carryforward—

“(1) IN cENERAL.—The order in which such credits are used
shall be determined on the basis of the order in which they are
listed in subsection (b) as of the close of the taxable year in
which the credit is used.

“(2) COMPONENTS OF INVESTMENT CREDIT.—The order in which
credits attributable to a percentage referred to in section 46(a)
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are used shall be determined on the basis of the order in which
such percentages are listed in section 46(a) as of the close of the
taxable year in which the credit is used.

“{133} REDITS NO LONGER LISTED.—For purposes of this sub-
section—

“(A) the credit allowable by section 40, as in effect on the
day before the date of the enactment of the Tax Reform Act
of 1984, (relatizF to expenses of work incentive programs)
and the credit allowable by section 41(a), as in effect on the
day before the date of the enactment of the Tax Reform Act
of 1986, (relating to employee stock ownership credit) shall
be treated as referred to in that order after the last para-
graph of subsection (b), and

“(B) the employee plan percentage (as defined in section
46(a)(2XE), as in effect on the day before the date of the
enactment of the Tax Reform Act of 1984) shall be treated
as referred to after section 46(a)2).”

(B) Subparagraph (C) of section 49(c)5) of the 1986 Code is
hereby repealed.

(C) The amendments made by this paragraph shall apply to 26 USC 38 note.
taxable years beginning after December 31, 1983, antf to
carrybacks from such years.

(f) AMENDMENTS RELATED TO SECTION 212 OF THE REFORM AcCT.—

(1) Paragraph (2) of section 212(f) of the Reform Act is 26 USC 38 note.
amended by striking out so much of such paragral;fh as precedes
subparagraph (A) and insert in lieu thereof the following:

“(2) SpeciaL RULE.—In the case of the LTV Corporation, in
lieu of the requirements of par ph (1)—".

(2) Subclause (I) of section 215:1)(2)(B)(i] of the Reform Act is
amended by striking out “such involvement begins” and insert-
ing in lieu thereof “when the corporation receives the refund”.

(3) Subsection (g) of section 212 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

‘“(3) SPECIAL RULE FOR RESTRUCTURING.—In the case of any
corporation, any restructuring shall not limit, increase, or
otherwise affect the benefits which would have been available
under this section but for such restructuring.”

(4) Section 212 of the Reform Act is amended by adding at the
end thereof the following new subsection:

“(h) TENTATIVE REFUNDS.—Rules similar to the rules of section
6425 of the Internal Revenue Code of 1986 shall apply to any
overpayment resulting from the application of this section.

(5) Subparagraph (B) of section 212(g)2) of the Reform Act is
amended by striking out "determinedg under” and inserting in
lielé t!}ereof “determined for periods before January 1, 1986,
under .

(6) Section 212(f) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(3) In the case of a qualified corporation, no offset to any
refund under this section may be made by reason of any tax
imposed by section 4971 of the Internal Revenue Code of 1986
(or any interest or penalty attributable to any such tax), and the
date on which any such refund is to be paid shall be determined
without regard to such corporation’s status under title 11,
United States Code.”

(g) AMENDMENT RELATED TO SECTION 213 OF THE REFORM AcCT.—
Subparagraph (B) of section 213(e)2) of the Reform Act is amended 26 USC 38 note.
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y striking out “determined under” and inserting in lieu thereof
determmed for periods before January 1, 1986, under”.
(h) AMENDMENTS RELATED TO SECTION 231 OF THE REFORM AcCT.—

(1) Subsection (g) of section 41 of the 1986 Code is amended by
adding at the end thereof the following new sentence: “If the
amount determined under subsection (a) for any taxable year
exceeds the limitation of the preceding sentence, such amount
may be carried to other taxable years under the rules of section
39; except that the limitation of the preceding sentence shall be
taken into account in lieu of the limitation of section 38(c) in
applying section 39."”

(2) Subsection (c) of section 6411 of the 1986 Code is amended
by striking out “unused research credit,”.

(3) Section 936(h)X5SXCXiXIVXc) of the 1986 Code is amended—

(A) by striking out “section 30” and inserting in lieu
thereof “section 41", and
(B) by striking out “section 3(f)” and inserting in lieu
thereof “section 41(f)".
A(i) AMENDMENTS RELATED TO SECTIONS 241 AND 242 OF THE REFORM
CcT.—

(1) Section 167 of the 1986 Code is amended by redesignating
subsection (r) as subsection (s) and by inserting after subsection
(q) the following new subsection:

“(r) TRADEMARK OR TRADE NAME ExpenpITURes Nor DEpRe-

LE.—

“(1) IN ceNErAL.—No depreciation deduction shall be allow-
able under this section (and no depreciation or amortization
deduction shall be allowable under any other provision of this
subtitle) with respect to any trademark or trade name
expenditure.

‘(2) TRADEMARK OR TRADE NAME EXPENDITURE.—For purposes
of this subsection, the term ‘trademark or trade name expendi-
ture’ means any expenditure which is directly conn with
the acquisition, protection, expansion, registration (Federal,
State, or foreign), or defense of a trademark or trade name.”

(2XA) Paragraph (1) of section 168(c) of the 1986 Code (as
amended by section 102(a) is amended by adding at the end
thereof the following new item:

“Any railroad grading or tunnel bore 50 years.”

(BXi) Paragraph (3) of section 168(b) of the 1986 Code is
amended by redesignating subparagraph (C) as subparagraph
(D) and by msertmg after subparagraph (B) the following new
subparagraph
“(C) Any railroad grading or tunnel bore.”

(ii) Paragraph (5) of section 168(b) of the 1986 Code (as
amended by section 102(a)) is amended by striking out “(3XC)”
and inserting in lieu thereof “(3XD)”.

(C) Subsection (e) of section 168 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(4) RAILROAD GRADING OR TUNNEL BORE.—The term ‘railroad
grading or tunnel bore’ means all improvements resulting from
excavations (including tunneling), construction of embank-
ments, clearings, diversions of roads and streams, sodding of
slopes, and from similar work necessary to provide, construct,
reconstruct, alter, protect, improve, replace, or restore a road—
bed or right-of-way for railroad track.”
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(D) Paragraph (2) of section 168(d) of the 1986 Code is
amended by striking out “and” at the end of subparagraph (A),
by inserting “and” at the end of subparagraph (B), and by
'mserﬁing after subparagraph (B) the following new subpara-
graph:

“(C) any railroad grading or tunnel bore,”.

(E) Clause (i) of section 168(d)3)B) of the 1986 Code (as
amended by section 102(a)) is amended by striking out “and
residential rental property” and inserting in lieu thereof “resi-
dential rental property, and railroad grading or tunnel bore”.

(F) The table contained in paragraph (2)(C) of section 168(g) of
the 1986 Code is amended by adding at the end thereof the
following new item:

“{iv) Any railroad grading or tunnel bore ..., 50 years."”

(G) Subparagraph (E) of section 168(iX(1) of the 1986 Code is
amended by adding at the end thereof the following new clause:
“(iii) SPECIAL RULE FOR RAILROAD GRADING OR TUNNEL
BORES.—In the case of any property which is a railroad
grading or tunnel bore—
“(I) such property shall be treated as an assigned
property,
“(II) the recovery period applicable to such property
shall be treated as an assigned item, an
“(I1I) clause (ii) of subparagraph (D) shall not apply.”
(H) The table contained in subparagraph (A) of section
467(eX3) of the 1986 Code is amended by adding at the end
thereof the following new item:

“Any railroad grading or tunnel bore 50 years."”

(I) Paragraph (3) of section 1245(a) of the 1986 Code is
amended by striking out “‘or”’ at the end of subparagraph (D), by
striking out the period at the end of subparagraph (E), and
inserting in lieu thereof “, or”, and by adding at the end thereof
the following new subparagra oh:

IG‘B‘EF))( :):)1?: railroad grading or tunnel bore (as defined in section
e
(j) AMENDMENTS RELATED TO SECTION 243 OF THE REFORM AcCT.—

(1) Section 243 of the Reform Act (related to deduction of bus 26 USC 165 note.
and freight forwarder operating authority) is amended by
redesignating subsection (d) as subsection (e) and by inserting
after subsection (c) the following new subsection:

“(d) AppLicaTION OF SEcCTION 334(bX2).—For purposes of subsec-
tions (a) and (b), the reference to section 334(bX2) in section
266(c)X2)AXii) of the Economic Recovery Tax Act of 1981 shall be a
reference to such section as in effect before its repeal.”

(2) The heading of subparagraph (A) of section 243(bX2) of the
Reform Act is amended by striking out ““ro BEGIN 1IN 1987".

(k) AMENDMENTS RELATED TO SECTION 251 OF THE REFORM AcCT.—

(1) Paragraph (2XB) of section 251(d) of the Reform Act is 26 USC 46 note.
amended by striking out clause (i) and redesignating clauses (ii)
and (iii) as clauses (i) and (ii), respectively.

(2) Subparagraph (P) of section 251(dX3) of the Reform Act is California.
amended by striking out “San Francisco” and inserting * lieu
thereof “San Jose, California”.

(3) Paragraph (4) of section 251(d) of the Reform Act is
amended—
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(A) by striking out “Lakeland marbel Arcade” in
subparagraph (K) and inserting in lieu thereof “Marble
Arcade office building”,

((113) by striking out “and” at the end of subparagraph (Y),
an

(C) by striking out subparagraph (Z) and inserting in lieu
thereof the following:

State listing. “(Z) the Bigelow-Hartford Carpet Mill in Enfield,
Connecticut,

“(AA) properties abutting 125th street in New York
County from Tth Avenue west to Morningside and the pier
area on the Hudson River at the end of such 125th Street,

“(BB) the City of Los Angeles Central Library project
pursuant to an agreement dated December 28, 1983,

“(CC) the Warehouse Row project in Chattanooga, Ten-
nessee,

p: “(DD) any project described in section 204(a)(1XF) of this

ct,

‘EE) the Wood Street Commons project in Pittsburgh,
Pennsylvania,

“(FF) any project described in section 803(d)(6) of this Act,

‘(GG) Union Station, Indianapolis, Indiana,

‘“(HH) the Mattress Factory project in Pittsburgh, Penn-
sylvania,

“(II) Union Station in Providence, Rhode Island,

“(JJ) South Pack Plaza, Asheville, North Carolina,

“(KK) Old Louisville Trust Project, Louisville, Kentucky,

“l(:LL) Stewarts Rehabilitation Project, Louisville, Ken-
tucky,

“(MM) Bernheim Officenter, Louisville, Kentucky,

“(NN) Springville Mill Project, Rockville, Connecticut,
and

“(00) the D.J. Stewart Company Building, State and
Main Streets, Rockford, Illinois.”

26 USC 46 note. (4) Subsection (d) of section 251 of the Reform Act is amended
by striking out paragraph (6) and inserting in lieu thereof the
following:

“(6) EXPENSING OF REHABILITATION EXPENSES FOR THE
FRANKFORD ARSENAL.—In the case of any expenditures paid or
incurred in connection with improvements (including repairs
and maintenance) of the Frankford Arsenal pursuant to a
contract and partnership agreement during the 8-year period
specified in the contract or agreement, all such expenditures to
bﬁ illmde during the period 1986 through and including 1993
shall—

“(A) be treated as made (and allowable as a deduction)
during 1986,
“(B) be treated as qualified rehabilitation expenditures
made during 1986, and
“(C) be allocated in accordance with the partnership
agreement regardless of when the interest in the partner-
ship was acquired, except that—
“(i) if the taxpayer is not the original holder of such
interest, no person (other than the taxpayer) had
claimed any benefits by reason of this paragraph,
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“(ii) no interest under section 6611 of the 1986 Code
- Pl g B v B
utable to thi p id for period—

i inning on the date which is 45 days after
the later of April 15, 1987, or the date on which the
return for such taxes was filed, and

‘II) ending on the date the taxpayer acquired
the interest in the partnership, and

“(iii) if the expenditures to be made under this provi-
sion are not paid or incurred before January 1, 1994,
t.henthetaxunpoaedby terlofsuchCodeforthe
taxpayer’s last taxable year in 1993 shall be
increased by the amount of the tax benefits by reason
of this paragraph which are attributable to the
expenditures not so paid or incurred.

“(7) SeeciaL RULE.—In the case of the rehabilitation of the District of
Willard Hotel in Waahmgtan, D.C, section 205(cX1XBXii) of the Columbia.
Tax Equity and Fiscal tyActof19825ha]1beap-
plied by substltutmg ‘1987’ fo ‘1986'

(5) Subparagraph (B) ol sectlon 251(dX3) of the Reform Act is 26 USC 46 note.
amended by striking out “Pontabla” and inserting in lieu
thereof "Ponta]ba"

(6) Subparagraﬂ 1 (T) of section 251(&)(4) of the Reform Act is

amended by out “Louisville” and inserting in lieu
thereof “Covi n”.
(1) AMENDMENTS TED TO SECTION 252 OF THE REFORM ACT.— Housing.
(1XA) Sub ph (A) of section 42(bX2) of the 1986 Code Contracts.
is amended by stri out “for the month” and all that follows

and inserting in lieu thereof “for the earlier of—
“() the month in which such building is placed in
service, or
“(ii) at the election of the mTayer—

“(I) the month in which the taxpayer and the
housing credit agency enter into an agreement
with respect to such building (which is binding on
such agency, the taxpayer, and all successors in
interest) as to the housing credit dollar amount to
be allocated to such building, or

“(II) in the case of any building to which subsec-
tion (hX4XB) applies, the month in which the tax-
exempt obligations are issued.

A month may be elected under clause (ii) only if the election
is made not later than the 5th day after the close of such
month. Such an election, once . shall be irrevocable.”

(B) Clause (ii) of section 42(bX2XC) of the 1986 Code is
amended by stnkmg out “the month in which the building was
placed in service” and inserting in lieu thereof ‘“the month
applicable under clause (i) or (ii) of sub h (A)”.

(2XA) Subparagraph (A) of section 42(cX2) of the 1986 Code Disadvantaged
(defining qualified low-income building) is amended to read as persons.
follows:

“(A) which is part of a qualified low-income housing
project at all times during the period—
“(i) beginning on the 1st day in the compliance penod
on which such building is part of such a project, and
“(ii) ending on the last day of the compliance period
with respect to such building, and”.
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(B) Paragraph (1) of section 42(f) of the 1986 Code (definin,
credit period) is amended by striking out “beghming with” anﬁ
all that follows and inserting in lieu thereof “beginning with—
“(A) the taxable year in which the building is placed in
service, or
“(B) at the election of the taxpayer, the succeeding tax-
able year,
but only if the building is a qualified low-income building as of
the close of the 1st year of such period. The election under
subparagraph (B), once made, shall be irrevocable.”
(3) Clause (ii) of section 42(dX2)D) of the 1986 Code is amended
to read as follows:
“(ii) SPECIAL RULES FOR CERTAIN TRANSFERS.—For pur-
of determining under subparagraph (BXii) when a
uilding was last placed in service, there shall not be
taken into account any placement in service—

‘“(I) in connection with the acquisition of the
building in a transaction in which the basis of the
building in the hands of the person acquiring it is
determined in whole or in cflgnrt by reference to the
adjusted basis of such building in the hands of the
person from whom acquired,

“(ID by a person whose basis in such building is
determined under section 1014(a) (relating to prop-
erty acquired from a decedent),

‘(III) by any governmental unit or qualified non-
profit organization (as defined in subsection (h)5))
if the requirements of subparagraph (B)ii) are met
with respect to the placement in service by such
unit or organization and all the income from such
property is exempt from Federal income taxation,

or
“(IV) by any person who acquired such building
by foreclosure (or by instrument in lieu of fore-
closure) of any purchase-money security interest
held by such person if the requirements of subpara-
graph (B)(ii) are met with respect to the placement
in service by such person and such building is
resold within 12 months after the date such build-
ing is placed in service by such person after such
foreclosure.”
(4) Paragraph (3) of section 42(d) of the 1986 Code is amended
to read as follows:
“(3) ELIGIBLE BASIS REDUCED WHERE DISPROPORTIONATE STAND-
ARDS FOR UNITS.—
“(A) IN GENERAL.—Except as provided in subpara%raph
(B), the eligible basis of any building shall be reduced fy an
amount equal to the portion of the adjusted basis of the
building which is attributable to residential rental units in
the building which are not low-income units and which are
above the average quality standard of the low-income units
in the building.
“(B) EXCEPTION WHERE TAXPAYER ELECTS TO EXCLUDE
EXCESS COSTS.—
‘(i) IN GENERAL.—Subparagraph (A) shall not apply
with respect to a residential rental unit in a building
which is not a low-income unit if—
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‘I) the excess described in clause (ii) with re-
8 to such unit is not greater than 15 percent of
the cost described in clause (ii)II), and

“(II) the taxpayer elects to exclude from the
eligible basis of such building the excess described
in clause (ii) with respect to such unit.

“(i1) Excess.—The excess described in this clause
with respect to any unit is the excess of—

“(I) the cost of such unit, over
“(II) the amount which would be the cost of such
unit if the average cost per square foot of low-
income units in the building were substituted for
the cost per square foot of such unit.
The Secretary may by regulation provide for the deter-
mination of the excess under this clause on a basis
other than square foot costs.”

(5) Sub aph (A) of section 42(d)(5) of the 1986 Code is
amended ﬁy inserting before the period “(increased, in the case
of an existing building which meets the requirements of para-
graph (2)B), by e amounts described in paragraph
(2)A)AXID)". )

(6)A) Paragraph (5) of section 42(d) of the 1986 Code is
amended by adding at the end thereof the following new
subparagragﬁ:

“(C) ELIGIBLE BASIS NOT TO INCLUDE EXPENDITURES WHERE
167 (k) ELECTED.—The eligible basis of any building shall
not include any portion of its adjusted basis which is attrib-
utable to amounts with respect to which an election is made
under section 167(k).”

(B) Subparagraph (A) of section 42(d)X5) of the 1986 Code is
amended by striking out “subparagraph (B)” and inserting in
lieu thereof “subparagraphs (B) and (C)”.

(7) Subparagraph (A) of section 42(d)6) of the 1986 Code is
amended by inserting “or” at the end of clause (i), by striking
out “, or” at the end of clause (ii) and inserting in lieu thereof a
period, and by striking out clause (iii).

(8) Clause (ii) of section 42(d)6)B) of the 1986 Code (defining
{%%il:fully assisted building) is amended by striking out “of

(9(A) Paragraph (3) of section 42(f) of the 1986 Code is
amended to read as follows:

“(3) DETERMINATION OF APPLICABLE PERCENTAGE WITH RESPECT
TO INCREASES IN QUALIFIED BASIS AFTER 1ST YEAR OF CREDIT
PERIOD.—

“(A) IN GENERAL.—In the case of any building which was Disadvantaged
a qualified low-income building as of the close of the 1st persons.
year of the credit period, if—

“(i) as of the close of any taxable year in the compli-
ance period (after the 1st year of the credit period) the
qualified basis of such building exceeds

“(i1) the qualified basis of such building as of the close
of the 1st year of the credit period,

the applicable percentage which shall apply under subsec-
tion (a) for the taxable iye:a.r to such excess shall be the

rcentage equal to 35 of the applicable percentage which

after the application of subsection (h)) would but for this

paragraph apply to such basis.
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‘B) 1ST YEAR COMPUTATION APPLIES.—A rule similar to
the rule of paragraph (2)(A) shall apply to any increase in
qualified basis to which subparagraph (A) applies for the 1st
year of such increase.”

(B) Paragraph (3) of section 42(b) of the 1986 Code is amended
to read as follows:
“(3) CROSS REFERENCES.—

“(A) For treatment of certain rehabilitation expenditures as separate new
buildings, see subsection (e).

“(B) For determination of applicable percentage for increases in qualified
basis after the 1st year of the credit period, see subsection (f)(3).

*“(C) For authority of housing credit agency to limit applicable percentage
and qualified basis which may be taken into account under this section with
respect to any building, see subsection (h)(6).”

(10) Subparagraph (B) of section 42(g)(2) of the 1986 Code
(defining gross rent) is amended by striking out “Federal rental
assistance” and inserting in lieu thereof “rental assistance”.

(11) Paragraﬂh (2) of section 42(g) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:

“(C) UNITS WHERE FEDERAL RENTAL ASSISTANCE IS REDUCED
AS TENANT'S INCOME INCREASES.—If the gross rent with
respect to a residential unit exceeds the limitation under
subparagraph (A) by reason of the fact that the income of
the occupants thereof exceeds the income limitation ap-
plicable under paragraph (1), such unit shall, nevertheless,
be treated as a rent-restricted unit for purposes of para-
graph (1) if—

“(i) a Federal rental assistance payment described in
subparagraph (B)i) is made with respect to such unit or
its occupants, and

“(ii) the sum of such payment and the rent with
respect to such unit does not exceed the sum of the
amount of such payment which would be made and the
gross ft_'e-rn: which would be payable with respect to such
unit if—

“(I) the income of the occupants thereof did not
exceed the income limitation applicable under
paragraph (1), and

“(II) such units were rent-restricted within the
meaning of subparagraph (A).

The preceding sentence shall apply to any unit only if the
result described in clause (ii) is required by Federal statute
as of the date of the enactment of this subparagraph and as
of the date the Federal rental assistance payment is made.”

(12) Paragraph (3) of section 42(g) of the 1986 Code is amended

to read as follows:

Disadvan “(3) DATE FOR MEETING REQUIREMENTS,—
persons. “(A) In GENERAL.-—ExceaTt as otherwise provided in this
1 be treated as a qualified low-

paragragh, a building sh
income building only if the project (of which such building
is a part) meets the requirements og'dparagraph (1) not later
than the close of the 12-month period beginning on the date
the building is placed in service.
“(B) BUILDINGS WHICH RELY ON LATER BUILDINGS FOR
QUALIFICATION.—
“(i) IN GENERAL.—In determining whether a building
(hereinafter in this subparagraph referred to as the
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‘prior building’) is a qualified low-income building, the
taxpayer may take into account 1 or more additional
buildings placed in service during the 12-month period
described in subparagraph (A) with respect to the prior
building only if the taxpager elects to apply clause (ii)
with respect to each additional building taken into
account.

“(ii) TREATMENT OF ELECTED BUILDINGS.—In the case
of a building which the taxpayer elects to take into
account under clause (i), the period under subpara-
graph (A) for such building shall end at the close of the
12-month period applicable to the prior building.

“(iii) DATE PRIOR BUILDING IS TREATED AS PLACED IN
SERVICE.—For purposes of determining the credit
period and the compliance period for the prior building,
the prior building shall be treated for purposes of this
section as placed in service on the most recent date any
additional building elected by the taxpayer (with re-
s to such prior building) was placed in service.

“(C) SpeciAL RULE.—A building—

“(i) other than the 1st building placed in service as
part of a project, and

“(ii) other than a building which is placed in service
during the 12-month period described in subggzagraph
(A) with respect to a prior building which becomes a
qualified low-income building,

shall in no event be treated as a qualified low-income
building unless the project is a qualified low-income hous-
ing project (without regard to such building) on the date
such building is placed in service.”

(13) Paragraph (4) of section 42(g) of the 1986 Code is amended
by inserting before the period “; except that, in applying such
provisions (other than section 142(d)(4)(B)(iii)) for such purposes,
the term ‘gross rent’ shall have the meaning given such term by
paragraph (2)(B) of this subsection”.

(14)XA) Paragraph (1) of section 42(h) of the 1986 Code is
amended to read as follows:

“(1) CREDIT MAY NOT EXCEED CREDIT AMOUNT ALLOCATED TO
BUILDING.—

“(A) IN GENERAL.—The amount of the credit determined
under this section for any taxable year with res to any
building shall not exceed the housing credit dollar amount
allocated to such building under this subsection.

“(B) TIME FOR MAKING ALLOCATION.—Except in the case of
an allocation which meets the uirements of subpara-
grac{;h (C) or (D), an allocation shall be taken into account
under subparagraph (A) only if it is made not later than the
close of the calendar year in which the building is placed in
service.

“C) EXCEPTION WHERE BINDING COMMITMENT.—An alloca-
tion meets the requirements of this subparzﬁmph if there is
a binding commitment (not later than the close of the
calendar year in which the building is placed in service) by
the housing credit agency to allocate a specified housing
credit dollar amount to such building beginning in a speci-
fied later taxable year.

‘(D) EXCEPTION WHERE INCREASE IN QUALIFIED BASIS.—



102 STAT. 3378

PUBLIC LAW 100-647—NOV. 10, 1988

“(i) IN GENERAL.—An allocation meets the require-
ments of this subparagraph if such allocation is made
not later than the close of the calendar year in which
ends the taxable year to which it will 1st apply but only
to the extent the amount of such allocation does not
exceed the limitation under clause (ii).

“(ii) LimitaTioN.—The limitation under this clause is
the amount of credit allowable under this section (with-
out regard to this subsection) for a taxable year with
reslfect to an increase in the qualified basis of the
bui ding equal to the excess of—

“(I) the qualified basis of such building as of the
close of the 1st taxable year to which such alloca-
tion will apply, over

‘/II) the qualified basis of such building as of the
close of the 1st taxable year to which the most
recent prior housing credit allocation with respect
to such building applied.

‘“(iii) HOUSING CREDIT DOLLAR AMOUNT REDUCED BY
FULL ALLOCATION.—Notwithstanding clause (i), the full
amount of the allocation shall be taken into account
under paragraph (2).”

(BL_[?;“EE (ii) of section 42(h)6)B) of the 1986 Code is hereby
repealed.

(15) Sublj):aragraph (A) of section 42(h)4) of the 1986 Code is
amended by striking out “financed” and all that follows and
inaertinﬁ in lieu thereof “financed by any obligation the interest
on which is exempt from tax under section 103 if—

“(i) such obligation is taken into account under sec-
ﬁoﬁ)m’ ardipel ts on such fi

“(ii) principal payments on s inancing are ap-
plied within a reasonable period to redeem obligations
the proceeds of which were used to provide such financ-

ing.

(16) Paragraph (5) of section 42(h) of the 1986 Code is amended

by redesignating subparagraph (D) as su]:lnfaragraph (E) and by

mserltmg after subparagraph (C) the following new subpara-

graph:
“(D) 'IEI;E]AWT OF (nm;nm sunsmumfn:h; g

“(i) IN GENERAL.—For purposes of this paragraph, a

qualified nonprofit o ization shall be treated as

satisfying the material participation test of subpara-

graph (B) if an]y qualified corporation in which such
organization holds stock satisfies such test.

‘(ii) QUALIFIED CORPORATION.—For purposes of clause

(ii), the term ‘qualified corporation’ means any corpora-

tion if 100 percent of the stock of such corporation is

held by 1 or more ﬂlualiﬁed nonprofit organizations at

all times during the period such corporation is in

existence. ;
(17) Subparagraph (D) of section 42(hX6) of the 1986 Code is
amended to read as follows:

“(D) CREDIT REDUCED IF ALLOCATED CREDIT DOLLAR
AMOUNT IS LESS THAN CREDIT WHICH WOULD BE ALLOWABLE
WITHOUT REGARD TO PLACED IN SERVICE CONVENTION, ETC.—

“(i) IN GENERAL.—The amount of the credit deter-
mined under this section with respect to any building
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shall not exceed the clause (ii) percentage of the
amount of the credit which would (but for this subpara-
aph) be determined under this section with respect to
suc buﬂdmg
i) DETERMINATION OF PERCENTAGE.—For purposes
of clause (i), the clause (ii) percentage with respect to
any bmld.u:ﬁ is the percentage whic
“(I) the housing credit dollar amount allocated to
such building bears to
‘(II) the credit amount determined in accordance
with clause (iii).

“(iii) DETERMINATION OF CREDIT AMOUNT.—The credit
amount determined in accordance with this clause is
theb amount h(;f bfeh?ie mte t edwhlchdwoulhclls (::cttl for thuu;
subparagra rmined under t on wi
res tll;ebuxldmg if—

"(l) this section were applied without regard to
pamﬁm phs (2XA) and (3XB) of subsection (f), and
“II) subsection (fX3XA) were applled without
ard to ‘the percentage equal to % of'.”
(18) Pmtie (6) of section 42(h) of the 1986 Code is amended
by addi end thereof the following new subparagraph:
‘(E) HoOUSING CREDIT AGENCY TO SPECIFY APPLICABLE
PERCENTAGE AND MAXIMUM QUALIFIED BASIS.—In allocating
SruEt Ay shall maily G Ul (Soantee an
¢ agency 8 e percen an
the maximum wﬁ% h may be taken into
account under section mth respect to such building.
The applicable percentage and maximum qualified basis so
s ied shall not exceed the a phcable percentage and
qualified basis det.ernnned undgr this section without
egard to this subsection.”

(19XA) Subparagraph (A) of section 42(iX2) of the 1986 Code is
amended—

(1) by inserting “or any prior taxable year” after “such
tm(‘a)bll);y:anﬁ’ t “the: tstandmg’ d inserting

ii) by s ng out “there is ou and inserting in
he(u t)hereoé't “there is o{ was outstandmgd' andrt -

iii riking out “are used” and inse in lieu
thereof “ 'yare or were used”. s

(B) Subparagraph (B) of section 42(iX2) of the 1986 Code is
amended to read as follows:

“(B) ELECTION TO REDUCE ELIGIBLE BASIS BY BALANCE OF
LOAN OR PROCEEDS OF OBLIGATIONS.—A loan or tax-exempt
obligation shall not be taken into account under subpara-
graph (A) if the taxpayer elects to exclude from the eligible
basis of the building for purposes of subsection (d)—

‘(i) in the case of a loan, the principal amount of such
loan, and

“(ii) in the case of a tax-exempt obligation, the pro-
ceeds of such obligation.”

(C) Paragraph (2) of section 42(i) of the 1986 Code is amended
by redesignating subparagraﬁh (C) as subparagraph (D) and by
msertmg after subparagraph (B) the following new subpara-

"“(C) SPECIAL RULE FOR SUBSIDIZED CONSTRUCTION FINANC-
ING.—Subparagraph (A) shall not apply to any tax-exempt
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obligation or below market Federal loan used to provide
construction financing for any buildin%if—

“(i) such obligation or loan (when issued or made)
identified the building for which the proceeds of such
obligation or loan would be used, and

“(ii) such obligation is redeemed, and such loan is
repaid, before such building is placed in service.”

(D) Subgaragraph (D) of section 42(1(2) of the 1986 Code is
amended by striking out “subparagraph (A)” and inserting in
lieu thereof “this parafgraph".

(20) Paragraph (4) of section 42(j) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:

“(F) NO RECAPTURE WHERE DE MINIMIS CHANGES IN FLOOR
sPACE.—The Secretary may provide that the increase in tax
under this subsection shall not apply with respect to any
building if—

‘(i) such increase results from a de minimis change
in the floor space fraction under subsection (c)1), and

“(ii) the building is a qualified low-income building
after such change. )

(21) Clause (i) of section 42(j)56)XB) of the 1986 Code is amended
to read as follows:

“(i) more than % the capital interests, and more than
% the profit interests, in which are owned by a grou
of 35 or more partners each of whom is a natur
person or an estate, and”.

(22) Paragraph (6) of section 42(j) of the 1986 Code is
amended—

(A) by inserting “(OR INTEREST THEREIN)' after “BUILD-
ING”' in the heading, and

(B) by inserting “or an interest therein” after “disposition
of a building” in the text.

(23) Subparagraph (B) of section 42(k)2) of the 1986 Code is
amended by inserting before the period at the end thereof the
following: “, except that this subparagraph shall not apply in
t(lllescaﬁa)e lqu a federally assisted building described in subsection
(dX6XB) if—

“(i) a security interest in such building is not per-
mitted by a Federal agency holding or insuring the
mortgage secured by such building, and

“(i1) the proceeds from the financing (if any) are
applied to acquire or improve such building.”

(24)A) ubsectio:?ﬁ of section 42 of the 1986 Code is amended
by redesignating paragraph (2) as paragraph (3) and by insert-

after paragraph (1) the following new paragraph:

‘(2) ANNUAL REPORTS TO THE SECRETARY.—' gecreta.rg may
re%l.u_:re tyla.'l'sl to submit an information return (at such time
and in such form and manner as the Secretary prescribes) for
each taxable year setting forth—

“(A) the qualified basis for the taxable year of each
qualified low-income building of the taxpayer,

‘(B) the information described in paragraph (1XC) for the
taxable year, and .

“(C) such other information as the Secretary may require.

The penalty under section 6652(j) shall apply to any failure to
submit the return required by the Secretary under the preced-
ing sentence on the date prescribed therefor.”
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(B) The subsection heading of subsection (1) of section 42 is
amended to read as follows:

“(1) CERTIFICATIONS AND OTHER REPORTS TO SECRETARY.—".

(25) Paragraph (1) of section 42(n) of the 1986 Code is amended
by inserting before the period at the end thereof the following:
“, and, except for any building described in paragraph (2)XB),
smtggg (hX4) shall not apply to any building placed in service
a i g .

(26) Subsection (d) of section 39 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(4) NO CARRYBACK OF LOW-INCOME HOUSING CREDIT BEFORE
1987.—No portion of the unused business credit for any taxable
year which is attributable to the credit determined under sec-
tion 42 (relating to low-income housing credit) may be carried
back to a taxable year ending before January 1, 1987.”

(27) Paragraph (1) of section 55(c) of the 1986 Code (defining
regular tax) is amended by striking out “section 42(j)’ and
inserting in lieu thereof “subsection (j) or (k) of section 42”.

(28) Subparagraph (A) of section 252(f)(1) of the Reform Act is 26 USC 42 note.
amended by striking out “and” at the end of clause (i), by
striking out the period at the end of clause (ii) and inserting in
lieu thereof a comma, and by inserting after clause (ii) the
following new clauses:

“(iii) the eligible basis of such building shall be treat-
ed, for purposes of section 42(h}4)A) of such Code, as if
it were financed by an obligation the interest on which
is exempt from tax under section 103 of such Code and
which is taken into account under section 146 of such
Code, and

“(liv)"the amendments made by section 803 shall not
a s

(29) Subparagraph (E) of section 252(f)(1) of the Reform Act is
amended by striking out “maximum annual additional credit”
and inserting in lieu thereof “maximum present value of addi-
tional credits”.

(30) Subparagraph (E) of section 252(f)2) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “The preceding sentence shall apply to any building only Housing.
to the extent of the portion of the additional housing credit
dollar amount (allocated to such agency under subparagraph
(A)) allocated to such building.”

(31) Subsection (f) of section 252 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

“(5) TRANSITIONAL RULE.—In the case of any rehabilitation Indiana.
expenditures incurred with respect to units located in the Community
neighborhood strategy area within the community development development.
block grant program in Ft. Wayne, Indiana—

“(IAJ tl':f amendments made by this section shall not
apply, an
‘l‘::'_ ) paragraph (1) of section 167(k) of the Internal Reve-
nue Code of 195)6, shall be applied as if it did not contain the
phrase ‘and before Janua? 1, 1987,
The number of units to which the preceding sentence applies
shall not exceed 150.”

(32) Subsection (g) of section 42 of the 1986 Code is amended

by adding at the end thereof the following new paragraph:
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‘Y6) SPECIAL RULE WHERE DE MINIMIS EQUITY CONTRIBUTION.—
Property shall not be treated as failing to be residential rental
property for purposes of this section merely because the occu-

t of a residential unit in the project pagz (on a voluntary
is) to the lessor a de minimis amount to be held toward the
ipfurchase by such occupant of a residential unit in such project

“(A) all amounts so paid are refunded to the occupant on
the cessation of his occupancy of a unit in the project, and
“(B) the purchase of the unit is not permitted until after
the close of the compliance period with respect to the
building in which the unit is located.
Any amount paid to the lessor as described in the preceding
sentence shall be included in gross rent under paragraph (2) for
purposes of determining whether the unit is rent-restricted.”
(m) AMENDMENTS RELATED T0 SECTION 261 OF THE REFORM ACT.—
(1) Subparagraph (A) of section 7518(g)6) of the 1986 Code, is
amended by striking out “section 1(i)” and inserting in lieu
thereof “section 1()”.
(2) Subparagraph (A) of section 607(h)6) of the Merchant
46 USC app. Marine Act, 1936 is amended by striking out “section 1(i)” and
1171, inserting in lieu thereof “‘section 1(j)".

SEC. 1003. AMENDMENTS RELATED TO TITLE IIl OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 301 OF THE REFORM ACT.—

1) Sub%aragraph (B) of section 172(d)(4) of the 1986 Code is
amended by striking out “, (2)B),”.

(2) Paragraph (1) of section 3402(m) of the 1986 Code is
amended by striking out “section 62) (other than paragraph (13)
thereof)” and inserting in lieu thereof “‘section 62(a) (other than
paragraph (10) thereof))”.

(3) Paragraph (2) of section 1212(b) of the 1986 Code is
amended to read as follows:

“(2) TREATMENT OF AMOUNTS ALLOWED UNDER SECTION 1211 (b)
(1) OR (2).—

“(A) IN GENErRAL—For purposes of determining the
excess referred to in subparagraph (A) or (B) of paragraph
(1), there shall be treated as a short-term capital gain in the
taxable year an amount equal to the lesser of —

“(i) the amount allowed for the taxable year under
paragraph (1) or (2) of section 1211(b), or
“(i1) the adjusted taxable income for such taxable

ear.

"(g} ADJUSTED TAXABLE INCOME.—For purposes of
subparagraph (A), the term ‘adjusted taxable income’
means taxable income increased by the sum of—

“(i) the amount allowed for the taxable year under
paragraph (1) or (2) of section 1211(b), and
“(i1) the deduction allowed for such year under
section 151 or any deduction in lieu thereof.
For purposes of the preceding sentence, any excess of the
deductions allowed for the taxable year over the gross
income for such year shall be taken into account as nega-
tive taxable income.”
(b) AMENDMENTS RELATED T0 SECTION 302 OF THE REFORM AcCT.—
26 USC 1 note. (1) Section 302 of the Reform Act is amended by striking out
subsection (c).
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(2XA) Paragraph (2) of section 904(b) of the 1986 Code is
amended to read as follows:

“(2) CaprrAL cAINs.—For purposes of this section—

“(A) In geNErRAL.—Taxable income from sources outside
the United States shall include gain from the sale or ex-
change of capital assets only to the extent of foreign source
capital gain net income.

‘“(B) SPECIAL RULES WHERE CAPITAL GAIN RATE DIFFEREN-
TIAL.—In the case of any taxable year for which there is a
capital gain rate differential—

“(i) in lieu of applying subparagraph (A), the taxable
income from sources outside the United States shall
include gain from the sale or exchange of capital assets
only in an amount equal to foreign source capital gain
net income reduced by the rate differential portion of
foreign source net capital gain,

“(ii) the entire taxable income shall include gain
from the sale or exchange of capital assets c:ggr in an
amount equal to capital gain net income reduced by the
rate differential portion of net capital gain, and

“(iii) for purposes of determining taxable income
from sources outside the United States, any net capital
loss (and any amount which is a short-term capital loss
under section 1212(a)) from sources outside the United
States to the extent taken into account in determining
capital gain net income for the taxable year shall be
reduced by an amount equal to the rate differential
portion of the excess of net capital gain from sources
within the United States over net capital gain.”

(B) Paragraph (3) of section 904(b) of the 1986 Code is amended
by striking out subparagraph (D) and inserting in lieu thereof
the following new subparagraphs:

“(D) CAPITAL GAIN RATE DIFFERENTIAL.—There is a capital
gain rate differential for any taxable year if—

“() in the case of a taxpayer other than a corpora-
tion, subsection (j) of section 1 applies to such taxable
year, or

“(ii) in the case of a corporation, any rate of tax
imposed by section 11, 511, or 831 (a) or (b) (whichever
applies) exceeds the alternative rate of tax under sec-
tion 1201(a) (determined without regard to the last
sentence of section 11(b)).

“(E) RATE DIFFERENTIAL PORTION.—

“(i) In cENERAL—The rate differential portion of
foreign source net capital gain, net capital gain, or the
excess of net capital gain from sources within the
United States over net capital gain, as the case may be,
is the same proportion of such amount as—

“() the excess of the highest applicable tax rate
over the alternative tax rate, bears to
“(II) the highest applicable tax rate.

“(ii) HIGHEST APPLICABLE TAX RATE.—For purposes of
clause (i), the term ‘highest applicable tax rate’
means—

“(I) in the case of a taxpayer other than a cor-
poration, the highest rate of tax set forth in subsec-
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tion (a), (b), (c), (d), or (e) of section 1 (whichever
applies), or

(II) in the case of a corporation, the highest rate
of tax specified in section 11(b).

“(iii) ALTERNATIVE TAX RATE.—For purposes of clause
(i), the term ‘alternative tax rate’ means—

“(I) in the case of a taxpayer other than a cor-
poration, the alternative rate of tax determined
under section 1(j), or

“(II) in the case of a corporation, the alternative
rate of tax under section 1201(a).”

(3) Effective for taxable years beginning after December 31,
1987, paragraph (1) of section 1445(e) of the 1986 Code is
amended by striking out “34 percent” and inserting in lieu
thereoi; )‘"}34 percent (or, to the extent provided in regulations, 28
percent)’.

(¢c) AMENDMENTS RELATED TO SECTION 311 OF THE REFORM ACT.—

(1) Subsection (a) of section 1201 of the 1986 Code is amended
by striking out “831(a)” and inserting in lieu thereof “831 (a)

or (b)”.
26 USC 1201 (2) Subsection (c) of section 311 of the Reform Act is amended
note. by inserting before the period at the end thereof the following:

“: except that the amendment made by subsection (b)4) shall
apply to payments made after December 31, 1986".

(3) Subparagraph (D) of section 593(b)(2) of the 1986 Code is
amended by striking out “and” at the end of clause (iii), by
striking out the period at the end of clause (iv) and inserting in
lieu thereof “, and”, and by adding at the end thereof the
following new clause:

“(v) if there is a capital gain rate differential (as
defined in section 904(b)3)XD)) for the taxable year, by
excludini from gross income the rate differential por-
tion (within the meaning of section 904(b)3)E)) of the
lesser of—

“(I) the net long-term capital gain for the taxable
year, or
“(II) the net long-term capital gain for the tax-
able year from the sale or exchange of property
other than property described in clause (iii)."”
(d) AMENDMENT RELATED TO SECTION 321 OoF THE REFORM AcCT.—

(1XA) Subsection (b) of section 422A of the 1986 Code is
amended by adding at the end thereof the following new
sentence:

“Such term shall not include any option if (as of the time the option
is granted) the terms of such option provide that it will not be
treated as an incentive stock option.”
26 USC 422A (B) In the case of an option granted after December 31, 1986,
note. and on or before the date of the enactment of this Act, such
option shall not be treated as an incentive stock option if the
terms of such option are amended before the date 90 days after
such date of enactment to Emvide that such option will not be
treated as an incentive stock option.

(2XA) Section 422A of the 1986 Code is amended by adding at

the end thereof the following new subsection:
“(d) $100,000 PErR YEAR LIMITATION.—

“(1) In GeENERaL—To the extent that the aggregate fair

market value of stock with respect to which incentive stock
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options (determined without regard to this subsection) are exer-
cisable for the 1st time by any individual during any calendar
year (under all plans of the individual’s employer corporation
and its parent and subsidiary corporations) exceeds $100,000,
such options shall be treated as options which are not incentive
stock options.

“(2) ORDERING RULE.—Paragraph (1) shall be applied by
taking options into account in the order in which they were
granted.

“(3) DETERMINATION OF FAIR MARKET VALUE.—For purposes of
paragraph (1), the fair market value of any stock shall be
determined as of the time the option with respect to such stock
is granted.”

(B) Subsection (b) of section 422A of the 1986 Code is amended
by adding “and” at the end of paragraph (5), by striking out

‘; and” at the end of paragraph (6) and inserting in lieu thereof a
period, and by striking out paragraph (7).

(C) Paragraph (1) of section 422A(c) of the 1986 Code is
amended by striking out “paragraph (7) of subsection (b)” and
inserting in lieu thereof “subsection (d)".

SEC 1004. AMENDMENTS RELATED TO TITLE IV OF THE REFORM ACT. Agriculture and

(a) AMENDMENTS RELATED TO SECTION 405 OF THE REFORM AcCT.— mﬂfﬁs

(1) Paragraph (1) of section 108(a) of the 1986 Code is amended
by striking out “or” at the end of subparagraph (A), by striking
out the period at the end of subparagraph (B) and inserting in
lieu thereof “, or” and by adding at the end thereof the follow-
ing new subparagraph:

“0) the mdebtedness discharged is qualified farm indebt-

edness
(2) Parag'raph (2) of section 108(a) of the 1986 Code is amended
to read as follows:
“(2) COORDINATION OF EXCLUSIONS.—

“(A) TITLE 11 EXCLUSION TAKES PRECEDENCE.—Subpara-
graphs (B) and (C) of paragraph (1) shall not apply to a
discharge which occurs in a title 11 case.

“(B) INSOLVENCY EXCLUSION TAKES PRECEDENCE OVER
QUALIFIED FARM EXCLUSION.—Subparagraph (C) of para-
graph (1) shall not apply to a discharge to the extent the

yer is insolvent.”
(3) Subsection (b) of section 108 of the 1986 Code is amended—

(A) by striking out “subparagraph (A) or (B)” in para-

graph (1) and inserting in lieu thereof “subparagraph (A),
(B), or (C)", and
(B) by strlkmg out “N TrrLe 11 CASE OR INSOLVENCY” in
the subsection h
(4) Subsection (g) of section 108 of the 1986 Code is amended to
read as follows:
“(g) SpeciaL RULES FOR DISCHARGE OF QUALIFIED FARM INDEBTED-
NESS.—
‘(1) DISCHARGE MUST BE BY QUALIFIED PERSON.—

“(A) IN GeENErAL.—Subparagraph (C) of subsection (aX1)
shall apply only if the discharge is by a qualified person.

“(B) Qummm PERSON. —For ﬁﬂaposes of subparagraph
(A), the term ‘qualified person’ the meaning given to
such term by section 46(cX8XDXiv); except that such term
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shall include any Federal, State, or local government or
agency or instrumentality thereof.

“(2) QUALIFIED FARM INDEBTEDNESS.—For purposes of this sec-
tion, indebtedness of a taxpayer shall be treated as qualified
farm indebtedness if—

“(A) such indebtedness was incurred directly in connec-
tion with the operation by the taxpayer of the trade or
bua(iﬁoffammgt , and — " ot

! percent or more e aggregal receipts of
the taxpayer for the 3 taxable years preoegr.no\;ﬂ the taxable
year in which the discharge of such indebtedness occurs is
attributable to the trade or business of farming.

“(3) AMOUNT EXCLUDED CANNOT EXCEED SUM OF TAX
ATTRIBUTES AND BUSINESS AND INVESTMENT ASSETS.—

“(A) IN GENERAL.—The amount excluded under subpara-
graph (C) of subsection (aX1) shall not exceed the sum of—

“(i) the adjusted tax attributes of the taxpayer, and

“(ii) the aggregate adjusted bases of qualified prop-
erty held by the taxpayer as of the beginning of the
taxable year following the taxable year in which the
discharge occurs.

“(B) ADJUSTED TAX ATTRIBUTES.—For purposes of subpara-
gragh (A), the term ‘adjusted tax attributes’ means the sum
of the tax attributes described in aubparagrapha (A), (B), (C),
and (E) of subsection (bX2) determined by taking into ac-
count $3 for each $1 of the attributes described in subpara-
graphs (B) and (E) of subsection (bX2).

“((i}l) Alt.IeFIED Pm.—li‘or purposes of this parart -
graph, the term ° ified property’ means any property
which is used or is held for use ﬁ aJ;.rade or business or for
the production of income.

o oF (s Cnae the S eied b o oy Uit

urposes of thi , the adj is 0 i-
ged roperty aa.ntrﬁl the am%unt of the adjusted tax gltlgri utes
shall be determined after any reduction under subsection
(b) by reason of amounts excluded from gross income under
subsection (a)}1XB).”

(5) Paragraph (4) of section 1017(b) of the 1986 Code is
amended to read as follows:

“/(4) SPECIAL RULES FOR QUALIFIED FARM INDEBTEDNESS.—

“(A) IN GENERAL.—Any amount which under subsection
(b)2XD) of section 108 is to be applied to reduce basis and
which is attributable to an amount excluded under subsec-
tion (aX1)C) of section 108—

“(i) shall be aﬂ,\lied only to reduce the basis of quali-
fied property held by the taxpayer, and
“(ii) be applied to reduce the basis of qualified
property in the following order:
“4I) First the basis of qualified property which is
depreciable proﬂ:rty.
‘(IT) Second the basis of qualified property which
is land used or held for use in the trade or business

of farmi’rln'ﬁ.
‘(III) Then the basis of other qualified l!:Il;loperty.

“(B) QuUALIFIED PROPERTY.—For purposes of this para-
graph, the term ‘qualified progerty’ has the meaning given
to such term by section 108(gX3)XC).
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“{C) CERTAIN RULES MADE APPLICABLE.—Rules similar to
the rules of subparagraph (C), (D), and (E) of paragraph (3)
glsgll)ﬁpply for purposes of this paragraph and section

(6XA) Paragraphs (6) and (7) of section 108(d) of the 1986 Code
are each amended by striking out “subsections (a) and (b)” and
inserting in lieu thereof “subsections (a), (b), and (g)”.

(B) The subsection heading for section 108(d) of the 1986 Code
is amended by Btﬂgg out “SuBSECTIONS (a), AND (b)” and
inserting in lieu thereof “SuBsecTiONS (a), (b), AND (g)”.

(C) The headings for paragraphs (6) and (TXA) of section 108(d)
of the 1986 Code are each amended by stn.km% out “Sussgec-
TIONS (a) AND (b)” and inserting in lieu thereof “SussecTiONS
(a), (b), AND (g)".

) AMENDMENT Et:um To SectioN 406 oF THE REFORM AcCT.—
Section 406 of the Reform Act is amended— 26 USC 1202
sa.{q’ by dilmerting “before October 1, 1987,” after “from the note.
e”, an
(2) by striking out “to the extent such gain” and all that
follows down through the period at the end thereof and insert-
ing in lieu thereof “to the extent such gain is properly taken
11?)%?? account under the taxpayer’s method of accounting during

(¢) AMENDMENT RELATED TO SECTION 413 OF THE REFORM ACT.—
Subsection (a) of section 1254 of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

“(4) ADJUSTMENT FOR AMOUNTS INCLUDED IN GROSS INCOME
Eehtl‘nlil:éd sx;rgou 617(b) (g ?1\))(5(1;}!& amcl):;nt of thf expe nditu;es
e n palagra 1 Bhnll u.st.ed or
amounts included in gross income under mnyﬁl (bX1XA).”

SEC. 1005. AMENDMENTS RELATED TO TITLE V OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 501 OF THE REFORM ACT.—

(1) Clause (ii) of section 469(e}(1XA) of the 1986 Code (relating

to certain income not treated as income from ive activity) is

amended by inserting “not derived in the ordi course of a
trade or business which is” after “gain or loss”.

(2XA) Subparagraph (A) of section 469(g)1) of the 1986 Code
(relating to disposition of interests in passive activities in fully
taxable transactions) is amended to read as follows:

“(A) In GENERAL—If all gain or loss realized on such
disposition is recognized, the excess of—
“(i) the sum of —
“(I) any loss from such activity for such taxable
year (determined after application of subsection

(h)),(ﬁlus
voere QD any loss realized on such disposition, over
(ii) net income or gain for such taxable year from all
passive activities (determined without regard to losses
described in clause (i)),
shall be treated as a loss which is not from a passive
activity.”
(B) Subparagraph (C) of section 469(gX1) of the 1986 Code is
amended to read as follows:
_ “(C) IncoME FrOM PRIOR YEARS.—To the extent provided
in regulations, income or gain from the activity for preced-
ing taxable years shall be taken into account under

19-194 0—91—Part 4——14: QL 3
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subparagraph (A)ii) for the taxable year to the extent
necessary to prevent the avoidance of this section.”

(3) Subparagraph (A) of section 469(g)2) of the 1986 Code is
amended—

(A) by striking out “paragraph (1) and inserting in lieu
thereof “‘paragraph (1)(A)”; and

(B) by striking out “such losses” the first place it appears
?11;& 1},n’sertmg in lieu thereof “losses described in paragraph

(4) Section 469(g)(3) of the 1986 Code is amended—

(A) by striking out “realized (or to be realized)” and
inserting in lieu therecf “(realized or to be realized”, and
(B) by inserting a closmg nthesis after “completed”.

(5) Paragraph (4) of section 4 9} h) of the 1986 Code (relat;mg to
certain closely held C corporations and personal service corpora-
tions) is amended by inserting “only” before “if”’.

(6) Paragraph (1) of section 469(1) of the 1986 Code (relating to
$25,000 offset for rental real estate activities) is amended by
striking out “in the taxable year in which such portion of such
loss or credit arose” and inserting in lieu thereof “in such
taxable year (and if any portion of such loss or credit arose in
another taxable year, in such other taxable year)”.

(7) Subparagraph (C) of section 469(1}(6) of the 1986 Code
(relating to interest as a limited partner) is amended by striking
out “No” and inserting in lieu thereof “Except as provided in
regulations, no”

(8 Suhparagraph (A) of section 469(j)6) of the 1986 Code
(relating to special rule for gifts) is amended by inserting “with
respect to which a deductmn has not been allowed by reason of
subsection (a)” before “, and”. o

(9) Section 469(j) of the 1986 Code (relating to definitions and
special rules) is amended by adding at the end thereof the
followin gooew paragraphs:

“(10) RDINATION WITH SECTION 280A.—If a passive activity
involves the use of a dwelling unit to which section 280A(c)5)
applies for any taxable year, any income, deduction, gain, or
loss allocable to such use shall not be taken into account for
purposes of this section for such taxable year.

“(11) AGGREGATION OF MEMBERS OF AFFILIATED GROUPS.—
Except as provided in regulations, all members of an affiliated
group which files a consolidated return shall be treated as 1
corporation.”

(10) Section 501(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(4) INCOME FROM SALES OF PASSIVE ACTIVITIES IN TAXABLE
YEARS BEGINNING BEFORE JANUARY 1, 1987.—If—

“(A) gain is recognized in a taxable year beginning after
December 31, 1986, from a sale or exchange of an interest in
an activity in a taxable year beginning before January 1,
1987, and
“(B) such gain would have been treated as gain from a
passive activity had section 469 of the Internal Revenue
Code of 1986 (as added by this section) been in effect for the
taxable year in which the sale or exchange occurred and for
all succeeding taxable years,
then such gain shall be treated as gain from a passive activity
for purposes of such section.”
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(11) Subsection (j) of section 469 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(12) SPECIAL RULE FOR DISTRIBUTIONS BY ESTATES OR TRUSTS.—
If any interest in a passive activity is distributed by an estate or
trust—

“(A) the basis of such interest immediately before such
distribution shall be increased by the amount of any passive
activity losses allocable to such interest, and

“(B) such loaaag’ahall not be allowable as a deduction for

any taxable year.

(12) gubaection (m) of section 469 of the 1986 Code, as redesig-
nated by section 10211 of the Revenue Act of 1987, is amended
by striking all that precedes suhparagrarph (B) of paragraph (3)
thereof and inserting in lieu thereof the following:

“(m) PHASE-IN OF DiSALLOWANCE OF Losses AND CREDITS FOR
InTEREST HELD BEFORE DATE OF ENACTMENT.—

“(1) In ceNERAL.—In the case of any passive activity loss or
passive activity credit for gslg taxable year beginning in cal-
endar years 1987 through 1990, subsection (a) shall not apply to
the applicable percentage of that portion of such loss (or such
credit) which is attributable to pre-enactment interests.

“(2) APPLICABLE PERCENTAGE.—For purposes of this subsec-
tion, the aEplicahle percentage shall be determined in accord-

ance with the following table:
“In the case of taxable The applicable
years beginning in: percentage is:
1987 65
1988 40
1989 20
1990 10.
*“(3) PORTION OF LOSS OR CREDIT ATTRIBUTABLE TO PRE-ENACT-
MENT INTERESTS.—For p of this subsection—

“(A) IN geNeraL.—The portion of the passive activity loss
(or passive activity credit) for any taxable year which is
attributable to preenactment interests is the lesser of—
“(i) the amount of the milve activity loss (or passive
activity credit) which is disallowed for the taxable year
under subsection (a) (without regard to this subsection),
or
“(ii) the amount of the passive activity loss (or pas-
sive activity credit) which would be disallowed for the
taxable year (without regard to this subsection and
without regard to any amount allocable to an activity
for the taxable year under subsection (b)) taking into
account only pre-enactment interests.”
(b) AMENDMENTS RELATED T0 SEcTION 502 OF THE REFORM AcCT.—
(1) Subpa:;:ﬂ;ph (A) of section 502(d)X1) of the Reform Act 26 USC 469 note.
(defining (A)qf ified investor) is amended to read as follows:
L1y i e
“(i) in the case of a project placed in service on or
before August 16, 1986, such person held an interest in
such project on August 16, 1986, and such person made
his initial investment after December 31, 1983, or
“(ii) in the case of a project placed in service after
August 16, 1986, such person made his initial invest-
ment after December 31, 1983, and such person held an
interest in such project on December 31, 1986, and".
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26 USC 469 note. (2) Subsection (d) of section 502 of the Reform Act (defining
qualified investor) is amended by adding after paragraph (2) the
following new paragraph:

“(8) SPECIAL RULE FOR CERTAIN PARTNERSHIPS.—In the case of
any property which is held by a partnership—

“(A) which placed such property in service on or after
December 31, 1985, and before August 17, 1986, and
continuously held such property through the close of the
tm:}able year for which the determination is being made,
an

“(B) which was not treated as a new partnership or as
terminated at any time on or after the date on which such
property was placed in service and through the close of the
taxable year for which the determination is being made,

Eearagraph (1XAXi) shall be aéag_llied by substituting ‘Decem-
r 31, 1988’ for ‘August 16, 1986’ the 2nd place it appears.”
(3) The subsection (d) of section 502 of the Reform Act which
relates to special rules is redesignated as subsection (e).
(c) AMENDMENTS RELATED TO SECTION 511 OF THE REFORM AcCT.—
(1) Subparagraph (A) of section 163(dX3) of the 1986 Code
(defining investment interest) is amended by striking out “in-
curred or continued to purchase or carry” and inserting in lieu
thereof “properly allocable to”.
(2) Subparagraph (B) of section 163(dX4) of the 1986 Code is
amended to read as follows:

“(B) INVESTMENT INCOME.—The term ‘investment income’
means the sum of—

‘(i) gross income (other than gain taken into account
unger clause (ii)) from property held for investment,
an

“(ii) any net gain attributable to the disposition of
property held for investment.”

(3) Subparagraph (A) of section 163(d)6) of the 1986 Code is
amended to read as follows:

“(A) IN GENERAL.—The amount of interest paid or ac-
crued during any such taxable year which is disallowed
under this subsection shall not exceed the sum of—

‘(i) the amount which would be disallowed under this
subsection if—

“(I) paragraph (1) were applied by substituting
‘the sum of the ceiling amount and the net invest-
ment income’ for ‘the net investment income’, and

't‘l(ll) paragraphs (4XE) and (5)A)ii) did not apply,
an

‘(ii) the applicable percentage of the excess of—

“(I) the amount which (without regard to this
paragraph) is not allowable as a deduction under
this subsection for the taxable year, over

‘/(I1) the amount described in clause (i).

The preceding sentence shall not apply to any interest
treated as paid or accrued during the taxable year under
paragraph (2).” )
(4) Subparagraph (A) of section 163(h)X2) of the 1986 Code is
amended by striking out “incurred or continued in connection
with the conduct of’ and inserting in lieu thereof “properly
allocable to”.
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(5) Subparagraph (C) of section 163(h)X3) of the 1986 Code
gdﬁfining qualified residence interest) is amended to read as
ollows:

“(C) CoST NOT LESS THAN BALANCE OF INDEBTEDNESS IN-
CURRED ON OR BEFORE AUGUST 16, 1986.—

“(i) IN GENERAL.—The amount under subparagraph
(B)iiXI) at any time after August 16, 1986, shall not ge
less than the outstanding principal amount (as of such
time) of indebtedness—

“(I) which was incurred on or before August 16,
1986, and which was secured by the qualified resi-
dence on August 16, 1986, or

“(IT) which is secured by the qualified residence
and was incurred after August 16, 1986, to re-
finance indebtedness described in subclause (I) (or
refinanced indebtedness meeting the requirements
of this subclause) to the extent (immediately after
the refinancing) the principal amount of the
indebtedness resulting from the refinancing does
not exceed the principal amount of the refinanced
indebtedness (immediately before the refinancing).

“(ii) LIMITATION ON PERIOD OF REFINANCING.—
Subclause (II) of clause (i) shall not apply to any indebt-
edness after—

“(I) the expiration of the term of the indebted-
ness described in clause (iXI), or

“(II) if the principal of the indebtedness de-
scribed in clause (iXI) is not amortized over its
term, the expiration of the term of the 1st refinanc-
ing of such indebtedness (or if earlier, the date
yvhjc’l"n is 30 years after the date of such refinanc-

ing).

(6)A) The heading for section 163(h)5) of the 1986 Code is
amended to read as follows:

“(5) OTHER DEFINITIONS AND SPECIAL RULES.—For purposes of
this subsection—"".

(B) Paragraph (5) of section 163(h) of the 1986 Code is
amended—

(i) by striking out “For purposes of this subsection—" in
B“?ﬂaﬁ r nmphn%m’ ot R f this h
_ (i) by striking out “For purposes of this paragraph, any”
in_subparagraph (B) and pmsertmg in lieu thereoF “Any".

(7) Clause (iii) of section 163(h)X5XA) of the 1986 Code is
amended by striking out “usEp or” in the heading thereof and
by s out “or use”.

(8) Section 163(h)5) of the 1986 Code is amended by adding at
the end thereof the following new subparagraphs:

“(C) UNENFORCEABLE SECURITY INTERESTS.—Indebtedness
shall not fail to be treated as secured by any property solely
because, under any applicable State or iomlp homestead or
other debtor protection law in effect on August 16, 1986, the
security interest is ineffective or the enforceability of the
security interest is restricted.

‘(D) SPECIAL RULES FOR ESTATES AND TRUSTS.—For pur-
poses of determining whether any interest paid or accrued
by an estate or trust is qualified residence interest, any
residence held by such estate or trust shall be treated as a
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qualified residence of such estate or trust if such estate or
trust establishes that such residence is a qualified residence
of a beneficiary who has a present interest in such estate or
trust or an interest in the residuary of such estate or trust.”

(9) Paragraph (6) of section 163(h) of the 1986 Code is amended
by striking out “subsection” the 3rd place it appears and insert-
ing in lieu thereof “paragraph”.

(10) Paragraph (2XA) of section 511(d) of the Reform Act is
amended to read as follows:

“(2XA) Sections 467(cX5) and 1255(b)X2) are each amended by
striking out ‘163(d),”.”

(11) If—

(A) any amount was disallowed as a deduction under
section 163(d) of the Internal Revenue Code of 1954 (as in
effect on the day before the date of the enactment of the
Reform Act),

(B) such amount would (but for this paragraph) be treated
as investment interest paid or accrued by the taxpayer in
the taxpayer’s first taxable year beginning after Decem-
ber 31, 1986, and

(C) the taxpayer makes an election under this paragraph
at such time and in such manner as the Secretary of the
Treasury or his delegate shall prescribe,

to the extent such amount is attributable to an activity subject

to the limitations of section 469 of the 1986 Code, such amount

shall not be treated as investment interest but shall be treated

as a deduction allocable to such activity for such first taxable

year. Subsection (m) of section 469 of the 1986 Code and section
fﬁl(%(g) of the Reform Act shall not apply to any amount so
reated.

(12) Subparagraph (E) of section 163(h)2) of the 1986 Code is
amended by inserting before the period “or under section 6166A
(z;_sligré ia)t:fect before its repeal by the Economic Recovery Tax Act
0 ;

(13) For pu of applying the amendments made by this
subsection ang the amendments made by section 10102 of the
Revenue Act of 1987, the provisions of this subsection shall be
treated as having been enacted immediately before the enact-
ment of the Revenue Act of 1987.

(14XA) For purposes of applying section 163(h) of the 1986
Code to any taxable year beginning during 1987, if, incident to a
divorce or legal separation—

(i) an individual acquires the interest of a spouse or
former spouse in a qualified residence in a transfer to
which section 1041 of the 1986 Code applies, and

(i) such individual incurs indebtedness which is secured
by such qualified residence,

the amount determined under paragraph (3)B)(iiXI) of section
163(h) of the 1986 Code (as in effect before the amendments
made by the Revenue Act of 1987) with respect to such qualified
residence shall be increased by the amount determined under
subparagraph (B).

(B) The amount determined under this subparagraph shall be
equal to the excess (if any) of—

(i) the lesser of the amount of the indebtedness described
in subparagraph (AXii), or the fair market value of the
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spouse’s or former spouse’s interest in the qualified resi-
dence as of the time of the transfer, over
(ii) the basis of the spouse or former spouse in such
interest in such residence (adjusted only by the cost of any
improvements to such residence).
(15) Clause (i) of section T872(dX1XE) of the 1986 Code is
amended by striking out “section 163(dX3)"” and inserting in lieu
thereof “sectlon 163(d)4)”.

SEC. 1006. AMENDMENTS RELATED TO TITLE VI OF THE REFORM ACT.

(a) AMENDMENT RELATED TO SECTION 601 OF THE REFORM AcCT.—
Section 15 of the 1986 Code is amended by adding at the end thereof
the following new subsection:

“(e) REFERENCES TO HicHEST RATE.—If the change referred to in
subsection (a) involves a change in the highest rate of tax imposed
by section 1 or 11(b), any reference in this chapter to such highest
rate (other than in a provision imposing a tax by reference to such
rate) shall be treated as a reference to the weighted average of the
highest rates before and after the change determined on the basis of
the respective portions of the taxable year before the date of the
change and on or after the date of the change.”

(b) AMENDMENTS RELATED TO SECTIONS 611 AND 612 OF THE 26 USC 245 note.
REeFORM ACT.—

(1) In the case of dividends received or accrued during 1987—
(A) sub ph (B) of section 245(c)X1) of the 1986 Code
shall be applied by substituting “80 percent” for the
percentage specified therein, and
(B) subparagraph (B) of section 861(aX2) of the 1986 Code
shall be applied by substituting “!*/sths” for the fraction
specified therein.
(2) Paragraph (3) of section 854(b) of the 1986 Code is amended
to read as follows:
“(8) AGGREGATE DIVIDENDS.—For purposes of this subsection—
“(A) INn GENERAL.—In computing the amount of aggregate
dividends received, there shall only be taken into account
dividends received from domestic corporations.
“(B) Drvipenps.—For purposes of su maph (A).
term ‘dividend’ shall not include any
“@) a corporation which, for the taxable year of the
corporation in which the distribution is made, or for
the next preceding taxable year of the corporation, is a
corporation exempt from tax under section 501 (relat-
ing to certain charitable, etc., organizations) or section
521 (relating to farmers' cooperative associations), or
“(il) a real estate investment trust which, for the
taxableyearofthetrustmwhlchthedxndend is paid,
?uahﬁes under part II of subchapter M (section 856 and

“©) me\'nous ON DIVIDENDS FROM REGULATED INVEST-
MENT COMPANIES.—In determining the amount of any divi-
dend for purposes of this paragraph, a dividend received
from a regulated investment company ahall be subject to
the limitations prescribed in this section.”
(c) AMENDMENTS RELATED 10 SECTION 614 OF THE REFORM ACT.—
(1) Section 1059(d) of the 1986 Code (relating to extension to
certain property distributions) is amended by striking out para-
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redealgnatmf paragraphs (6) and (7) as para-

g'raghs (5) and ),
1059(d)(5) of the 1986 Code (defining dividend
announcement date), as ted by paragraph (1), is

amended by inserting “amount or” before “payment”.

(3) Section 105%(dX6) of the 1986 Code (relatmg to exception
where stock held during entire existence of corporation), as
redesignated by paragraph (1), is amended to read as follows:

“(6) EXCEPTION WHERE STOCK HELD DURING ENTIRE EXISTENCE
OF CORPORATION.—

“(A) IN GENERAL.—Subsection (a) shall not apply to any
extraordinary dividend with respect to any share ofy
a corporation if—

“() such stock was held by the taxpayer during the
entire period such cma:oratmn was in existence, and

*(ii) except as provided in regulations, no earnings
and profits of such corporation were attributable to
transfers of property from (or earnings and profits of) a
corporation which is not a qualified corporation.

“(B) QUALIFIED CORPORATION.—For purposes of subpara-
graph (A), the term ‘qualified corporation’ means any cor-
poration (mcludmg a predecessor corporation)—

“(1) with res to which the taxpa odyer holds directly
or mdlrectly uring the entire period of such corpora-
tion’s existence at least the same ownership interest as
the t.a.xpayer holds in the corporation distributing the

vidend, and

“(u] w!'uch no earnings and profits—

“(I) which were earned by, or
“(II) which are attributable to gain on property
which accrued during a period the corporation
holding the propertzed

a corporation not described in clause (i).

“(C) APPLICATION OF PARAGRAPH.—This paragraph shall
not apply to any extraordinary dividend to the extent such
application is inconsistent with the purposes of this

section.”
(4) Paragraph (1) of section 1059(e) of the 1986 Code (relating
to treatment of ial liquidation) is amended by stri out
“for p this section (without regard to the holding

period of the stock)" and inserting in lieu thereof: “to which
paragraphs (1) and (2) of subsection (a) apply without regard to
the period the t.ax yer held such stock”.
?e g of section 1059(e) of the 1986 Code (relating
guallfymg 1v1dends) is amended to read as follows:
(2) QUALIFYING DIVIDENDS.—

“(A) In cENERAL.—Except as provided in regulations, the
term ‘extraordinary dividend’ does not include any qualify-
mg dividend (within the meaning of section 243).

‘(B) ExceprioN.—Subparagraph (A) shall not apply to
any portion of a dividend which is attributable to earnings
ol P —

‘(i) were earn y a corporation during a period i
was not a member of the affiliated group, or

“(ii) are attributable to gain on property which ac-
crued during a period the corporation hotdmg the prop-
erty was not a member of the affiliated group.”
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(6) Subparagraph (A) of section 1059(eX3) of the 1986 Code
%r(le{atiug to qualified preferred dividends) is amended to read as
ollows:

“(A) IN GENERAL.—In the case of 1 or more qualified
preferred dividends with respect to any share of stock—
“(i) this section shall not apply t.o such dividends if
the:.l taxpayer holds such for more than 5 years,

an
“(ii) if the taxpayer disposes of such stock before it
has been held for more than 5 years, the aggregate
reduction under subsection (a)1) with respect to such
dividends shall not be greater than the excess (if any)

of—

“(I) the qualified erred dividen nodpmd with
respect to such stock during the pe the tax-
pa?-er held such stock, over

the qualified preferred dividends which
would have been paid during such period on the
basis of the stated rate of return.”
(7) Clause (i) of section 1059(e)}3XC) of the 1986 Code is
amend&i) by striking dividend payabl d inserti
y st out “any dividend payable” and inserting
in lieu thereof “any fixed dividend ?a able”, and
te(B) by adding at the end thereo! followmg new sen-
nce:
“Such term shall not include any dividend payable
with respect to any share of stock if the actual rate of
return on such stock exceeds 15 percent.”
(8) Subparagraph (B) of section 1059%eX3) of the 1986 Code is
s T stiding b h (A)” and the material
y striking out “subparagrap "’ an materi
precedi clause (i) and inserting in lieu thereof “this
paragraph”, and
(B) by st.nkmg out "aubparagraph (B)(lIII) in clause (ii)
and inserting in lieu thereof “clause (i
(9) Subsection (f) of section 1059 of the 1986 Code is amended
by inserting before the period at the end thereof the following:
“and in the case of stock held by pass-thru entities”.
(d) AMENDMENTS RELATED TO SECTION 621 OF THE REFORM ACT.—
(1XA) Section 382(e)(2] uf the 1986 Code is amended—
(i) by inserting “or other corporate contraction” after
“redemption” each place it appears, an
(ii) by inserting “OR OTHER CORPORATE CONTRACTION" after

“REDEMPTION” in the thereo
(B) d(é'liauae (i) of sechmgg(h)(&(m of the 1986 Code is
amended—

(i) by inserti “or other corporate contraction” after
“redemptlon place it appears, and
(i) by msertmg ‘OR OTHER CORPORATE CONTRACTIONS’
after “REDEMPTIONS” in the heading thereof.
.. (C) Section 382(m) of the 1986 Code is amended by inserting
dd" arg:lhe end gﬁg paragraph l(li*l(ls)h y striking out paragraph (4),
an es paragra as paragra
{D amendments made g this paragrap ﬁ ahall apply with
to ownershi aﬂ:er June 10, 1987.
) Sectlon 382(g)4)XC) of the 1986 Code is amended by insert-
rules similar to” before “the rules”.

26 USC 382 note.
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(8XA) Section 382(h)1)XC) of the 1986 Code is amended to read
as follows:

“(C) SPECIAL RULES FOR CERTAIN SECTION 338 GAINS.—If an
election under section 338 is made in connection with an
ownership change and the net unrealized built-in gain is
zero by reason of paragraph (3)XB), then, with respect to
such cﬁange, the section 382 limitation for the post-change
year in which gain is recognized by reason of such election
shall be increased by the lesser of—

“(i) the recognized built-in gains by reason of such
election, or

“(ii) the net unrealized built-in gain (determined
without regard to paragraph (3XB)).”

(B) Paragraph (5) of sectlon 382(h) of the 1986 Code is
amended by striking out “ recognized built-in gains and losses”
and inserting in lieu thereof “recognized built-in gains to the
extent such gains increased the section 382 limitation for the
year (or recognized built-in losses to the extent such losses are
treated as pre-change losses)”.

(4) Section 382(i)(3) of the 1986 Code is amended—

(A) by inserting “the earlier of”’ before “the 1st day”, and

(B) by inserting “or the taxable year in which the trans-
action being tested occurs” after ‘“lst post-change year”.

(5XA) Section 382(kX1) of the 1986 Code is amended by insert-
ing “or having a net operatmg loss for the taxable year in which
the ownership change occurs” after “carryover”.

2 I(P} Section 382(k)2) of the 1986 Code is amended to read as
ollows:

“(2) OLp Loss cORPORATION.—The term ‘old loss corporation’
means any corﬁoratlon—-

“(A) with respect to which there is an ownership change,

“(B) which (before the ownership change) was a loss
corporation.”

{6} Section 382(1(3XA) of the 1986 Code i 13 amended by striking
out “and” at the end of clause (iii), and b ly striking out clause
(iv) and inserting in lieu thereof the following new clauses:

“(iv) except to the extent provided in regulations, an
option to acquire stock shall be treated as exercised if
such exercise results in an ownership change, and
“(v) in attributing stock from an entity under para-
graph (2) of section 318(a), there shall not be taken into
account—

“(I) in the case of attribution from a corporation,
stock which is not treated as stock for purposes of
thls section, or

‘“II) in the case of attribution from another
entity, an interest in such entity similar to stock

described in subclause (1).”
(7) Clause (ii) of section 382(1X(5XA) of the 1986 Code is
amended by striking out “‘immediately after such ownership

change” and inserting in heu thereof “after such ownership
change and as a result of bemg shareholders or creditors imme-
diately before such change”.
(8) Section 382(1)5XF) of the 1986 Code is amended—
A) by inserting “ ‘1504(a)2)B)’ for ‘1504(a)2)’ and” after
“substituting” in clause (i)XI), and
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(B) by striking out “deposits described in subclause (II)”
in clause (iiXIIl) and inserting in lieu thereof “the amount
:li; de ts m the new loss corporation immediately after

ec

(9) Paragraph (6) of section 382() of the 1986 Code is amended
by striking out “shall be the value of the new loss corporation
immediately after the ownership change” and inserting in lieu
thereof "shall reflect the increase (if any) in value of the old loss

ration result.u:ﬁefrom any surrender or cancellation of
itors’ claims in transaction’

(10) Section 382(1) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(8) PREDECESSOR AND SUCCESSOR ENTITIES.—Except as pro-
vided in regulations, any entlt{’eand any predmssor or succes-
sor entities of such entity shall be treated as 1 entity.”

(11) Paragraph (1) of section 621(f) of the Reform Act is 26 USC 382 note.
amended to read as follows:

“(1) AMENDMENTS MADE BY SUBSECTIONS (a), (b), and (c).—

“(A) IN GENERAL.—

“(i) CHANGES AFTER 1986.—The amendments made by

subsections (a), (b), and (c) shall apply to any ownership
after December 31, 1986.

“(i1) PLANS OF REORGANIZATION ADOPTED BEFORE
1987.—For purposes of clause (i), any equity structure
shift pursuant to a glan of reorganization adopted
before January 1, 1987, shall be treated as occurring
when such plan was ad

“(B) TERMINATION OF OLD SECTION 382. -—Except in a case

described in any of the following
“(i) section 382(a) of the Ete Revenue Code of

1954 (as in effect before the amendment made by
subsection (a) and the amendments made by section 806
of the Tax Reform Act of 1976) shall not :Egly to any
increase in percentage points occurring r -
ber 31, 1988, and

“(ii) section 382(b) of such Code (as so in effect) shall

not apply to any reorganization pursuant to
1119 ‘lian of reorganization adopted afte; mber 31,

In no event shall sections 382 (a) and (b) of such Code (as so
gb effect) aﬂply to any ownership change described in
“(C) COORDINATION WITH SECTION 382 (i).—For purposes of
section 382(i) of the Internal Revenue Code of 1986 (as
added by this section), any mty structure shift pursuant

to a plan of reorganmatmn before January 1, 1987,
shnlfbetreatedas when such plan was ado tacl”

(12XA) Sechun 621(f)(2J(C) of the Reform Xc‘t is amended

"192411'.1!13" “and reincorporated in Delaware in 1987, aﬂ‘.er

(B) Clause (ii) of section 621(fX2XC) of the Reform Act is
amended to read as follows:

“(ii) the amendments made by subsections (e) and (f)
of section 806 of the Tax Reform Act of 1976 shall not
apply to such debt reetructlmni, except that the
amendment treated as part of such subsections under
section 59(b) of the Tax Reform Act of 1984 (relating
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bo quahfied workouts) shall apply to such debt restruc-

(13) Subparag‘raph (D) of section 621(fX2) of the Reform Act is
amended—
(A) by striking out “or reorganization”, and
(B) b‘y adding at the end thereof the followmg new sen-
tence: “For purposes of the preceding sentence, in applying
section 382 (as so in effect), if a person has a warrant to
acquire stock such stock shall be considered as owned by
such person.’

(14) Sectlon 621(fX3) of the Reform Act is amended by striking
out “after December 31, 1986".

(15) Paragraph (4) of section 621(f) of the Reform Act is

amended by striking out the last sentence and inserting in lieu
thereof the following:
“Any regulations prescribed under section 382 of the Internal
Revenue Code of 1986 (as added by subsection (a)) which have
the effect of treating a group of shareholders as a separate
5-percent shareholder by reason of a public offering shall not
apply to any public offering before January 1, 1989, for the
benefit of institutions described in section 591 of such Code.
Unless the corporation otherwise elects, an underwriter of any
offering of stock in a corporation before September 19, 1986
(January 1, 1989, in the case of an offering for the benefit of an
institution described in the preceding sentence), shall not be
treated as acquiring any stock of such corporation by reason of a
firm commitment underwriting to the extent the stock is dis-
posed of pursuant to the offering (but in no event later than 60
days after the initial offering).”

(16) Subparagraph (A) of section 621(fX7) of the Reform Act is
amended by stn.kmg out “the parent corporation referred to in
section 203(dX13XB)” and inserting in lieu thereof “a parent
corporation incorporated in March 1980 under the laws of
Delaware”.

(1TXA) Subsection (e) of section 382 of the 1986 Code is
amended by adding at the end thereof the following new
paragraph:

“(8) TREATMENT OF FOREIGN CORPORATIONS.—Except as other-
wise provided in regulations, in determining the value of any
old loss corporation which is a foreign corporation, there shall
be taken into account only items treated as connected with the
conduct of a trade or business in the United States.”

(B) The amendment made by subparagraph (A) shall apply to
any ownership change after June 10, 1987. For purposes of the
preceding sentence, any equity structure shift pursuant to a
plan of reorganization adopted on or before June 10 1987, shall
be treated as occurring when such plan was adopted.

(18) Subparagraph (C) of section 382(1X5) of the 1986 Code is
amended to read as follows:

“(C) REDUCTION OF TAX ATTRIBUTES WHERE DISCHARGE OF
INDEBTEDNESS.—
“(i) In GENERAL.—In any case to which subparagra h
(A) applies, 50 percent of the amount which, but for
application of section 108(eX10XB), would have been
applied to reduce tax attributes under section 108(b)
shall be so applied.
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“(ii) CLARIFICATION WITH SUBPARAGRAPH (B).—In
applying clause (i), there shall not be taken into ac-
count any indebtedness for interest described in
subparagraph (B).”

(19) Sub aph (E) of section 382(1)(5) of the 1986 Code is
amended by striking out so much of such subparagraph as
Frﬁced'es clause (i) thereof and inserting in lieu thereof the
ollowing:

“(E) ONLY CERTAIN STOCK TAKEN INTO ACCOUNT.—For pur-
poses of subparagraph (A)ii), stock transferred to a creditor
shall be taken into account only to the extent such stock is
transferred in satisfaction of indebtedness and only if such
indebtedness—".

(20) Paragraph (4) of section 882(h) of the 1986 Code is
amended—

(A) by msertanﬁ before the comma at the end of subpara-
graph (A) the following: “(or to the extent the amount so

isallowed is attributable to capital losses, under rules
similar to the rules for the carrying forward of net capital
losses)”, and

(B) by strikiniout ‘“TREATED AS A NET OPERATING LOSS~ in
the paragraph heading and inserting in lieu thereof “Ar-
LOWED AS A CARRYFORWARD".

(21) Paragraph (1) of section 382(g) of the 1986 Code is
amended—

(A) by striking out “new loss corporation” and inserting
in lieu thereof “loss corporation”, and

(B) by striking out “old loss corporation” and inserting in
lieu thereof “loss corporation”.

(22) Paragraph (6) of section 382(h) of the 1986 Code is
amended to read as follows:

“(6) TREATMENT OF CERTAIN BUILT-IN ITEMS.—

“(A) INncoME 1TEMS.—Any item of income which is prop-
erly taken into account during the recognition period but
which is attributable to periods before the change date shall
be treated as a W built-in gain for the taxable year
in which it is properly taken into account.

“(B) DebuctioN 1TEMS.—Any amount which is allowable
as a deduction during the recognition period but which is
attributable to periods before the change date shall be

_treated as a ized built-in loss for the taxable year for
which it is allowable as a deduction.

“(C) ApyustmENTS.—The amount of the net unrealized
built-in gain or loss shall be properly adjusted for amounts
treated as recognized built-in gains or losses under this

Zgaragraph."
(23) Paragraph (9) of section 382(h) of the 1986 Code is
amended by striking out “is transferred” and inserting in lieu
thereof “was acquired (or is subsequently transferred)”.
(%JdgEMLOn (1'1:1)h ?lf}) section 382 bof the lEJS{StCodﬁI (a:
ame; y paragrap is amended st.nku;s out “and” a
the end of paragra&:h (3), by striking out ghe period at the end of
paragraph (4) and inserting in lieu thereof “, and”, and by
add(igg at the end thetr}?of the fo}_lowing: . q
“ roviding, in the case of an up of corporations de-
seri in section 1563(a) (determigegrgy%ubatitﬁ:?ng ‘50 per-
cent’ for ‘80 percent’ each place it appears and determined
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without regard to paragraph (4) thereof), appropriate adjust-
ments to value, built-in gain or loss, and other items so that
items are not omitted or taken into account more than once.”

(25) Clause (ii) of section 382(IX5XA) of the 1986 Code is
amended by striking out “stock of controlling corporation” and
inserting in lieu thereof “stock of a controlling corporation”.

(26) use (ii) of section 382(h)3)XB) of the 1986 Code is
amended by striking out “there shall not” and inserting in lieu
thereof “except as provided in r tions, there shall not”.

(27) Subparagraph (B) of section 382(1X5) of the 1986 Code is
amended by striking out “the net operating loss deduction
under section 172(a) for any post-change year shall be deter-
mined” and inserting in lieu thereof “the pre-change losses and
excess credits (within the meaning of section 383(a)2)) which
maag8 be carried to a post-change shall be computed”.

(28X A) Clause (ii) of section 382(h)}3XA) of the 1986 e is
amended by striking out ‘‘determinations under clause (i)” and
inserting in lieu thereof “to the extent provided in regulations,
determinations under clause (i)"”.

(B) The amendment made by subparagraph (A) shall apply in
the case of ownership changes on or after June 21, 1988.

(29) Subclause (I) of section 382(1)5)F)iii) of the 1986 Code is
amended by striking out “section 368(aXD)(ii)” and inserting in
lieu thereo{ “section 368(a)3)XDXii)”.

(e) AMENDMENTS RELATED T0 SECTION 631 OF THE REFORM AcCT.—

(1) Clause (ii) of section 336(dX2XB) of the 1986 Code is
amended to read as follows:

“(ii) CERTAIN ACQUISITIONS TREATED AS PART OF
PLAN.—For purposes of clause (i), any property de-
scribed in clause (iXI) acquired by the liquidated cor-
poration after the date 2 years before the date of the
adoption of the plan of complete liquidation shall,
except as provided in regulations, be treated as ac-
quired as part of a plan described in clause (iXII).”

(2) Paragraph (3) of section 336(d) of the 1986 Code is amended
by adding at the end thereof the following new sentence: “The
preceding sentence shall apply to any distribution to the 80-
percent distributee only if subsection (a) or (bX1) of section 337
applies to such distribution.”

(3) Subsection (e) of section 336 of the 1986 Code is amended
by striking out “such corporation may elect” and inserting in
lieu thereof “an election may be made”.

(4) Subparagraph (B) of section 337(b)2) of the 1986 Code is
amended—

(A) by striking out “or 511(b)X2)” in clause (i),

(B) by striking out “in an unrelated trade or business (as
defined in section 513)” in clause (i) and inserting in lieu
thereof “in an activity the income from which is subject to
tax under section 511(a)”’, and

(C) by striking out “an unrelated trade or business of such
organization” in clause (ii) and inserting in lieu thereof “an
activity referred to in clause (i)"”.

(5XA) Subsection (d) of section 337 of the 1986 Code is
amended—

(i) by striking out “made to this subpart by the Tax
Reform Act of 1986” and inserting in lieu thereof “made b,
subtitle D of title VI of the Tax Reform Act of 1986”, and
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(i) by inserting “or through the use of a regulated invest-
ment company, real estate investment trust, or tax-exempt
entity” after “subchapter)”’ in paragraph (1).

(B) The amendment made by subgaragraph (A)ii) shall not 26 USC 337 note.
apply to any reorganization if before June 10, 1987—

(i) the board of directors of a part]{ to the reorganization

adopted a resolution to solicit shareholder approval for the

transaction, or
(ii) the shareholders or the board of directors of a party to
the reorganization approved the transaction.

(6) Subsection (b) of section 334 of the 1986 Code is amended to
read as follows:

“(b) LIQUIDATION OF SUBSIDIARY.—
“(1) In GENERAL.—If property is received by a corporate
distributee in a distribution in a complete liquidation to which
section 332(a) applies (or in a transfer described in section
337(b)1)), the basis of such property in the hands of such
distributee shall be the same as it would be in the hands of the
transferor; except that, in any case in which gain or loss is
ized by the liquidating corporation with respect to such
roperty, the basis of such property in the hands of such
gistribut,ee shall be the fair market value of the property at the
time of the distribution.
“(2) CORPORATE DISTRIBUTEE.—For purposes of this subsection,
the term ‘corporate distributee’ means only the corporation
which meets the stock ownership requirements specified in
section 332(b).” )
(7TXA) Subparagraph (B) of section 453(h)1) of the 1986 Code is
amended by striking out “to one person’” and inserting in lieu
thereof “to 1 person in 1 transaction”. )
(B) Subparagraph (E) of section 453(h)X1) of the 1986 Code is
amended by striking out “section 368(cX1)” and inserting in lieu
thereof “‘section 368(c)”.
(8XA) Part VII of subchapter C of chapter 1 of the 1986 Code is
hereby repealed.
(B) guhaect.ion (b) of section 311 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) SPECIAL RULE FOR CERTAIN DISTRIBUTIONS OF PARTNERSHIP
OR TRUST INTERESTS,—If the property distributed consists of an
interest in a partnership or trust, the Secretary may by regula-

tions provide that the amount of the gain ized under
aph (1) shall be computed without to any loss
att:g' utable to property contributed to the partnership or trust

forbthe principal purpose of recognizing such loss on the dis-
tribution.”
(C) The table of for subchapter C of chapter 1 of the 1986
Code is amended { striking out the item relating to part VIIL
(9) Paragraph (1) of section 267(a) of the 1986 Code is
amended—
(A) by striking out “(other than a loss in case of a
distribution in corporate liquidation)”’, and
(B) by adding at the end thereof the following new sen-
tence: Mrecedmg sentence shall not apply to any loss
of the distributing corporation (or the distributee) in the
case of a distribution in complete liquidation.”
(10) Paragraph (1) of section 301(b) of the 1986 Code is
amended to read as follows:
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“(1) GENERAL RULE.—For purposes of this section, the amount
of any distribution shall be the amount of money received, plus
the fair market value of the other property received.”

(11) Subsection (d) of section 301 of the 1986 Code is amended
to read as follows:

“(d) Basis.—The basis of property received in a distribution to
which subsection (a) applies shall be the fair market value of such
property.”

(12) Section 301 of the 1986 Code is amended by striking out
subsection (e) and by redesignating subsections (f) and (g) as
subsections (e) and (f), respectively.

(13XA) Subsection (a) of section 367 of the 1986 Code is
amended by redesignating paragraph (5) as paragraph (6) and
by inserting after paragraph (4) the following new paragraph:

“(5) PARAGRAPHS (2) AND (3) NOT TO APPLY TO CERTAIN SEC-
TION 361 TRANSACTIONS.—Paragraphs (2) and (3) shall not apply
in the case of an exchange described in section 361. Subject to
such basis adjustments and such other conditions as shall be
provided in regulations, the preceding sentence shall not apply
if the transferor corporation is controlled (within the meaning
of section 368(c)) by 5 or fewer domestic corporations. For
purposes of the preceding sentence, all members of the same
affiliated group (within the meaning of section 1504) shall be
treated as 1 corporation.”

26 USC 367 note. (B) The amendment made by subparagraph (A) shall apply to
exchanges on or after June 21, 1988, except that such amend-
ment shall not apply to any exchange pursuant to any reorga-
nization for which a plan of reorganization was adopted before
June 21, 1988.

(C) Section 367(eX2) of the 1986 Code (as amended by the
Reform Act) shall not apply in the case of any corporation
completely liquidated before June 10, 1987, into a corporation
organized in a country which has an income tax treaty with the
United States.

(14)321 Eyubsectwn (d) of sectlon 1248 of the 1986 Code is
amen striking out parsgra

(B) Subparagraph (B) of section 1248(f)(1) of the 1986 Code is
amended to read as follows:

‘“(B) such domestic corporation distributes stock of such
foreign corporation in a distribution to which section 311(a),
337, or 361(cX1) applies,”.

(C) Paragraph (1) of section 1248(f) of the 1986 Code is
amended by striking out “distribution, sale, or exchange in the
last sentence and inserting in lieu thereof “distribution”.

(D) Subsection (f) of section 1248 of the 1986 Code is amended

; 435 striking out paragraph (3) and by redesignating paragraph

as paragraph (3).
on heading for section 1248(f) of the 1986 Code
is amended bjr stnir.mg out “Secrion 311, 336 or 337 TrANS-
Actions” and inserting in lieu thereof “NONRECOGNITION
TRANSACTIONS”.

(15) Paragraph (1) of sectxon 995(c) of the 1986 Code is
amended by inserting “or” at the end of Bubparagradph (A), by
striking out “ or” at the end of subparagraph (B) an
in lieu thereof a period, and by striking out aubparagraph ©
and the sentence following subparagraph (©).
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(16) Subsection (d) of section 245 of the 1986 Code is hereby

ed.
f:'le'ii"]-l Paragraph (14) of section 1223 of the 1986 Code is
amended to read as follows:
“(14) CROSS REFERENCE.—
“For special holding period _?mvlliun relating to certain partnership
distributions, see section 735(b).
(18) Clause (ii) of section 341(e)(1XC) of the 1986 Code is
amended—

(A) by striking out ‘“sale or exchange” the first place it
appears and inserting in lieu thereof “liquidating sale or
exchange”, and

(B) by striking out “, gain or loss on which was not
recognized to such other corporation under section 337(a),”.

(lizl)lesdubsection (1) of section 897 of the 1986 Code is hereby
repe /

(ZCEIE;mgmph (7) of section 338(h) of the 1986 Code is hereby
repealed.

(21)A) The heading of subsection (b) of section 336 of the 1986
Code is amended by striking out “in Excess o Basis”.

(B) The heading of paragraph (2) of section 311(b) of the 1986
Code is amended by striking out “iN Excess or Basis”.

(22) Section 453B of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“(h) CERTAIN LiQUIDATING DiSTRIBUTIONS BY S CORPORATIONS.—

If—

‘(1) an installment obligation is distributed by an S corpora-
tion in a complete liquidation, and

“(2) receipt of the obligation is not treated as payment for the

- stock b)‘r; ri_eason of sectioig 453(13&).. i
en, except for purposes of an imposed by sul pter S, no
gain or loss with respect to the d?atribution of the obligation shall be
recognized by the distributing corporation. Under regulations pre-
scribed b tl{e Secretary, the character of the gain or loss to the
shareholder shall be determined in accordance with the principles of

section 1366(b).”

() AMENDMENTS RELATED 10 SECTION 632 OF THE REFORM ACT.—
9 (llglt:jfecti%q (amggﬂi of the 1986dCode ritsu?énenﬂed
8 g out “a i i inga.in"an inserting in lieu

ereof ‘‘a net recognized built-in s‘ﬂ.l.l:l e

(2) Subsection (b) of section 1374 of the 1986 Code is amended
Eﬁ striking out paragraphs (1) and (2) and inserting in lieu

ereof the following:

“(1) IN ceNEraL.—The amount of the tax im; by subsec-
tion (a) shall be computed by applying thelzlg'g est rate of tax
ggeciﬁed in section 11(b) to the net recognized built-in gain of

e S corporation for the taxable year.

“(2) NET OPERATING LOSS CARRYFORWARDS FROM C YEARS AL-
LowED.—Notwithstanding section 1371(bX1), any net operating
loss carryforward arising in a taxable year for which the cor-
poration was a C corporation shall be allowed for purposes of
this section as a deduction against the net rec%gmmd built-in
sain of the S corporation for the taxable year. For purposes of

etermining the amount of any such loss which may be carried
to subsequent taxable years, the amount of the net recogni
built-in gain shall be treated as taxable income. Rules similar to

re
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the rules of the preceding sentences of this paragraph shall
apply in the case of a capital loss carryforward arising in a
ﬂe year for which the corporation was a C corporation.”
(3) Subparagraph (B) of section 1374(bX4) of the 1986 Code is
amended to read as follows:

“(B) the amount of the net recognized built-in gain shall

be treated as the taxable income.’
(4) Paragraph (2) of section 1374(c) of the 1986 Code is amend-
ed by out * built-in gains” each place it
appears and inserting in lieu thereof ‘“net recognized built-in

o (5)(A) Section 1374 of the 1986 Code is amended by striking
out all that follows paragraph (1) of subsection (d) andv inserting
in lieu thereof the followmg

“(2) NET RECOGNIZED BUILT-IN GAIN.—

“(A) IN GENERAL.—The term ‘net recognized built-in gain’
means, with respect to any taxable year in the recognition
period, the lesser of—

“(i) the amount which would be the taxable income of
the S corporation for such taxable year if (except as
provided in subsection (b)2)) only recognized built-in
gains and recognized built-in losses were taken into
account, or

“(ii) such corporation’s taxable income for such tax-
able year (determined as provided in section
1375(bX1XB)).

“(B) CarrYovER.—If, for any taxable year, the amount
referred to in clause (1) of subparagraph (A) exceeds the
amount referred to in clause (ii) of subparagraph (A), such
excess shall be treated as a recognized built-in gain in the
succeeding taxable year. The preceding sentence shall
apply only in the case of a corporation treated as an S
corporation by reason of an election made on or after
March 31, 19

“(3) Rmcocnmm nunmmr GAIN. —Thedt.erm reﬁogmzed bglllt.-
in n’ means gain recognized during the recognition
perﬁ::ll on the dm%tmn of any asset except to the extent that
the S co ration establishes that—

) such asset was not held by the S corporation as of

the beginning of the 1st taxable year for which it was an S
cot ration, or
‘(B) such ﬁ:m exceeds the excess (if any) of—
“@) t ;‘fmr n]:::alrl:mi.le of such asset as of the
such 1s e year, over
beﬁ?ﬁ)nt‘iige adjusted basis of the asset as of such time.
*(4) RECOGNIZED BUILT-IN LOSSES.—The term ‘recognized built-

in loss’ means any loss recognized during ition period
on the deOBltlon of any asset to the extent that Ee S corpora-
tion establishes that—

“(A) such asset was held by the S corporation as of the
?%g'm.nmg of the 1st taxable year referred to in paragraph
“(B) such loss does not exceed the excess of— .

“(i) the adjusted basis of such asset as of the begin-
ning of such 1st taxable year, over

“(ii) the fair market value of such asset as of such
time.
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“(5) TREATMENT OF CERTAIN BUILT-IN ITEMS.—

“(A) IncoME ITEMS.—Any item of income which is prop-
erly taken into account during the recognition period but
which is attributable to periods before the 1st taxabl!faﬁ'mr
for which the corporation was an S corporation sl be
treated as a recognized built-in gain for the taxable year in
which it is properly taken into account.

“(B) DebpucTioN mEMS.—Any amount which is allowable
as a deduction during the recognition period but which is
0 I8 Subierngrath: (A) Skl e tiodbnt o » Hocgmiued

in paragrap as a
built-in loss for the taxable year for which it is allowable as
a deduction.

“(C) ADJUSTMENT TO NET UNREALIZED BUILT-IN GAIN.—The
amount of the net unrealized built-in gain shall be properly
adjusted for amounts treated as recognized built-in gains or
losses under this paragraph.

“(6) TREATMENT OF CERTAIN PROPERTY.—If the adjusted basis
of any asset is determined (in whole or in ) by reference to
the adjusted basis of any other asset held by the S corporation
as of thclel (hegls)_'nnmg' oly the 1st taxable year referred to in

“(A) such asset shall be treated as held by the S corpora-
tion as of the beginning of such 1lst taxable , and

‘(B) any determination under ph (3XB) or (4XB)
with to such asset shall be e by reference to the
fair value and adjusted basis of such other asset as
of the beginning of such 1st taxable year.

“(T) RecogNrTioN PERIOD.—The term ‘recognition period’
means the 10- riod beginning with the 1st day of the 1st
taxable year for which the corporation was an S corporation.

“(8) TREATMENT OF TRANSFER OF ASSETS FROM C CORPORATION
TO S CORPORATION.—

“(A) In ceENErAL.—Except to the extent provided in regu-
lations, if—

“(i) an S corporation acquires any asset, and

“(ii) the S corporation’s basis in such asset is deter-
mined (in whole or in part) by reference to the basis of
such asset (or any other property) in the hands of a C
corporation,

then a tax is hereby imposed on any net recognized built-in
in attributable to any such assets for any taxable year
inning in the recognition period. The amount of such tax
shall be determined under the rules of this section as
modified by subparagraph (B).

“(B) MobiricAaTioNs.—For purposes of this paragraph, the
modifications of this subparagraph are as follows:

‘(i) IN GeNERAL.—The preceding paragraphs of this
subsection shall be applied by taking into account the
day on which the assets were acﬁ:ired by the S corpora-
tion in lieu of the beginning of the 1st taxable year for
which the corporation was an S corporation.

“(il) SUBSECTION (c) (1) NOT TO APpLY.—Subsection
(cX1) shall not apply.

‘(9) REFERENCE TO 1ST TAXABLE YEAR.—Any reference in this
section to the 1st taxable year for which the corporation was an
S corporation shall be treated as a reference to the 1st taxable



102 STAT. 3406 PUBLIC LAW 100-647—NOV. 10, 1988

year for which the corporation was an S corporation pursuant to
its most recent election under section 1362.

“(e) REGULATIONS.—The Secretary shall prescribe such regula-
tions as may be necessary to carry out the purposes of this section
including regulations ’Provldmg or the appropriate treatment of
successor corporations.

(B) Subparagraph (B) of section 1375(b)1) of the 1986 Code is
amended to read as follows:

“(B) LimrraTioN.—The amount of the excess net passive
income for any taxable year shall not exceed the amount of
the corporation’s taxable income for such taxable year as
determined under section 63(a)—

“(i) without regard to the deductions allowed :Iv part
VIII of subchapter B (other than the deduction allowed
bydsect.ion 248, relating to organization expenditures),
an
17“(11) without regard to the deduction under section

(C) Subsection (b) of section 1375 of the 1986 Code is amended
by adding at the end thereof the following new paragraph

“(4) COORDINATION WITH SECTION 1374. —-Notmthstandhlgﬁ
g:ragraph (3), the amount of passive investment income s

determined by not taking into account any recognized built-
in gain or loss of the S corporation for any taxable year in the
recognition period. Terms used in the preceding sentence shall
lixggz"the same respective meanings as when used in section

(D) Subsection (c) of section 1375 of the 1986 Code is amended
to read as follows:

“(c) Creprrs Nor ArLowaBLE.—No credit shall be allowed under
part IV of subchapter A of this chapter (other than section 34)
against the tax imposed by subsection (a).”

(E) Paragraph (2) of section 1366(f) of the 1986 Code is
amended by striking out “as defined in section 1374(dX2)” and
inserting in lieu thereof “within the meaning of section 1374".

(6) Paragraph (8) of section 1362(d) of the 1986 Code is
amended—

(A) by striking out clause (v) of subparagraph (D), and

(B) by adding at the end thereof the following new
sub aph:

‘“(E) SPECIAL RULE FOR OPTIONS AND COMMODITY DEAL-

“(i) IN GENERAL.—In the case of any options dealer or
commodities dealer, passive investment income shall be
determined by not taking into account any gain or loss
(in the normal course of the t.axpayer’y activity of

dealing in or trading section 1256 contracts) from any
section 1256 contract or property related to such a
contract.

“{1;: DerFinrTIONS.—For purposes of this subpara-
wep “(I) Oprions DEALER.—The term ‘options dealer’

has the meaning given such term by section
1256(gX8).

“II) CommopITIES DEALER.—The term ‘commod-
ities dealer’ means a person who is actively en-
gaged in trading section 1256 contracts and is
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registered with a domestic board of trade which is
designated as a contract market by the Commod-
ities Futures Trading Commission.

“(I1I) SecTioN 1256 CONTRACT.—The term ‘section
1256 contract’ has the meaning given to such term
by section 1256(b).”

(T) The subsection (d) of section 1363 of the 1986 Code which
relates to distributions of appreciated property, and subsection
(e) of section 1363 of the 1986 Code, are ﬁemby re ed.

(g) AMENDMENTS RELATED TO SECTION 633 OF THE REFORM AcCT.—

(1) Subsection (b) of section 633 of the Reform Act is amended 26 USC 336 note.
to read as follows:

“(b) BuiLt-IN GAINS OF S CORPORATIONS.—

“(1) IN GeNEraL.—The amendments made by section 632
(other than subsection (b) thereof) shall apply to taxable years
beginning after December 31, 1986, but only in cases where the
return for the taxable year is filed pursuant to an S election
made after December 31, 1986.

“(2) APPLICATION OF PRIOR LAW.—In the case of any taxable
year of an S corporation which begins after December 31, 1986,
and to which the amendments made by section 632 (other than
subsection (b) thereof) do not apply, paragraph (1) of section
1374(b) of the Internal Revenue Code of 1954 (as in effect on the
date before the date of the enactment of this Act) shall be
applied as if it read as follows:

““1) an amount equal to 34 percent of the amount by which
the net capital gain of the corporation for the taxable year
exceeds $25,000, or’ .

(2) Subparagraph (B) of section 633(cX1) of the Reform Act is
amended by striking out “50 percent or more” and inserting in
lieu thereof “more t 50 percent”.

(3) Paragraph (1) of section 633(d) of the Reform Act is
amended—

(A) by striking out “this section” and inserting in lieu
thereof “this subtitle”,

(B) by striking out “would be ized and inserting in
lieu thereof “would be recognized by the liquidating cor-
poration”, and

(©) b‘y adding at the end thereof the following new sen-
tence: “Section 333 of the Internal Revenue Code of 1954 (as
in effect on the day before the date of the enactment of this
Act) shall continue to apply to any complete liquidation
described in the preceding sentence.”. )

(4) Subparagraph (C) of section 633(dX2) of the Reform Act is
amended to read as follows:

‘C) any gain on an asset acquired by the qualified cor-
poration if—

“(i) the basis of such asset in the hands of the quali-
fied corporation is determined (in whole or in part) by
reference to the basis of such asset in the hands of the
person from whom acquired, and

“(ii) a principal purpose for the transfer of such asset
to the qualified corporation was to secure the benefits
of this subsection.”

(5)(A) Subparagraph (A) of section 633(d)(5) of the Reform Act
is amended by striking out “10 or fewer q,ualified persons’’ and
inserting in lieu thereof “a qualified group”.
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26 USC 336 note. (B) Paragraph (6) of section 633(d) of the Reform Act is
amended to read as follows:
“(6) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection—
“(A) QUALIFIED GROUP.—

“(i) IN cENERAL.—Except as provided in clause (ii),
the term ‘qualified group’ means any group of 10 or
fewer qualified persons who at all times during the 5-
year period en on the date of the adoption of the
plan of complete liquidation (or, if shorter, the period
during which the corporation or any predecessor was in
existence) owned (or was treated as owning under the
rules of subparagraph (C)) more than 50 percent (by
value) of the stock in such corporation.

‘(i) 5-YEAR OWNERSHIP REQUIREMENT NOT TO APPLY IN
CERTAIN CASES.—In the case of—

“(I) any complete liquidation pursuant to a plan
of liquidation ado ‘Lefore March 31, 1988,
“(II) any distribution not in liquidation made
before March 31, 1988,
‘(III) an election to be an S corporation filed
before March 31, 1988, or
“(IV) a transaction described in section 338 of the
Internal Revenue Code of 1986 where the acquisi-
tion date (within the meaning of such section 338)
is before March 31, 1988,
the term ‘qualified group’ means any group of 10 or
fewer quaii(}ied persons.
“(B) QUALIFIED PERSON.—The term ‘qualified person’

m

(i) an individual,

“(ii) an estate, or )

“(iii) any trust described in clause (ii) or clause (iii) of
?gcétgon 1361(c)X2XA) of the Internal Revenue Code of

“(C) ATTRIBUTION RULES.—

“(i) IN GENERAL.—Any stock owned by a corporation,
trust (other than a trust referred to in subparagraph
(B)(iii), or partnership shall be treated as owned propor-
tionately by its shareholders, beneficiaries, or partners,
and shall not be treated as owned by such corporation,
trust, or partnership. Stock considered to be owned by a
person by reason of the application of the preceding
sentence shall, for purposes of applying such sentence,
be treated as actually owned by such person.

“(ii) FAmiLy MEMBERS.—Stock owned (or treated as
owned) by members of the same family (within the
meaning of section 318(aX1) of the Internal Revenue
Code of 1986) shall be treated as owned by 1 person, and
shall be treated as owned by such 1 person for an
period during which it was owned (or treated as owned)
by any such member.

‘“(ii1) TREATMENT OF CERTAIN TRUSTS.—Stock owned
(or treated as owned) by the estate of any decedent or
by any trust referred to in subparagraph (BXiii) with
respect to such decedent shall be treated as owned by 1
person and shall be treated as owned by such 1 person
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for the period during which it was owned (or treated as
owned) by such estate or any such trust or by the
decedent. .

“(D) SPECIAL HOLDING PERIOD RULES.—Any property ac-
quired by reason of the death of an individual shall be
treated as owned at all times durin%lwhich such property
was owned (or treated as owned) by the decedent.

“(E) CONTROLLED GROUP OF CORPORATIONS.—AIl members
of the same controlled group (as defined in section 267(f)(1)
of such Code) shall be treated as 1 corporation for purposes
of determining whether any of such corporations met the
requirement of ph (5)B) and for purposes of deter-
mining the applicable percentage with respect to any of
such corporations. For purposes of the preceding sentence,
an S corporation shall not be treated as a member of a
controlled group unless such corporation was a C corpora-
tion for its taxable year which includes August 1, 1986, or it
was not described for such taxable year in paragraph (1) or
(2) of section 1374(c) of such Code (as in effect on the day
before the date of the enactment of this Act).”

(6) Subsection (d) of section 633 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

“(9) APPLICATION TO NONLIQUIDATING DISTRIBUTIONS.—The
provisions of this subsection shall also apply in the case of any
distribution (not in complete liquidation) made by a qualified
corporation before January 1, 1989, without regard to whether
such corporation is completely liquidated.”

(7) Paragraph (8) of the section 633(d) of the Reform Act is
amended by striking out “becomes an S oorporation for a tax-
able year beginning before January 1, 1989” and inserting in
lieu thereof “makes an election to be an S corporation under
section 1362 of such Code before January 1, 1989, without

ard to whether such corporation is completely liquidated”.
re%B) Section 633 of the Reform Act is amended by redesignating
the subsections following the first subsection (d) as subsections
(e), (), and (g), respectively.

(9) Subsection (fX2) of section 633 of the Reform Act (as so
redesignated) is amended by striking out “May 9, 1929” and
inserting in lieu thereof “May 9, 1929 (or any direct or indirect
subsidiary of such corporation)”.

(10) Paragraph (3) of section 633(f) of the Reform Act (as so
redesignated) is amended by striking out “of such Code)” in the
gzii: sentence thereof and inserting in lieu thereof “of such

e’.

(11) Subclause (I) of section 633(fX4XAXi) of the Reform Act (as
so redesignated) is amended by striking out “binding on the
selling corporation to sell substantially all its assets” and insert-
ing in lieu thereof “to sell substantially all of the assets of a
se corporation organized under the laws of Massachusetts
on October 20, 1976,".

(12) Subpaggraph (A) of section 633(f)(5) of the Reform Act (as
so redesignated) is amended to read as follows:

“(A) a voting trust established not later than December
31, 1987, shall qualify as a trust permitted as a shareholder
of an S corporation and shall be treated as only 1 share-
holder if the holders of beneficial interests in such voting
trust are—

Real property.

26 USC 336 note.

Massachusetts.
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“(i) employees or retirees of such corporation, or

“(ii) in the case of stock or voting trust certificates
acquired from an employee or retiree of such corpora-
tion, the spouse, child, or estate of such employee or
retiree or a trust created by such employee or retiree
which is described in section 1361(cX2) of the Internal
Revenue Code of 1986 (or treated as described in such
section by reason of section 1361(d) of such Code), and”.

(h) AMEnDMENTS RELATED TO SECTION 641 OF THE REFORM ACT.—

(1) Paragraph (3) of section 1060(b) of the 1986 Code is
amended by striking out “the Secretary may find newssary'
and inserting in lieu thereof “the Secretary deems n

(2) Section 1060 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(d) TREATMENT OF CERTAIN PARTNERSHIP TRANSACTIONS.—In the
case of a distribution of partnership property or a transfer of an
interest in a partnership—

“(1) the rules of subsection (a) shall apply but only for pur-
poses of determining the value of goodwill or going concern
value (or similar items) for purposes of applying section 755, and

“42) if section 755 applies, such distribution or transfer (as the
case may be) shall be treated as an applicable asset acquisition
for purposes of subsection (b).”

(3XA) Subparagraph (B) of section 6724(dX1) of the 1986 Code
(defining information return) is amended by striking out “or” at
the end of clause (ix), by striking out the period at the end of
clause (x) and inserting in lieu thereof “, or”, and by adding at
the end thereof the following new clause:

“(xi) section 1060(b) (relating to reporting require-
ments of transferors and transferees in certain asset
acquisitions).”

(B) Section 1060 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(e) Cross REFERENCE.—

“For provisions relating to penalties for failure to file a return required

by this section, see section 6721.”

(i) AMENDMENTS RELATED TO SECTION 642 OF THE REFORM ACT.—

(1) Paragraph (1) of section 453(g) of the 1986 Code is amended
by striking out subparagraphs (A) and (B) and inserting in lieu
thereof the following:

“(A) subsection (a) shall not apply,
“(B) for purposes of this title—

“(i) except as provided in clause (ii), all payments to
be received shall be treated as received in the year of
the disposition, and

“(ii) in the case of any payments which are contin-
gent as to the amount but with respect to which the
fair market value may not be reasonably ascertained,
the basis shall be recovered ratably, and

“C) the purchaser may not increase the basis of any
property acquired in such sale by any amount before the
tulrlle such amount is includible in the gross income of the
seller.”

(2XA) Section 453(g) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:
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“(3) RELATED PERSONS.—For purposes of this subsection, the
term ‘related persons’ has the meaning given to such term by
section 1239(b), except that such term shall include 2 or more
partnerships having a relationship to each other described in
section 707(b)1)B).’
(B) Section 453(gX1) of the 1986 Code is amended by striking
out “(within the meaning of section 1239(b))”.
(3) The heading of paragraph (2) of section 642(c) of the
Reform Act is amended by striking out “TrRADITIONAL” and
inserting in lieu thereof “TRANSITIONAL".
(j) AMENDMENTS RELATED TO SECTION 643 OF THE REFORM AcT.—
(1XA) Subsection (e) of section 171 of the 1986 Code is
amended to read as follows:
“le) TREATMENT AS OFFSET TO INTEREST PAYMENTS.—Except as
provided in regulations, in the case of any taxable bond—
“(1) the amount of any bond premium shall be allocated
among the interest payments on the bond under rules similar to
the rules of subsection (b)(3), and
“(2) in lieu of any deduction under subsection (a), the amount
of any premium so allocated to any interest payment shall be
applied against (and operate to reduce) the amount of such
interest payment.
For purposes of the preceding sentence, the term ‘taxable bond’
means any bond the interest of which is not excludable from gross
income.
(B) Paragraph (5) of section 1016(a) of the 1986 Code is
amended by striking out “allowable pursuant to section
171(aX1)” and inserting in lieu thereof “allowable pursuant to
section 171(a)(1) (or the amount applied to reduce interest pay-
ments under section 171(e)2))”.
(C) The amendments made by this paragraph shall apply in 26 USC 171 note.
the case of obligations acquired after December 31, 1987; except
that the taxpayer may elect to have such amendment apply to
obligations acquired after October 22, 1986.
(2) Paragraph (2) of section 643(b) of the Reform Act is 26 USC 171 note.
amended by striking out “issued after” and inserting in lieu
thereof “acquired after”.
(k) AMENDMENTS RELATED TO SECTION 646 OoF THE REFORM ACT.—
(1) Paragraph (2) of section 646(b) of the Reform Act is 26 USC 671 note.
amended to read as follows:
“(2) such entity is exclusively engaged in the leasing of min- Minerals and
eral property and activities incidental thereto, and”. mining.
(2) Paragraph (3) of section 646(b) of the Reform Act is amend-
ed by inserting “as of October 22, 1986,” after “publicly traded”.
(3) Subparagraph (A) of section 646(c)(1) of the Reform Act is
amended by inserting ‘‘before Jan 1, 1991” after “entity”.
(4) Paragraph (2) of section 646(c) of the Reform Act is
amended to read as follows:
“(2) AGREEMENT.— Real property.
“(A) IN GeNERAL.—The agreement described in this para- Mlc'lwl'ﬂlﬂ
graph is a written agreement signed by the board of trust- &°¢ ™™g
ees of the e:ntngl which provides that the entity will not
acquire any additional property other than property de-
scribed in subparagraph (B).
‘“(B) PERMISSIBLE ACQUISITIONS.—Property is described in
this paragraph if it is—
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l:i(i;l surface rights to property the acquisition of
whicn—
“(I) is necessary to mine mineral rights held on
October 22, 1986, and
“(II) is required by a written binding agreement
between the entity and an unrelated person en-
tered into on or before October 22, 1986,

“(ii) surface rights to property which are not de-
scribed in clause (i) and which—

“(I) are acquired in an exchange to which section
1031 applies, and

“(IT) are necessary to mine mineral rights held
on October 22, 1986,

“(iii) tangible personal property incidental to the
leasing of mineral property and activities incidental
thereto, or

“(iv) part of any required reserves of the entity.”

(5) Paragraph (1) of sectmn 646(d) of the Reform Act is amend-

h yfstnkmg out subparagraph (B) and inserting in lieu
thereo
“(B) for purposes of section 333 of such Code (as so in
effect)—

“(i) any person holding an income interest in such
entity as of such time shall be treated as a qualified
electing shareholder, and

“(ii) the earnings and profits, and the value of money
or stock or securities, of such entity shall be appor-
tioned ratably among persons described in clause (i).

The amendments made by subtitle D of this title and sectmu
1804 of this Act shall not apply to any liquidation under this
paragraph.”

(6XA) Paragraph (2) of section 646(d) of the Reform Act is
amended to read as follows:

“(2) TeRMINATION OF ELECTION.—If an entity ceases to be
described in subsection (b) or violates any term of the agreement
described in subsection (cX2), the entity shall, for purposes of
the Internal Revenue Code of 1986, be treated as a corporation
for the taxable year in which such ceaaation or violation occurs
and for all subsequent taxable years.’

(B) Paragraph (3) of section 646(c) of the Reform Act is
amended to read as follows:

“(3) BEGINNING OF PERIOD FOR WHICH ELECTION IS IN EFFECT.—
The period during which an election is in effect under this
subsection shall begin on the 1st day of the 1st taxable year

after the date of the enactment of this Act and

following the taxable year in which the election is made.”

(7XA) Subsection (e) of section 646 of the Reform Act is
amended to read as follows:

“(e) SpeciAL RuLE ror Persons Horping INcome INTERESTS.—In

applylﬁ subpart E of part I of subchapter J of chapter 1 of the

Revenue Code of 1986 to any entity to which this section

applies—

‘(1) a reversionary interest shall not be taken into account
until it comes into possession, an

“(2) all items of income, gain, loss, deduction, and credit shall
be allocated to persons holding income interests for the period
of the allocation.”



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3413

(B) Section 646(dX3) of the Reform Act is amended by striking 26 USC 671 note.
out “or by reason of subsection (e)”.

() AMENDMENTS RELATED TO SECTION 651 OF THE REFORM ACT.—

(1XA) Paragraph (6) of section 852(b) of the 1986 Code (as
added by section 651(bX1XA) of the Reform Act) is redesignated
as paragraph (7).

(B) Subsection (b) of section 855 of the 1986 Code is amended
by striking out “section 852(bX6)” and inserting in lieu thereof
“section 852(bXT7)”.

(2) Paragraph (2) of section 4982(e) of the 1986 Code is
amended to read as follows:

“42) CAPITAL GAIN NET INCOME.—

“(A) IN GENERAL—Except as promded in subparagraph
(B), the term ‘capital gain net income’ has the meaning
given such term by section 1222(9) (determined by treating
the 1-year period ending on October 31 of any calendar year
as the company’s taxable year).

“(B) REDUCTION BY NET ORDINARY LOSS FOR CALENDAR
YEAR.—The amount determined under subparagraph (A)
shall be reduced (but not below the net capital gain) by the
amount of the company’s net ordinary loss for the calendar

year.

“(C) DerFinrrions.—For purposes of this paragraph—

‘(1) NeT caprraL GAIN.—The term ‘net capital gain’
has the meaning given such term by section 1222(11)
(determined by treating the 1-year period ending on
October 31 of the calendar year as the company’s tax-
able year).

“(ii) NET ORDINARY L08S.—The net ordinary loss for
the calendar year is the amount which would be the
net operating loss of the company for the calendar year
if the amount of such loss were determined in the same
mangeir as ordinary income is determined under para-

(3 Paragraph (2) of section 852(c) of the 1986 Code is amended
to read as follows:

“(2) COORDINATION WITH TAX ON UNDISTRIBUTED INCOME.—For
purposes of applying this chapter to distributions made by a
regulated investment company with respect to any calendar
year, the earnings and profits of such company shall be deter-
mined without regard to any net capital loss (or net foreign
currency loss) attributable to transactions after October 31 of
such and with such other ad]ustments as the Secretary
mayI y regulations prescribe. The preceding sentence shall
apply—

“(A) only to the extent that the amount distributed by the
company with respect to the calendar year does not exceed
the required distribution for such calendar year (as deter-
mined under section 4982 by substituting ‘100 percent’ for
each percentage set forth in section 4982(bX1)), and

“(B) except as provided in regulations, only if an election
under section 4982(e)4) is not in effect with respect to such

company.”
(4) Subparagraph (C) of section 852(bX3) of the 1986 Code is
amended—
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(A) by striking out “net capital loss” each place it appears
in the 3rd sentence and inserting in lieu thereof ‘“net
capital loss or net long-term capital loss”, and

(B) by striking out “regulated investment company tax-
able income” in the last sentence and inserting in lieu
thereof “the taxable income of the regulated investment
company”’.

(5) Subsection (e) of section 4982 of the 1936 Code is amended
by adding at the end thereof the following new paragraph:

‘6) TREATMENT OF FOREIGN CURRENCY GAINS AND LOSSES
AFTER OCTOBER 31 OF CALENDAR YEAR.—Any foreign currency
gain or loss which is attributable to a section 988 transaction
and which is properly taken into account for the portion of the
calendar year after October 31 shall not be taken into account
in determining the amount of the ordinary income of the regu-
lated investment company for such calendar year but shall be
taken into account in determining the ordinary income of the
investment company for the following calendar year. In the case
of any company making an election under paragraph (4), the
preceding sentence shall be applied by substituting the last day
of the company’s taxable year for October 31.”

(6) Section 4982 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(f) ExceprioN ForR CERTAIN REGULATED INVESTMENT CoMPA-
NiEs.—This section shall not apply to any regulated investment
company for any calendar year if at all times during such calendar
year each shareholder in such company was either—

“(1) a trust described in section 401(a) and exempt from tax
under section 501(a), or
“(2) a segregated asset account of a life insurance company
%f'l?((idl)l)-l connection with variable contracts (as defined in section
For purposes of the preceding sentence, any shares attributable to
an investment in the regulated investment company (not exceeding
$250,000) made in connection with the organization of such company
shall not be taken into account.”
(7) Subsection (b) of section 852 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:
“(8) SPECIAL RULE FOR TREATMENT OF CERTAIN FOREIGN CUR-
RENCY LOSSES.—To the extent provided in regulations, the tax-
able income of a regulated investment company (other than a
company to which an election under section 4982(e)X4) applies)
shall be computed without regard to any net foreign currency
loss attributable to transactions after October 31 of such year,
and any such net forei&n currency loss shall be treated as
arising on the 1st day of the following taxable year.”
(8) Subsection (a) of section 852 of the 1986 Code is amended
by adding at the end thereof the following new sentence:
“The Secretary may waive the requirements of paragraph (1) for
any taxable year if the regulated investment company lishes to
the satisfaction of the Secre that it was unable to meet such
requirements by reason of distributions previously made to meet the
requirements of section 4982.”
(9) Effective with respect to dividends declared in 1988 and
subsequent calendar years, paragraph (7) of section 852(b) of the
1986 Code (as redesignated by paragraph (1)) is amended—
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(A) by striking out “in December” and inserting in lieu
thereof “in October, November, or December”,

(B) by striking out “in such month” and inserting in lieu
thereof “in such a month”,

(C) by striking out “on such date” in subparagraphs (A)
and (B) and inserting in lieu thereof ““on December 31 of
such calendar year”, and

(D) by striking out “before February 1” and inserting in
lieu thereof “during January”.

(10) Paragraph (1) of section 852(e) of the 1986 Code is
amended by striking out “subsection (a)(3)” and inserting in lieu
thereof “‘su tion (a)(2)”.

(m) AMENDMENTS RELATED TO SECTION 652 OF THE REFORM AcCT.—

(1) Paragraph (1) of section 851(a) of the 1986 Code is amended
to read as follows:

“(1) which, at all times during the taxable year—

“(A) is registered under the Investment Company Act of
1940, as amended (15 U.S.C. 80a-1 to 80b-2) as a manage-
ment company or unit investment trust, or

“(B) has in effect an election under such Act to be treated
as a business development company, or”.

(2) Paragraph (1) of section 851(e) of the 1986 Code is amended
by striking out “a registered management company or reg-
istered business development company” and inserting in lieu
thereof “a management company or a business development
company described in subsection (aX1)”.

(n) AMENDMENTS RELATED T0O SECTION 653 OF THE REFORM AcCT.—

(1) Subsection (b) of section 851 of the 1986 Code is amended
by adding at the end thereof the following new sentence:
“Income derived from a partnership or trust be treated as
described in paragraph (2) only to the extent such income is
attributable to items of income of the partnership or trust (as
the case may be) which would be described in paragraph (2) if
realized by the reEulat.ed investment company in the same
manner as realized by the partnership or trust.”

(2XA) Paragraph (3) of section 851(b) of the 1986 Code is
amended to read as follows:

“(3) less than 30 percent of its gross income is derived from
the sale or disposition of any of the following which was held for
less than 3 months:

“(A) stock or securities (as defined in section 2(a)36) of
the Investment Company Act of 1940, as amended),

“(B) options, futures, or forward contracts (other than
options, futures, or forward contracts on foreign cur-
rencies), or

“(C) foreign currencies (or options, futures, or forward
contracts on foreign currencies) but only if such currencies
(or options, futures, or forward contracts) are not directly
related to the company’s principal business of investing in
stock or securities (or options and futures with respect to
stocks or securities), and”.

(B) Subsection (b) of section 851 of the 1986 Code is amended
by striking out “which are not ancillary” in the material follow-
ing paragraph (4), and inserting in lieu thereof “which are not
directly related”.

(C) Subparagraph (C) of section 851(b)3) of the 1986 Code (as
amended by subparagraph (A)), and the amendment made by

26 USC 851 note.
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subparagraph (B), shall apply to taxable years beginning after
the date of the enactment of this Act.

(4) Clause (i) of section 851(g)X2)(A) of the 1986 Code (defining
designated hedge) is amended by striking out “contractual
option” and inserting in lieu thereof “contractual obligation”

(5) Subsection (b) of section 851 of the 1986 Code is amended
by adding at the end thereof the following new sentence: “In the
case of the taxable year in which a regulated investment com-
pany is completely liquidated, there shall not be taken into
account under paragraph (3) any gain from the sale, exchange,
or distribution of any property after the adoption of the plan of
complete liquidation.”

(0) AMENDMENTS RELATED TO SECTION 654 OF THE REFORM AcCT.—

Subsection (g) of section 851 of the 1986 Code (as added by section
654 of the Reform Act)—

26 USC 856 note.

(1) is redesignated as subsection (h), and

(2) is amended by adding at the end thereof the following new
ragraph:

“(3) SPECIAL RULE FOR ABNORMAL REDEMPTIONS.—

“(A) In GENERAL.—Any fund treated as a separate cor-
poration under paragraph (1) shall not be Eisquaﬁﬁed
under subsection (b)3) for any taxable year by reason of
sales resulting from abnormal redemptions on any day and
gccuirfring before the close of the 5th business day after such

ay if—

“(i) the sum of the percentages determined under
subparagraph (B) for the abnormal redemptions on
such day and for abnormal redemptions on prior days
during such taxable year exceeds 30 percent; and

“(ii) the regulated investment company of which such
fund is a part would meet the requirements of subsec-
tion (b)X3) for such taxable year if all the funds which
are part of such company were treated as a single
company.

“(B) ABNORMAL REDEMPTIONS.—For purposes of subpara-
graph (A), the term ‘abnormal redemptions’ means redemp-
tions occurring on any day if the net redemptions on such
day exceed 1 percent of the fund’s net asset value.

‘(C) DETERMINATION OF NET ASSET VALUE.—For pu
of this paragraph, net asset value for any day ﬂm
determined as oip the close of the preceding day.

“(D) LimrraTioNn.—For purposes of subpara%:-a h (A), any
sale or other disposition of stock or securities ell:i less than
3 months occurring during any day shall be deemed to
result from abnormal redemptions until the cumulative
proceeds from such sales or cﬂspoaitions occurring during
such day, plus the cumulative net positive cash flow of the
fund for preceding business days (if any) following the day
with abnormal redemptions, exceed the amount of net
redemptions on the day with abnormal redemptions.”

(p) AMENDMENTS RELATED TO SECTION 662 OF THE REFORM ACT.—

(1) Subclause (1) of section 856(c}X6XD)i) of the 1986 Code (as
added by section 662 of the Reform Act) is amended by striking
out “debt instrument” and inserting in lieu thereof “debt in-
strument (within the meaning of section 1275(a)(1))”.

(2) Notwithstanding section 669 of the Reform Act, the
amendment made by section 662(c) of the Reform Act shall
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in the case of obligations acquired after October 22, 1986.
) Subsection (c) of section 856 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

“(8) TREATMENT OF LIQUIDATING GAINS.—In the case of the
taxable year in which a real estate mvestment trust is com-
pletely liquidated, there shall not be taken into account under
paragraph (4) any gain from the sale, exchange, or distribution
of any property after the adoption of the plan of complete
liquidation.”

(4XA) Paragraph (6) of section 856(c) of the 1986 Code is
amended by adding at the end thereof the following new
subparagraph:

“(G) TREATMENT OF CERTAIN INTEREST RATE AGREE-
MENTS.—Except to the extent provided by regulations, Real property.
any—

“(1) gment to a real estate investment trust under
de interest rate swap or cap agreement en-
tered mbo by the real estate investment trust to hedge
any variable rate indebtedness of such trust incurred or
t.oé)e incurred to acquire or carry real estate assets,
an
“(ii) any gain from the sale or other disposition of
such agreement,
shall be treated as income qualifying under paragraph (2)
and such agreement shall be treated as a security for
purposes of ‘rl:ragraph (4xA).”

(B) The amendment made by subparagraph (A) shall apply to 26 USC 856 note.
taxable years ending after the date of the enactment of this Act.

(5) Su lause (I) of section 856(c)6)XDXii) of the 1986 Code (as
added by section 662 of the Reform Act) is amended by striking
out “stock in” and inserting in lieu thereof “stock (or certifi-
cates of beneficial interests) in".

(qg) AMENDMENTS RELATED TO SECTION 663 OF THE REFORM AcCT.— Real property.

(1) Subparagraph (A) of section 856(d)6) of the 1986 Code is
amended to read as follows:

“(A) IN GENERAL.—If—

“ﬂ) a real estatealmveatment;] trust receives or acc;ues,
with res to real or person rty, amounts from
a tenanﬁ“hlch denvege substalfﬂaﬁe gll of its income
with respect to such E perty from the subleasing of
substantually all of such property, an
“(ii) a portion of the amount such tenant receives or
accrues, directly or indirectly, from subtenants consists
of qualified rents,
then the amounts which the trust receives or accrues from
the tenant shall not be excluded from the term ‘rents from
real property’ by reason of being based on the income or
profits of such tenant to the extent the amounts so received
or accrued are attnbutahle to qualified rents received or
accrued by such tenant.”

(2) Subsection (f) of section 856 of the 1986 Code is amended to

read as follows:

aﬁrly to taxable years beginning after December 31, 1986, but
(

iy e F f paragraphs (2XB) and (3)B
. GENERAL.—For purposes o aphs ( and (3XB)
of subsection (c), the term ‘interest’ not include any

amount received or accrued, directly or indirectly, if the deter-
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mination of such amount depends in whole or in part on the
income or profits of any person except that—

“(A) any amount so received or accrued shall not be
excluded from the term ‘interest’ solely by reason of being
based on a fixed percentage or percentages of receipts or
sales, and

“(B) where a real estate investment trust receives any
amount which would be excluded from the term ‘interest’
solely because the debtor of the real estate investment trust
receives or accrues any amount the determination of which
depends in whole or in part on the income o;rroﬁta of any
person, only a proportionate part (determined pursuant to
regulations prescribed by the Secretary) of the amount
received or accrued by the real estate investment trust from
the debtor will be uded from the term ‘interest’.

“(2) SpecIAL RULE—If—

“(A) a real estate investment trust receives or accrues
with respect to an obligation secured by a mortgage on real
property or an interest in real property amounts from a
dglt)}t;or which t;lerivgs suba:ﬁa;; (’ ty all of _itstogross in't;:ome
with res] such pro not taking into account any
gain on Q’f;t disposition) ggm the leasing of substantially all
of its interests in such property to tenants, and

“(B) a portion of the amount which such debtor receives
or accrues, directly or indirectly, from tenants consists of
qualified rents (as defined in subsection (dX6XB)),

then the amounts which the trust receives or accrues from such
debtor shall not be excluded from the term ‘interest’ by reason
of being based on the income or profits of such debtor to the
extent the amounts so received are attributable to qualified
rents received or accrued by such debtor ”

(r) AMENDMENT RELATED TO SECTION 664 OF THE REFORM AcCT.—
Clause (i) of section 857(eX2)B) of the 1986 Code is amended by
striking out “as original issue discount on instruments” and insert-
ing “with respect to instruments”

(s) AMENDMENTS RELATED 10 SECTION 668 OF THE REFORM AcCT.—

(1) Paragraph (2) of section 4981(e) of the 1986 Code is
amended to read as follows:
“(2) CAPITAL GAIN NET INCOME.—

“(A) IN GeNERAL.—The term ‘capital gain net income’ has
the meaning tgiwm such term by section 1222(9) (determined
by treating the calendar year as the trust’s taxable year).

“(B) REDUCTION FOR NET ORDINARY LOss.—The amount
determined under subparagraph (A) shall be reduced by the
amount of the trust's net ordinary loss for the taxable year.

“(C) NET ORDINARY LOSS.—For of this paragraph,
the net ordinary loss for the caren ear is the amount
which would be net operafing loss oty the trust for the
calendar year if the amount of such loss were determined in
the same manner as ordinary income is determined under
paragraph (1).” .

(2) Subparagraph (C) of section 857(bX3) of the 1986 Code is
amended by striking out “real estate investment trust taxable
income” in the last sentence and inserting in lieu thereof “the
taxable income of the real estate investment trust”.

(3) Subparagraph (A) of section 4981(c)X1) of the 1986 Code is
amended by striking out “such calendar year” and inserting in
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lieu thereof “such calendar year (but computed without regard
to that portion of such deduction which is attributable to the
amount excluded under section 857(b)2)D))".

(4) Subsection (a) of section 857 of the 1986 Code is amended
by adding at the end thereof the following new sentence:

“The Secretary may waive the requirements of paragraph (1) for
any taxable year if the real estate investment trust establishes to
the sat.mfact:on of the Secretary that it was unable to meet such
requirements by reason of distributions previously made to meet the
requirements of section 4981.”

(5) Effective with respect to dividends declared in 1988 and
subsequent calendar paragraph (8) of section 857(b) of the
1986 Code is amendeci

(A) by striking out “in December” and inserting in lieu
thereof “in October, November, or December”,

(B) by striking out “in such month” and inserting in lieu
thereof “in such a month”,

(C) by striking out “on such date” in subparagraphs (A)
and (B) and inserting in lieu thereof “on December 31 of
such calendar year”, and

(D) by striking out “before February 1” and inserting in
lieu thereof “during January”.

(t) AMENDMENTS RELATED TO SEcTiON 671 OF THE REFORM ACT.—

(1) Paragraph (1) of section 860C(e) of the 1986 Code is
amended to read as follows:

“(1) AMOUNTS TREATED AS ORDINARY.—Any amount taken into
account under subsection (a) by any holder of a residual interest
in a REMIC shall be treated as ordinary income or ordinary
loss, as the case may be.”

(2XA) Paragraph (4) of section 860D(a) of the 1986 Code is
amended—

(i) by stri out “4th month ending aﬂ:er" and inserting
in lieu thereof ‘3rd month beginning after”,

(u) by striking out “and each quarter endmg thereafter”

in lieu thereof “and at all times thereafter”.

(B) The amendment made by subparagraph (AXii) shall take Effective date.
effect on January 1, 1988. 26 USC 860D

(3XA) Clause (i) of section 860F(a)2XA) of the 1986 Code is ™o
amended to read as follows:

“(i) the substitution of a qualified replacement mort-
gage for a qualified mortgage (or the repurchase in lieu
of substitution of a defective obligation),”.

(BXi) Paragraph (2) of section 860F(a) of the 1986 Code is
amended by striking out the last sentence of subparagraph (A).

(ii) Subsection (a) of section 860F of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(5) Exceprions.—Notwithstanding subparagraphs (A) and
(D) of paragraph (1), the term ‘prohibited transaction’ shall not
include any disposition—

‘(A) required to prevent default on a regular interest
where the threatened default resulted from a default on 1
or more qualified mortgages, or

“(]?;) to facilitate a clean-up call (as defined in regula-
tions).”

(C) Subparagraph (D) of section 860F(a)2) of the 1986 Code is
amended ]l:ustnkmg out “described in subsection (b)”.

19-194 O—91—Part 4—15: QL 3
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(4) Subparagraph (A) of section 860F(b)X1) of the 1986 Code is
amended by strii'mg out “the transfer of any property to a

C” and inserting in lieu thereof “the transfer of any
property to a REMIC in exchange for regular or residual in-
terests in such REMIC".

(5XA) Paragraph (1) of section 860G(a) of the 1986 Code is
amended to read as follows:

“(1) REGULAR INTEREST.—The term ‘regular interest’ means
any interest in a REMIC which is issued on the startup day with
fixed terms and which is designated as a regular interest if—

“(A) such interest unconditionally entitles the holder to
receive a s;feciﬁed principal amount (or other similar
amount), an

‘(B) interest payments (or other similar amount), if any,
with respect to such interest at or before maturity—

“(i) are payable based on a fixed rate (or to the extent
provided in regulations, at a variable rate), or
“(ii) consist of a specified portion of the interest
payments on qualified mo and such portion does
not vary during the period such interest is outstanding.
The interest shall not fail to meet the requirements of subpara-
graph (A) merely because the timing (but not the amount) of the
principal payments (or other similar amounts) may be contin-
gent on the extent of prepayments on qualified mortgages and
the amount of income from permitted investments.”

(B) Paragraph (2) of section 860G(a) of the 1986 Code is
amended to read as follows:

“(2) ResipuAL INTEREST.—The term ‘residual interest’ means
an interest in a REMIC which is issued on the startup day,
which is not a regular interest, and which is designated as a
residual interest.” '

(C) Paragraph (8) of section 860G(a) of the 1986 Code is
amended—

(i) by striking out “on or before the startup day” in
subpar: ph (A)Xi) and inserting in lieu thereof “on the
:garﬁu ay in exchange for regular or residual interests in

& s

(ii) by inserting “if, except as provided in regulations,
such purchase is pursuant to a fixed-price contract in effect
on the startup day” before the comma at the end of
subparagraph (A)ii), and

(iii) by striking out “on or before the startup day” in
subparagraap}l (C) and 1?sertmg in lieu tc:lhcgleof “on the
startu in exchange for r ar or residual interests in
the REMIC". e

(D) Subparagraph (A) of section 860G(a)4) of the 1986 Code is
amended to read as follows:

“(A) which would be a qualified mortgage if transferred
on the startup day in exchange for regular or residual
interests in the C, and”.

(E) Paragraph (9) of section 860G{a) of the 1986 Code is
amended to read as follows:

“(9) StarTUP DAY.—The term ‘startup day’ means the day on
which the REMIC issues all of its regular and residual interests.
To the extent provided in regulations, all interests issued (and
all transfers to the REMIC) during any period (not exceeding 10
days) permitted in such regulations shall be treated as occur-
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ring on tl}e.f t(l]:g during sgtil'a period selected by the REMIC for
pn.
. The ame nts made by this aph shall not apply 26 USC 860G
to any REMIC where the startup day (as defined in section note.
860G(a)9) of the 1986 Code as in effect on the day before the
date of the enactment of this Act) is before July 1, 1987.
(6) Paragraph (3) of section 860G(a) of the 1986 Code is
amended—
(A) by striking out “‘directly or indirectly,” in subpara-
graph (A), and .
(E) by adding at the end thereof the following new sen-
tence:
“For purposes of this subparagraph, any obligation secured by
stock ldbyapersonasatenant-stockhom[asdeﬁnedin
section 216) in a cooperative housing corporation (as so defined)
ahallbetxutedassacumdbyanintemstinrealgzo rty.”
(7) Subparagraph (B) of section 860G{(aX7) of the 19 is
amended by inserting before the period at the end of the 1st
sentence the following: “or lower expected returns on cash
flow investments”.
(8XA) Paragraph (8) of section 860G(a) of the 1986 Code is
ST s 856(e) b h (A)
i) by striking out “section e)” in subparagrap
and inserting in lieu thereof “section 856(e) (without regard
to paragraph (5) thereof)”, and
(1i) by striking out the last sentence and inserting in lieu

the following:
“Solely for purposes g section 860D(a), the determination of
whether any property is foreclosure property shall be made
without to section 856(eX4).”

(B) Section 860G of the 1986 Code is amended by redesignat-
ing subsection (c) as subsection (d) and by inserting after su
tion (b) the following new subsection:

“(c) Tax oN IncoME FrRoM FORECLOSURE PROPERTY.—

“(1) In GENERAL.—A tax is hereby imposed for each taxable
EeEa;ﬂon the net income from foreclosure property of each

C. Such tax shall be computed by multiplying the net

income from foreclosure property by the highest rate of tax
specified in section 11(b).

“(2) NET INCOME FROM FORECLOSURE PROPERTY.—For purposes
of this part, the term ‘net income from foreclosure property’
means the amount which would be the REMIC’s net income
from foreclosure property under section 857(bX4XB) if the
REMIC were a real estate investment trust.”

(C) Paragraph (1) of section 860C(b) of the 1986 Code is
amended by striking out “and” at the end of subparaflra h (C),
by striking out the period at the end of subparagrap ) and
inserting in lieu thereof “, and”, and by adding at the end
thereof the following new subparagraph:

“(E) the amount of the net income from foreclosure prop-
erty (if any) shall be reduced by the amount of the tax
imposed by section 860G(c).”

(9XA) Section 860G of the 1986 Code (as amended by -
graph (8)) is amended by redesignating subsection (d) as s
tion (e) and by inserting after subsection (c) the following new
subsection:

“(d) Tax oN CONTRIBUTIONS AFTER STARTUP DATE.—
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“(1) In GENERAL.—Except as provided in paragraph (2), if any
amount is contributed to a REMIC after the startup day, there
is hereby imposed a tax for the taxable year of the REMIC in
which the contribution is received equal to 100 percent of the
amount of such contribution.

“(2) Excepmions.—Paragraph (1) shall not apply to any con-
tribution which is made in cash and is described in any of the
following subparagraphs:

“(A) Any contribution to facilitate a clean-up call (as
defined in regulations) or a qualified liquidation.

“(B) Any payment in the nature of a guarantee.

_“(C) Any contribution during the 3-month period begin-

on the startu

“(D) Any contngut.lon to a qualified reserve fund by any
holder of a residual interest in the REMIC.

‘(E) Any other contribution permitted in regulations.”

(B) The amendment made by subparagraph (A) shall not
apply to any REMIC where the startup day (as defined in
section 860G(a)X9) of the 1986 Code as in effect on the day before
the date of the enactment of this Act) is before July 1, 1987.

(10) Subsection (e) of section 860G of the 1986 Code (as redesig-
nated by paragraph (9)) is amended by striking out “and” at the
end of paragraph (2), by striking out the period at the end of
paragraph (3) and inserting in lieu thereof a comma, and by
adding at the end thereof the following new pha

“(4) providing appropriate rules for treatment of transfers of
qualified replacement mortgages to the REMIC where the
transferor holds any interest in the REMIC, and

“(5) providing that a mortgage will be treated as a qualified
replacement mortgage only if it is part of a bona fide replace-
ment (and not part of a swap of mo

(11) Paragraph (6) of section 856(c) of the 1986 Code is amend-
ed by redesignating the last subparagraph as subparagraph (F)
and by striking out the subparagraph (D) added by section
?71111)](_1] of the Reform Act and inserting in lieu thereof the

ollowing:

“(E) A regular or residual interest in a REMIC shall be
treated as a real estate asset, and any amount includible in
gross income with respect to such an interest shall be
treated as interest on an obligation secured by a mortgage
on real }Jmperty; except that, if less than 95 percent of the
assets of such REMIC are real estate assets (determined as
if the real estate investment trust held such assets), such
real estate investment trust shall be treated as holding
directly (and as receiving directly) its proportionate share of
the assets and income of the REMIC. For purposes of
determining whether any interest in a REMIC qualifies
under the preceding sentence, any interest held by such
REMIC in another REMIC shall be treated as a real estate
asset under principles similar to the principles of the
preceding sentence, except that, if such REMIC’s are part of
a tiered structure, they shall be treated as one REMIC for
émrposea of this subparagraph.”

(12) Clause (xi) of section 7701(aX19XC) of the 1986 Code is
amended by striking out “are loans described” and inserting in
lieu thereof “are assets described”.
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(13) Subparagraph (B) of section 860E(c)2) of the 1986 Code is
amended by striking out “issue price of residual interest” and
inserting in lieu thereof “issue price of the residual interest”.

(14) Clause (ii) of section 860F(bX1XD) of the 1986 Code is
amended by striking out “the real estate mortgage pool” and
inserting in lieu thereof ‘“the REMIC”.

(15) Subsection (a) of section 860E of the 1986 Code is amended
by adding at the end thereof the following new paragraphs:

‘“(3) SPECIAL RULE FOR AFFILIATED GROUPS.—AIll members of an
affiliated group filing a consolidated return shall be treated as 1
taxpayer for purposes of this subsection, except that paragraph
(2) shall be applied separately with respect to each corporation
whii:h is a member of such group and to which section 593

ies.

P(4) TREATMENT OF CERTAIN SUBSIDIARIES.—

“(A) IN ceENErRAL.—For purposes of this subsection, a
corporation to which section 593 apfhes and each qualified
subsidiary of such corporation shall be treated as a single
cor ration to which section 593 applies.

“(B) QUALI]PIED SUBSIDIARY.—For purposes of this subsec-
tion, the term ‘qualified subsidiary’ means any corpora-
tion—

“(i) all the stock of which, and substantially all the
indebtedness of which, is held directly by the corpora-
tion to which section 593 appliea, and

“(ii) which is organized and operated exclusively in
connectlon mth the organization and operation of 1 or

ore RE

(16XA) Subaecnon (a) of section 860D of the 1986 Code is
amended by striking out “and” at the end of paragraph (4), by
striking out the ‘Penod at the end of parag‘rﬂ h (5) and inserting
in lieu thereof “, and”, and by adding at the end thereof the

following new paragra h:
“(6) with respect to which there are reasonable arrangements

designed to ensure that—
“(A) residual interests in such entity are not held by
disgualiﬁed organizations (as defined in section 860E(eX5)),

an

“(B) information necessary for the apphcatmn of section

860E(e) will be made available by the en e!
(B) Section 860E of the 1986 Code is amended by adding at the
end thereof the following new subsection:
“le) Tax oN TRANSFERS OF RESIDUAL INTERESTS TO CERTAIN
ORrGANIZATIONS, ETC.—
“(1) IN GENERAL.—A tax is hereby imposed on any transfer of
a residual interest in a REMIC to a disqualified organization.
“(2) AMouNT OF TAX.—The amount of the tax imposed by
paragraph (1) on any transfer of a residual interest shall be
equal to the product of—

“(A) the amount (determined under r tions) equal to
the present value of the total anticipated excess inclusions
with respect to such interest for periods after such transfer,
multiplied by

“(B) the highest rate of tax specified in section 11(bX1).

“(8) LiaBiLiTy.—The tax imposed by paragraph (1) on
transfer shall be paid by the transferor; except that, where sucﬂ
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transfer is through an agent for a disqualified organization,
such tax shall be paid by such agent.

“(4) TRANSFEREE FURNISHES AFFIDAVIT.—The person (other-
wise liable for any tax imposed by paragraph (1)) shall be
relieved of liability for the tax imposed by paragraph (1) with
respect to any transfer if—

“(A) the transferee furnishes to such person an affidavit
that the transferee is not a disqualified organization, and

“(B) as of the time of the transfer, such person does not
have actual knowledge that such affidavit is false.

“(6) DISQUALIFIED ORGANIZATION.—For purposes of this sec-
tion, the term ‘disqualified organization’ means—

“(A) the United States, any State or political subdivision
thereof, any foreign government, any international
organization, or any agency or instrumentality of any of the
foregoing,

“(B) any organization (other than a cooperative described
in section 521) which is exempt from tax imposed by this
chapter unless such organization is subject to the tax im-
posed by section 511, and

“(C) any organization described in section 1381(a)X2XC).

For pu of subparagraph (A), the rules of section
168(h)2)XD) (relating to treatment of certain taxable instrumen-
talities) shall apply; except that, in the case of the Federal
Home Loan Mortgage Corporation, clause (ii) of such section
shall not apply.

“(6) TREATMENT OF PASS-THRU ENTITIES.—

‘“(A) ImposiTiION OF TAX.—If, at any time during any
taxable year of a pass-thru entity, a disqualified organiza-
tion is the record holder of an interest in such entity, there
is hereby imposed on such entity for such taxable year a tax
equal to the product of—

“(i) the amount of excess inclusions for such taxable
year allocable to the interest held by such disqualified
organiz.at.ion, multiplied by
ll(gi)?l)the highest rate of tax specified in section

“(B) Pass-THRU ENTITY.—For purposes of this paragraph,
the term ‘pass-thru entity’ means—

“(i) any regulated investmeni company, real estate
investment trust, or common trust fund,

“(ii) any partnership, trust, or estate, and

“(iii) any organization to which part I of subchapter
T applies.

Except as provided in regulations, a person holding an
interest in a pass-thru entity as a nominee for another
person shall, with respect to such interest, be treated as a
pass-thru entity.

“(C) Tax TO0 BE DEDUCTIBLE.—Any tax imposed by this
paragraph with respect to any excess inclusion of any g)ass-
thru entity for any taxable year shall, for purposes of this
title (other than this subsection), be applied against (and
operate to reduce) the amount included in gross income
with respect to the residual interest involved.

‘(D) EXCEPTION WHERE HOLDER FURNISHES AFFIDAVIT.—No
tax shall be imposed by subparagraph (A) with respect to
any interest in a pass-thru entity for any period if—
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“(i) the record holder of such interest furnishes to
such pass-thru entity an affidavit that such record
holt(il;o;'(ils not a dmln.;l nod &rganimm and F

“(ii) during suc iod, the pass-thru entity does not
have actual know that such affidavit is false.

“(7T) Warver.—The Secretary may waive the tax imposed by
pa.ragraph (1) on any transfer if—
“(A) within a reasonable time after discovery that the
transfer was subject to tax under paragraph (1), steps are
%aieizanmthatthemtereatmnolongerheldbythequuah

organizatio:
"(B)therelspmdtotheSecretarysuchamountsasthe
Secretary may require.

‘““8) Anmmum Provisions.—For of subtitle F,
the taxes imposed by this subsection be treated as excise
taxes with reapoct to which the deficiency procedures of such
subtitle apply

(8)) Paragraph (2) of section 26(b) of the 1986 Code is amended

by striking out “and” at the end of subparagraph (J ), by striking
out the period at the end of subparagraph (K) and inserting in
lieu thereof “, and”, and by adding at the end thereof the
followm new sub ph:
) section E(e) (relating to taxes with respect to
certain residual interests).”

(DXi) The amendments made by subparagraph (A) shall apply 26 USC 860D
in the case of any REMIC where the start-up day (as defined in note.
section 860G(a)(9) of the 1986 Code, as in effect on the day before
the date of the enactment of this Act) is after March 31, 1988;
except that such amendments shall not apply in the case of a
REMIC formed pursuant to a binding written contract in effect
on such date.

(ii) The amendments made by subparagraphs (B) and (C) 26 USC 860E
(except to the extent they relate to paragraph (6) of section note.
860E(e) of the 1986 Code as added by such amendments) shall
apply to transfers after March 31, 1988; except that such amend-
ments shall not apply to any transfer pursuant to a binding
written contract in effect on such date.

(iii) Except as provided in clause (iv), the amendments made
by subparagraphs (B) and (C) (to the extent they relate to
paragraph (6) of section 860E(e) of the 1986 Code as so added)
shall apply to excess inclusions for periods after March 31, 1988
but only to the extent such inclusions are—

(I) allocable to an interest in a pass-thru entity acquired
after March 31, 1988, or
(II) allocable to an interest in a pass-thru entity acquired
on or before March 31, 1988, but attributable to a residual
lilsl,téeéreet acquired by the pass-thru entity after March 31,
For purposes of the preceding sentence, any interest in a pass-
thru entity (or residual interest) acquired after March 31, 1988,
pursuant to a binding written contract in effect on such date
shall be treated as acquired before such date.

(iv) In the case of any real estate investment trust, regulated
investment company, common trust fund, or publicly traded
partnership, no tax shall be imposed under section BGOE(EKG) of
the 1986 Code (as added by the amendment made by subpara-
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%ggh (B)) for any taxable year beginning before January 1,

(17)d§tébpal‘88raph (B) of section 860E(cX2) of the 1986 Code is
amended—
(A) by inserting “(adjusted for contributions)” after
“residual interest” the second place it appears, and
(B) by striking “decreased by” in clause (ii) and inserting
in lieu thereof ‘‘decreased (but not below zero) by”.

(18XA) Subsection (e) of section 860F of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences: “Such return shall be filed by the REMIC. The deter-
mination of who may sign such return shall be made without
regard to the first sentence of this subsection.”

(B) Unless the REMIC otherwise elects, the amendment made
by subparagraph (A) shall not apply to any REMIC where the
start-up day (as defined in section aX9) of the 1986 Code as
in effect on the day before the date of the enactment of this Act)
is before the date of the enactment of this Act.

(19) Subsection (a) of section 860D of the 1986 Code is amended
by adding at the end thereof the following new sentence:

“In the case of a qualified liquidation (as defined in section
860F(aX4XA)), paragraph (4) shall not apply during the liquidation

period

(as defined in section 860F(a)4)B).

(20) Subsection (a) of section 860A of the 1986 Code is
amended by striking out ‘“this chapter” each place it appears
and inserting in lieu thereof “this subtitle”.

(21) Paragraph (1) of section 860C(b) of the 1986 Code is
amended by striking out “and in the same manner” and insert-
ing in lieu thereof “and, except as provided in regulations, in
the same manner”.

(22) The following sections of the 1986 Code are each amended
bg striking out “real estate mortgage pool” and inserting in lieu
thereof “REMIC":

(A) Section 382(1X4)XBXii).
(B) Section 860F(a)X2)AXiii).
(C) Section 860F(aX2)C).
(D) Section 860F(bX1XCXii).
(E) Section 860F(bX1)DXii).

(23) Subsection (d) of section 860E of the 1986 Code is amended
by adding at the end thereof the following new sentence:

“Rules similar to the rules of the preceding sentence shall apply also
in the case of regulated investment companies, common trust funds,
and organizations to which part I of subcha&t&er T applies.”

X7)

(24) Subparagraph (C) of section 604 of the 1986 Code is
amended by striking out “the issue price” and inserting in lieu
thereof “the adjusted issue fprice". .

(25XA) Paragraph (19) of section 7701(a) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “For purposes of determining whether any interest in a
REMIC qualifies under clause (xi), any regular interest in an-
other REMIC held by such REMIC shall treated as a loan
described in a p ing clause under principles similar to the
principles of clause (xi); except that, if such REMIC's are part of
a tiered structure, they s be treated as 1 REMIC for pur-
poses of clause (xi).”

(B) Paragraph (4) of section 593(d) of the 1986 Code is amended
by adding at the end thereof the following new sentence: “For
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purposes of determining whether any interest in a REMIC
qualifies under the preceding sentence, any interest in another
REMICheldbysuchREl\ﬂCshallbetreat.edasa
rea.l property loan under principles similar to the principles of
the preceding sentence, except that if such REMIC’s are part of
atmmdatructure,theyshallbetraatedaisEM]Cforpur-
poses of this paragraph.”
(%}SachonBGOEofthelBSﬁCodemamendedhyaddmgat
the end thereof the following new

“(f) TREATMENT OF VARIABLE INSURANCE Gom.\cm.—Except as
provided in regulations, with respect to any variable contract (as
defined in section 817), there shall be no adjustment in the reserve
to the extent of any excess inclusion.”

(27) Subsection (a) of section 860E of the 1986 Code is amended
by adding at the end thereof the following new paragraph:
“(5) COORDINATION WITH SECTION 172.—Any excess inclusion
for any taxable year shall not be taken into account—
“(A) in determining under section 172 the amount of any
net operating loss for such taxable year,
“(B) in determining taxable income for such taxable year
for purposes of the 2nd sentence of section 172(bX2).”

(u) AMENDMENTS RELATED TO SECTION 672 OF THE REFORM ACT.—

(1) Subparagraph (B) of section 163(e)2) of the 1986 Code is
:;:elggfed by atrlkmg out “paragraph (6)” and inserting in lieu

{3 p

(2) Subparagraph (B} “of section 1278(aX4) of the 1986 Code is
amended by striking out “section 1272(a)X6)” and inserting in
lieu thereof “section 1272(aX7)”.

(3) Section 1288(a) of the 1986 Code is amended by striking out

pﬂmmph(ﬁ)”eachplaoeltappenrsandmaerhngmheu

thereof “paragraph (7).

(4) Sections 1271(a)X2XAXii) and 1275(aX4XBXiiXI) of the 1986
Code are each amended by striking out “‘subsection (a)6)” and
inserting in lieu thereof “‘subsection (a)7)”.

(v) AMENDMENT RELATED TO SECTION 674 OF THE REFORM ACT.—
Subparagraph (A) of section 6049(dX7) of the 1986 Code is amended
by inserting “(and such amounts shall be treated as paid when
includible in gross income under section 860B(b))” before the period
at the end thereof.

(w) AMENDMENTS RELATED TO SECTION 675 OF THE REFORM AcCT.—

(1) Subsection (a) of section 675 of the Reform Act is amended 26 USC 860A
to read as follows: note.

‘“(a) GENERAL RuLE.—Except as otherwise provided in this section, Effective date.
the ﬂgg?dxlr}enta made by this subtitle shall take effect on Janu-
ary 1, :

(2) Section 675 of the Reform Act is amended by adding at the
end thereof the following new subsection:

“(d) Stupy.—The Secretary of the Treasury or his delegate shall Banks and
conduct a study of the operation of the amendments made by this ‘2’2"65‘5553{, ™
part and their competitive impact on savings and loan institutions [ .
and similar financial institutions. Not later than January 1, 1990, Reports.
theSecretarysimllmbmxtaregvrtofsuchstudytotheCommttee
on Ways and Means of the House of Representatives and the
Committee on Finance of the Senate (together with such rec-
ommendations as he may deem advisable).”
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Real property.  SEC. 1007. AMENDMENTS RELATED TO TITLE VII OF THE REFORM ACT.

(a) AMENDMENTS TO SECTION 55 OF THE 1986 CopE.—

(1) Paragraph (1) of section 55(c) of the 1986 Code is amended
by inserting lgefore the period at the end of the first sentence
the following: “and the section 936 credit allowable under sec-
tion 27(b)".

(2) Paragra%h (2) of section 55(b) of the 1986 Code is amended

by adding at the end thereof the following new sentence:
“If a taxpayer is subject to the regular tax, such taxpayer shall
be subject to the tax imposed by this section (and, if the regular
tax is determined by reference to an amount other than taxable
income, such amount shall be treated as the taxable income of
such taxpayer for purposes of the preceding sentence).”

(3) Effective with respect to taxable years ending after the
date of the enactment of this Act, paragraph (3) of section 55(d)
of the 1986 Code is amended by adding at the end thereof the
following new sentence: “In the case of a taxpayer described in
paragraph (1XC)(i), alternative minimum taxable income shall
be increased by the lesser of (i) 256 percent of the excess of
alternative minimum taxable income (determined without
regard to this sentence) over $155,000, or (ii) $20,000.”.

(b) AMENDMENTS TO SECTION 56 oF THE 1986 CopE.—

(1) Paragraph (3) of section 56(a) of the 1986 Code is amended
by adding at the end thereof the following new sentence: “For
purposes of the preceding sentence, in the case of a contract
described in section 460(e)1), the percentage of the contract
completed shall be determined under section 460(b)2) b y beg
the simplified procedures for allocation of costs prescri
under section 460(b)(4).”

(2) Subparagraph (E) of section 56(b)X1) of the 1986 Code is
amended to read as follows:

“(E) STANDARD DEDUCTION AND DEDUCTION FOR PERSONAL
EXEMPTIONS NOT ALLOWED.—The standard deduction under
section 63(c), the deduction for personal exemptions under
ge:;ll(lm 151, and the deduction under section 642(b) shall not

0

(3) Subparagr (C) of section 56(bX1) of the 1986 Code is
amended by strlﬁmg out “and” at the end of clause (ii), by
striking out the period at the end of clause (iii) and inserting in
lieu thereof a comma, and by adding at the end thereof the
following new clauses:

“iv) in lieu of the exception under section
163(d)X8)BXi), the term ‘investment interest’ shall not
include any qualified housing interest (as defined in
subsection (e)), and

“(v) the adjustments of this section and sections 57
and 58 shall apply in determining net investment
income under section 163(d).”

(4) Clause (iii) of section 56(bX1XC) of the 1986 Code is
amended—

(A) by stri out “specified activity bond” and inserting
in lieu thereof “specified private activity bond”, and

(B) by striking out “section 56(a)(5)(B)" and inserting m
lieu thereof “section 57(a)b)B)”. 5

(5) Subparagraph (A) of section 56(dX2) of the 1986 Code is
amended—



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3429

(dA) by striking out “(other than subsection (a)6) thereof)”’,

an

(B) by adding at the end thereof the following new sen-

tence:
“An item of tax preference shall be taken into account
under clause (ii) only to the extent such item increased the
amount of the net operating loss for the taxable year under
section 172(c).”

(6XA) Paragraph (1) of section 56(e) of the 1986 Code is
amended—

(i) by striking out “interest which is” and inserting in lieu
thereof “interest which is qualified residence interest (as
defined in section 163(h)3)) and is”, and

(i) by striking out “section 163(h)3)” in subparagraph (B)
and inserting in lieu thereof “section 163(h)(4)"”.

(B) Paragraph (3) of section 56(e) of the 1986 Code is amended
by striking out “interest paid or accrued” and inserting in lieu
thereof “interest which is qualified residence interest (as de-
fined in section 163(h)(3)) and is paid or accrued”.

(7) The last sentence of section 56(fX2)B) of the 1986 Code is
amended by striking out “any such taxes” and inserting in lieu
thereof “any such taxes (otherwise eligible for the credit pro-
vided by section 901 without to section 901(j))".

(8) Clause (iii) of section bH6(f(3XA) of the 1986 Code is
amended by striking out “‘an income statement” and inserting
in lieu t'pereof ‘“an income statement for a substantial nontax
purpose’’.

(9) Subparagraph (B) of section 56(fX3) of the 1986 Code is
amended by striking out “paragraph (3XA)” and inserting in
lieu thereof “this subsection”.

(10) Sub ph (C) of section 56(f)X3) of the 1986 Code is
amended b ﬁding at the end thereof the following new sen-
tence: “If the taxpayer has 2 or more statements described in
the clause (or subclause) with the lowest number designation,
the applicable financial statement shall be the one of such
statements specified in regulations.”

(11XA) Subparagraph (F) of section 56(f)2) of the 1986 Code is
amended to read as follows:

“(F) TREATMENT OF TAXES ON DIVIDENDS FROM 936 COR-
PORATIONS.—

“(i) IN GeENERAL.—For purposes of determining the
alternative minimum tax foreign tax credit, 50 percent
of any withholding tax or income tax paid to a posses-
sion of the United States with res to dividends
received from a corporation eligible for the credit pro-
vided by section 936 shall be treated as a tax paid to a
Sore(ilgn country by the corporation receiving the divi-

en

“(ii) LovaraTion.—If the aggregate amount of the
dividends referred to in clause (i) for any taxable year
exceeds the excess referred to in paragraph (1), the
amount treated as a tax paid to a foreign country under
clause (i) shall not exceed the amount which would be
so treated without regard to this clause multiplied by a
fraction—

“(I) the numerator of which is the excess referred
to in paragraph (1), and
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“(II) the denominator of which is the aggregate
amount of such dividends.

“(iii) TREATMENT OF TAXES IMPOSED ON 936 CORPORA-
TiIoN.—For purposes of this subparagraph, taxes paid
by any corporation ehglble for the credit provi by
section 936 to a possession of the United States shall be
treated as a withholding tax paid with respect to an
dividend paid by such corporation to the extent aucﬁ
taxes would be treated as paid by the corporation
receiving the dividend under rules similar to the rules
of section 902 (and the amount of any such dividend
shall be increased by the amount so treated).”

(B) Clause (iii) of section 56(g)(4)(C] of the 1986 Code is
amended by striking out “clause (iiXI)” and inserting in lieu
thereof “clause (i)”.

(12) Clause (iii) of section 56(gX4XB) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “The J)rwedmg sentence shall not apply to any annuity
contract held under a plan described in section 403(a).’

(13) Paragraph (1) of section 56(c) of the 1986 Code is
amended—

(A) by striking out “ADJUSTED EARNINGS AND PROFITS” in
the paragraph heading and inserting in lieu thereof
“ADJUSTED CURRENT mnmucs and
(B) by sf out “ADJUSTED EARNINGS AND PROFTTS”
subparagraph (B) and inserting in heu
thereof * Amum CURRENT EARNINGS”

(14XA) Subsection (b) of section 56 of the 1986 Code is
amet;lded by adding at the end thereof the following new para-
graph:

“(3) TREATMENT OF INCENTIVE STOCK OPTIONS.—Section 421
shall not atpply to the transfer of stock acquired pursuant to the
exercise of an incentive stock option (as defined in section
422A). The adjusted basis of any stock so acquired shall be
determined on the basis of the treatment prescribed by the
preceding sentence.”

&Eﬁragraph (3) of section 57(a) of the 1986 Code is hereby

re

(C) The amendments made by this paragraph shall apply with
respect to options exercised after December 31, 1987.

(15) Clause (i) of sectlon 56(aX1)(A) of the 1986 Code is
amended stnlung out ‘REAL” in the heading and inserting in
16 The heading of paragraph, (1) of 56(b) of the 1986

| paragraph (1) of section of the
Code is amended by striking out “rrEmMizED”.

(17 SubEaragra ph (A) of section 56(gX4) of the 1986 Code is
a;nended y adding at the end thereof the following new
clauses:

“(vi) ELECTION TO HAVE CUMULATIVE LIMITATION.—
‘““I) In GENERAL.—In the case of any property
placed in service during a taxable year to which an
election under this clause applies, in lieu of apply-
ing clause (i), the depreciation deduction for such
property for any taxable year shall be the lesser of
the accumulated 168(g) depreciation or the
accumulated book depreciation; reduced by the
aggregate amount of the depreciation deductions



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3431

determined under this subclause with respect to
such roperty for prior taxable years.

CCUMULATED 166(g) DEPRECIATION.—For
purposes of this clause, the term ‘accumulated sec-
tion 168(g) depreciation’ means the aggregate
amount of the depreciation deductions determined
under the alternative system of section 168(g) with
respect to the property for all periods before the
close of the taxable year.

‘(II1) ACCUMULATED BOOK DEPRECIATION.—For
purposes of this clause, the term ‘accumulated
book depreciation’ means the aggregate amount of
the depreciation deductions determined under the
method used for book purposes with respect to the
property for all periods before the close of the
taxable year.

“(IV) ELEcTiON.—The taxFayer may make an
election under this clause for any taxable year
beginning after 1989. Such an election, once made
with respect to any such taxable year, shall apply
to all property placed in service during such tax-
able year, and shall be irrevocable.

“(V) SIMILAR RULES FOR PROPERTY DESCRIBED IN
CLAUSE (i), (iii), orR (iv).—Rules similar to the
rules of the preceding provisions of this clause
shall also apply in the case of property to which
clause (ii), (i11), or (iv) applies.

“(viifg SpECIAL lau.u.n:l FOR l:?ed!i“m pnorm;rz'ﬁ—(lg) i(;gJe

case of any property descri in paragrap. , (2), (3),

or (4) of section 168(f), the amount of depreciation

allowable for purposes of the regular tax shall be

treated as the amount allowable under the alternative
ystem of section 168(g).”

(18) Paragra h (4) of section 56(g) of the 1986 Code is amended

by adding at the end thereof the following new subparagraph:

“I) ApgusTeD BAsis.—The adjusted basis of any property

with respect to which an adjustment under this paragraph

applies shall be determined by applying the treatment
prescribed in this paragraph.”
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(19) Subsection (a) of section 56 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:
“(8) SECTION 87 NOT APPLICABLE.—Section 87 (relating to alco-
hol fuel credit) shall not apply.”
(c) AMENDMENTS TO SECTION 57 OF THE 1986 CoDE.—

(1) Clause (iii) of section 57(a)5XC) of the 1986 Code is
amended b?r inserting “(whether a current or advance refund-
ing)” after “any refunding bond’".

(2) Clause (i) of section 57(a)}(5)XC) of the 1986 Code is amended
to read as follows:

“@i) IN GeNERAL.—For purposes of this part, the term
‘specified private activity bond’ means any private
activity bond (as defined in section 141) which is issued
after August 7, 1986, and the interest on which is not
includible in gross income under section 103."

(3) Subparagraph (A) of section 57(a}6) of the 1986 Code is
amended by inserting “or 642(c)"’ after “‘section 170".

(d) AMENDMENTS TO SECTION 58 OF THE 1986 CoDE.—

(1) Paragraph (2) of section 58(a) of the 1986 Code is
amended—

(é&) by striking out ‘“(as modified by section 461(iX4)XA))",
an

(B) by striking out ‘“section 469(d), without regard to
paragraph (1)B) thereof”’ and inserting in lieu thereof “sec-
tion 469(c)”.

(2) Paragraph (3) of section 58(a) of the 1986 Code is amended
by striking out “section 469(g)1XC)” and inserting in lieu
thereof “section 469()2)”.

(3) Subsection (a) of section 58 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

“(4) DETERMINATION OF L0SS.—In determining the amount of
the loss from any tax shelter farm activity, the adjustments of
sections 56 and 57 shall apply.”

(4) Subsection (b) of section 58 of the 1986 Code is amended by
striking out paragraphs (1), (2), and (3), and inserting in lieu
thereof the following:

“(1) the adjustments of sections 56 and 57 shall apply,

“(2) the provisions of section 469(m) (relating to phase-in of
disallowance) shall not apply, and

“(3) in lieu of applying section 469()(7), the passive activity
loss of a taxpayer shall be computed without regard to qualified
housing interest (as defined in section 56(e)).”

(e) AMENDMENTS TO SECTION 59 oF THE 1986 CopE.—

(1) Paragraph (2) of section 59(e) of the 1986 Code is amended
by striking out ‘“would have been allowable as a deduction” and
inserting in lieu thereof “would have been allowable as a
deduction (determined without regard to section 291)”.

(2) Subsection (h) of section 59 of the 1986 Code is amended by
striking out “taxable year—"' and all that follows and inserting
in lieu thereof “taxable year with the adjustments of sections
56, 57, and 58."

(3) Paragraph (1) of section 59(a) of the 1986 Code is amended
by striking out “and” at the end of subparagraph (B), by strik-
ing out the period at the end of subparagraph (C) and inserting
in lieu thereof “, and”, and by adding at the end thereof the
following new subparagraph:
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‘(D) the determination of whether argr income is high-
taxed income for purposes of section 904(dX2) were made on
the basis of the apﬂlicahle rate specified in section
55(bX1XA) in lieu of the highest rate of tax specified in
section 1 or 11 (whichever applies).”

(4) Subsection (i) of section 59 of the 1986 Code is amended—

(A) by striking out “of this subtitle” and inserting in lieu
thereof “of this subtitle (other than this part)”, and

(B) by striking out “by this title” and inserting in lieu
thereof “by this subtitle”.

(f) TRANSITIONAL PROVISIONS.—

(1) In the case of the taxable year of an estate or trust which 26 USC 55 note.
begins before Jan 1, 1987, and ends on or after such date,
the items of tax preference apportioned to any beneficiary of
such estate or trust under section 58(c) of the Internal Revenue
Code of 1954 (as in effect on the day before the date of the
enactmer;_t of the Tax Rfefgerm Act of lm) shall bt(-: ot?k&n into
account for purposes o termining amoun e tax
imposed by section 55 of the Internal Revenue Code of 1986 (as
amended by the Tax Reform Act of 1986) on such beneficiary for
such beneficiary’s taxable year in which such taxable year of
the estate or trust ends.

(2) The last sentence of subparagraph (B) of section 7T01(f)6) of
the Reform Act is amended to read as follows: “The aggregate 26 USC 55 note.
amount of investment tax credits with respect to the unit in
Mississippi allowed solely by reason of being described in this
sub3paragraph shall not exceed $141,000,000.”

(3) Subsection (f) of section 701 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

“(7) AGREEMENT VESSEL DEPRECIATION ADJUSTMENT.—

“(A) For purposes of part VI of subchapter A of chapter 1
of the Internal Revenue Code of 1986, in the case of a

ualified taxpayer, alternative minimum taxable income
or the taxable year shall be reduced by an amount equal to
the agreement vessel deg:aciat.ion adjustment.

“(B) For purposes of this paragraph, the agreement vessel
depreciation adjustment shall be an amount equal to the
depreciation deduction that would have been allowable for
such year under section 167 of such Code with respect to
agreement vessels placed in service before January 1, 1987,
if the basis of such vessels had not been reduced under
section 607 of the Merchant Marine Act of 1936, as
amended, and if depreciation with respect to such vessel
had been computed using the 25-year straight-line method.
The aggregate amount Ey which basis of a qualified tax-
payer is treated as not reduced by reason of this subpara-
graph shall not exceed $100,000,000.

“(C) For purposes of this paragraph, the term ‘qualified
taxpayer’ means a parent corporation incorporated in the
State of Delaware on December 1, 1972, and engaged in
water transportation, and includes any other corporation
which is a member of the affiliated group of which the
parent corporation is the common parent. No taxpayer
shall be treated as a qualified corporation for any taxable
year beginning after December 31, 1991.”

(4XA) If any property to which this paragraph applies is 26 USC 57 note.
placed in service in a taxable year which begins before Janu-



102 STAT. 3434

26 USC 59 note.

PUBLIC LAW 100-647—NOV. 10, 1988

ary 1, 1987, and ends on or after August 1, 1986, the item of tax
preference determined under section 57(a) of the Internal Reve-
nue Code of 1954 (as in effect on the day before the date of the
enactment of the Tax Reform Act of 1986) with respect to such
property shall be the excess of—

(i) the amount allowable as a deduction for depreciation

or amortization for such taxable , Over
(ii) the amount which would be determined for such
taxable year under the rules of aph (1) or (5) (which-

ever is appropriate) of section 56(a) of the Internal Revenue
Code of 1954 (as amended by the Tax Reform Act of 1986).

(B) This paragraph shall apply to any property—

(i) which is described in paragraph (4) or (12) of section
57(3) of the Internal Revenue Code of 1954 (as so in effect),
an

(ii) to which paragraph (1) or (5) of section 56(a) of the
Internal Revenue Code of 1986 would apply if the taxable

ear3 lre{%%réad to in subparagraph (A) began after Decem-

r 31, ;

(5) In determining the amount of the alternative minimum
tax foreign tax it under section 59 of the 1986 Code, there
shall not be taken into account any taxes paid or accrued in a
taxable year beginning after December 31, 1986, which are
treated under section 904(c) of the 1986 Code as paid or accrued
in a taxable year beginning on or before December 31, 1986.

MISCELLANEOUS AMENDMENTS.—

(1) Subparagraph (K) of section 26(b)X2) of the 1986 Code is
amended by striking out the comma at the end thereof and
inserting in lieu thereof “).”.

(2XA) So much of section 38(c) as precedes paragraph (4)
thereof is amended to read as follows:

“(c) LimrtATION BASED ON AMOUNT OF TAX.—

“(1) IN geNeEraL.—The credit allowed under subsection (a) for
any taxable year shall not exceed the excess (if any) of the
taxpayer’s net income tax over the greater of—

“(A) the tentative minimum tax for the taxable year, or

“(B) 25 percent of so much of the taxpayer’s net regular
tax liability as exceeds $25,000.

For purposes of the preceding sentence, the term ‘net income
tax’ means the sum of the regular tax liability and the tax
imposed by section 55, reduced by the credits allowable under
subparts K and B of this part, and the term ‘net regular tax
liability’ means the regular tax liability reduced by the sum of
the credits allowable under subparts A and B of this part.

‘2) REGULAR INVESTMENT TAX CREDIT MAY OFFSET 25 PERCENT
OF MINIMUM TAX.—

“(A) IN GENERAL.—In the case of a C corporation, the
amount determined under paragraph (1XA) shall be re-
duced by the lesser of—

“(i) the portion of the regular investment tax credit
not used against the normal limitation, or

“(ii) 25 percent of the taxpayer’s tentative minimum
tax for the taxable year.

‘‘B) PORTION OF REGULAR INVESTMENT TAX CREDIT NOT
USED AGAINST NORMAL LIMIT.—For purposes of subpara-
graph (A), the portion of the regular investment tax credit
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for any taxable year not used against the normal limitation
is the excess (if any) of—

‘(i) the portion of the credit under subsection (a)
which is attributable to the application of the regular
percentage under section 46, over

“(ii) the limitation of paragraph (1) (without regard to
this paragraph) reduced by the portion of the credit
under subsection (a) which 1s not so attributable.

“(C) LmmaraTioN.—In no event shall this paragraph
permit the allowance of a credit which would result in a net
chapter 1 tax less than an amount equal to 10 percent of
the amount determined under section 55(b)X1XA) without
regard to the alternative tax net operating loss deduction.
For purposes of the preceding sentence, the term ‘net chap-
ter 1 tax’ means the sum of the regular tax liability for the
taxable year and the tax imposed by section for the
taxable year, reduced by the sum of the credits allowable
under this part for the taxable year (other than under
section 34).”

(B) Subsection (c) of section 38 of the 1986 Code is amended—

(i) by redesignating paragraph (4) as paragraph (3), and

(ii) by striking out “subparagraphs (A) and (B) of para-
graph (1)” each place it agpears in such agraph and
inserting in lieu thereof “subparagraph (B) of paragraph (1).

(3XA) Subsection (c) of section 47 of the 1986 Code is amended
by striking out “or D” and inserting in lieu thereof “D, or G”.

(B) Subparagraph (D) of section 42(jX4) of the 1986 Code is
?‘:ﬁ:end&c}, by striking out “or D” and inserting in lieu thereof

,or G”,

(4) The last sentence of clause (ii) of section 53(dX1XB) of the
1986 Code is amended by striking out ‘“‘earnings and profits”
and inserting in lieu thereof “‘current earnings”.

(5) Sections 173(b), 174(eX2), and 263(c) of the 1986 Code are
each amended by striking out “section 59(d)” and inserting in
lieu thereof “section 59(e)”.

(6) Section 511 of the 1986 Code is amended by striking out
subsection (d).

(7) Sections 616(e) and 617(j) of the 1986 Code are each
amended by striking out “section 58(i)" and inserting in lieu
thereof “section 59(e)”.

(8) Paragraph (4) of section 70l(c) of the Reform Act is 26 USC 38.
amended by striking out “section 631(a)” and inserting in lieu
th?B)reoSf ‘l;section 2213(?1)3’;.01‘ section 1362(e)5) of the 1986 Code i

ubparagra on e e e is

amended b; stn.tmg out “Subsection (dX2)"” and inserting in
lieu thereof “Subsection (d)”.

(10) Subsection (a) of section 6154 of the 1986 Code (as in effect
before its repeal bﬁy the Revenue Act of 1987) is amended
gtét;lf}ng out “11, 59A” and inserting in lieu thereof “11, 55,

(11) Paragraph (1) of section 962(a) of the 1986 Code is
amended—
(A) by striking out “section 1” and inserting in lieu
thereof “‘sections 1 and 55", and
(B) by striking out “section 11” and inserting in lieu
thereof “‘sections 11 and 55”.
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(12) Subeect:qf;_ (h) of aectmn 32 of the 1986 Cc;:de is amended

stnkmg out “for taxpa than corporations”.

(13)A) Subsection (d) of aecl:mn 2 of the 1986 Code is amanded
by striking out “the tax imposed by section 1” and inserting in
lieu thereof “the taxes imposed by sections 1 and 55"

(B) Subsection (d) of section 11 of the 1986 Code is amended by
striking out “the tax imposed by subsection (a)” and inserting in
15158!1;1 thereof “the taxes imposed by subsection (a) and section

SEC. 1008. AMENDMENTS RELATED TO TITLE VIII OF THE REFORM ACT.

Regulations.

REeLATED TO SECTION 801 OF THE REFORM ACT.—

) AMENDMENTS
(1XA) Subparagraph (B) of section 448(dX2) of the 1986 Code

(defining qualified personal service corporation) is amended by
striking out “or indirectly” and inserting in lieu thereof “(or
ing through 1 or more partnerships, S co rat:ons, or
qualified personal service co ratlona not descri
graph (2) or (3) of subsection (a))”.
) Section 448(d) of the 1986 Code is amended by adding at
the end thereof the following new
“(8) USE OF RELATED PARTIES, iﬁe Secretary shall pre-
scribe such regulations as may be neoessary to prevent the use
of related parties, thru entat:lea, or intermediaries to avoid
the application of this section
(2) Subparagraph (C) of section 448(d)X4) of the 1986 Code
(relating to special rules for application of paragraph (2)) is
amended by striking out “all such members” and inserting in
lieu thereof “such group”.
3 ph (2) of section 461(i) of the 1986 Code is amended
to read as follows:
“(2) SPECIAL RULE FOR SPUDDING OF OIL OR GAS WELLS.—
“(A) In GeENERAL.—In the case of a tax shelter, economic
performance with respect to amounts paid during the tax-
able year for drilling an oil or gas well shall be treated as
having occurred within a taxable year if drilling of the well
commences before the close of the 90th day after the close
of the taxable year.
“(B) DEDUCTION LIMITED TO CASH BASIS.—

“(i) TAX SHELTER PARTNERSHIPS.—In the case of a tax
shelter which is a partnershlp. in applymgb section
704(d) to a deduction or loss for anﬁ le year
attributable to an item which is deductible by reason of
subparagraph (A), the term ‘cash basis’ shall be sub-
stituted for the term ‘adjusted basis’.

“(ii) OTHER TAX SHELTERS.—Under regulations pre-
scribed by the Secretary, in the case of a tax shelter
other than a art.nershxp, the ate amount of the
deductions a]]p wable by reason of subparagraph (A) for
any taxable year shall be limited in a manner similar
to the limitation under clause (i).

“(C) CasH Basis DEFINED.—For purposes of subparagraph
(B), a ner’s cash basis in a partnership shall be equal to
the adjusted basis of such partner’s interest in the partner-
ship, determined without regard to—

“(i) any liability of the partnership, and .

“(i1) any amount borrowed by the partner with re-
spect to such partnership which—
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“(I) was arranged by the partnership or by any
person who participated in the organization, sale,
or management of the partnership (or any person
related to such person within the meaning of sec-
tion 465(b)(3)C)), or

“(II) was secured by any asset of the partner-

ship

(4) Section 464 of the 1986 Code (relating to limitations on
deductions for certain farming expenses) is amended by adding
at the end thereof the following new subsection:

“(g) TERMINATION.—Except as provided in subsection (f), subsec-
tions (a) and (b) shall not apply to any taxable year beginning after
December 31, 1986.”

(5) Paragraph (4) of section 801(d) of the Reform Act is amend- 26 USC 448 note.
ed by striking out “the completed contract method” and insert-
ing in lieu thereof “a method of accounting for long-term
contracts”.

(6) Section 801(d) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(5) SPECIAL RULE FOR PARAGRAPHS (2) AND (3).—If any loan,
lease, contract, or evidence of any transaction to which para-
graph (2) or (3) applies is transferred after June 10, 1987, to a
person other than a related party (within the meaning of para-
graph (2)), paragraph (2) or (3) shall cease to apply on and after
the date of such transfer.”

(7) Paragraph (3) of section 448(d) of the 1986 Code is amended
by adding at the end thereof the following new sentence: “An S
corporation shall not be treated as a tax shelter for purposes of
this section merely by reason of being required to file a notice of
exemption from registration with a State agency described in
section 461(i)(3)(A), but only if there is a requirement applicable
to all corporations offering securities for sale in the State that
to be exempt from such registration the corporation must file
such a notice.”

(8) Subparagraph (C) of section 448(dX4) of the 1986 Code is
amended by striking out “substantially all of” and inserting in
lieu thereof “90 percent or more of”".

(9) Paragraph (3) of section 448(c) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:

“(D) TREATMENT OF PREDECESSORS.—Any reference in this
subsection to an entity shaJl include a reference to any
predecessor of such entity.

(b) AMENDMENTS RELATED TO SECTION 803 OF THE REFORM ACT.—

(1) Paragraph (2) of section 263A(a) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence:
“Any cost which (but for this subsection) could not be taken into
account in computing taxable income for any taxable year shall
not be treated as a cost described in this paragraph.”

(2) Section 263A(c) of the 1986 e (relating to general
exceptions) is amended—

(A) by striking out “263(c), 616(a), or 617(a)"” and inserting
in heu thereof ““263(c), 263(i), 291(bX2), 616, or 617", and
(B)hby -adding at the end thereof the followmg new para-

grap
“(6) COORDINATION WITH SECTION 59(e).—Paragraphs (2) and
(3) shall apply to any amount allowable as a deduction under
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section 59(e) for qualified expenditures described in subpara-
graphs (B), (C), (D), and (E) of paragraph (2) thereof.”

(8) Subparagraph (B) of section 263A(dX2) of the 1986 Code
(relating to special rule for person with minority interest who
materially participates) is amended—

(A) by striking out “such grove, orchard, or vineyard” in
clause (i) and inserting in lieu thereof “the plants described
in subparagraph (A) at all times during the taxable year in
which such amounts were paid or incurred”, and

(B) by striking out ‘“such grove, orchard, or vineyard
during the 4-taxable year period beginning with the taxable
year in which the grove, orchard, or vineyard was lost or
damaged” and inserting in lieu thereof “‘the plants de-
scribed in subparagraph (A) during the taxable year in
which such amounts were paid or incurred”.

(4) Paragraph (3) of section 263A(f) of the 1986 Code (relating
to interest relating to property used to produce property) is
amended—

‘(A) by striking out “incurred or continued in connection
with” and inserting in lieu thereof “allocable (as deter-
mined under paragraph (2)) to”, and

(B) by inserting “(as so determined)” after “allocable”.

(5) Section 447(b) of the 1986 Code is amended—

(A) by striking out “of”’ before “expenses”, and

(B) by striking out “oF”’ before “ExpeNsgs”’ in the heading
thereof.

(6) Section 447(gX1) of the 1986 Code is amended by striking
out “trade or business of farming” each place it appears and
inserting in lieu thereof ““qualified farming trade or business”.

(7) Paragraph (4XA)Xi) of section 803(d) of the Reform Act is
amended by striking out “203"” each place it appears and insert-
ing in lieu thereof “204”.

(8) The allocation used in the regulations prescribed under
section 263A(h)2) of the Internal Revenue Code of 1986 for
apportioning storage costs and related handling costs shall be
determined by dividing the amount of such costs by the begin-
ning inventory balances and the purchases during the year and
by multiplying the resulting allocation ratio by inventory
amounts determined in accordance with the provisions of the
joint explanatory statement of the committee of conference of
the conference report accompanying H.R. 3838 (H.R. Rept. No.
99-841, Vol. I1., 99th Cong., 2d Sess. II-306-307 (1986)).

(c) AMENDMENTS RELATED TO SECTION 804 OF THE REFORM ACT.—

(1) Paragraph (3) of section 460(b) of the 1986 Code is
amended—

(A) by striking out “subparagraph” and inserting in lieu
thereof “paragraph”,

(B) by striking out “paragraph (1)” each place it appears
in subparagraph (B) and inserting in lieu thereof “‘subpara-
graph (A)’, and

(C) by striking out “paragraph (1)’ in subparagraph (C)
and inserting in lieu thereof “subparagraph (B)”.

(2X(A) Section 460(b) of the 1986 Code (relating to percentage
of completion method) is amended by adding at the end thereof
the following new paragraph:

“(4) SPECIAL RULES.—
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“(A) SIMPLIFIED METHOD OF COST ALLOCATION.—In the case
of any long-term contract, the Secretary may prescribe a
simplified procedure for allocation of costs to such contract
in lieu of the method of allocation under subsection (c).

“(B) LOOK-BACK METHOD NOT TO APPLY TO CERTAIN CON-
TRACTS.—Paragraph (2XB) and subsection (a)}2) shall not
apply to any contract—

“i) gross price of which (as of the completion of
the contract) does not exceed the lesser of—
“(I) $1,000,000, or
"(H)lpereentoftheaverageannual%romre-
ceipts of the taxpayer for the 3 taxable years
preceding the taxable year in which the contract
was completed, and
“(ii) which is completed within 2 years of the contract
commencement date.
For purposes of this subparagraph, rules similar to the
rules of subsections (eX2) and (fX3) shall s.p;:ul‘{ml

(B) Section 460(b)2) of the 1986 Code is amen: by striking
out “In” ]:1?8 inserting in lieu thereof “Except as provided in

in”.

(3) Subparagraph (B) of section 804(dX2) of the Reform Act is 26 USC 460 note.
amended b out “section 263A(cX5)” and inserting in
lieu th: “section 460(cX5)”.

(4A) Paragraph (3) of section 460(b) of the 1986 Code is
:;nended by adding at the end thereof the following new sen-

nees:

“For purposes of the preceding sentence, any amount received
or accrued after cumpgehon of the contract shall be taken into
account by discounting (using the Federal mid-term rate deter-
mined under section 1274((1) as of the time such amount was
received or accrued) such amount to its value as of the comple-
tion of the contract. The taxpayer may elect with respect to anK
cont% to have the preceding sentence not apply to suc
cont: ”

(B) Subparagraph (B) of section 460(bX2) of the 1986 Code is
amended by out “completion of the contract” and

in lieu thareof “completion of the contract (or, with

respect to any amount recelveg or accrued after completion of
the contract, when such amount is so received or accrued)”.
(d) AMENDMENT RELATED TO SECTION 805 OF THE REFORM AcCT.—

(1) Section 166(dX1XA) of the 1986 Code is amended by stnkmg
out “subsectaons (a) and (¢)” and inserting in lieu thereof

“subsection (a)”.
(2)Subsect10n(b]oi‘sectmn 805 of the Reform Act is amended 26 USC 166.
lf%s inserting “, as amended by section 901(dX4),” after “Section

(3) Subsection (a) of section 582 of the 1986 Code is amended
by striking out “subsections (a), (b), and (c) of section 166” and
inserting in lieu thereof “subsections (a) and (b) of section 166”.

(e) AMENDMENTS RELATED TO SECTION 806 OF THE REFORM ACT.—

(1XA) Clause (i) of section 706(bX1XB) of the 1986 Code is
amended to read as follows:

“(i) the mqgority interest taxable year (as defined in
paragraph (4)),”.

B ph (4) of section T06(b) of the 1986 Code is amended

to read as fo :
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“4) MAJORITY INTEREST TAXABLE YEAR; LIMITATION ON RE-
QUIRED CHANGES.—

“(A) MAJORITY INTEREST TAXABLE YEAR DEFINED.—For
purposes of paragraph (1)(B)i)—

‘(i) IN GeNErAL.—The term ‘majority interest tax-
able year’ means the taxable year (if any) which, on
each testing day, constituted the taxable year of 1 or
more partners having (on such day) an aggregate in-
terest in partnership profits and capital of more than
50 Percent.

*(ii) TesTING DAYS.—The testing days shall be—

“(I) the 1st day of the partnership taxable year
(determined without regard to clause (i), or

“(II) the days during such representative period
as the Secretary may prescribe.

“(B) FURTHER CHANGE NOT REQUIRED FOR 3 YEARS.—
Except as provided in regulations necessary to prevent the
avoidance of this section, if, by reason of paragraph (1(B)i),
the taxable year of a partnership is changed, such partner-
ship shall not be required to change to another taxable year
for eith’gr of the 2 taxable years following the year of

change.

(2) Clause (iii) of section T06(b)1XB) of the 1986 Code is
amended by striking out “or such other period as the Secretary
may prescribe in regulations” and inserting in lieu thereof
“unless the Secretary by regulations prescribes another period”.

(3) Section 706(b) of the 1986 Code is amended by adding at the
end thereof the following new paragraph:

“(5) APPLICATION WITH OTHER SECTIONS.—Except as provided
in regulations, for purposes of determining the taxable year to
which a partnership is required to change by reason of this
subsection, changes in taxable years of other persons required
by this subsection, section 441(i), section 584(h), section 645, or
section 1378(a) shall be taken into account.”

(4) Paragraph (2) of section 441(i) of the 1986 Code (defining

personal service corporation) is amended by adding at the end
thereof the following:
“A corporation shall not be treated as a personal service cor-
poration unless more than 10 percent of the stock (by value) in
such corporation is held by employee-owners (within the mean-
ing of section 269A(b)2), as modified by the preceding sentence).
If a corporation is a member of an affiliated group filing a
consolidated return, all members of such group shall be taken
into account in debermjningr whether such corporation is a
personal service corporation.’

(5XA) Section 584 of the 1986 Code (relating to common trust
funds) is amended by adding at the end thereof the following
new subsection:

“(h) TaxaBLE YEAR oF CommoN Trust Funp.—For purposes of
this subtitle, the taxable year of any common trust fund shall be the
calendar year.”

26 USC 584 note. (B) The amendment made by subparagraph (A) shall take
effect as if included in the amendments made by section 806 of
the Reform Act, except that section 806(e)1) shall be ag lied by
substituting “December 31, 1987" for “December 31, 1986”. For
purposes of section 806(e)2) of the Reform Act—
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(i) a participant in a common trust fund shall be treated
in the same manner as a partner, and
(ii) subparagraph (C) thereof shall be applied by substitut-
ing “December 31, 1987” for “December 31, 1986” and as if
it did not contain the election to include all income in the
short taxable year.
(6) Section 806(cX2) of the Reform Act is amended by striking 26 USC 267.

%'é?( ‘;(Szgﬁtion 267(a)” and inserting in lieu th “Section
a »

(7) Subparagraph (C) of section 806(eX2) of the Reform Act is 26 USC 1378
amended— note.

an(él} by striking out “(including such short taxable year)”,

(B) by striking out “short taxable year” the second place
it ap%em and inserting in lieu thereof “the partner'’s or
shareholder’s taxable year with or within which the part-
nership’s or S corporation’s short taxable year ends”.

® S?gt).l%l; 806(e}2) of the Reform Abclt is :;u;,endeg—-

striking out “any taxable year” and inserting in
lieu thereof “the er's first taxable year inni
after December 31, 1986”, and

(B) by striking out “taxpayer’”’ each place it appears and
inserting in lieu thereof “Rannership, S corporation, or
personal service corporation’.

(9) Nothing in section 806 of the Reform Act or in any 26 USC 1378
legislative history relating thereto shall be construed as requir- note.
ing the Secretary of the Treasury or his delegate to permit an
automatic change of a taxable gear

(10) Subsection (e) of section 806 of the Reform Act is amended 26 USC 1878
by adding at the end thereof the following new paragraph: note.

“(3) BAsIS, ETC. RULES.—

_ “(A) Basis rRuLE.—The adjusted basis of any partner’s
interest in a partnership or shareholder’s stock in an S
corporation shall be determined as if all of the income to be
taken into account ratably in the 4 taxable years referred to
in paragraph (2)(C) were included in gross income for the
1st of such taxable years.

“(B) TREATMENT OF DISPOSITIONS.—If any interest in a
gtnership or stock in an S corporation is disposed of

ore the last taxable year in the spread period, all

amounts which would be included in the gross income of

the partner or shareholder for subsequent taxable years in

the spread period under paragr:iph (2XC) and attributable

to the interest or stock disposed of shall be included in gross

income for the taxable year in which the disposition occurs.

For purposes of the preceding sentence, the term ‘spread

period’ means the period consisting of the 4 taxable years
referred to in paragraph (2XC).”

() AMENDMENTS RELATED TO SECTION 811 OF THE REFORM AcCT.—

(1) Paragraph (4) of section 453C(b) of the 1986 Code is

(A) by striking out “at any time during” and inserting in
lieu thereof “as of the close of”’, and

(B) by striking out “as of the close of such taxable year in
lieu” and inserting in lieu thereof “as of the close of such
t.axabblteadgxrlear (determined by not taking into account any
indeb ess described in paragraph (3XB)) in lieu”
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(2) So much of paragraph (2) of section 453C(d) of the 1986
t(:Jcoltl:le as precedes subparagraph (A) is amended to read as

ollows:

“(2) EXCESS ALLOCABLE INSTALLMENT INDEBTEDNESS.—If the
allocable installment indebtedness for any taxable year exceeds
the amount which may be allocated under paragraph (1) to
applicable installment obligations arising in (and outstanding as
of the close of) such taxable year, such excess shall—".

(3) Subparagraph (A) of section 453C(e)(1) of the 1986 Code is
amended by adding at the end thereof the following new
sentence:

“Such term also includes any obligation held by any person
if the basis of such obligation in the hands of such person is
determined (in whole or in part) by reference to the basis of
such obligation in the hands of another person and such
obligation was an applicable installment obligation in the
hands of such other person.”

(4) Paragraph (2) of section 453C(e) of the 1986 Code (relating
to aggregation rules) is amended by striking out ‘“For” and
}nserting in lieu thereof “Except as provided in regulations,
or’”’.

(5) Subparagraph (B) of section 453C(e)4) of the 1986 Code is
amended by striking out “or (3)".

(6) Paragraph (4) of section 811(c) of the Reform Act is
amended by striking out the second subparagraphs (D) and (E).

(7) Paragraph (5) of section 811(c) of the Reform Act is
amended by striking out “October 23, 1985” each place it ap-
pears and inserting in lieu thereof “October 23, 1984”.

(8) Section 811(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(9) SpeciAL RULES.—For purposes of section 453C of the 1986
Code (as added by subsection (a))—

“(A) REVOLVING CREDIT PLANS, ETC.—The term ‘applicable
installment obligation’ shall not include any obligation aris-
ing out of any disposition or sale described in paragraph (1)
gll'z((a'!))of section 453(k) of such Code (as added by section

a)).

“(B) CERTAIN DISPOSITIONS DEEMED MADE ON FIRST DAY OF
TAXABLE YEAR.—In the case of a taxpayer’s 1st taxable year
ending after December 31, 1986, dispositions after February
28, 1986, and before the 1st day of such taxable year shall
be treated as made on such 1st day.”

(9) For purposes of applying the amendments made by this
subsection and the amendments made by section 10202 of the
Revenue Act of 1987, the provisions of this subsection shall be
treated as having been enacted immediately before the enact-
ment of the Revenue Act of 1987.

(g) AMENDMENTS RELATED TO SECTION 812 OF THE REFORM ACT.—

(1) Section 453 of the 1986 Code is amended by redesignating
the subsection (j) added by section 812 of the Reform Act as
subsection (k).

(2) Subsection (c) of section 453A of the 1986 Code (as in effect
on the date before the date of the enactment of the Revenue Act
of 1987) is amended by striking out “453(j)”” and inserting in lieu
thereof “453(k)”.
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(8) Paragraph (1) of section 812(c) of the Reform Act is 26 USC 453 note.
amended by striking out dparagmph (2)” and inserting in lieu
thereof “paragraphs (2) and (3)”
byw Subsection (c) of sectui-ln(g)m of the Refo;m:;j&ct lc.ili amended

redesignating a as paragraph (3) and inserting

after paragraph (1: the fol lf new paragra.

‘(2) SALES OF STOCK, ETC. ion 453(1:)(2) of the Internal
Revenue Code of 1986, as added by subsection (a), shall apply to
sales after December 31, 1986, in taxable years ending after

such date.”
(5) Paragraph (3) of section 812(c) of the Reform Act (as so
redesignated) is amended by striking out subparagraphs (B) and

(C) and inserting in lieu thereof the following:

“(B) such change shall be treated as having been made
with the consent of the Secretary,

“/C) the period for taking into account adjustments under
section 481 of such Code by reason of such change shall be
equal to 4 years, and

‘D) except as provided in paragraph (4), the amount
takenintoaoouuntineachofmch4yaamshallbethe

pplicable percentage (determined in accordance with the
fo owing table) of the net adjustment:

The applicable
“In the case of the: percentage is:
1st taxable year 15
2nd taxable year 25
3rd taxable year 30
4th taxable year 30.
If the taxpayer’s last taxable year beginning before January 1,
1987, was the er's 1st taxable year in which sales were

made under a ving credit plan, all adjustments under
section 481 of such Code shall be taken into account in the
r's 1st taxable year after December 31, 1986.”
bsection (c) of sectlon 12 of the Reform Act is amended
addmgattheendthareofthefollowmgnew paragraphs:
“(4) ACCELERATION OF ADJUSTMENTS WHERE CONTRACTION IN

AMOUNT OF INSTALLMENT OBLIGATIONS.—
“(A) In GENERAL—If the percentage determined under
snbpamgraph (B) for any taxable year in the adjustment
period exceeds the tage which would otherwise apply
under IS)(D) for such taxable (determined
tﬁ apphenhon of this paragraph g prior taxable

yaars m( 1t]hfh adjustment period)—

i e percentage determined under subparagraph
(B) shall be substituted for the a Jxephcahle percentage
wlnch would otherwise apply under paragraph (3XD),

“{n} increase in the applicable percentage by
a(:?clauﬂ () shall be.a heddt:rreduce thll.:
lwable un paragrap
(3p)&)) for mment taxable years in the adjustment
a.bl with the lst of such subsequent tax-
e years
“(B) DETERMINATION OF PERCENTAGE.—For purposes of

subparagraph (A), the percentage determined under this
gugngmph for any taxable year in the adjustment period

is (if any) of—
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“(i) the percentage determined by dividing the aggre-
gate contraction in revolving installment obligations by
the aggregate face amount of such obligations outstand-
ing as of the close of the er'’s taxable year

before January 1, 1987, over
(ii) the sum of the ap hcable ercentages under
paragraph BXD) (as mod.dg paragraph) for
rior taxable years in the ad;ustment period.
AGGREGATE CONTRACTION IN REVOLVING INSTALLMENT

OBLIGATIONS.—For purposes of sub aph (B), the aggre-
gate contraction in revolving i ent obhgatlons is the
amount by which—

“(i) the aggregate face amount of the revolving
installment obhg'ahons outstanding as of the close of
the taxga;{rer s last taxable year beginning before Janu-

‘(n] aﬁregate face amount of the revolving
installment obligations outstanding as of the close of
the taxable year involved.

‘D) REVOLVING INSTALLMENT OBLIGATIONS.—For pur-
poses of this paragraph, the term ‘revolving installment
obligations’ means installment obligations arising under a
revolving credit plan.

“(E) TREATMENT OF CERTAIN OBLIGATIONS DISPOSED OF ON
OR BEFORE OCTOBER 26, 1987.—For p of subpara-
graphs (BXi) and (CXi), in determining tﬂe aggregate face
amount of revolving mstallment obligations outstanding as
of the close of the taxpayer’s last taxable year beginning
before January 1, 198'?athere shall not be taken into ac-
count an obligation—

“(S which was disposed of to an unrelated person on
or before October 26, 1987, or
“(ii) was disposed of to an unrelated person on or
after such date pursuant to a binding written contract
in effect on October 26, 1987, and at all times thereafter
before such chsposlt:lon.
For purposes of the preceding sentence, the term ‘unrelated
Rgrson means any % n who is not a related person (as
g 9§1aed in section 453(g) of the Internal Revenue Code of
“(5) LIMITATION ON LOSSES FROM SALES OF OBLIGATIONS UNDER

REVOLVING CREDIT PLANS.—If 1 or more obligations arising

under a l:j-ez%lvmg credit hg; gnd tak:fe 1:300 account unctl:ir

paragrap are uring justment period,
then, notwithstanding any other provision of law—

“(A) no losses from such dispositions shall be recognized,

and

“(B) the aggregate amount of the adjustment for taxable
years in the adjustment period (in reverse order of time)

shall be reduced by the amount of such losses.
‘“(6) ADJUSTMENT PERIOD.—For E-urposes of phs (4) and
Eg) the adjustment period is the under paragraph
(h) AMENDMENT RELATED TO SECTION 821 OF THE REFORM AcCT.—
26 USC 451 note. Section 821(b)X3) of the Reform Act is amended by adding at the end
thereof the following new sentence: “The preceding sentence shall
also apply to any taxable year beginning after August 16, 1986, and
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before January 1, 1987, if the taxpayer treated such income in the
same manner for the taxable preceding such taxable year.”
(i) AMENDMENT RELATED TO SECTION 822 OF THE REFORM ACT.—
Paragraph (1) of section 703(b) of the 1986 Code is amended by

striking out “or (dX4)”.
(j) AMENDMENTS RELATED TO SECTION 824 OF THE REFORM AcCT.—
(1) Section 6501(0) of the 1986 Code which relates to cross

references is amended by stri out aph (3).
(2) Parag'raph 4) of section 824(c) of the form Act is amend- 26 USC 118 note.
ed by out “‘an indemnity ag'reement” and inserting in

lieu thereof “an underwriting agreement”.
SEC. 1009. AMENDMENTS RELATED TO TITLE IX OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 901 OF THE REFORM ACT.—
(1) Sub ph (C) of section 46(e)X4) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tences: “Notwithstanding the preceding provisions of this
subparagmﬁh, any such election shall terminate effective with
respect to the 1st taxable year of the organization making such
election which begins after 1986 and during which such
organization (or any successor organization) was not at any time
the lessee under any lease of regular investment tax credit
Property For purposes of the precedmg sentence, the term
regular investment tax credit property’ means any section 38
property if the regular e(rercent.age applied to such property and
the amount of qualified investment with respect to such prop-
erty would have been reduced under paragraph (1) but for an
election under thls subparagra;

(2XA) Paragraph (5) of section 585(c) of the 1986 Code is
anllJended by &d at the end thereof the following new
su

“(C) ON MADE BY EACH MEMBER.—In the case of a
parent-subsidiary controlled group, any election under this
section shall be made separately by each member of such
group.”

(B) Subclause (I) of section 585(cX3XAXiii) of the 1986 Code is
amended by striking out “or such greater amount as the tax-

may designate” and inserting in lieu thereof “or such

i her percentage of such net amount as the taxpayer may

© d?da? (ii) of section 585(cX3XB) of the 198‘? Code is
amen: striking out “designates an amount” and inserting
in lieu thereof “elects a higher percentage”.

3 Paragra&e(‘!) of section 585(c) of the 1986 Code is amended
by adding at end thereof the following new sentence:

“If the amount of the reserve referred to in subparagraph (B) as of
the close of taxable year exceeds the outstan ce (as of
such time) of loans referred to in sub ph (B), such excess
shall be included in gross income for su,chl::-;:;‘i)ll.:.el 4

(b) AMENDMENTS RELATED TO SECTION 902 OF THE REFORM AcCT.—

(1) Paragraph (3) of section 902(f) of the Reform Act is State listing.
amended— 26 USC 265 note.

(A) in subparag'ra h (F), by striking out “distribution
iqonip;ny msel:'tmg y'heu th%reof “distribution

acili

(B) in subparagraph (L), out “waterfront

project” and maertml; in lxel.})y thereof 2 Festival Market



102 STAT. 3446

26 USC 265 note.

PUBLIC LAW 100-647—NOV. 10, 1988

Place projects at Union Pier Terminal and 1 project at the
Remount Road Container Yard, State Pier No. 15 at North
Charleston Terminal”,

(C) in aubparagraph (M), by striking out “Pontabla” and
inserting in lieu thereof “Pontalba”,

(D) in subparagraph (P), by striking out “Birmingham,
Alabama,” and inserting in lieu thereof “Homewood, Ala-
bama, the”, and

(E) by adding at the end thereof the following new
subparagraphs:

“(T) Bellows Falls, Vermont—building project.

“(U) East Broadway Project, Louisville, Kentucky.

“(V) O.K. Industries, Oklahoma.”

(2) Paragraph (4) of section 902(f) of the Reform Act is
amended by ntnkmg out “subparagraph” and inserting in lieu

(BXA) Paragraph (3) of section 265(b) of the 1986 Code is
amended to read as follows:
“/(3) EXCEPTION FOR CERTAIN TAX-EXEMPT OBLIGATIONS.—

“(A) In GENErRAL.—Any qualified tax-exempt obligation
acquired after August 7, 1986, shall be treated for purposes
of paragraph (2) and section 291(e)X1XB) as if it were ac-
quired on August 7, 1986.

‘(B) QUALIFIED TAX-EXEMPT OBLIGATION.—

“(i) In GENERAL.—For purposes of subparagraph (A),
the term ‘qualified tax-exempt obligation’ means a tax-
exempt obligation—

“I) which is issued after August 7, 1986, by a
qualified small issuer,
‘II) which is not a private activity bond (as
defined in section 141), and
“(IIT) which is designated by the issuer for pur-
poses of this paragraph.

“(ii) CERTAIN BONDS NOT TREATED AS PRIVATE ACTIVITY
BONDS.—For purposes of clause (iXII), there shall not be
treated as a private activity bond—

“(I) any qualified 501(cX3) bond (as defined in
section 145), or

“(II) any obligation issued to refund (or which is
part of a series of obligations issued to refund) an
obligation issued before August 8, 1986, which was
not an industrial development bond (as defined in
section 103(bX2) as in effect on the day before the
date of the enactment of the Tax Reform Act of
1986) or a private loan bond (as defined in section
103(0)2XA), as so in effect, but without regard to
any exemption from such definition other than
section 103(o0)X2XA)).

C) QUALIFIED SMALL ISSUER.—

“(i) In GENERAL.—For purposes of subparagraph (B),
the term ‘qualified small issuer’ means, with respect to
obligations issued during any calendar year, any issuer
if the reasonably anticipated amount of tax-exempt
obligations (other than obligations described in clause
(ii)) which will be issued by such issuer during such
calendar year does not exceed $10,000,000.
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“(ii) OBLIGATIONS NOT TAKEN INTO ACCOUNT IN DETER
MINING STATUS AS QUALIFIED SMALL 1SSUER.—For pur-
poses of clause (i), an obligation is described in this
clause if such ohhgatlon is—

“(I) a private activity bond (other than a quali-
fied 501(cX3) bond, as defined in section 145),

“D an obligation to which section 141(a) does
not a b& reason of section 1312, 1313, 1316(g),
or 13 e Tax Reform Act of 1986 and which
would (if issued on August 15, 1986) have been an
industrial development bond (as defined in section
103(bX2) as in effect on the day before the date of
the enactment of such Act) or a private loan bond
(as defined in section 103(c)2XA), as so in effect,
but without regard to any exceptlon from such
definition other than section 103(0)X2)(A)), or

“(I11) an obligation issued to refund (other than
to advance refund within the meaning of section
149(dX5)) any obligation to the extent the amount
of the refunding obligation does not exceed the
outstanding amount of the refunded obligation.

“(iii) ALLOCATION OF AMOUNT OF ISSUE IN CERTAIN
caseEs.—In the case of an issue under which more than
1 governmental entity receives benefits, if—

“(D all governmental entities receiving benefits
from such issue irrevocably agree (before the date
of issuance of the issue) on an allocation of the
amount of such issue for purposes of this subpara-

graph,

“&D such allocation bears a reasonable relation-
ship to the respective benefits received by such
entities,

then the amount of such issue so allocated to an entity
(and only such amount with respect to such issue) shall
be taken into account under clause (i) with respect to
such entity.
‘(D) LIMITATION ON AMOUNT OF OBLIGATIONS WHICH MAY
BE DESIGNATED.—

“(i) IN GENERAL.—Not more than $10,000,000 of
obligations issued by an issuer during any calendar
yearmaybedemgnntedbysuchissuerforpurpoaeaof

this paragraph.

"(u} CERTAIN REFUNDINGS OF DESIGNATED OBLIGATIONS
DEEMED DESIGNATED.—Except as provided in clause (iii),
inthemseofarefunding or series of refundings) of a
qualified tax-exempt obligation, the refunding obliga-
tion shall be treated as a qualified tax-exempt obliga-
%_i)c;nif(and shall not be taken into account er clause
l —

“(D the refunding obligation was not taken into

account under h (C) by reason of
clause (ii)III) tlna-l'ecr{m.‘Igm 4 4

“(II) the ave maturity date of the refunding
obligations issued as part of the issue of which such
refunding obligation is a part is not later than the
average maturity date of the obligations to be re-
funded by such issue, and
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‘“TIII) the refunding obligation has a maturity
date which is not later than the date which is 30
years after the date the original qualified tax-
exempt obligation was issued.
Subclause (II) shall not apply if the average maturity of
the issue of which the original qualified tax-exempt
obligation was a part (and of the issue of which the
obligations to be refunded are a part) is 3 years or less.
For purposes of this clause, average maturit%r shall be
determined in accordance with section 147(b)2)XA).

“(iii) CERTAIN OBLIGATIONS MAY NOT BE DESIGNATED
OR DEEMED DESIGNATED.—No obligation issued as part
of an issue may be designated under this paragraph (or
may be treated as designated under clause (ii)) if—

“(I) any obligation issued as part of such issue is
issued to refund another obligation, and
“(II) the S%regate face amount of such issue
- Aexceeda $10,000,000. " -

i GGREGATION OF 18SUERS.—For purposes of subpara-
graphs (C) and (D)—

‘(i) an issuer and all entities which issue obligations
on behalf of such issuer shall be treated as 1 issuer,

“(ii) all obligations issued by a subordinate entity
shall, for p of applying subparagraphs (C) and
(D) to each other entity to which such entity is subordi-
nate, be treated as issued by such other entity, and

“(iii) an entity formed (or, to the extent provided by
the Secretary, availed of) to avoid the purposes of
subparagraph (C) or (D) and all entities benefiting
thereby shaﬁl be treated as 1 issuer.

“(F) TREATMENT OF COMPOSITE 18SUES.—In the case of an
obligation which is issued as part of a direct or indirect
composite issue, such obligation shall not be treated as a

ified tax-exempt obligation unless—

“(i) the requirements of this paragraph are met with
resﬂect to such composite issue (determined by treating
such composite issue as a single issue), and

“(ii) the requirements of this ph are met with
respect to each te lot of obligations which are
part of the issue (determined by treating each such
separate lot as a separate issue).”

(B) In the case of any obligation issued after MT,

1986, and before January 1, 1987, the time for ing a
designation with respect to such obligation under section
265(bX3XBXiii) of the 1986 Code not expire before
Janct)ml}'y 1, 1989.

© If—

(i) an obligation is issued on or after January 1, 1986,
and on or before A 7, 1986,
(ii) when such obligation was issued, the issuer made
a designation that it intended to &uah'fy under section
802(eX3) of H.R. 3838 of the 99th Congress as passed by
the House of Representatives, and
(iii) the issuer makes an election under this subpara-
graph with respect to such obligation,
for purposes of section 265(bX3) of the 1986 Code, such
obligation shall be treated as issued on August 8, 1986.
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(DXi) Except as provided in clause (ii), the following provi-
sions of section 265(bX3) of the 1986 Code (as amended by
this subparagraph (A)) shall apply to obligations issued

T eabrarageaph (CYXID
subparagrap ii ’
(II) clauses (ii) and (iii) of subparagraph (D), and
(III) subparagraphs (E) and (F).

(ii) At the election of an issuer (made at such time and in
such manner as the Secretary of the Treasury or his dele-
gate may prescribe), the provisions referred to in clause (i)
shall apply to such issuer as if included in the amendments
made by section 902(a) of the Tax Reform Act of 1986.

(4) Subparagraph (B) of section 291(eX1) of the 1986 Code is
amended by redesignating the clause (iv) added by section
902(cX2) of the Reform Act as clause (v).

(5) Clause (i) of section 291(eX1XB) of the 1986 Code is
amended by striking out “section 582(a)2)” and inserting in lieu
thereof “section 585(aX2)”.

(6) Paragraph (1) of section 902(e) of the Reform Act is
amended by striking out “Section 163(h)12)” and inserting in
lieu thereof “Section 163(iX2) (as redesignated by section 511(b)
of this Act)”.

(7) Paragraph (4) of section 902(f) of the Reform Act is
amended—

(A) by inserting “and qualified 501(c)3) bonds designated
B{gg%:h Go;ernor for purposes of this paragraph,” after

, , an

(B) by striking out “subparagraph” in the last sentence
and inserting in lieu thereof “paragraph”.

(c) AMENDMENTS RELATED TO SECTION 903 OF THE REFORM AcCT.—

(1) Paragraph (1) of section 172(b) of the 1986 Code is amended
by redesignating subparagraphs (L) and (M) as subparagraphs
(K) and (L), respectively.

(2) Subparagraph (A) of section 172(bX1) of the 1986 Code is
amended by striking out “Except” and all that follows down
through “a net operating loss” and inserting in lieu thereof
“Except as otherwise provided in this paragraph, a net operat-

ing ;
(3) Subparagraph (B) of section 172(bX1) of the 1986 Code is
amended to read as follows:

“(B) Except as otherwise provided in this paragraph, a
net operating loss for any taxable year ending after Decem-
ber 31, 1975, shall be a net operating loss carryover to each
i:f tl;le 15 taxable years following the taxable year of the

oss.”
(d) AMENDMENTS RELATED TO SECTION 905 OF THE REFORM ACT.—
refin Subsectio; n{'l)ofsectmoph éﬁ;l 165 of the l%?&exgm by
esignating paragra as pantﬁap iking out
paragraph (5) and inserting in lieu thereof the following:
“(5) ELECTION TO TREAT AS ORDINARY LOSS.—

“(A) In GeNERAL.—In lieu of any election under para-
graph (1), the taxpayer may elect to treat the amount
referred to in paragraph (1) for the taxable year as an
ordinary loss described in subsection (cX2) incurred during
the taxable year.

“(B) LIMITATIONS.—

26 USC 163.

26 USC 265 note.
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“(i) DEPOSIT MAY NOT BE FEDERALLY INSURED.—NoO
election may be made under subparagraph (A) with
respect to any loss on a deposit in a qualified financial
institution if part or all of such deposit is insured under
Federal law.

“(ii) DoLLAR LiMITATION.—With respect to each finan-
cial institution, the aggregate amount of losses attrib-
utable to deposits in such financial institution to which
an election under subparagraph (A) may be made by
the taxpayer for any taxable year shall not exceed
$20,000 ($10,000 in the case of a separate return by a
married individual). The limitation of the preceding
sentence shall be reduced by the amount of any insur-
ance proceeds under any State law which can reason-
ably be expected to be received with respect to losses on
deposits in such institution.

“(6) ErLectioN.—Any election by the taxpayer under this
subsection for any taxable year—

“(A) shall agply t.ptsa]} lo;ulslea for g;:ct}jl taxapgﬁ year of the
taxpayer on deposits in the institution with respect to
which such election was made, and

“(B) may be revoked only with the consent of the

Secre :

(2) Paragraph (1) of section 905(c) of the Reform Act is
amended to read as follows:

“1) In GENERAL.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1981,
and, except as provided in paragraph (2), the amendment made
by subsection (b) shall apply to taxable years beginning after
December 31, 1982.”

(3) The subsection (f) of section 451 of the 1986 Code which
was added by section 905(b) of the 1986 Reform Act is redesig-
nated as subsection (g).

(4) If on the date of the enactment of this Act (or at any time
before the date 1 year after such date of enactment) credit or
refund of any gggayment of tax attributable to amendments
made by section of the Reform Act or by this subsection (or
the assessment of any underpayment of tax so attributable) is
barred by any law or rule of law—

(A) credit or refund of any such overpayment may never-
theless be made if claim therefore is filed before the date 1
year after such date of enactment, and

(B) assessment of any such unde: ent may neverthe-
less be made if made before the date 1 year after such date
of enactment.

SEC. 1010. AMENDMENTS RELATED TO TITLE X OF THE REFORM ACT.

26 USC 801 note.

(a) AMENDMENTS RELATED TO SECTION 1011 OF THE REFORM ACT.—

(1) Pars,g‘raph (1) of section 813(a) of the 1986 Code (relating to
msurance companies) i8 amended sl:nkmg out
“the mm ‘e insurance com deduction an
(2) ph (1) of section 1011(d) of the Ret‘orm Act is
amended—
(A) by striking out “any bond” and inserting in lieu
thereof “an market discount bond (as defined in section
1278 of the Internal Revenue Code of 1986)",
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(B) by striking out “28 percent” and inserting in lieu
thereof “31.6 percent”, and

(C) by adding at the end thereof the following new sen-

preceding sentence shall apply only if the tax
determmedunderthepmeedmgsentencemleasthanthe
tax which would otherwise be imposed.”

(3) Paragraph (2) of section 1011(d) of the Reform Act is
amended to read as follows:

“(2) QUALIFIED LIFE INSURANCE COMPANY.—For purposes of
paragraph (1), the term quallfied life insurance company’
means any life insurance com subject to tax under part I of
sglaaghapter L of chapter 1 of Internal Revenue Code of
'1 .l’

(b) AMENDMENTS RELATED TO SECTION 1012 OF THE REFORM ACT.—

(1) Clause (iv) of section 1012(cX4XC) of the Reform Act is
amended to read as follows:

‘Yiv) dental benefit coverage provided by a Delta
Dental Plans Association organization through con-
tracts with independent professional service providers
solongasthepmvmonofmchmveragemtheprm-

cipal activity of such tion.”

(2) Clause (ii) of section 1012(cX4XC) of the Reform Act is
amended by stnhng out “Association” and inserting in lieu
thereof “Plan”.

(3)'I‘heSecretaryuftheTmsuryothsdelegatemaypre-
scribe rules providing proper adjustments for taxpayers which
beoomesubjecttosubchapterLofchapter 1 of the 1986 Code by
reason of the amendments made by section 1012 of the Reform
Act with respect to short taxable years which begin during 1987
byreason of section 843 of such Code.

4XA) Paragraph (3) of section 501(m) of the 1986 Code is
amended by striking out “and” at the end of subparagraph (C),
by striking out the period at the end of subparagraph (D) and
tl?nsemtl'lfhe mfolﬁeu thereof “, and”, an]t;l. by adding at the end
ereol newsubpamgrap -

“(E) charitable annuities.”

(B) Subsection m} of section 501 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(5) CHARITABLE GIFT ANNUITY.—For purposes of paragraph
(3XE), the term ‘charitable gift annuity’ means an annuit;

“(A) a portion of the amount paid in connection wi the
issuance of the annuity is allowable as a deduction under
section 170 or 2055,

“(B) the annmty is described in section 514(c)Xb) (deter-

as if any amount paid in cash in connection with

suchmuanoewereprom);
(c) AMENDMENTS RELATED TO N 1021 oF THE REFORM AcCT.—
(1XA) Subparagraph (C) of section 832(bX7) of the 1986 Code

(relating to special rules for determining premiums earned) is
amended out “this part” and inserting in lieu

by striking out “NONLIFE INSURANCE COMP. and
SECTION 831(a)”.

(2) Paragraph (7) of section 832(b) of the 1986 Code is amended
by adding at the end thereof the following new subparagraphs:

19-194 0—91—Part 4—16: QL 3

26 USC 801
note.

26 USC 833 note.

Health care
professionals.

26 USC 833 note.

Insurance.
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“(D) TREATMENT OF COMPANIES WHICH BECOME TAXABLE
UNDER SECTION 831 (a) .—

“(i) EXCEPTION TO PHASE-IN FOR COMPANIES WHICH
WERE NOT TAXABLE, ETC., BEFORE 1987.—Subparagraph
(C) of aph (4) shail not apply to any insurance
company which, for each taxable year beginning before
January 1, 1987, was not subject to the tax imposed by
section 821(a) or 831(a) (as in effect on the day before
the date of the enactment of the Tax Reform Act of
1986) b‘y reason of being—

“(I) subject to tax under section 821(c) (as so in
effect), or

““IT) described in section 501(c) (as so in effect)
and exempt from tax under section 501(a).

“(ii) PHASE-IN BEGINNING AT LATER DATE FOR COMPA-
NIES NOT 1ST TAXABLE UNDER SECTION 831(a) IN 1987.—
In the case of an insurance company—

““I) which was not subject to the tax imposed by
section 831(a) for its lst taxable year beginning
after December 31, 1986, by reason of being sub-
ject to tax under ‘section 1(b), or described in
section 501(c) and exempt from tax under section
501(a), and

“(II) which, for any taxable year ning
before January 1, 1987, was subject to the tax

imposed by section 821(a) or 831(a) (as in effect on
the day before the date of the enactment of the Tax

b Refarm ﬁcf(?)f})? e paragraph (4) shall appl
subparagra 8 ply begin-

ning with tﬂe 1st taxable yeal:' beginning age
ber 31, 1986, for which such company is subject to the
tax meosed by section 831(a) and shall be athed by
substituting the last day of the pmcedmg taxable year
for ‘December 31, 1986’ and the 1st gg of the Tth
succeeding taxable year for ‘January 1, 1
‘(E) TREATMENT OF CERTAIN RECIPROCAL INSURERS.—In
the case of a reciprocal (within the meaning of section
835(a)) which reports (as required by State law) on its
annual statement reserves on unearned premiums net of
premium acquisition expenses—

‘(i) subparagraph (B) of paragraph (4) shall be ap-
plied by treating unearned premiums as including an
amount equal to such expenses, and

‘(ii) appropriate adjustments shall be made under
gubpglragraplf (c) of paragraph (4) to reflect the amount
y which—

“(I) such reserves at the close of the most recent
taxable year before January 1, 1987, are
greater or less t

‘(1) 80 percent of the sum of the amount under
subclause" (I) plus such premium acquisition

penses,
(3] Paragraph (5) of section 832(e) of the 1986 Code is amended
y striking out “and” at the end of subparagraph (A) and by
stnkmg out the period at the end of subparagraph (B) and
inserting in lieu thereof a comma.
(d) AMENDMENTS RELATED TO SECTION 1022 OF THE REFORM ACT.—
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(1) Section 832 of the 1986 Code (defining insurance company
taxable income) is amended by adding at the end thereof the
following new subsection:

“(g) DrvipEnDs WITHIN Grour.—In the case of an insurance com-
pany subject to tax under section 831(a) filing or required to file a
consolidated return under section 1501 with respect to any affiliated
group for any taxable year, any determination under this part with
respect to any dividend paid by one member of such group to
another member of such group shall be made as if such group were
not filing a consolidated return.”

(2) Subclause (II) of section 832(bX5XBXii) of the 1986 Code
(relating to losses incurred) is amended by inserting “(directly
or indirectly)” after “attributable”.

(3) For purposes of section 832(bX5XCXi) of the 1986 Code, any
stock or obligation on or after August 8, 1986, by an
insurance company ¢ g;c:wthetaxmpoeedbysachnn%lof
thelQSGCode this paragraph referred to as the

“acquiring company’’) from another insurance company so sub-
Jject (hereinafter in this paragraph referred to as the “transferor
company’’) shall be treated as acquired on the date on which
such?ftockorab]igationwasaoquiredhythen'ansferorcom-
pany u—

(A) the transferor company acquired such stock or obliga-
tion before August 8, 1986, and
(B) at all times after the date on which such stock or
obligation was acquired by the transferor company and
before the date of the acquisition by the acquiring company,
the transferor company and the acquiring company were
members of the same affiliated group filing a consolidated
return.
For purposes of the preceding sentence, the date on which the
stock or obligation was acquired by the transferor company
shall be determined with regard to any prior application of the
preceding sentence. For purposes of this paragraph, if t.he
acquiring corporation or transferor corporation was a party to
reorganization described in section 368(a)X1XF) of the 1986 Code,
any reference to such corporation shall include a reference to
any predecessor thereof involved in such reorganization.

(e) AMENDMENTS RELATED TO SECTION 1023 OF THE REFORM ACT.—

(1) Subparagraph (B) of section 846(fX6) of the 1986 Code
S Tinke of Dapthcans i Aestdmg b et o 23 darine
ance li i is y striking out “paid during
gllzyea.r’:andinsertinginliauthereof“paidinthemiddleof

(2) Subsection (g) of section 846 of the 1986 Code is amended

by striking out “and” at the end of h (1), by striking
outthepenndattheendof ph (2) and inserting in lieu
thereof and andbyaddmgattheendthemofthefoﬂowmg

“{3 regulatlons providing appropriate adjustments in the

hnnofthmsechontoataxpa ha a taxable year
E]clcamnotthecal B v

(3) Subsection (e) of section 1023 of the Reform Act (relating to
discounting of unpaid losses and certain unpaid expenses) is
amendedhby adding at the end thereof the following new
paragrap

26 USC 832 note.

26 USC 846 note.
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“(4) APPLICATION OF FRESH START TO COMPANIES WHICH BECOME
SUBJECT TO SECTION 831(a) TAX IN LATER TAXABLE YEAR.—If—
“(A) an insurance company was not subject to tax under
section 831(a) of the Internal Revenue Code of 1986 for its
1st taxable year beginning after December 31, 1986, by
reason of being—
“(i) subject to tax under section 831(b) of such Code,
or
“(ii) described in section 501(c) of such Code and
exempt from tax under section 501(a) of such Code, and
‘“(B) such compary becomes subject to tax under such
section 831(3) for any later taxable year,
paragraph (2) and subparagraphs (A) and (C) of paragraph (3)
shall be applied by treating such later taxable year as its 1st
tazable year beginning after December 31, 1986, and by treat-
m% the calendar year in which such later taxa.ble year begins as
7; and paragraph (3XB) shall not apply.”

(f) AMENDMENTB TED TO SECTION 1024 OF THE REFORM ACT.—

26 USC 831 note.

(1) Subparagraph (A) of section 831(bX2) of the 1986 Code
(relating to com (Eamea to which alternative tax applies) is
amended by ad at the end thereof the following new
sentence:

“The election under clause (ii) shall apply to the taxable
year for which made and for all subae%uent taxable years
for which the requirements of clause (i) are met. Such an
election, once made, may be revoked only with the consent
of the Secretary.”

(2) Subsection (a) of section 835 of the 1986 Code (relating to
election by reciprocal) is amended by striking out “section
821(a)” and inserting in lieu thereof “section 831(a)”.

(3) Subsectlon (f) of section 835 of the 1986 Code is amended by
striking out "subsectlon (e)’ and inserting in lieu thereof
“subsection (d

(4) Par aph (6) of section 243(b) of the 1986 Code (relating to

es for insurance companies) is amended by striking
out. “or 821”

(5) Subsection (c) of section 543 of the 1986 Code (relating to
gross income of insurance companies other than life or mutual)
is amended—

(A) by striking out “or MutuAL” in the headmg and
inserting in lieu thereof “INsUrRANCE ComPANIES”, and

(B) by striking out “hfe or mutual” in the text and
inserting in lieu thereof “a life insurance cocrzgan

(6) Subsection (g) of section 816 of the 1986 (relahﬁ
burial and funeral benefit insurance companies) is amended by
stri out “section 821 or”.

(7) The table of sections for part II of subchapter L of chapter
1 of the 1986 Code (relating to other insurance companies) is
amended by striking out the item relating to section 831 and
inserting in lieu thereof the following new item:

“Sec. 831. Tax on ‘ins'll.lrance companies other than life insurance

companies.

(8) Paragraph (1) of section 1024(d) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “In the case of a company taxable under section 831(b) of
the Internal Revenue Code of 1986 (as amended by subsection
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(a)), any amount included in gross income u.nder this paragraph
shall be treated as gross investment income.’

(9) Section 831(b) of the 1986 Code is amended by adding at the
end thereof the following new paragraph:

“(3) LIMITATION ON USE OF NET OPERATING LOSSEs.—For pur-
poses of this part, except as provided in section 844, a net
operating loss (as defined in section 172) shall not be carried—

“(A) to or from any taxable year for which the insurance
company is not subject to the tax imposed by subsection (a),

or
“(B) to any taxable year if, between the taxable year from
which such loss is bemg camed and such taxable year,
there is an intervening taxable year for which the insur-
ance(company was not subject to the tax imposed by subsec-
tion (a).”
(g) AMENDMENTS RELATED T0 SECTION 1031 OF THE REFORM ACT.—
(1) Paragraph (1) of section 1031(a) of the Reform Act is 26 USC 832 note.
amended by inserting “(whether made in a lump sum or a series
of substantially equal payments over a period of not more than
6 years)” after “any initial payment”.
(2) Paragraph (2) of section 1031(a) of the Reform Act is
amended by striking out “initial payment” each place it ap-
pears and u;ls(elr)tmg in lieu thereof “initial payment referred to
in p ”
3) Paragraph (2) of aectlon 1031(a) of the Reform Act is
amended by striking out “this title” each place it appears and
inserting in lieu thereof “the Internal Revenue Code of 1986".
(h) SpeciaL RuLe ror MuTUAL LiFE INSURANCE COMPANY.—
(1) In ceNERAL.—Paragraph (2) of section 217(i) of the Tax
Reform Act of 1984 is amended to read as follows: 26 USC 816 note.
“(2) EFFECT OF ELECTION ON SUBSIDIARIES OF ELECTING
PARENT.—For purposes of determining the amount of the small
life insurance com‘sany deduction of any controlled group which
includes a mutu. y which made an election under
paragraph (1), the le income of such company
shall be taken into account under section 806(bX2) of the
Intemal Revenue Code of 1954 (relatmg to phaseout of small life
insurance company deduction).”
(2) ErFrECTIVE DATE.—The amendment made by this subsection 26 USC 816 note.
apply to taxable years beginning after December 31, 1986,
and be ore January 1, 1992.
(3) REVENUE Loss LiMITED.—The decrease in the amount of 26 USC 816 note.
Federal revenue by reason of the amendment made by this
subsection shall not exceed $300,000 per taxable year.
(1) DELAY IN ERFECTIVE DATE FOR DIVERSIFICATION REQUIREMENTS 26 USC 817 note.
TO ACCOUNTS FOR Cnnm Imunwn: ANNUITIES.—
Sectmn 817(h) of the 1986 Code shall not a .until Jan 1, 1989
1986 . lf1:0 a variable contract (as d in section 817(d) 'of the
e —
(1) such contract provides for the payment of an immediate
annuity (as defined in section 72(u)4) of the 1986 Code),
(2) such contract was outstanding on ber 12, 1986, and
(3) the ted asset account on w such contract is
was, on September 12, 1986, wholly invested in deposits
msured the Federal Deposxt Insurance Corporation or the
Federal Savmga and Loan Insurance Corporation.
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26 USC 815 note.

26 USC 219 note.

(j) TREATMENT OF ALTERNATIVE MinmmuM Tax WitH REespecr TO
SHAREHOLDERS SURPLUS ACCOUNT.—

(1) Paragraph (2) of section 815(c) of the 1986 Code (relating to
shareholders surplus account) is amended by adding at the end
thereof the following new sentence:

“If for any taxable year a tax is imposed by section 55, under
regulations proper adjustments shall be e for such year and

all subsequent taxable in the amounts taken into account
under sub phs (A) and (B) of this paragraph and subpara-
graph (B) of ion (dX3).”

(2) ErFecTivE DATE.—The amendment made by paragraph (1)

shall apply to taxable years beginning after December 31, 1986.

(k) TREATMENT OF CERTAIN ITEMS AS NOT INTEREST FOR SOURCE
Rures, Erc.—Subsection (f) of section 818 of the 1986 Code is
amended by adding at the end thereof the following new paragraph:
‘“(3) ITEMS DESCRIBED IN SECTION 807(C) TREATED AS NOT
INTEREST FOR SOURCE RULES, ETC.—For purposes of I of
subchapter N, items described in any paragraph of sectlon 807(c)

shall be treated as amounts which are not interest.”

SEC. 1011. AMENDMENTS RELATED TO PARTS I AND II OF SUBTITLE A OF
TITLE XI OF THE REFORM ACT.

(a) AMENDMENT RELATED TO SECTION 1101 OF THE REFORM ACT.—
(1) Paragraph (4) of section 219(g) of the 1986 Code (relating to
rule for married individuals filing separately) is

amended to read as follows:

“(4) SPECIAL RULE FOR MARRIED INDIVIDUALS FILING SEPA-
RATELY AND LIVING APART.—A husband and wife who—

“(A) file separate returns for any taxable and

“(B) live apart at all times during ‘yea.r
shall not be treated as married individuals for purposea o
subsection.”

@{mpt as pmvllzd?lt.i) in suhpa;'agt;aph (BIL the amend-
men e by paragrap shall apply to taxable years begin-

m)agamr el {98? have the ndme t made b'?

yer may elect to have ame n
paragraph (1) apply to taxable in 198
(b) AMENDMENTS RELA ECTION 1102 OF THE anxu

(1) Sections 408((1)(2)(0) and 408(o)4XBXiv) of the 1986 Code
are each amended by striking out “with or within which the
mbtaxab}e year ends" and inserting in lieu thereof “in which the

e year

(2XA) Section 408(dX4) of the 1986 Code (relating to excess
contributions returned before due date of return) is amended by
striking out “to the extent that such contribution exceeds the
amount allowable as a deduction under section 219".

® S""( B by stk et Canoie® e pas I % a

i y out “excess” each p it appears, an
stnkmg out “EXCESS CONTRIBUTIONS” in the head-
! rting in lieu thereof “CoNTRIBUTIONS".

(3) Sections 408(d)X5) and 4973(b) of the 1986 Code are each
amended by striking out all that follows “section 219” in the
last sentence thereof and inserting in lieu thereof ‘“shall be
computed without regard to section 21%g)."”.

(4XA) Section 6693(b) of the 1986 Code (relating to overstate-
ment of designated nondeductible contributions) is amended to
read as follows:



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3457

“(b) PENALTIES RELATING TO NONDEDUCTIBLE CONTRIBUTIONS.—

“(1) OVERSTATEMENT OF DESIGNATED NONDEDUCTIBLE CON-
TRIBUTIONS.—Any individual who—

‘A) is required to furnish information under section
408(oX4) as to the amount of designated nondeductible con-
tributions made for any taxable year, and

“(B) overstates the amount of such contributions made
for such taxable year,

shall pay a penalty of $100 for each such overstatement unless
it is shown that such overstatement is due to reasonable cause.

“(2) FAILURE TO FILE FORM.—Any individual who fails to filea Law
form required to be filed by the Secretary under section 408(o)4) enforcement and
shall pay a penalty of for each such failure unless it is '™
shown that such failure is due to reasonable cause.”

(BXi) The heading for section 6693 of the 1986 Code is
amended striking out “overstatement of”’ and inserting in
lieu thereof “penalties relating to”.

(ii) The item relating to section 6693 in the table of sections
for subchapter B of chapter 68 is amended by stnkmg out
“overstatement of’ and inserting in lieu thereof “penalties
relating to”.

(c) AMENDMENTS RELATED To SECTION 1105 OF THE REFORM ACT.—

(1) Section 402(g)2)C) of the 1986 Code (relating to taxation of
distribution) is amended—

(A) by striking out “(and no tax shall be imposed under
section 72(t))” in clause (i),

(B) by striking out “such excess deferral is made” in
clause (ii) and inserting in lieu thereof “such income is
distributed”, and

(C) by inserting at the end thereof the following new flush
sentence:

“No tax shall be imposed under section TZ(t) on any dis-
tribution described in the preceding sentence.”

(2) Section 402(gX2) is amended by striking out “REQUIRED
ms'mmu'rlon” in the heading thereof and inserting in lieu
thereof “DisTRIBUTION".

(3) Section 402(gX2) of the 1986 Code is amended by adding at
the end thereof the following new sul

‘(D) PARTIAL DISTRIBUTIONS.—If a distributes only a
portion of any excess deferral and income allocable thereto,
such portion shall be treated as having been distributed

ratably from the excess deferral and the income.’

cal) o smcokded B icthias out “petagtiol” S Eeiing o
is amen Yy out “paragraph” in
lieu thereof “subsection”.
(rélsaxﬁAn)g to ﬁn1)'u10ff eex:am 8)(A)hof )tha 1986".!90:1 b
e for organizations) is amen y
inserting * (mwmthemmerpmcn'bedbytheSw
retary)” after “taxable

years”,

(B)Sochm&ﬂﬂg)(B)ofthelQ@ﬁCodelsamendedbyaddmgat
the end thereof the following new subparagraph:

“(D) Years or sErVICE.—For purposes of this paragraph,

the term ‘years of service’ hmthemeanmgglvensuchtem

section 403(b).”
( Section 402(g) of the 1986 Code, as added by section
1852(b)X3XA) of the Reform Act, is mdems:natadassuhoectlon(ﬂ



102 STAT. 3458

26 USC 402 note.

26 USC 401 note.

26 USC 402 note.

PUBLIC LAW 100-647—NOV. 10, 1988

(B) Section 402(g) of the 1986 Code, as added by section
1854(fX2) of the Reform Act, is redesignated as subsection (j).
(C) Section 1854(fX4XC) of the Reform Act is amended by
striking out “section 402(g)” and inserting in lieu thereof “sec-

tion 4.02%;

(TXA) Section 401(a) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(30) LIMITATIONS ON ELECTIVE DEFERRALS.—In the case of a
trust which is part of a plan under which elective deferrals
(within the meaning of section 402(gX3)) may be made with
respect to any individual during a calendar year, such trust
shall not constitute a qualified trust under this subsection
unless the plan provides that the amount of such deferrals
under such plan and all other plans, contracts, or arrangements
of an employer maintaining such plan may not exceed the
amount of the limitation in effect under aection 402(gx1) for
taxable years in such calendar year.”

(B) Section X1) of the 1986 Code is amended by striking
out “and” at the end of subparagraph (C), by inserting “and” at
the end of ph (D), and by inserting after subpara-
graph (D) the following new subparagraph:

“(E) in the case of a contract purchased under a plan
whlch pmv:des a salary reduction agreement, the plan
requirements of section 401(a)30),”.

(C} Subparagraph (A) of section 408(kX6) of the 1986 Code, as
amended by subsection (fX1), is amended by adding at the end
thereof the following new clause:

“(iv) LIMITATIONS ON ELECTIVE DEFERRALS.—Clause (i)
shall not apply to a simplified employee pension unless
requirements of section 401(a)X30) are met.”

(D) Subparagraph (D) of section 501(cX18) of the 1986 Code is
amended by out “and” at the end of clause (ii), by
stnhngnutthepenodggheendofclause(uﬂandmsertmgm

by inserting after clause (iii) the
followmgnewclause

“(iv) the requirements of section 401(aX30) are met.”
(EXi) Except as provided in clause (ii), the amendments made
by this paragraph shall apply to plan years beginning after

(ii) In the case of a plan described in section 1105(cX2) of the
Reform Act, the amendments made by this paragraph shall not
apply to contributions made pursuant to an agreement de-
acnbedherolfnsuchaechmforplanyentsbegmnmgbeforethe
ear! —

(D the later of January 1, 1988, or the date on which the
last of such agreements terminates (determined without
regard to any extension thereof after February 28, 1986), or

(I) January 1, 1989.

(8) Section 1105(c)(2](AJ of the Reform Act is amended by
stnhngout “thelastofauchoollectwebargmmngagreemants

and inserting in lieu thereof “such agreement’
thgg::md Semth::et}otg:)fofl the Reform Act is ax;ended by adding at
ollowing new paragrap

“(6) REPORTING REQUIREMENTS.—The amendments made by
subsection (b) ahal.l apply to calendar years beginning after
December 31, 1986.”
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(10) Notwithstanding any other provision of law, a plan may 26 USC 402 note.

m te by reference the dollar limitations under section
of the Intemal Revenue Code of 1986.

( ) Section 402(gX3) of the 1986 Code is amended by inserting Wages.
at the end thereof the following new sentence: “An employer
contribution shall not be treated as an elective deferral de-
scribed in subparagraph (C) if under the salary reduction
agreement such contribution is made pursuant to a one-time
irrevocable election made by the employee at the time of initial

elzgll:u.h to partxmpat.e in the :ﬁreement or I.B made pursuant

(12} Subp:.ragmph (A) section 403(1))(12) of the 1986 Code is Wages.
amt::ded y inserting after clause (ii) the following new
sentence:

“For purposes of clause (i), a contribution shall be treated
as not made pursuant to a salary reduction agreement if
under the agreement it is made pursuant to a 1-time irrev-
ocable election made by the employee at the time of initial
eligibility to participate in the agreement or is made pursu-
ant to a similar arrangement s in regulations.”

(d) AMENDMENTS RELATED TO SECTION 1106 OF THE REFORM ACT.—

(1) Section 404(1) of the 1986 Code (relating to limitation on
amount of compensation which may be taken into account) is
amended by adding at the end thereof the following new sen-
tence: “For purposes of clause (i), (ii), or (iii) of subsection
(aX1XA), and in computing the full fundmg limitation, any
adjustment under the ing sentence shall not be taken
into account for any &ear before the year for which such
adjustment first takes effect.”.

(2) Section 415(bX5XD) of the 1986 Code (relating to applica-
tion to changes i in benefit structures) is amended by striking out
“this paragrap ” and inserting in lieu thereof “subparagraph

(3) Paragraph (2) of section 415(k) of the 1986 Code (relating to
contributions to provide cost-of-livi rotection under defined
benefit plans), as added by section 1106(c) of the Reform Act, is
amendeg— striking out “to the t b

(A) out “to arr ment” in subpar
(C)(u) and inserting in lieu th “to such mcreaseagmand
‘y striking out subparagraph (D) and inserting in lieu

thereof:
— the s o e Btpararant
ent meets requirements of thi paragrap
only if it is elective, it is available under the same terms to
all participants, and it provides that such election may at
least be made in the year in which the participant—

‘(i) attains the earliest retirement age under the
defined benefit plan (determined without regard to any
regu:mment of separation : from service), or

separates from servi

4 Sect:ons 401(a)17) and 404(1) of the 1986 Code are each
amended by adding at the end thereof the following new sen-
tence: “In determining the compensation of an employee, the
rulas of section 414( 6) shall apply, except that in appc}rng
such rules, the term ‘family’ shall include only the spouse of the
employee and an, lmeal descendants of the employee who have

not attained age 19 before the close of the year.’
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26 USC 415 note. (5) Paragraph (4) of section 1106(i) of the Reform Act is
amended by striking the period at the end thereof and inserting
in lieu thereof “(determined as if the amendments made by this
section were in effect for such year).

(6) Section 415{b)(5)(B) of the 1986 Code is amended b y inse
ing “and subsection (e)” after “paragraphs (1)(B) and (4)”.

M guhparagraph (A) of section 415(cX6) of the 1986 Code is
amen

(A) by striking out “paragraph (cX1XA) (as adjusted for
such year ursuant to subeectlon (d)(l)) ', and inserting in
lieu thereof “paragraph (1XA)";

(B) by striking out “parafgraph (c)(l)(A) (as so adjusted)”
and inserting in lieu the paragraph (1(A)”.

(8) Sections 414(qX1XD) and 416G X1X of the 1986 Code are
each amended by striking out “150 nt of the amount in
effect under sectlon 415(cX1XA)” and inserting in lieu thereof
“50 percent of the amount in eft‘ect under section 415(bX1XA)”.

(e) AMENDMENTS RELATED TO SECTION 1107 OF THE REFORM ACT.—

(1) Section 457(cX2) of the 1986 Code is amended by striking
out “and paragraphs (2) and (3) of subsection (b)”.

(2) Section 45T dX1XA) of the 1986 Code (relatmg to distribu-
tion regu:.rements) is amended to read as follows:

(A) under the plan amounts will not be made available
to participants or beneficiaries earlier than—
“(i) the calendar year in which the participant at-
tains age T0%,
““(i1) when the participant is separated from service
with the employer, or
*(iii) when the participant is faced with an unforesee-
able emergency (determined in the manner prescribed
by the Secretary in regulations).”

(3) Pa.ragraph (7) of section 401(k) of the 1986 Code (defining
rural electric cooperative plan) is amended to read as follows:

“(T) RURAL ELECTRIC COOPERATIVE PLAN.—For purposes of this
subsection—

“(A) IN GENERAL.—The term ‘rural electric cooperative
plan’ means ly.rlpenfnon plan—

“(i) which is a defined contribution plan (as defined
in section 414(i)), and

“(ii) which is established and maintained by a rural
electric cooperative.

“(B) RURAL ELECTRIC COOPERATIVE DEFINED.—For pur-
poses of subparagraph (A), the term ‘rural electric coopera-
tive’ means—

‘(i) any organization which—

“(I) is exempt from tax under this subtitle or
which is a State or local government or political
subdivision thereof (or agency or instrumentality
thereof), and

“(II) is engaged primarily in providing electric
service on a mutual or cooperative basis,

“(ii) any organization described in paragraph (4) or
(6) of section 501(c) and at least B0 percent of the
E:{:)embéars of which are organizations described in clause

, an

“(iii) an organization which is a national association
of organizations described in clause (i) or (ii).”
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(4) Section 414(o) of the 1986 Code is amended by inserting “or
any requirement under section 457" after “(nX3)".

(5XA) Paragraph (6) of section 818(a) of the 1986 Code (defin-
ing pension plan contracts) is amended—

(i) by striking out “State” in subparagraph (A),

(ii) by inserting ‘“or any organization (other than a
governmental l.uut) exempt from tax under this suhtltle,”
after “foregoing,” in subparagraph (B),

gma};ll:ly striking out “or” before agency’ ’ in subparagraph

(iv) by inserting “, or organization” after “instrumental-
ity” the second place it appears in subparagraph (B).
(B) The amendments made by this paragraph shall apply to
contracts issued after December 31, 1986.
(6) Section 1107(cX3) of the Reform Act is amended—
(A) by striking out “eligible” each place it appears, and
(B)bymsemngattheendofsubparagraphm)thefollow
ing new sentence: “This subparagraph shall only apply to
individuals who were covered under the plan and agree-
ment on August 16, 1986."”
(7) Paragraph (5) of section 1107(c) of the Reform Act is
amended—
(A) by striking out “to employees on August 1, 1986, of”,
(B) by striking out “a deferred compensation lan" i
subparagraph (A) and inserting in lieu thereof “t.o employ-
ees on August 16, 1986,”,
(C) by inserting “maintaining a deferred compensaﬁon
plan” after “Alabama” in subparagraph (A), and
(D) by striking out “a deferred compensation plan” in
subparagraph (B) and inserting in lieu thereof “to individ-
uals eligible to pa.rtlclpate on August 16, 1986, in a deferred
compensation p!
(8) Section 3121(vX3XA) of the 1986 Code is amended by
striking out “457(e)(1)” and inserting in lieu thereof “457(fX1)".
(9) Effective for years beginning after December 31, 1988,
paragraph (9) of section 457(e) of the 1986 Code is amended by
dn;sen:?.ng “after separation from service and” before “within 60
{10) Subclause (I) of section 457(dX2)BXi) of the 1986 Code is
amended to read as follows:
“(I) the amounts pa; emthrespectwthe

mtmﬂbe at times
whmharenotlat.erthanthehme

mined under section 401(a)9XG) (relating to m-
cidental death benefits),”.

() AMENDMENTS RELATED TO SECTION 1108 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 408(kX6) of the 1986 Code
(relating to salary reduction arrangements under simplified
employee pensions) is amended to read as follows:

“(A) GEMENTS WHICH QUALIFY.—

“G) IN GeENEraL.—A simplified employee pension
shall not fail to meet the requirements of this subsec-
tion for a year merely because, under the terms of the
pension, an employee may elect to have the employer
make payments—

26 USC 818 note.

26 USC 457 note.

Retirement.
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“(I) as elective employer contributions to the
simplified employee pension on behalf of the em-
ployee, or

(IT) to the employee directly in cash.

“(ii) 50 PERCENT OF ELIGIBLE EMPLOYEES MUST ELECT.—
Clause (i) shall not apply to a simplified employee
pension unless an election described in clause (iXI) is
made ormmeﬂ'ectmthreapecttonotlessthanf:ﬁ
percent of the employees of the employer eligible to
participate.

‘“(iii)) REQUIREMENTS RELATING TO DEFERRAL PERCENT-
AGE.—Clause (i) shall not apply to a simplified
employee pension for any year unless the deferral
percentage for such year of each highly compensated
employee eligible to participate is not more than the

roduct of—

“(I) the average of the deferral percentages for
such year of all employees (other than highly com-
p!er;fialtjed employees) eligible to participate, multi-

1

(1! H) 1 25 ”n

(2) Section 408(k)(6)B) of the 1986 Code (relating to excePtmn
where more than 25 employees) is amended by inserting “who
were eligible to participate (or would have been required to be
ehg‘n{)le to partlclpate if a pension was maintained)” after “25
employees”.

(3XA) Section 408(k)6)DXii) of the 1986 Code (defining defer-
ral percentage) is amended by striking out “(within the mean-
ing of section 414(s))” and inserting in lieu thereof “(not in
excess of the first $200,000)”.

(B) Subparagraph (B) of section 408(k)7) of the 1986 Code
(defining compensation) is amended to read as follows:

“(B) CompENsaTiON.—Except as provided in paragraph
(2XC), the term ‘compensation’ has the meaning given such
term by section 414(s).”

(C) Subparagraph (C) of section 408(kX3) of the 1986 Code is
amended by striking out “total” before “compensation”.

(D) Section 408(k)X8) of the 1986 Code is amended by striking
out “paragraph (3)(0)” and inserting in lieu thereof “paragraphs
(8XC) and (6)D)(ii)".

(4) Section 408(kX6) of the 1986 Code (relating to employee
may elect sal reduction arrangement) is amended by
redesignating subparagraph (F) as subparagraph (G) and
by msertmi after subparagraph (E) the following new
subparagra

‘“(F) EXCEPTION WHERE PENSION DOES NOT MEET REQUIRE-
MENTS NECESSARY TO INSURE DISTRIBUTION OF EXCESS CON-
TRIBUTIONS.—This paragraph shall not apply with respect
to any year for which the simplified employee pension does
not meet such requirements as the Secretary may prescribe
as are necessary to insure that excess contributions
are1 distributed in accordance with subparagraph (C),
including—

"(1) reporting requirements, and

“(ii) requirements which, notwithstanding paragraph
(4), provide that contnbutlons (and any income alloca-
ble thereto) may not be withdrawn from a simplified
employee pension until a determination has been made
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that the requirements of subparagraph (A)(m) have
been met with respect to such contributions.”

(5) Section 408(d) of the 1986 Code (relating to tax treatment
of distributions) is amended by adding at the end thereof the
followmg new paragraph:

“(T) SPECIAL RULES FOR SIMPLIFIED EMPLOYEE PENSIONS.—

“(A) TRANSFER OR ROLLOVER OF CONTRIBUTIONS PROHIBITED
UNTIL DEFERRAL TEST MET.—Notwithstanding any other
provision of this subsection or section 72(t), paragraph (1)
and section 72(tX1) shall apply to the transfer or distribu-
tion from a simplified employee pension of any contribution
underasa.lary reduchonarrangementdescnbed in subsec-
tion (kX6) (or any income allocable thereto) before a deter-
mination as to whether the requirements of subsection
(kX6XAXiii) are met with respect to such contribution.

“(B) CERTAIN EXCLUSIONS TREATED AS DEDUCTIONS.—For
purposes of paragraphs (4) and (5) and section 4973, any
amount excludable or excluded from gross income under
section 402(h) shall be treated as an amount allowable or
allowed as a deduction under section 219.”

(6) Sub ph (C) of section 404(h)X1) of the 1986 Code is
amended by inserting “(or during the taxable year in the case of
ataxableyeardeacnbedmsubparagmph(A)(lﬂ)” after “taxable
year” the second place it appears.
foﬁ'?) Section 11 of the Reform Act is amended to read as 26 USC 219 note.

OWS:
“(h) ErFeCTIVE DATES.—

“(1) In GeENErAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to years begin

ning after December 31, 1986.

“(2) INTEGRATION num—-Subpamgraphs (D) and (E) of sec-
tion 408(k)3) of the Internal Revenue Code of 1954 (as in effect
before the amendments made by this section) shall continue to
apply for years hegmmng after Deeember 31, 1986, and before
January 1, 1989 r contributions under an

t und.er sectmn ) of the Internal Revenue
CodeoflSSS(asaddedbythmaachon)maynotbemtegmted
under such subparagra

(8) Section 20%(eX8) of the Social Security Act is amended to 42 USC 409.
o T e

“(8) under a simplified emp pension (as in section
408(k)(1)ofauch Code), other any contributions described
in section 408(k)6) of such Code,”.

9) Sectmn 3401(a)12)C) of the 1986 Code is amended—

out “section 219” and inserting in lieu
thomof sortion 050 (1) ang 2" and

(B)bystnkmgout"adeductmn and inserting in lieu
thereof “an exclusion
(IO)Swhmm)ofthelgsﬁcodemamendedhymsemng
except that in the case of beginning after 1988, the
QOOMOmmt(umMnotemdtheamountm
effect under section 401(a)(17)” after “section 415(d)”.
(g) AMENDMENTS RELATED T0 SECTION 1111 OF THE REFORM ACT.—
(1XA) Section 401(1X2XB) of the 1986 Code (defining contribu-
tion percentages) is amended by inserting “by the employer”
after “contributed” each place it appears.
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(B) Clause (ii) of sectlon 401(AX3XA) of the 1986 Code is
amended by inserting “attributable to employer contnbutmns”
after “benefits”.

(2) Section 401(IX5XC) of the 1986 Code (defining average
annual com ion) is amended to read as follows:

“C) AVERAGE ANNUAL COMPENSATION.—The term ‘aver-
age annual compensation’ means the participant’s highest
avemge annual compensation for—

aﬂyﬁodofatleast3mnsecutweyears,or
“(1_i) ", rter, the participant’s full period of
service.

(3) Section 401(IXS5XE) of the 1986 Code (defining covered

compensation) is amended—
(A) by striking out “age 65” each place it appears and
msertmg in lieu thereof “the social security retirement

)byaddmgattheendtheraofthe following new clause:
ili) SOCIAL SECURITY RETIREMENT AGE.—For pur-

posesofthls h, the term ‘social security
retirement age’ has meaning given such term by
section 415(bX8).”

(4) Section 1111(cX3) of the Reform Act is amended by striking
out “benefits pursuant to, and individuals covered by, any such

agreement in”.
Ammum-a RerATED TO SECTION 1112 OF THE REFORM ACT.—
(1) Section 410(bX4XB) of the 1986 Code (relating to exclusion
of employees not meeting age and service requirements) is

am
(A) by striking out “do not meet” and inserting in lieu
thereof “not s a:gﬂ

(B) by striking out
(2) Section 410(b)(ﬁ) of the 1986 Code (relating to definitions

and special rules; redesignating subparagraph (F)
as subparagraph (G) and x atzhng after subparagraph (E) the
following new sub
“(F) EMPLOYERS WITH ONLY HIGHLY COMPENSATED EMPLOY-
EEs.—A plan maintained an employer which has no
employaea other than compensated employees for
be treated as meeting the requirements of
thm subsectaon for such year.”
(3) Section 401(a)26) of the 1986 Code (relatmg to additional
gja;tmpahonh mrgqunemenis) is redemgnaa%;g
paragrap as mbparagmph adding after
subpamgmgh (E) the following new aubpamgmp{a
“(F) SPECIAL RULE FOR CERTAIN DISPOSITIONS OR ACQUISI-
'rlONs.—Rules similar to the rules of section 410(bX6XC)
y for purposes of this paragraph.
“(G) EPARATE LINES OF BUSINESS.—ALt the election of the
Rt il cotiiod & sk wampact (= sach i
may be app y with res| each sepa-
rate line of business mmployer For purposes of this
paragraph, the term ‘separate line of business’ has the
meaning given such term by section 414(r) (without regard
to paragraph (7) thereof).”
(4) Section 402(bX2) of the 1986 Code (relating to failure to
meet requirements of section 410(b)) is amended by striking out



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3465

subparagraphs (A) and (B) and inserting in lieu thereof the
following:

“(A) HicHLY COMPENSATED EMPLOYEES.—If 1 of the rea-
sons a trust is not exempt from tax under section 501(a) is
the failure of the plan of which it is a part to meet the
requirements of section 401(a)X26) or 410(b), then a highly
comggnuadt:d employeehs(liz)ﬂ[, ic!liu}li:q of the _amou.ntrde?ilreu
mined under paragrap , iny in gross income for

with or within which the taxable year of the
trusten anamountequalbothemtedaocruedbeneﬁtof
such employee (other than the employee’s investment in
the contract) as of the close of such taxable year of the
trust.

“(B) FAILURE TO MEET COVERAGE TESTS.—If a trust is not
exempt from tax under section 501(a) for any taxable
solely because such trust is part of a plan which t‘m.l?at.;
meet the requirements of section 401(aX26) or 410(b), para-
graph (1) shall not apply by reason of such failure to any
smgloyee who was not a highly compensated employee

“(i) such taxable year, or
“(ii) any preceding period for which servwe was cred-
itable to auch employee under the p]an.

(51 Subsections (m)(4)(A) and (nX8XA) of section 414 of the 1986
Code are each amended by striking out “and (16)” and inserting
in lieu thereof “(16), (17), and (26)”.

(6) Clause (iii) of sechon 1112(eX3XA) of the Reform Act is 26 USC 401 note.
amended by striking out “a plan or merger” and inserting in
lieu the “the plan”.

(7) Section 1112(e)2) of the Reform Act is amended by striking
out “employees covered by such agreement in".

(8) Subsection (e) of section 1112 of the Reform Act is amended
by striking out paragraph (3XC) and by adding at the end of
such subsection the following new paragraph:

“(4) SPECIAL RULE FOR PLANS WHICH MAY NOT TERMINATE.—To
theemntprowdedmmgulahons prescribed by the Secretary

the Treasury or his delegate, if a plan is prohibited from
termmatmg under title IV of the Employee Retirement Income
Security Act of 1974 before the 1st year to which the amend-
g:ent made by (zl)lbsectwn (b) woullld apply, tmd?ent made
y subsection (b) shall only a yhoyears r st year in
which the plan is able to termplga

(9) Subparagraph (B) of section 1112(eX8) of the Reform Act is
amended to read as follows:

“(B) INTEREST RATE FOR DETERMINING ACCRUED BENEFIT OF
HIGHLY COMPENSATED EMPLOYEES FOR CERTAIN PURPOSES.—In
the case of a termination, transfer, or distribution of assets
ofaphndmibedmphmmmtheht
yeall'ltowhichthe nt made by subsection (b)
applies—

“(i) AMOUNT ELIGIBLE FOR ROLLOVER, INCOME AVERAG-
ING, OR TAX-FREE TRANSFER.—For purposes of determin-
eligible amount, the present value of the
accnﬂ benefit of any highly compensated emplom
determined by using an interest rate not
t.han the highest of—
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“(I) the applicable rate under the plan’s method
in effect tmger the plan on August 16, 1986,

“/II) the highest rate (as of the date of the termi-
nation, tr er, or distribution) determined under
any of the methods applicable under the plan at
any time after August 15, 1986, and before the
termination, transfer, or distribution in calculating
the present value of the accrued benefit of an
employee who is not a highly compensated em-
ployee under the tﬁlan (or any other plan used in
determining whether the plan meets the require-
ments of section 401 of the Internal Revenue Code
of 1986), or

“(IIT) 5 percent.

“(ii) ELiGIBLE AMOUNT.—For purposes of clause (i),
the term ‘eligible amount’ means any amount with
respect to a highly compensated employee which—

‘“I) may be rolled over under section 402(a)5) of
such Code,

“(II) is eligible for income averaging under sec-
tion 402(e)X1) of such Code, or capital gains treat-
ment under section 402(a)2) or 403(a)2) of such
Code (as in effect before this Act), or

“(IIT) may be transferred to another plan without
inclusion in gross income.

“(iii) AMOUNTS SUBJECT TO EARLY WITHDRAWAL OR
EXCESS DISTRIBUTION TAX.—For purmea of sections
T2(t) and 4980A of such Code, there shall not be taken
into account the excess (if any) of—

“I) the amount distributed to a highly com-
pensated employee by reason of such termination
or distribution, over

“(II) the amount determined by using the in-
terest rate applicable under clause (i).

“(iv) DISTRIBUTIONS OF ANNUITY CONTRACTS.—If an
annuity contract purchased after August 16, 1986, is
distributed to a highly compensated employee in
connection with such termination or distribution, there
shall be included in gross income for the taxable year of
such distribution an amount equal to the excess of—

“(I) the purchase price of such contract, over

“(I) the present value of the benefits payable
under such contract determined by using the in-
terest rate z:rlplicable under clause (i).

Such excess shall not be taken into account for pur-
poses of sections 72(t) and 4980A of such Code.

“(v) HIGHLY COMPENSATED EMPLOYEE.—For purposes
of this subparagraph, the term ‘highly compensated
employee’ has the meaning given such term by section
414?(;) of such Code.”

(10) Section 413(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

‘(9) PLANS COVERING A PROFESSIONAL EMPLOYEE.—Notwith-
standing subsection (a), in the case of a plan (and trust forming
part thereof) which covers any u&rofeemonal employee, a?a.m-
graph (1) shall be applied bg substituting ‘section 410(a)’ for
section 410’, and paragraph (2) shall not apply.”



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3467

(11) Section 410(b)4) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

“(C) REQUIREMENTS NOT TREATED AS BEING MET BEFORE
ENTRY DATE.—An employee shall not be treated as meeting
the age and service requirements described in this para-
graph until the first date on which, under the plan, any
employee with the same age and service would be eligible to
commence icipation in the plan.”

(i) AMENDMENTS TED TO SECTION 1114 oF THE REFORM ACT.—
(1) Paragraph (1) of section 414(q) of the 1986 Code (defining
highly compensated employee) is amended by adding at the end
thereof the following new flush sentence:
“The Secretary shall adjust the $75,000 and $50,000 amounts
under this paragraph at the same time and in the same manner
as under section 415(d).”
(2) Section 414(q)6) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

“(C) RULES TO APPLY TO OTHER PROVISIONS.—

“@) IN GENERAL.—Except as provided in regulations
and in clause (ii), the rules of subparagraph (A) shall be
applied in determining the compensation of (or any
contributions or benefits on behalf of) any employee for
purposes of any section with respect to which a highly
compensated employee is defined by reference to this
subsection.

“(ii) EXCEPTION FOR DETERMINING INTEGRATION
LEVELS.—Clause (i) shall not apply in determining the
portion of the compensation of a participant which is
u.nder” the integration level for purposes of section

(3XA) Section 414(q)X8) of the 1986 Code (relating to excluded
employees) is amended—

(1) by maertmg “and” at the end of subparagraph (D), by

and” at the end of subparagraph (E) and insert-
ing in lieu thereof a period, and by striking out subpara-
g‘raph (F), and

(ii) by striking out “The” in the last sentence thereof and
maert:.ngmm lieu thereof “Except as provided by the Sec-

retary,

(B) Section 414(q) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(11) SPECIAL RULE FOR NONRESIDENT ALIENS.—For purposes of
this subsection and subsection (r), employees who are non-
resident aliens and who receive no earned income (within the
meaning of section 911(dX2)) from the employer which
constitutes income from sources within the United States
(w1thm the meamng of section 861(a)3)) shall not be treated as

tfh XA) Paragmph (8) of section 414(g) of the 1986 Code is
amended msertmg “or the number of officers taken into

account (5)” after “paragraph (4)".

(B) Section 4 6(1)(1)(311 of the 1986 Code is amended by adding
at the end thereof the new sentence: “For purposes of
dete the number of officers taken into account under
clalfs:l eg), employees described in section 414(q)8) shall be
exclu
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(5) Subparagraph (B) of section 408(kX3) of the 1986 Code is
a.rmand‘e:.::}3 ;.o Sread as follows: ke - h )
PECIAL RULES.—For purposes of sul ;
there shall be excluded froxl:; oonmderatlonp m Eoyges de-
scribed in subparagraph (A) or (C) of section 410(bX3).”
(j) AMENDMENTS RELATED TO SECTION 1115 OF THE REFORM ACT.—
(1) So much of section 414(s) of the 1986 Code as precedes

. paé?}graph (2)is am?‘lded to read asffollows o
MPENSATION.—For purposes of any applicable provision—

“(1) INn ceENERAL—Except as provided in this subsection, the
term ‘compensation’ has the meaning given such term by sec-
tion 415(cX3).”

(2) Section 414(s) of the 1986 Code is amended by striking out
paragraph (2), by redesignating paragra adphs (3) and (4) as para-
graphs (2) and (3), respectively, and by adding at the end thereof
the followmg new paragraph:

“(4) APPLICABLE PROVISION.—For purposes of this subsection,
the term ‘applicable provision’ means any provision which
specificall ers to this subsection.”

(3XA) ion 416(iX1) of the 1986 Code (defining key
employee) is amended by adding at the end thereof the follow-
ing new subparagraph:

“(D) MPENSATION.—For purposes of this paragraph, the
term ‘compensation’ has the meaning given such term by

section 41 i
26 USC 416 note. (B) The amendment made by this &ragraph shall apply to
ears beginning after December 31, 19

k) AMENDMENTS RELATED T0 SECTION 1116 OF THE REFORM ACT.—
(1XA) Sub B%‘ﬂph (B) of section 401(kX2) of the 1986 Code
(relating to retn tions from a cash or deferred arrangement)
1s amended—
(i) by striking out subclauses (II), (II), and (IV) of clause
(i) and inserting in lieu thereof:
PR e
1i) by ating su uses an as s uses
(III) and (IV), respectively.
(B) Section 401(k) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:
“(10) DISTRIBUTIONS UPON TERMINATION OF PLAN OR DISPOSI-
TION OF ASSETS OR SUBSIDIARY —
‘“(A) IN GeNERAL.—The following events are described in
this paragraph:

“(i) TERMINATION.—The termination of the plan with-
out eatabhshment or maintenance of another defined
eontrlbutlon cre (other than an employee stock owner-

pla.n as defined in section 4975(e)7)).

(u) DisposiTioN OF Assers.—The disposition by a
corporation of substantially all of the assets (within the
meaning of section 409(dX2)) used by such corporation
in a trade or business of such corporation, but only
with res to an employee who continues employ-
ment with the corporation acquiring such assets.

“(iii) DisposrTION OF SUBSIDIARY.—The disposition
a corporation of such corporatlon s interest in a subsidi-
ary (within the meaning of section 409(d)(3)), but only
with to an employee who continues employ-
ment with such subsidiary.
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“(B) DISTRIBUTIONS MUST BE LUMP SUM DISTRIBUTIONS.—
“() In GENERAL.—An event shall not be treated as
described in subparagraph (A) with respect to any em-
ployee unless the employee receives a lump sum dis-
tribution by reason of the event.

“(ii) LuMP SUM DISTRIBUTION.—For of this
subparagraph, the term ‘lump sum distribution’ has
the meaning given such term by section 402(e)X4), with-
out regard to clauses (i), (ii), (iii), and (iv) of subpara-
m (A), subparagraph (B), or subparagraph (H)

“(C) TRANSFEROR CORPORATION MUST MAINTAIN PLAN.—An
event shall not be treated as described in clause (ii) or (iii) of
ph (A) unless the transferor corporation contin-
ues to maintain the plan after the disposition.”
(CXi) Subparagraph (AXi) of section 401(k)X10) of the 1986 Code 26 USC 401 note.
(as added by subparagraph (B)) shall apply to distributions after
October 16, 1987.
(ii) Subparagraph (B) of section 401(k)(10) of the 1986 Code (as
added by subparagraph (B)) shall apply to distributions after
March 31, 1988.
) gedubpamgraph (B) of section 401(kX2) of the 1986 Code is
amen:

(A) by inserting “amounts held by the trust which are
attributable to employer contributions made pursuant to
the employae s election” after “under whi

by striking out “amounts held by the trust which are
attnbutable to employer contributions made pursuant to
the employee’s election” in clause (i), and

(C) by striking out “amounts” in clause (ii).
(3)(A) Clause (ii) of sect.mn 401(kX3XA) of the 1986 Code is
y inserting “eligible” before ‘“highly compensated

em; each place it a
(B}mon 1118(b)(4) of m Reform Act is amended by strik- 26 USC 401.

tnt:grg;ﬁ.“ any’ the first place it appears and inserting in lieu
an”.

4) Subparagmph (C) of section 401(kX3) of the 1986 Code, as
added by secl:.i(oﬁx) 1116(e) of the Reform Act, is redesignated as

®) S o @ of sactn;; 4010X8XDXiD) dgﬁ the 1986 Code, ss
redmlg'na pamgra 18 amen striking ou
“meets” and i lieu thereof “meet”.

(6) Section 401(kX ofthe 198600demamendedbystnk-
ing out “provided by such em r’.

(7) Section 401(kX8) of the 19 Code(mlahngtoamngement
tl;ot ed if excuiu oontnblllmo(ﬁ)s dmt.n';:nbtad) is amend(;jd

subparagrap as paragraph

and by mserta.ng after subparagraph (D) the following new

“(E) g‘n;\'rm'r OF MATCHING CONTRIBUTIONS FORFEITED
BY REASON OF EXCESS DEFERRAL OR CONTRIBUTION.—For pur-
poses of paragraph (2XC), a matching contribution (within
the meaning of subsection (m)) shall not be treated as
forfeitable merely because such contribution is forfeitable if
the contribution to which the matching contribution relates
is treated as an excess contribution under subparagraph
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(B), an excess deferral under section 402(gX2XA), or an
excess aggregate contribution under section 401(m)(6)XB).”

8 Subparagraph (B) of section 1116(f}(2) of the Reform Act is
amended ly adding at the end thereof the following new sen-
tence: “If clause (i) or (ii) applies to any arrangement adopted by
a governmental unit, then any cash or deferred arrangement
ado ted by such unit on or after the date referred to in the

icable clause shall be treated as adopted before such date.”
9) Section 401(k)4)XB) of the 1986 Code is amended by adding
at the end thereof the following new sentence:
“This subparagraph shall not apply to a rural electric
cooperative plan.”

(10) Clause (i) of section 1116(f)2)B) of the Reform Act is
amended by striking out "(or political subdivision thereof)” and
inserting in lieu thereof “‘or political subdivision thereof, or any
agency or instrumentality thereof,”.

(1) AMENDMENTS RELATED TO Smcrlon 1117 oF THE REFORM AcCT.—

(1) Paragraph (1) of section 401(m) of the 1986 Code (relating
to nondiscrimination test for matching contributions and em-
ployee contributions) is amended by striking out “A Plzm” and
inserting in lieu thereof “A defined contribution plan”.

(2) Paragraph (3) of section 401(m) of the 1986 Code (relating
to requirements) is amended by adding at the end thereof the
following new sentence: “If matching contributions are taken
into account for purposes of subsection (kX3)AXii) for any plan
year, such contributions shall not be taken into account under
subparagraph (A) for such year.”

(3) The last sentence of section 401(m)2)B) of the 1986 Code is
amended by striking out “such contributions” the first place it
appears and msertmg in lieu thereof ‘“‘contributions to which
this subsection applies”.

(4) Section 401(mX4XA) of the 1986 Code (defining matching
contribution) 13 amended by striking out “the plan” each place
1t ap Pears and inserting in lieu thereof “a defined contribution

(5)(A) Section 401(m)4)B) of the 1986 Code (defining elective
deferral) is amended b{ striking out “section 402(gX3XA)” and
inserting in lieu thereof “section 402(g)3)”.

(B) The amendment made by this para%raph shall take effect
as if included in the amendments mad section 1120 of the
Reform Act.

(6) Sub ph (C) of sect.xon 401(m)6) of the 1986 Code is
amended y striking out * nxcms in the subparagmph

d inserting in lieu thereof “EXCESS AGGREGATE"

(7) Section 401(mX7XA) of the 1986 Code (relatmg to additional
tax of section 72(t) not applicable) is amended by striking out
. ph (8)” and inserting in lieu thereof ‘ paragraph (6)".

8) ion 497%(aX1) of the 1986 Code (relating to tax on
certain excess contributions) is amended by striking out “a cash
or deferred arrangement which is of”’.

(9) Section 4979(c) of the 1986 (defining excess contribu-
tions) is amended—

(A) by striking out “403(b),”, and
(B) by striking out ‘“408(kX8XB)”’ and inserting in lieu
thereof “408(kX6)XC)".

(10) Section 4979(d) of the 1986 Code (defining excess aggre-
gate contribution) is amended by adding at the end thereof the
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following new sentence: “For purposes of determining excess Contracts.
aggregate contributions under an annuity contract described in
section 403(b), such contract shall be treated as a plan described
m(11) Par:;n(:)ltal{;} f 4979(f) of the 1986 Code (rela
p of section e e (relating
to inclusion in prior year) is amended to read as follows:
“(2) YEAR OF INCLUSION.—

“(A) IN GENERAL.—Except as provided in

®B), any amount distributed as provided in paragraph ?1)
shall be treated as received and earned by the recipient in
his taxable year for which such contribution was made.

“(B) DE miNmMis DISTRIBUTIONS.—If the total excess con-
tributions and excess aggregate contributions distributed to
a recipient under a plan for any plan year are less than
$100, such distributions (and any income allocable thereto)
shall be treated as earned and received b; the recipient in
his taxable year in which such distributions were made.”

(12) Subsection (d) of section 1117 of the Reform Act 26 USC 401 note.
is amendlclad by adding at the end thereof the following new
ph:
“/(4) DISTRIBUTIONS BEFORE PLAN AMENDMENT.—

“(A) IN GENERAL—If a plan amendment is required to
allow a plan to make any distribution described in section
401(m)6) of the Internal Revenue Code of 1986, any such
distribution which is made befom the close of the 1st plan
year for which such amendment is required to be in effect
under section 1140 shall be treated as made in accordance
with the provisions of the plan.

“(B) DISTRIBUTIONS PURSUANT TO MODEL AMENDMENT.—

/i) SECRETARY TO PRESCRIBE AMENDMENT.—The Sec-
retary of the Treasury or his delegate shall prescribe
an amendment which allows a plan to make any dis-
tribution described in section 401(m)6) of the Internal
Revenue Code of 1986.

“(ii) ApoPTION BY PLAN.—If a plan adopts the amend-
ment prescribed under clause (i) and makes a dis-
tribution in accordance with such amendment, such
distribution shall be treated as made in accordance
with the provisions of the plan.”

AMENDMENTS RELATED TO Sncnon 1120 or THE ReErorM AcT.—

(1XA) Section 403(b)X10) of the 1986 Code (relating to non-
discrimination requmement.s) as added by section 1 ) of the
Reform Act, is redmu(Ba h (12).

®) Sub aph of aectlon X1) of the 1986 Code is
amen out “paragraph (10)” and inserting in lieu

(2) Clause (ﬁ op sectlon 403(bX12XA), as redesignated by para-
graph (1), is amended—
(A) by inserting “(17),” after “(5),”,
(B) by msertmg o sectlon 401(1:1} " after “section 401(a)”
the first place it appeare
01(13) Section 1120(c) of the Reform Act is amended to read as 26 USC 403 note.
ows:
) D ik ided aph @), the
) GENERAL.— as provi in , e
amendments made by this aect:on shall app;y
ning after December 31, 1988.
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“(2) COLLECTIVE BARGAINING AGREEMENTS.—In the case of a
plan maintained pursuant to 1 or more collective
agreements between employee representatives and 1 or more
employers ratified before March 1, 1986, the amendments made

this section shall not apply to plan years beginning before

) Janvary 1, 1991,

anuary or
“(B) the later of—
‘(i) January 1, 1989, or
“(ii) the date on which the last of such collective
bargaining agreements terminates (determined without
ﬁgzrﬂ to any extension thereof after February 28,

SEC. 1011A. AMENDMENTS RELATED TO PARTS III AND IV OF SUBTITLE A
OF TITLE XI OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1121 OF THE REFORM AcCT.—
1) Subparagraamgh (F) of section 402(a)5) of the 1986 Code
(rela er treated as rollover contribution under sec-
tion 408) is amended by striking out “described in subparagraph
(A)” and inserting in lieu thereof “resulting in any portion of a
dmtﬁbunon being excluded from gross income under subpara-

(ﬁA) Section 408(dX3XA) is amended by striking out the last
sentence thereof.
26 USC 408 note. (B) The amendment made by subparagraph (A) shall apply to
rollover contributions made in taxable years beginning after
December 31, 1986.
26 USC 401 note. (3) Section 1121(d) of the Reform Act is amended by adding at
the end thereof the following new paragraph:
“(5) PLANS MAY INCORPORATE SECTION 401(a) (9) REQUIRE-
MENTS BY REFERENCE. —Notmthstandmg any other ion of
law, axoept as provided in regulatmns prescribed by the Sec-
retary of the Treasury or his delega glan may incorporate
by reference the reqmremenls of aectlon 401(aX9) of the Internal
Revenue Code of 1986.”
(4) Sectmn 1121(d)(3) of the Reform Act is amended by striking
lan years” and inserting in lieu thereof “years
26 USC 402 note. (5) ion 402(a)}5)F)Xii) of the Internal Revenue Code of 1954
shall not apply to distributions after October 22, 1986, and
before the 1st taxable year beginning after 1986 which are
attributable to benefits which accrued before January 1, 1985.
(b) AMENDMENTS RELATED T0 SECTION 1122 OF THE REFORM ACT.—
(1XA) Section 72(D of the 1586 Code (relating to special rules
for computing empl oontnbutlons] is amended by striking
out “for purposes of subsections (dX1) and (eX7), the consider-
ation for the contract contributed by the employee. 5
(B) Section 72(n) of the 1986 Code (relating to annuities under
retired serviceman’s family protection plan or survivor benefit
plan) is amended by s nkmg out “Subaectmns (b) and (d)” and
inserting in lieu thereof “Subsection (b)"”.
(C} Sections 406(e) and 407(e) of the 1986 Code are each
ended by out paragraph (1) and by redesignating
gg'.l;graphs (2), (3), and (4) as paragraphs (1), (2), a.nd (3), respec-

(2)(A] Section 72 of the 1986 Code (relating to annuities and
certain proceeds of endowment and life insurance contracts) is
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amended by adding after subsection (c) the following new
subsection:

“d) TreaTmENT OF EmpLOoYEE CoNTRIBUTIONS UNDER DEFINED
ConNTRIBUTION PLANS AS SEPARATE CoNTRACTS.—For purposes of this
section, employee contributions (and any income allocable thereto)

tr:;‘:‘deﬁned contribution plan may be treated as a separate
con

(B) Section 72(e) of the 1986 Code is amended by striking out
paragraph (9). .

(3) Section 414(kX2) of the 1986 Code (relating to certain plans
treated as defined contribution plans) is amended by inserting
“72(d) (relahng to treatment of employee contributions as sepa-
rate contract),” before “411(a)7X.

(4XA) The amendment made by section 1122(e)1) of the
Reform Act is repealed and the Internal Revenue Code of 1986 26 USC 402 and
shall be applied and administered as if such amendment had note.
not been enacted.

(B) Subclause (I) of section 402(a)X5XDXi) of the 1986 Code is
amended by inserting “is payable as provided in clause (i), (iii),
or (iv) of subsection (eX4 (without regard to the second
sentence thereof) and” after “such distribution” the first place

it
(gg Section 402(aX5XDXi) of the 1986 Code is amended by
adding at the end thereof the foll new sentence: “Any
distribution described in section 401(; )(B)(u] shall be treated
as meeting the requirements of aubclauses (D and (I1).”
(D) Section 402(a)5XDXiii) is amended by striking out “10-
YEAR” in the headmgxn
(E) Section 402(a)X5XDXiXID) of the 1986 Code (as in effect after 26 USC 402 note.
the amendment made by subparagraph (A)) shall not apply to
tliigsg'ibutions after December 31, 1986, and before March 31,
(5) Clause (ii) of section 402(a)6)H) of the 1986 Code (relating
to special rule for frozen deposits) is amended by adding at the
end thereof the following new flush sentence:
“A deposit shall not be treated as a frozen deposit
unless on at least 1 during the 60-day period

described in paragraph CJ (without to this
subpamg‘mpm ”) deposit is described in the preced-
sen

(6) Clause (i) of section 402(e)4)XB) of the 1986 Code is
amended by striking out “taxpayer” and inserting in lieu
thereof “employee’.

(7) The last sentence of section 402(e)4)XJ) of the 1986 Code
(relating to unrealized appreciation on employer securities) is
amended to read as follows: “In accordance with rules pre-
scnbedbyt.lmSecretary a taxpayer may elect, on the return of
tax on which a distribution is to be included, not to
:::i;ehothng’ subparagraph apply with respect to such dis-

UL10M.

(8) Section 402 of the 1986 Code (relating to taxability of

of employees’ trust) is amended as follows:

(A) Subsection (aX1) is amended by striking out ‘“para-
grapl;hs( ;)7_2) and (4)” and inserting in lieu thereof “para-
grap

(B) Subsection (a)4) is amended by striking out “or (2)”.
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(C) Subsection (a)6XC) is amended by striking out “para-
graph (2) of subsection (a), and”.
) Sub;et(‘:tl)ozf (a)6XEXi1) Es) amsndeddb striking out
agrap subsection (a), and” and by striking out
tl’Il):roomma after subsectmn( ) 5
(E) Subsection (e)(l)(A) is amended by striking out “ordi-
nary income portion of a”
(g\ Subsection (e)X4XA) i is amended—
(i) by striking out “Except for purposes of subsection
(aX2) and section 403(a)X2), a” and inserting in lieu
thereof “A”, and
(ii) by striking out “subsection (aX2) of this section,
and subsection (a)2) of section 403,”
(e)] Subparagraph (L) of subsection (e)(4) is hereby re-

pealed

(H) Subsection (eX4XM) is amended by stnkm\g out “,
subsection (a)2) of this section, and section 403(a)X2)”.

(I) Subsection (eX5) is amended by striking out “and
paragraph (2) of subsection (a)”

(J) Subsection (e}6)C) is amended to read as follows:

“0) Sphmcml. LUMP-S_al g UM mamtreat-;Fo: purposesli tgf this
paragraph, special lump sum ent applies to any
distribution if any portion of such distribution is taxed
unde}rl' (t:{h)(ii'?- )s'l,lbsection by reason of an election under para-
grap ;

(9XA) Section T2(eXT7) of the 1986 Code is hereby repealed.

(B) Section T2(eX5XD) is amended by striking out “garagraphs
(7) and (8)” and inserting in lieu thereof “par: 0

© Sectﬁo(r%);?Z(e)(S)(A) is amended by st.n.k.mg out “(other than
paragrap

(D) Section T2(qX2XE) of the 1986 Code is amended by striking
out “(determined without regard to subsection (eX7))".

(10) Section 402(e)1XB) of the 1986 Code (relating to amount of
tax on lump-sum distributions) is amended by adding at the end
thereof the following new flush sentence:

“For purposes of the preceding sentence, in determining the
amount of tax under section 1(c), section 1(g) shall be
pplied without regard to Xh (2XB) thereof.”

(11) ion 1122(h) of th form Act is amended by adding
at the end thereof the followmg new paragraph:

“(9) SPECIAL RULE FOR STATE PLANS.—In the case of a plan
maintained by a State which on May 5, 1986, permitted with-
drawal by the employee of employee contributions (other than
as an annuity), section 72(e) of the Internal Revenue Code of
1986 shall be applied—

“(A) without regard to the phrase ‘before separation from
service’ in paragraph (8)XD), and

“(B) by treating any amount received (other than as an
annuity) before or with the 1st annuity payment as having
been received before the annuity starting date

(12) Subparagraph (B) of section 1122(h)(2) of the Reform Act
is amended by inserting “, except that section 72(bX3) of the
Internal Revenue Code of 1986 (as added by such subsection)
shall apg gg to individuals whose annuity starting date is after
July 1, 1986 after “1986".

(13) Sections 1122 (h)X3XC) and (h)X4XC) of the Reform Act are
each amended by striking out “with respect to any other lump
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sum distribution” and inserting in lieu thereof “for purposes of
such Code”.

(14) Clause (i) of section 1122(h)}3XC) of the Reform Act is’

amended—

(A) by striking out “individual” and inserting in lieu
thereof “employee”, and

(B) by inserting “or by an individual, estate, or trust with
respect to such an employee” after “1986".

(15) Section 1122(h)5) of the Reform Act is amended—

(A) by striking out “individual” and inserting in lieu
thereof “employee”,

(B) by inserting “and by including in gross income the
zero bracket amount in effect under section 63(d) of such
Code for such years” after “1986"” in the last sentence, and

© by adding at the end thereof the following new sen-
tence: “This paragraph shall also apply to an individual,
estate, or trust which receives a distribution with respect to
an employee described in this paragraph.”

(16) Sections 406(c) and 407(c) of the 1986 Code are each
amended—

(A) by striking out “subsections (a)2) and (e) of section
402, and section 403(a)2)” and inserting in lieu thereof
g e i i

y striking out “‘or Caprrar Gamn VISIONS AND” in
the heading thereof.
(c) AMENDMENTS RELATED TO SECTION 1123 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 72(tX2) of the 1986 Code
(relating to su ion not to apply to certain distributions) is
amended by striking out “on account of early retirement under
the plan” in clause (v).

(2) Subparagraph (C) of section T2(tX2) of the 1986 Code (relat-
ing to certain plans) is amended to read as follows:

“(C) EXCEPTIONS FOR DISTRIBUTIONS FROM EMPLOYEE STOCK

OWNERSHIP PLANS.—Any distribution made before January

1, 1990, to an employee from an employee stock ownership

plan (as defined in section 4975(eX7)) or a tax credit em-

ployee stock ownership plan (as defined in section 409) if—

‘(i) such distribution is attributable to assets which

have been invested in employer securities (within the

meaning of section 409(1)) at all times duringlthe 5-

plan- period preceding the plan year in which the
distribution is made, and

“(ii) at all times du.ri.? such period the requirements

of sections 401(a)28) and 409 (as in effect at such times)

are met with respect to such employer securities.”

(3) Subparagraph (A) of section T2(tX3) of the 1986 Code
(relating to certain exceptions not to apply to individual retire-
ment plans) is amended by striking out “and (C)” and inserting
m(&f ‘éummﬂsm&)m 'é @) of T2qX2) of the 1986

P an section e
Code are each amended by striki outthepgrlxodattheend
thereof and inserting in lieu a comma.

(5) Subparagraph (B) of section 72(qX3) of the 1986 Code
(relating to in substantially equal payments) is amended
by striking out “employee” each place it appears and inserting
in lieu thereof “taxpayer”.

26 USC 402 note.
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26 USC 72 note.

26 USC 72 note.

26 USC 402 note.

Handicapped
persons.

(6) Section 72(qX2) of the 1986 Code (relating to subsection not
to apply to certain dispositions) is amended by inserting after
subparagraph (G) the following new subparagraph:

‘“H) to which subsection (t) applies (without regard to
paragraph (2) thereof),”.

(7) Subparagraph (D) of section T2(qX2) and clause (iv) of
section 72(tX2XA) of the 1986 Code are each amended by insert-

ing “designated” before “beneficiary”.

(8) Paragraph (2) of section 72(o) of the 1986 Code (relating to
additional tax if amount received before age 59%) is hereby

repealed.

(9) Subparagraph (I) of section 402(e)(4) of the 1986 Code is
amended by striking out “clause (ii) of*

(10) Sectlon 26(bX2) of the 1986 Code is amended—

(A) by striking out “, (0X2),” in subparagraph (C), and

(B) by striking out “408(f) (relating to additional tax on
income from certain retirement accounts)” in subparagraph
(D) and inserting in lieu thereof “72(t) (relating to 10-
percent additional tax on early distributions from qualified
retirement F lans)”.

an Sectlon 1123(e)2) of the Reform Act is amended—

(A) by striking out “taxable”, and
(B) by inserting “, but only with respect to distributions
from contracts described in section 403(b) of the Internal
Revenue Code of 1986 which are attributable to assets other
than assets held as of the close of the last year beginning
before January 1, 1989” after “1988”.

(12) Section 1123(e)oftheReformActmamendedbyaddmgat
the end thereof the following new paragraph:

“(5) SPECIAL RULE FOR DISTRIBUTIONS UNDER AN ANNUITY CON-
TrRACT.—The amendments made by paragraphs (1), (2), and (3) of
subsection (b) shall not apply to any distribution under an
annuity contract if—

(A) as of March 1, 1986, payments were being made
under such contract purwant to a written election provid-
ing a specific schedule for the distribution of the taxpayer’s
interest in such contract, and

“(B) such distribution is made pursuant to such written

election
13) Sectlon T2(t) of the 1986 Code shall apply to any distribu-
tion without regard to whether such distribution is made with-
out the consent of the ipant pursuant to section 411(a)(11)
or section 417(e) of the 1986 Code.
(d) AMENDMENTS RELATED 170 SECTION 1124 OF THE REFORM ACT.—
f{I)Sect.icm1124(|m)of1;heReformActisamendedtoneadas
killows:

“(a) IN GENERAL—If an e 98")lo;;reednm, separates from service, or
becomes disabled before 1 and an individual, trust, or estate
receives a lump-sum distribution with respect to such employee
after December 31, 1986, and before March 16, 1987, on account of
such death, separation from service, or disability, then, for purposes
oftheIntemalRevenusCodeoleSG,mchmdlndual,mtate,or
tnmtmay treat such distribution as if it were received in 1986.”

(2) Section 1 )oftheReformActmamended——-
bystnkmgout ‘empl "’ each place it appears and
rting in lieu thereof ividual, estate, or trust”, and
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(B) by inserting “with respect to an employee” after
ll’rweiml’.

(8) Section 1124 of the Reform Act is amended by adding at
the end thereof the following new subsection:

“(c) Lump Sum DistriuTioN.—For purposes of this section, the
term ‘lump sum distribution’ has the meaning given such term by
section 402(e)4XA) of the Internal Revenue Code of 1986, without

to subparagraph (B) or (H) of section 402(eX4) of such Code.”

(e) AMENDMENTS RELATED TO SECTION 1131 OF THE REFORM ACT.—

(1) Subsection (c) of section 4972 of the 1986 Code (defining

nondeductible contributions) is amended to read as follows:

ae::'é;:) NonpepuctiBLe ConNTrIBUTIONS.—For purposes of this
on—

“(1) IN GENERAL—The term ‘nondeductible contributions’

?i‘m with respect to any qualified employer plan, the sum

“(A) the excess (if any) of—
‘i) the amount contributed for the taxable year by
the employer to or under such plan, over
“(ii) the amount allowable as a deduction under sec-
tion 404 for such contributions (determined without
regard to subsection (e) thereof), and
“(B) the amount determined under this subsection for the
receding taxable year reduced by the sum of—
“(i) the portion of the amount so determined re-
turned to the employer during the taxable year, and
“(ii) the portion of the amount so determined deduct-
ible under section 404 for the taxable year (determined
without regard to subsection (e) thereof).

“/2) ORDERING RULE FOR SECTION 404.—For purposes of para-
graph (1), the amount allowable as a deduction under section
404 for any taxable year shall be treated as—

“(A) first from carryforwards to such taxable year from
ing taxable years (in order of time), and
“(B) then from contributions made during such taxable

Ly g) CONTRIBUTIONS WHICH MAY BE RETURNED TO EMPLOYER.—
In determining the amount of nondeductible contributions for
any taxable year, there shall not be taken into account any
contribution for such taxable year which is distributed to the
empl in a distribution described in section 4980(cX2)BXii) if
such distribution is made on or before the last day on which a
?Og(tﬁxlg)ltion may be made for such taxable year under section

a)6).

“(4) Pre-1987 coNTRIBUTIONS.—The term ‘nondeductible con-
tribution’ shall not include any contribution made for a taxable
year beginning before January 1, 1987.”

(2) Paragraph (1) of section 4972(d) of the 1986 Code (defining
qualified employer plan) is amended to read as follows:

“(1) QUALIFIED EMPLOYER PLAN.—

“(A) In GENERAL.—The term ‘qualified employer plan’

‘(i) any plan meeting the requirements of section
401(a) which includes a trust exempt from tax under
section 501(a),

“(ii) an annuity plan described in section 403(a), and
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“(iii)) any simplified employee pension (within the
meaning ogsecnon 408(k)).

‘“B) EXEMPTION FOR GOVERNMENTAL AND TAX EXEMPT
pPLANS.—The term °‘qualified employer plan’ does not in-
igé?)? ?( ﬁl,en described in subparagraph (A) or (B) of section

cX1).
26 USC 404 note. : l(13) Section 1131(d) of the Reform Act is amended to read as
OlIOWS:
“(d) ErFeEcTIVE DATES. —

“(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
begmnmg after December 31, 1986.

‘2) SPECIAL RULES FOR COLLECTIVE BARGAINING AGREE-
MENTS.—In the case of a plan maintained pursuant to 1 or more
collective bargaining agreements between employee representa-
tives and 1 or more employers ratified before March 1, 1986, the
amendments made by this section shall not apply to contribu-
tions pursuant to any such agreement for taxable years begin-
ning before the earlier of—

“(A) January 1, 1989, or

“(B) the date on which the last of such collective bargain-
ing agreements terminates (determined without regard to
any extension thereof after February 28, 1986).”

(4)(A§Subparagraph (A) of section 404(a)T) of the 1986 Code is
amended—

(i) by striking out “provisions” and inserting in lieu
thereo "paragraphs” and

(i) by inserting “or in connection with trusts or plans
described in 2 or more of such paragraphs” after “1 or more
defined benefit plans”.

(B) Paragraph (3) of section 404(h) of the 1986 Code is amend-
ed to read as follows:

“(3) COORDINATION WITH SUBSECTION (a) (7).—For purposes of
subsection (a)T7), a simplified employee pension shall be treated
as if it were a separate stock bonus or profit-sharing trust.”

26 USC 4972 (5) In the case of any taxable year beginning in 1987 the

note. amount under section 4972(c)(1)(A)(u) of the 1986 Code for a plan
to which title IV of the Employee Retirement Income Security
Act of 1974 atﬂphes shall be increased by the amount (if any) b
whlch as of the close of the plan year with or within which suc

X) the liabilities of such plan (determined as if the plan
had terminated as of such tzme), exceed
(B) the assets of such g
Securities. (f) AMENDMENTS RELATED EcTION 1132 OF THE REFORM ACT.—
(1) Section 4980(c)(1)(A) of the 1986 Code (defining qualified
lan) is amended by striking out “this subtitle” and inserting in
ﬁeu thereof “subtitle A”.
(2) Section 4980(cX3XA) of the 1986 Code (relating to exception
for employee stock ownership plans) is amended—
A) by inserting ‘“or a tax credit employee stock owner-
5( l%n (as described in section 409)” “section
e ti
('B] by meertmg . except to the extent necessary to meet
the requirements of section 401(a}28),” after “must”.
3 %maph (C) of section 4980(cX3) of the 1986 Code is
amen
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(A) by striking out “(by reason of the limitations of
section 415)”, and

(B) by adding at the end thereof the following new

sentence:
“The amount allocated in the year of transfer shall not be
less than the lesser of the maximum amount allowable
under section 415 or % of the amount attributable to the
securities acquired.”

(4) Subparagraph (B) of section 1132(cX2) of the Reform Act is 26 USC 4980
amended by stnkmg out “November 19, 1978” and inserting in note.
lieu thereof “ r 19, 1978”.

(5) Section 1132(c) of the Reform Act is amended by adding at
the end thereof the following new paragraph:

“(5) SPECIAL RULE FOR EMPLOYEE STOCK OWNERSHIP PLANS.—
Section 4980(cX3) of the Internal Revenue Code of 1986 (as added
by subsection (a)) shall apply to reversions occurring after
March 31, 1985.”

®) Section 4980(cX3) of the 1986 Code is amended by adding at
the end thereof the following new subparagraphs:

“(F) No CREDIT OR DEDUCTION ALLOWED.—No credit or
deduction shall be allowed under chapter 1 for any amount
transferred to an employee stock ownership plan in a trans-
fer to which this paragraph applies.

“(G) AMOUNT TRANSFERRED TO INCLUDE INCOME THEREON,

Erc.—The amount transferred shall not be treated as meet-
mgthemqmmmentaofsubparagraphs(B)aud(C)unlem
amounts attributable to such amount also meet such
requirements.”

(7) Section 4980(cX3XC) of the 1986 Code is amended by adding
at the end thereof the following new sentence:

“In the case of dividends on securities held in the suspense
account, the requirements of this subparagraph are met
only if the dividends are allocated to accounts of partici-
pants or paid to participants in proportion to their ac-
counts, or used to repay loans used to purchase employer
securities.”
(g) AMENDMENTS RELATED T0 SECTION 1133 OF THE REFORM ACT.—  Retirement.

(1XA) Section 4981A of the 1986 Code (as added by section
1133 of the Reform Act) is redesignated as section 4980A.

(B) The table of sections for cha 43 of the 1986 Code is
amended by redesignating section 4981A as section 4980A.

2 Paratgaﬂh 1) of se;ﬁma);l!)_ﬂ%{c) of th‘i) 1986 Code (as
redesigna Y paragra is amended by striking out
“$112,500 (adjusted at the same time and in the same manner as
under section 415(d))” and inserting in lieu thereof “the greater

of—
“(A) $150,000, or
“(B) $112,500 (adjusted at the same time and in the same
manner as under section 415(d)).”

(8) Section 4980A(cX2) of the 1986 Code (relating to exclusion
of certain distributions), as redesignated by paragraph (1), is
amended—

(A) by striking out “employee’s” in subparsgraph (C) and
inserting in lieu thereof “individual’s”

(B]byaddmgaftersubpamgraph(mthefol]mngnew
subparagraphs:
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‘“(E) Any retirement distribution with respect to an
individual of an annuity contract the value of which is not
includible in gross income at the time of the distribution
(other than distributions under, or proceeds from the sale
or exchange of, such contract).

‘“F) Any retirement distribution with respect to an
individual of—

‘(i) excess deferrals (and income allocable thereto)
under section 402(g)2)(AXii), or
“(ii) excess contributions (and income allocable there-
to) under section 401(k)8) or 408(d)4) or excess aggre-
gate contributions (and income allocable thereto) under
section 401(m)6).”
(4XA) Section 4980A of the 1986 Code, as redesignated by
paragraph (1), is amended by adding at the end thereof the
following new subsection:

“(f) ExemMPTION OF AcCRUED BENEFITS IN ExcEss or $562,500 on

Avucusr 1, 1986.—For p of this section—

‘(1) In GENERAL.—If an election is made with respect to an
eligible individual to have this subsection apply, the individual's
excess distributions and excess retirement accumulation shall
be computed without regard to any distributions or interests

_ attributable to the accrued benefit of the individual as of

August 1, 1986.
“(2) REDUCTION IN AMOUNTS WHICH MAY BE RECEIVED WITHOUT

TAX.—If this subsection applies to any individual—
“(A) ExcEss DISTRIBUTIONS.—Subsection (c)(1) shall be
applied—
*(i) without regard to subparagraph (A), and
“(ii) by reducing (but not below zero) the amount
determined under subparagraph (B) thereof by retire-
ment distributions attributable (as determined under
rules prescribed by the Secretary) to the individual’s
accrued benefit as of August 1, 1986.

‘“(B) EXCESS RETIREMENT ACCUMULATION.—The amount
determined under subsection (d)3)B) (without regard to
subsection (c)(1XA)) with respect to such individual shall be
reduced (but not below zero) by the present value of the
individual’s accrued benefit as of August 1, 1986, which has
not been distributed as of the date of death.

“@3) ELiGIBLE INDIVIDUAL.—For purposes of this subsection,
the term ‘eligible individual’ means any individual if, on August
1, 1986, the present value of such individual’s interests in
qualified ems%%)yer plans and individual retirement plans ex-
ceeded $562,500.

“(4) CERTAIN AMOUNTS EXCLUDED.—In determining an individ-
ual’s accrued benefit for purposes of this subsection, there shall
not be taken into account any portion of the accrued benefit—

“(A) payable to an alternate payee pursuant to a qualified
domestic relations order (within the meaning of section
414(p)) if includible in income of the alternate payee, or

“(B) attributable to the individual’s investment in the
contract (as defined in section 72(f)).

“(5) ELEcTiION.—An election under paragraph (1) shall be
made on an individual’s return of tax imposed by chapter 1or
11 for a taxable year beginning before January 1, 1989.’
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(B) Section 4980A(c) of the 1986 Code, as redesignated by
aph (1), is amended by striking out paragraph (5). )

(5) Section 4980A(d) of the 1986 Code (relating to increase in

ﬁetqbe ta;t:l 1{ individua.lh(gt):s_with mded accumulation), as re-

esigna y paragraph (1), is amended—
(A) by striking out “section 2010” in ph (2) and
inserting in lieu thereof “chapter 11”, an
(B) by adding at the end thereof the following new para-

hs:

“(f)rﬂ lgm.m FOR COMPUTING EXCESS RETIREMENT ACCUMULA-
TioN.—The excess retirement accumulation of an individual
shall be computed without regard to—

“(A) any community property law,

“(B) the value of—

“(i) amounts payable to an alternate payee pursuant
to a qualified domestic relations order (within the
meaning of section 414(p)) if includible in income of the
alternate payee, and

“(ii) the individual’s investment in the contract (as
defined in section 72(f)), and

“4C) the excess (if any) of—

‘(1) any interests which are payable immediately
after death, over
. “(tiliz the value of such interests immediately before

eal

“(5) ELECTION BY SPOUSE TO HAVE EXCESS DISTRIBUTION RULE
APPLY.—

“(A) IN GENERAL.—If the spouse of an individual is the
beneficiary of all of the interests described in paragraph
(3XA), the spouse may elect—

“(i) not to have this subsection apply, and

“(i1) to have this section apply to such interests and
any retirement distribution attributable to such in-
terests as if such interests were the spouse’s.

“(B) DE MiNIMIS EXCEPTION.—If 1 or more persons other
than the spouse are beneficiaries of a de minimis portion of
the interests described in ph (3XA)—

“(i) the spouse not be treated as failing to meet
the requirements of Maph (A), and

“(i1) if the spouse e election under subpara-
graph (A), this section shall not apply to such portion or
amgt‘1 re}‘,’irement distribution attributable to such
portion.

(6) Subparagraph (B) of section 4980A(dX3) of the 1986 Code,
as redesignated by paragraph (1), is amended to read as follows:

“(B) the tgreaenl: value (as determined under rules pre-
scribed by the Secretary as of the valuation date prescri
in subparagraph (A)) of a single life annuity with annual
pgyments equal to the limitation of subsection (¢) (as in
effect for the year in which death occurs and as if the
individual had not died).”

(7) Section 2013 of the 1986 Code (relating to credit for tax on
‘[_)rior transfer) is amended by adding at the end thereof the

ollowing new subsection:
“(g) TREATMENT OF ADDITIONAL Tax UNpER SECTION 4980A.—For
purposes of this section, the estate tax paid shall not include any
portion of such tax attributable to section 4980A(d).”
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el Y Tty ’““"“%&JE‘”"%.:{“E“‘*  S10h mmagaet
other a ution wi
dewd’:ent dying before January 1987” after “1986”.
(9) Section 4980A id)(SJ(A) of the 1986 Code is amended by
inserting “(other than as a beneficiary, determined after a;
plication of paragraph (5))” after “the individual’s interests”.

(10) Section 691(c)(f) of the 1986 Code is amended by adding at
the end thereof the following new subparagraph:

‘C) EXCESS RETIREMENT ACCUMULATION TAX.—For pur-
poses of this subsection, no deduction shall be allowed for
the portion of the estate tax attributable to the increase in
such tax under section 4980A(d).”

(11) Section 2053(cX1XB) of the 1986 Code is amended by
addmg at the end thereof the following new sentence: “This

phshal]notapplywanymcreaaemthetaxtmposed
m by reason of section 4980A(d).”

(12} Sect;mn 6018(8.) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(5) RETURN REQUIRED IF EXCESS RETIREMENT ACCUMULATION
TAXx.—The executor shall make a return with respect to the
estate tax imposed by subtitle B in any case where such tax is
increased by reason of section 4980A(d).”

(h) AMENDMENTS RELATED TO SECTION 1134 OF THE REFORM ACT.—

(1) Section T2(pX3XA) of the 1986 Code (re]atmg to denial of
mhtfcrgst deduct;hon?ll)ndcertam casealz) lll; amended b; fy i"(tzc;
w paragra oes not apply by reason o

the period” after “loan”.
(2) uhparagraph ('B) uf section T2(pX3) of the 1986 Code is
amended to read as
“(B) Periop 'm WHICH SUBPARAGRAPH (A) APpLIES.—For
purposes of subparagraph (A), the period described in this
subparagraph is the period—

“(1) on or after the 1st day on which the individual to
whom the loan is made is a key employee (as defined in
section 416(i)), or

“(ii) such loan is secured by amounts attributable to
elective deferrals described in subparagraph (A) or (C)
of section 402(g)3).”

(i) AMENDMENTS RELATED TO SECTION 1135 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 72(uX1) of the 1986 Code
(relating to annuity contracts not held by natural persons) is
amu?:ndt?d by inserting “(other than subchapter L)” after
Ils ﬁ e”'

(2) Subparagraph (D) of section 72(uX3) of the 1986 Code
(relating to exceptions) is amended by out “until such
time as the employee separates from service” and inserting in
lieu thereof “until all amounts under such contract are distrib-
ut.edtotheem loyeeforwhomsuchcontmctwaspurchasedor
the employee inneﬁ

3) Suhparagrapbs (D) and (E) of section 72(uX3) of the 1986
90?:3(: (rElat.mg to exceptions) are each amended by striking out

w

4) Paragraph (4) of section T2(u) of the 1986 Code is amended
by striking out “and” at the end of subparagraph (A), by
striking out the period at the end of subparagraph (B) and
inserting in lieu thereof “, and”, and by adding at the end
thereof the following new subparagmph
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“4C) which provides for a series of subst.antiallf equal
periodic payments (to be made not less frequently than
annually) during the annuity period.”

(j) AMENDMENTS RELATED TO SECTION 1136 OF THE REFORM ACT.—

(1) Section 401(a)27) of the 1986 Code is amended by adding at
the end thereof the following new subparaﬂaph:
“(B) PLAN MUST DESIGNATE TYPE.—In the case of a plan
whigh is in}endt;d to b?' a ngnfney purchase ;z‘ension lan loalz;ﬁ
rofit-sharing plan, a trus part of such plan s
got constitute g qualified trust unﬂer this subsection unless
the plan designates such intent at _mc’l’x time and in such

manner as the Secretary prescribe.
(2) Section 401(aX27) of the 1936 Code is amended by striking
out “(27)” and inserting in lieu thereof:
“(27) DETERMINATIONS AS TO PROFIT-SHARING PLANS.—
‘A) CONTRIBUTIONS NEED NOT BE BASED ON PROFITS.—.
(k) AMENDMENT RELATED T0 SECTION 1139 OF THE REFORM AcCT.—
Clause (i) of section 1139%(dX2)(A) of the Reform Act is amended by
striking out “before January” and inserting in lieu thereof “after
an L5
(1) AMENDMENT RELATED T0 SEcTION 1145 OF THE REFORM AcCT.—
Subparagraph (E) of section 401(a)11) of the 1986 Code (relating to
cross reference) is redesignated as subparagraph (F).
(m) AMENDMENTS RELATED TO SECTION 1147 OF THE REFORM AcCT.—
(1) Subparagraph (C) of section 7701GX1) of the 1986 Code
(relating to tax treatment of Federal ift Savi Fund) is
?21;’1’ended by inserting “, section 401(k)4XB),” after “paragraph
(2) Section 8440(a)3) of title 5, United States Code, is amended
by inserting “, 401(kX4XB) of such Code,” after “subsection (b)”.

SEC. 1011B. AMENDMENTS RELATED TO SUBTITLES B AND C OF TITLE XI
OF THE REFORM ACT,

(a) AMENDMENTS RELATED TO SECTION 1151 OF THE REFORM ACT.—
(1) Paragraph (2) of section 8%(a) of the 1986 Code (relating to
year of inclusion) is amended to read as follows:
“(2) YEAR OF INCLUSION.—
“(A) IN GENERAL.—Except as provided in subparagraph

“(i) any amount included in gross income under para-
graph (1) shall be taken into account for the taxable
year of the employee with or within which the plan
year ends, and

“(ii) any deduction of the employer attributable to
such amount shall be allowable for the taxable year of
the employer with or within which the plan year ends.

"(?) ErecTION TO Dmfan mc;.ttl.l:smn lal:m 1 nAg.—I:ﬂ:n
employer maintaining a with a year en r
Seplzeglber 30 and on or before Deceglber 31 of a calendar
year elects the application of this subparagraph—

‘(i) amounts included in gross income under para-
gﬁ:ﬁh (1) with respect to empl of such employer
8 be taken into account for the taxable year of the
employee following the taxable year determined under
subparagraph (A), but

“(ii) any deduction of the employer which is attrib-
utable to such amounts shall be allowable for the tax-

26 USC 411 note.
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able year with or within which the plan year following
the E!an year in which the excess benefits occurred
e

nas.

(2) Paragraph (4) of section 89(b) of the 1986 Code (defining
nontaxable benefits) is amended by adding at the end thereof
the following new sentence: “Such term includes any group-
term life insurance the cost of which is includible in gross
income under section 79.”

(3) Paragraph (1) of section 89(g) of the 1986 Code (relating to
X T R

a en @ e following new paragraph:
“(C) EMPLOYEES COVERED BY MORE THAN 1 m.—‘lqw
Secretary may provide that 2 or more plans providing
benefits to the same participant shall be treated as 1 plan
for purposes of applying subsections (dX1XB), (dX2), and (f).”

(4) Subparagraph (g) of section 89(@gX2) of the 1986 Code
(relating to sworn statements) is amended by adding at the end
thereof the following new sentence: “No statement shall be
required under clause (ii) with respect to any individual eligible
for coverage at no cost under a health plan which provides core
health benefits and with respect to whom the employee does not
elect any core health coverage from the employer.”

(5) Subparagraph (D) of section 8%g)2) of the 1986 Code is
amended by striking out “under such plan” and inserting in
lieu thereoiy“under such plans”.

(6) Section 8%(g) of the 1986 Code is amended by striking out
paragraph (6).

(7) Subparagraph (A) of section 89(hX1) of the 1986 Code
(relating to excluded employees) is amended by inserting “(or
1st day of a period of less than 31 days specified by the plan)”
after “month”.

(8) Section 89(j) of the 1986 Code (relating to other definitions
and special rules) is amended by adding at the end thereof the
following new paragraph:

‘(12) EMPLOYERS WITH ONLY HIGHLY COMPENSATED EMPLOY-
ees.—The requirements of subsections (d) and (e) shall not aﬁl:lﬂ
to any statutory employee benefit plan for any year for whic
the only employees of the employer maintaining the plan are
highlg;otllnpensated employees.”

9 ion 89(k) of the 1986 Code (relating to requirement that
plan be in writing) is amended by adding at the end thereof the
following new paragraph:

“(5) Loss OF EXEMPTION FOR CERTAIN PLANS.—If a plan de-
scribed in paragraph (2XE) fails to meet the requirements of
paragraph (1), the organization which is part of such plan shall
not be exempt from tax under section 501(a).”

(10) Section 6652(k)X2XB) of the 1986 Code (relating to amount
of additional tax) is amended by striking out “subsection (gX3)”
and inserting in lieu thereof “subsection (g(3XCXi)”.

(11XA) Subsection (a) of section 125 of the 1986 Code is
amended to read as follows:

“(a) GENERAL RuLE.—Except as provided in subsection (b), no

amount shall be included in es:oas income of a participant in a
T

cafeteria plan solely because, un
choose among the benefits of the plan.

l';}mplan,theparticipantmay

(B) Paragraph (1) of section 126(b)of the 1986 Code is amended
-by striking out “A plan shall be treated as failing to meet the
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requirements of this subsection” and inserting in lieu thereof
“In the case of a highly compensated employee, subsection (a)
shall not apply to any benefit attributable to a plan year”.

(C) Paragraph (2) of section 125(b) of the 1986 Code is amended
by striking out “a plan shall be treated as failing to meet the

ents of this subsection” and i in lieu thereof
“subsection (a) shall not apply to any plan

(12) Subparagraph (B) of section 125(cX1) of the 1986 Code
(defining cafeteria plans) is amended to read as follows:

“B) the participant may choose among 2 or more benefits
consisting of cash and qualified benefits.”

(13XA) Paragraph (1) of sectlon 125(e) of the 1986 Code (defin-
ing qualified benefits) is amended by inserting “and without
regard to section 8%(a)” after “subsection (a)”.

(B)'l‘helaatsentenceofsectlon 125(bX2) of the 1986 Code is
amended to read as follows: “For purposes of the preceding
sentence, qualified benefits shall not include benefits which
(mt.hout regard to this paragraph) are includible in gross
income.’

(14) Subsection (d) of section 129 of the 1986 Cods is amended

by redesignating paragraph (8) as

(15)Paragraphmofsectmn1 thelQSGCode(asso

ted) is amended—
(A) by inserting “under all plans of the employer” after
“employees” the 2nd and 3rd time it appears in subpara-
arap (A), =
) by striking out “there shall be
subparagraph (B) and inserting in lieu thereof “a pla.u may
disregard”,

~(©) by st.nkmg out “415(gX7)” in subparagraph (B) and
inserting in lieu thereof “414(qXT7)".

(16) Section 414(m)4) of the 1986 Code is amended by insert-
ing " at the end of subparagraph (A), by striking out the
comma at the end of subparagraph (B) and inserting in lieu
thereof a period, and by striking out sub phs (C) and (D).

(lb?r I;tnkmgph (f) ‘?f32," a:dnmsernng«t) oA 1918120 th 2 %m?;czl-

ou in ereof “
162(iX2), 162(k),”.

(18) Parag‘raph (6) of section 129(e) of the 1986 Code is amend-
ed by striking out “of subsection (d)” and inserting in lieu
thereof :‘of subsection (d) (other than paragraphs (4) and (7)

(19) Sub ph (C) of section 414(nX3) of the 1986 Code is
amended out “132,” and inserting in lieu thereof
“132, 162(1X2), 162&)

(20) Section 414{!;)(1) of the 1986 Code (relating to application
of controlled group rules to certain employees) is amended by
stn.kmgetzzo“of section 414" each place it appears.

(21) n 89(X6) of the 1986 Code is amended by striking
oumtrdasmibed in subparagraph (A), (B), or (C) of subsection

(22XA) Section 3121 of the 1986 Code (relating to definitions)
is amended by adding at the end thereof the following new sub-
section:

“(x) Benerrrs ProvibED UNpDER CERTAIN EMmPLOYEE BeENEFIT
Prans.—Notwithstanding any paragraph of subsection (a) (other
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42 USC 409.

26 USC 3121
note.

Wages.

26 USC 6039B,
6039D.

26 USC 89 note.

than paragraph (1)), the term ‘wages’ shall include any amount
which is includible in gross income by reason of section 89.”
_ (B) Section 3231(e) of the 1986 Code (defining compensation)
is amended by adding at the end thereof the following new

aragragh:
“(8) BENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
pLANS.—Notwithstanding any other paragraph of this subsec-
tion (other than paragraph (2)), the term ‘compensation’ shall
include any amount which is includible in gross income by
reason of section 89.”

(C) Section 3306 of the 1986 Code (relating to definitions) is
amended by adding at the end thereof the following new subsec-

tion:

“(t) BENEFITS PrROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
PrLans.—Notwithstanding any paragraph of subsection (b) (other
than paragraph (1)), the term ‘wages’ shall include any amount
which is includible in gross income by reason of section 89.”

(D) Section 3401 of the 1986 Code (relating to definitions)
is atz_nended by adding at the end thereof the following new sub-
section:

“(g) BeENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT
Prans.—Notwithstanding any paragraph of subsection (a), the term
‘wages’ shall include any amount which is includible in gross income
by reason of section 89.'

(E) The third to last sentence of section 209 of the Social
Security Act is amended—

(i) by striking out the period at the end of clause (2) and
inserting in lieu thereof “, or”, and
(ii) by inserting after clause (2) the following new clause:

“(3) Any amount required to be included in gross income
under section 89 of the Internal Revenue Code of 1986.”

(F) The amendments made by this paragraph shall not apply
to any individual who separated from service with the employer
before January 1, 1989.

(23)(A) Sections 3121(a)X5)G) and 3306(bX5XG) of the 1986 Code
are each amended by inserting “if such payment would not be
treated as wages without regard to such eslel.n and it is reason-
able to believe that (if section 125 applied for purposes of this
section) section 125 would not treat any wages as constructively
received” after “section 125)”.

(B) Section 209(eX9) of the Social Security Act is amended by
inserting “if such payment would not be treated as w:
without regard to such fplan and it is reasonable to believe that
(if section 125 applied for purposes of this section) section 125
?‘v{:;slg)”not treat any wages as constructively received” after

(24) Section 1151(hX3) of the Reform Act is amended by
striking out “Section 6039B(c)” and inserting in lieu thereof
“Section 6039D(c)”.

(25) Paragraph (1) of section 1151(k) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “Notwithstanding the preceding sentence, the amend-
ments made by subsections (e)(1) and (iX3XC) shall, to the extent
they relate to sections 106, 162(iX2), and 162(k) of the Internal
Revenue Code of 1986, apply to years beginning after 1986.”

(26) Section 1151(k) of I;Ee ¥leform Act is amended by adding
at the end thereof the following new paragraph:
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“(6) CERTAIN PLANS MAINTAINED BY EDUCATIONAL INSTITU-

TioNs.—If an educational o n described in section
170(bX1XAXii) of the Internal Code of 1986 makes an
election under this ph with reapect to a plan described

mthlssec&%nlgg(:]}zx Ofmthmpectmelan t'ntslan wct
apply or years
after the date of the enactment of Act’ P
(2TXA) Section 4976 of the 1986 Code is amended by re-
designating subsection (c) as subsection (d) and by inserting
after suhaectmn(b)thefollawmﬁnswsuhuecnon
“tc) Tn oN FunpEp WeLrare Benerir Funps WaicH INcLUDE
TorY EMPLOYEE BENEFIT PLAN.—
“(1) IN GENERAL.—If—
“(AJ an employer maintains a welfare benefit fund, and
torg employee benefit plan (within the
meanmg of section 89) is part of such fund for any plan

thereisherebyim on such employer for the taxable year
mthormthmwhmhtheplanyvearendaataxinthe amount
determined under m%he

“(2) AMOUNT OF TAX.— amount of the tax under para-

graph(l)sha]l ualtothe(lfany)of-
uct of the highest rate of tax imposed by

secuon 11 multiplied by the lesser of—
“G) the aggregate excess benefits (as defined in sec-
tion 89) for such plan year, or

“(n) the taxabl;e income of the fund for such plan

“(g) the amount oftax imposed by chapter 1 on such fund
for such p

(B) Section 4976y(§arof the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(5) LIMITATION IN CASE OF BENEFITS TO WHICH SECTION B89
ArpLies.—If section 89 applies to any post-retirement medical
benefit or life insurance benefit provided by a fund, the amount
of the disqualified benefit under paragraph (1XB) with respect to
such benefit shall not exceed the aggregate excess benefits
provided by the plan (as determined under section 89).”

© Sact.lon 505(aX1) of the 1986 Code is amended by adding at
the end thereof the following new suhsectlun 'T}us paragraph
shall not apply to any organization by reason of a failure to
meet the requirements of suhsechun (b) with respect to a benefit
to which section 89 applies.”

(28) Section 83(h)4) of the 1986 Code is amended by striking
o(glg:s;gubsectmn (h)5)” and inserting in lieu thereof ‘‘subsection

(29) Section 89(k)X1) of the 1986 Code is amended by striking
out the last sentence and inserting in lieu thereof the following
new sentences:

“Such inclusion shall be coordinated (under regu.latlons pre-
scribed by the Secretary) with any inclusion under subsection
(a) with respect to such plan. In the case of a statutory employee
benefit plan described in subsection (iX1XB), any amount re-

quired to be included in gross income under this subsectmn
ahall be included in the gross income of the beneficiary.”

(30) Section 129(dll)(B) of the 1986 Code is amended by strik-
ing out “(6)” and inserting in lieu thereof “(7)”.
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(81)(A) Section 129(d) of the 1986 Code is amended—

(i) by striking out the last sentence of paragraph (3), and

(i) gy inserting at the end thereof the following new
garagraph:

“(8) ExcLupEp EMPLOYEES.—For purposes of paragraphs (2),
(3), and (7), there shall be excluded from consideration employ-
ees who are excluded from consideration under section 89(h).”

(B) Sections 117(d)4), 120(c)2), 127(b)2), 132(h)(1), and 505(b)2)
of the 1986 Code are each amended—

(1) by striking out “may” the first place it appears and
inserting in lieu thereof “shall”, and

(ii) by striking out “may be” the second place it appears
and inserting in lieu thereof “are’.

(32) Section 505(b) of the 1986 Code is amended by adding at
the end thereof the following new paragraph:

“(7) $200,000 COMPENSATION LIMIT.—A p?an shall not be treat-
ed as meeting the requirements of this subsection unless under
the plan the annual compensation of each employee taken into
account for any year does not exceed $200,000. The Secretary
shall adjust the $200,000 amount at the same time and in the
same manner as under section 415(d).”

(33) Section 3401(a) of the 1986 Code is amended by inserting
“or” at the end of paragraph (18), by striking out paragraph
(19), and by redesignating paragraph (20) as paragraph (19).

(34) Section 89(1X2) of the 1986 Code is amended by striking
out “6652(1)” and inserting in lieu thereof “6652(k)"”.

(b) AMENDMENTS RELATED TO SECTION 1161 OF THE REFORM AcCT.—

(1) Section 162(m) of the 1986 Code (relating to special rules
for health insurance costs of -self-employed individuals) is
amended by redesignating ;;laragraph (4) as paragraph (5) and
by inserting after paragraph (3) the following new paragraph:

‘(4) DEDUCTION NOT ALLOWED FOR SELF-EMPLOYMENT TAX PUR-
poses.—The deduction allowable by reason of this subsection
shall not be taken into account in determining an individual’s
net earnings from self-employment (within the meaning of sec-
tion 1402(a)) for purposes of chapter 2.”

(2) Section 162(m) of the 1986 Code (relating to cross reference)
as redesignated by section 1161(a) of the Reform Act, is redesig-
nated as subsection (n).

(3) Section 162(m)2)A) of the 1986 Code is amended by insert-
ing: “derived by the taxpayer from the trade or business with
respect to which the plan Eroviding the medical care coverage is
established” after “401(c))”.

(4) Section 211(a) of the Social Security Act is amended by
inserting after paragraph (13) the following new paragraph:

“(14) %he deduction under section 162(m) ?relating to health
{nsxgia,l,we costs of self-employed individuals) shall not be al-
owed.

(c) AMENDMENTS RELATED TO SECTION 1163 oF THE REFORM AcCT.—

(1) Paragraph (8) of section 129(e) of the 1986 Code (relating to
treatment of onsite facilities) is amended—

(A) by inserting “maintained by an employer” after
“onsite facility”,

(B) by inserting ‘‘of dependent care assistance provided to
an employee” after “the amount”,

(C) by inserting “of the facility by a dependent of the
employee” after “utilization” in subparagraph (A), and
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(D) by inserting “with to such dependent” after

“provided” insul:garagmph ).

(2)(K) Paragraph (2) of section 129(a) of the 1986 Code is
amended to read as follows:

“(2) LIMITATION OF EXCLUSION.—

“(A) In GENERAL—The amount which may be excluded
under par?raph (1) for dependent care assistance with
respect to dependent care services ided during a tax-
able year shall not exceed $5,000 ($2,500 in the case of a
se te return by a married individual).

‘B) YEarR oF INCLUSION.—The amount of any excess
under subparagraph (A) shall be included in gross income
in the taxable year in which the dependent care services
were rovided (even if payment of dependent care assist-

or such services occurs in a subsequent taxable year).

“(C) MARITAL sraTus.—For p of this ph,
marital status shall be determined under the of para-
graphs (3) and (4) of section 21(e).”

(B) Section 6051(a) of the 1986 Code is amended by striking
out the Perlod at the end of paragraph (8) and inserting in lieu
thereof and" and by adding at the end thereof the following
new

“9 ; the tota.l amount incurred for dependent care assistance
mth respect to such employee under a dependent care assist-

escribed in section 129(d).”

(C)( E pt as provided in this subparagraph, the amend- 26 USC 129 note.
ments made by this ph shall apply to taxable years
beginning aﬂ:er Decem 1, 1987.

(ii) A taxpayer may elect to have the amendment made by
subparagraph (A) apply to taxable years beginning in 1987.

(iii) In the case of a taxpayer not makmg an election under
clause (ii), any dependent care assistance provided in a taxable

year beginning in 1987 with res to which reimbursement

was not received in such le year shall be treated as

mﬁd%‘e h§1t11:£9287taxpayers first taxable year beginning after
r 31, .

(d) AMENDMENT RELATED TO SECTION 1164 OF THE REFORM ACT.—
Section 119(dX2) of the 1986 Code is amended—
g)hbj;lft iki l:ut “(as b:];:fi:l:s’ close olf.; the calell';dai ye)*.ar ig
whic e year " in subparagraph (AXi), an
(2) by adding at the end thereof the following:

“The appraised value under subparagraph (AXi) shall be deter-
mined as of the close of the calendar year in which the taxable
year begins, or, in the case of a rental period not greater than 1

ear, aﬁ any time during the calendar year in which such period

(e) MENTS RELATED TO SECTION 1166 OF THE REFORM
Acr.—dﬁcl;ion T701(a)20) of the 1986 Code (defining employee) is
amen =

(1) by striking out “106, and 125" and inserting in lieu thereof
l‘and 1%”, and

(2) by inserting “and for purposes of applying section 125 with
respect to cafeteria plans,” before “the term"’.

() AMENDMENTS RELATED TO SECTION 1168 OF THE REFORM ACT.—

(1) Paragraph (1) of section 134(b) of the 1986 Code is amended
striking out “or regulation thereunder” and inserting in lieu
ereof “ reg‘ulatmn, or administrative practice”.
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(2XA) Section 134(bX1) of the 1986 Code is amended by
i’u;g ‘t'i(othe” r than personal use of a vehicle)’ after “in-kind

ne!

(B) The amendment made by subparagraph (A) shall apply to
taxable years beginning after r 31, 1986.

{3) Section 134(bX3XA) of the 1986 Code is ‘amended by striking
out undlﬁl ?'my provision of law or regulation described in

4) Sectlon 1168(c) of the Reform Act is amended by striking
out “1986” and inserting in lieu thereof ““1984”.

(g) AMENDMENTS RELATED TO SECTION 1172 oF THE REFORM ACT.—
ey Sectlon 1172(bX1XA) of the Reform Act is amended by
“each place it ap "’ before the comma.

2 Paragrapbs (2) and (3) of section 403(n) of the 1986 Code
(relating to securities received in certain transactlons) is
amendﬁge by inserting “or section 2057” after “section 1042”

it appears

(3) aragmp (1) of section 2057(b) of the 1986 Code (relating

ualified sale) is amended by striking out “is”.
{h) Amnumn's ReraTeD TO SECTION 1173 OF 'n-n: RerorM AcCT.—

(1) Section 133 of the 1986 Code (relating to exclusion of
interest on securities acquisition loans) is amended by adding at
the end thereof the following new subsection:

“(e) PErIoD TO WHICH INTEREST EXCLUSION APPLIES.—
“(1) In GeNERAL.—In the case of—
*(A) an original securities acquisition loan, and
“B) any securities acquisition loan (or series of such
loans) used to refinance the original securities acquisition

loan,
subsection (a) shall apply only to interest accruing during the
exch;dshle period with respect to the original securities acquisi-
tion loan
“42) ExcLupABLE PERIOD.—For purposes of this subsection, the
term ‘excludable period’ means, with respect to any original
securities acqmmtlon loan—

“(A) In GENERAL—The 7-year period beginning on the
date of such loan.

“‘B) LoANS DESCRIBED IN SUBSECTION (bY1XA).—If the
term of an original securities acquisition loan described in
subsection (bX1XA) is greater than 7 years, the term of such
loan. This ph shall not apply to a loan described
in subsection (b)3

‘“3) ORIGINAL ammrrma ACQUISITION LOAN. —For the pur-
poses of this subsection, the term * securities acquisition
loan’ means a securities acquisition loan described in subpara-
graph (A) or (B) of subsection (b)1).”

(2XA) Section 133(b) of the 1986 Code (defining securities

ition loan) is amended—

(i) by out “or are used to refinance such a loan,”
in paragraph (

(ii) by atnlnng out “ , except that this mbm:lﬁraph shall

notap‘fvto loantheoummtment of which
eme& "mparagmph (1XB), and
(m)byaddmgattheendthemofthofoﬂomngnsw

“(g) TREATMENT OF REFINANCINGS.—The term ‘securities ac-
quisition loan’ shall include any loan which—
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“(A) is (or is of a series of loans) used to refinance a
loa‘? described‘in subparagraph (A) or (B) of paragraph (1),
an

“(B) meets the requirements of paragraphs (2) and (3).”

(B) Subparagraph (B) of section 133(bX3) of the 1986 Code is
amended to read as follows:

“(B) repayment terms providing for more rapid repay-
ment of principal or interest on such loan, but only if
allocations under the plan attributable to such repayment
do not discriminate in favor of highly compensated em-
ployees (within the mea.nhgo%f section 414(q)).

(3) Section 404(k) of the 1986 Code is amended—

(A) by inserting “(whether or not allocated to partici-
pants)” after “employer securities” in parafraph (2XC), and

(B) b‘y adding at the end thereof the following new sen-
tence: “Paragraph (2)(C) shall not aptg? to dividends from
employer securities which are allocated to any participant
unless the plan provides that employer securities with a
fair market value not less than the amount of such divi-
dends are allocated to such participant for the year which
(but for paragraph (2XC)) such dividends would have been
allocated to such icipant.”

(4) Subparagraph (C) of section 852(b)X5) of the 1986 Code
(relating to interest on certain loans used to acquire employer
securities) is amended by striking out “paragraph’” and insert-
ing in lieu thereof ‘“‘section”.

(5)A) The amendments made by paragraphs (1) and (2) shall 26 USC 133 note.
apply to—

(i) any loan used to acquire employer securities after
July 18, 1984, and

(i1) loans made after July 18, 1984, which were used (or
wgr_‘gh part of a series of loans used) to refinance any loan
which—

(I) was used to acquire employer securities after
May 23, 1984 (July 1%. 1984, in the case of a loan
described in section 133(bX3)B) of the Internal Revenue
Code of 1986), and
(II) met the requirements of section 133 (other than
subsection (b)X2) thereof) of such Code as in effect as of
the later of the date on which the loan was made, or
July 19, 1984.
In no event shall such amendments aﬂpl]v, to any loan described
in section 133(b)(1)B) of such Code which is made before Octo-
ber 22, 1986 (or loan used, or part of a series of loans used, to
refinance such a loan).

(B) Subparagraph (B) of section 1173(cX2) of the Reform Act is 26 USC 133 note.
amended to read as follows:

“(B) Section 133(b)(1XA) of the Internal Revenue Code of
1986, as amended by subsection (b)2), shall apply to any
loanused(orpartogaseriesofloansused)tore ce a
loan which—

“(1) was used to acquire employer securities after
May 23, 1984, and

“(ii) met the requirements of section 133 of the In-
ternal Revenue Code of 1986 as in effect as of the later

of—
“I) the date on which the loan was made, or
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“InJ uﬁw, 1984.”
(6) Section 404(k) of the 1986 Code is amended by striking out
“merely by reason of any distribution” in the third sentence
and inse; in lieu thereof “or as engaging in a prohibited
transaction for purposes of sectlon 4975(dX3) merely by reason
of any distribution or payment”.
(i) AMENDMENTS RELATED TO Secrion 1174 oF THE REForRM AcCT.—

(1) Clause (ii) of section 409(oX1XA) of the 1986 Code (relating

to distribution requirement) is amended by striking out “such
ear” and inserting in lieu thereof “distribution is required to
in under this clause”.
26 USC 409 note. (2) Section 1174(a)2) of the Reform Act is amended by striking
gut "’?Ian terminations” and inserting in lieu thereof “distribu-
ons”.

(3) Section 409(oX1XA) of the 1986 Code is amended by striking
out “unless the participant otherwise elects” and inserting in
lieu thereof “if the participant and, if applicable pursuant to
sections 401 (a)11) and 417, with the consent of the participant’s
spouse elects”.

(j) AMENDMENTS RELATED TO SECTION 1175 OF THE REFORM ACT.—

(1) Subclause (II) of section 401(a)28XB) of the 1986 Code
(relating to method of meeting requirements) is amended by
inserting “and within 90 days after the period during which the
election may be made, the plan invests the portion of the
participant’s account covered by the election in accordance with
such election” after “clause (i)".

(2) Clause (iv) of section 401(a)}28)B) of the 1986 Code is
amended to read as follows:

“(iv) QUALIFIED ELECTION PERIOD.—For purposes of
this subparagraph, the term ‘qualified election period’
means the 6-plan-year period beginning with the later

of—
“(I) the 1st plan year in which the individual
first became a qualified participant, or
“(II) the 1st plan year beginning after Decem-
ber 31, 1986.
For purposes of the preceding sentence, an employer
may elect to treat an individual first becoming a quali-
ﬁedhaparhmpant in the 1st plan gear tblfgnln:.mgl in 1987
as having become a participant in the 1st plan year
beginning in 1988."”

(3) The last sentence of section 40%(d) of the 1986 Code (relat-
ing to employer securities must stay in the plan) is amended by
inserting “or to any distribution or reinvestment required
under section 401(&)(28)’ ' after “section 401(aX9)”.

(4) Section 4978(d) of the 1986 Code (relating to section not to
apply to certain dispositions) is amended by adding at the end
thereof the following new paragraph:

“(4) DISPOSITIONS TO MEET DIVERSIFICATION REQUIREMENTS.—
This section shall not apply to any disposition of qualified
securities which is required under section 401(a)28).”

(5) Section 409(h) of the 1986 Code (relating to right to demand
em mmth‘g}hl? put option) is am;nded by adding at the
en ollowing new paragrap

*(7) EXCEPTION WHERE EMPLOYEE ELECTED DIVERSIFICATION.—
—~Paragraph (1XA) shall not apply with respect to the portion of
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the participant’s account which the employee elected to have
reinvested under section 401(a)}28)B).”

(6) Section 401(a)28XB) of the 1986 Code is amended by adding
at the end thereof the following new clause:

“(v) COORDINATION WITH DISTRIBUTION RULES.—Any
distribution required by this subparagraph shall not be
taken into account in determining whet.her—

“(I) a subsequent distribution is a lump-sum dis-
tribution under section 402(e}4)XA), or
‘““II) section 402(a)}5)XDXiii) applies to a subse-
quent distribution.”
(k) AMENDMENTS RELATED TO SECTION 1176 OF THE REFORM ACT.—

) Section 401(aX22) of the 1986 Code is amended by striking
out “is not publicl }y ublicly traded” each place it appears and inserting
in lieu thereof “is not readily tradable on an established
market”

2) Section 401(aX22) of the 1986 Code is amended by adding at
the end thereof the following new sentence: “For purposes of
the preceding sentence, subsections (b), (c), (m), and (o) of section
414 shall not apply except for determining whether stock of the
employer is not readily tradable on an established market.”

3 ion 409(1X4) of the 1986 Code (relating to nonvoting
common stock may be acquired in certain cases), as added by
aectiﬁn(sgl’fﬁ(b) of the Reform Act, is redesignated as para-
grap !

(1) AMenDMENTS RELATED TO SECTION 1177 OF THE REFORM ACT.—

(1) Paragraph (2) of section 1177(b) of the Reform Act is 26 USC 38 note.
amended by stnkmg out “section 143(dX3XC)” and inserting in
lieu thereof “section 146(dX3XC)”.

(2) Subsection (b) of section 1177 of the Reform Act is amended
by striking out “made by this subtitle” and inserting in lieu
thereof “made by section 1175”.

(3) If any newspaper corporation described in section 1177(b) Newspapers.
of the Reform Act, as amended by this subsection, pays in cash a 26 USC 38 note.
dividend within 60 days after the date of the enactment of this
Act to the corporation’s employee stock ownership plans and if
a corporate resolution declaring such dividend was adopted
before November 30, 1987, and such resolution specifies that
such dividend shall be contingent upon passage by the
of technical corrections, then such dividend (to the extent the
aggregate amount so paid does not exceed $3,500,000) shall be
treated as if it had been declared and paid in 1987 for all
purposes of the Internal Revenue Code of 1986.

SEC. 1012. AMENDMENTS RELATED TO TITLE XII OF THE REFORM ACT. Corporations.

(a) AMENDMENTS RELATED TO SECcTION 1201 OF THE REFORM ACT.—
(1XA) Subparagraph (C) of section 904(dX2) of the 1986 Code is
amended to read as follows:
‘4C) FINANCIAL SERVICES INCOME.—

‘i) In GENERAL.—Except as otherwise provided in
this subparagraph, the term ‘financial services income’
means any income which is received or accrued by any
person predominantly engaged in the active conduct of

a banking, insurance, financing, or similar business,
and which is—

/D) described in clause (ii),
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“am Elasswe income (determined without regard
to subc (I) of subparagraph (A)iii)), or

“(IIl) export financing interest which (but for
subparagraph (BXii)) would be high withholding
tax interest.

“(ii) GENERAL DESCRIPTION OF FINANCIAL SERVICES
INCOME.—Income is described in this clause if such
income is—

“(I) derived in the active conduct of a banking,
financing, or similar business,

“(II) derived from the investment by an insur-
ance company of its unearned premiums or
reserves ordinary and necessary for the proper
conduct of its insurance business, or

“(TI0) of a kind which would be insurance income
as defined in section 953(a) determined without
regard to those provisions of paragraph (1XA) of
such section which limit insurance income to
income from countries other than the country in
which the corporation was created or organized.

“(iii) Exceprions.—The term ‘financial services
mcome does not include—

h withholding tax interest,

“(II) any dividend from a noncontrolled section
902 corporation, and

“(IID rt financing interest not described
in clause (; ex?o

(B) Clause (i) of section 864(dX5XA) of the 1986 Code is
“(C‘)a(ndﬁi]] hy striking out “(CXiii)” and inserting in lieu thereof
(2) Subparagmph (D) of section 904(&)(2) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “Such term does not include anrf dividend from a
noncontrolled section 902 corporatclon and does not include any
financial services income.’
(3) Paragraph (3) of section 904(d) of the 1986 Code is amended
by addmg at the end thereof the following new subparagraph:
‘“(H) EXCEPTION FOR CERTAIN HIGH WITHHOLDING TAX IN-
T:}:LJT—Tth paragraph shall not apply to any amount
which—

“(i) without regard to this paragraph, is high

mthholdmg tax interest (including any amount treated
high withholding tax interest under paragraph
(2)(B)lm)) and

“(ii) would (but for this subparagraph) be treated as

financial services income under this paragraph.
The amount to which this paragraph does not apply by
reason of the preceding sentence shall not exceed the
interest or equivalent income of the controlled fore
poration taken into account in determining financi serv—
ices income without regard to this subparagraph.”
(4) Subparagraph (E) of section 904(dX3) of the 1986 Code is
amend
(A) by striking out the first sentence and inserting in lieu
thereof the following: “If a controlled foreign co rat.lon
meets the requirements of section 954(b)}3XA) (re
de minimis rule) for any taxable year, for purposes of thm
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saragraph, none of its foreign base company income (as
efined 1n section 954(a) without regard to section 954(b)5))
and none of its gross insurance income (as defined in sec-
tion 954(b)X3XC)) for such taxable year shall be treated as
income in a separate category, except that this sentence
shall not apply to any income which (without regard to this
sentence) would be treated as financial services income.”,

(B) by stnlm? out “income (other than high withholdi
tax interest dividends from a noncontro hﬁed section 90

corporatwn) and inserting in lieu thereof ‘“passive

ph (2) of sectlon 1201(e) of the Reform Act is 26 USC 904 note.
amended the end thereof the following new

subpan%-a
o mmF OF umu-nt:_n thcl;:our rnmhc: ati]onsou—
DATED RETURN.—For purposes o paragrap mem-
bers of an affiliated group of corporations ﬁlmg a consoli-
dated return shall be treated as 1 corporation.”
(6) Suhparagraph (A) of section 904(d)2) of the 1986 Code is
amen
out “The term” in clause (ii) and m.sertmg
thsetll-.‘e%lfn‘ﬁ-}xcept as provided in clause (iii), the term”,
{B) by : adding at the end thereof the following new clause:
‘(iv) CLARIFICATION OF APPLICATION OF SECTION
864 (d) (6).—In determining whether any income is of a
kind which would be foreign nal holding company
income, the rules of section 85(] d)(6) shall apply nga.n
the case of income of a controlled forei ratmm
(7) Subparagraph (F) of section 904(d)3) of the 1986 Code is
amended to read as follows:
"(Fl‘l) SEPARATE CATEGORY.—For purposes of this para-
p —

“@) In Gmt.—Except as provided in clause (ii),
the term ‘separate category’ means of
income described in subparagraph (A), (g), ©), (D) or
(E) of paragraph (1).

“(ii) COORDINATION WITH HIGH-TAXED INCOME PROVI-
SIONS.—
“D In determining whether any income of a
controlled foreign corporation is in a se; te cat-
egory, subclause (III) of paragraph (2)AXiii) shall

not mpply.

“(II) Any income of the taxpayer which is treated
as income in a separate category under this para-
graph shall be so treated notwithstanding any
provision of paragraph (2); except that the deter-
mination of whether any amount is high-taxed
income shall be made after the application of this
paragraph.”

(8) Clause (iii) of section 904(dX2XB) of the 1986 Code is
amended to read as follows:
“(iii) RecuLATIONS.—The Secretary may by regula-
tions provide that—

‘“(T) amounts (not otherwise high withholding tax

interest) shall be treated as high withholding tax
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interest where necessary to prevent avoidance of
the purposes of this subparagraph, and

“(II) a tax shall not be treated as a withholding
tax or other tax imposed on a gross basis if such
tax is in the nature of a prepayment of a tax
imposed on a net basis.”

(9) Clause (i) of section 904(dX2)I) of the 1986 Code is
amended by striking out “except to the extent that” and all that
follows down through “and” at the end thereof and inserting in
lieu thereof the following:

“except that—

‘1) such taxes shall be treated as paid or accrued
with respect to shipping income to the extent the
taxpayer establishes to the satisfaction of the Sec-
retary that such taxes were paid or accrued with

pect to such income,

“II) in the case of a person described in subpara-
graph (CXi), such taxes shall be treated as paid or
accrued with respect to financial services income to
the extent the taxpayer establishes to the satisfac-
tion of the Secretary that such taxes were paid or
accrued with respect to such income, and

“(IID) such taxes shall be treated as paid or ac-
crued with to high mthholdmg tax interest
to the extent the taxpayer establishes to the satis-
faction of the Secretary that such taxes were paid
or accrued with respect to such income, and”.

(10) Clause (i) of sectmn 904(d)X2)E) of the 1986 Code is
amended by striking out “during which it was a controlled
foreign corporation” and inserting in lieu thereof “during which
it was a controlled foreign corporation and except as provided in
regulations, the taxpayer was a United States shareholder in
such corporation”’.

(11) Sub ag‘raph (E) of section 904(dX1) of the 1986 Code is
amended ﬁ;r out ‘“dividends” and msertmg in lieu
thereof “in the case ofa ration, dividends"'.

(b) AMENDMENT RELATED TO SECTION 1202 oF THE REFORM ACT.—

(1) Paragraph (7) of section 902(c) of the 1986 Code is
amended—

(A) hy striking out “secton 960" and inserting in lieu

thereof “section 960", and
(B) by striking out “this section” tha second place it
appears and inserting in lieu thereof “this section and

section 960”.
(2) Paragraph (1) of section 902(c) of the 1986 Code is amended
out “sections 964 and 986" and inserting in lieu
thereof “gections 964(a) and 986"

(3) For purposes of sections 902 and 960 of the 1986 Code, the
increase in earnings and profits of any foreign corporation
under section 1023(eX3XC) of the Reform Act s be taken into
account ratably over the 10-year period beginning with the
({glé%l)’l‘atlon s first taxable year beginning after December 31,

4 Paragraph (8) of section 404A(d) of the 1986 Code is
a.mended y striking out “the amount determined” and insert-
ing in lieu thereof “except as provided in regulations, the
amount determined”.
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(c) AMeNnDMENT RELATED TO SEcTION 1203 OF THE REFORM ACT.—
Paragraph (5) of section 904(f) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:

“(F) Disposrrions.—If any separate limitation loss for any
taxable fyear is allocated against any separate limitation
income for such taxable year, except to the extent provided
in regulations, rules similar to the rules of paragraph (3)
shall apply to mcxly disposition of property if gain from such

ition would be in the income category with respect to
Wh]Ch there was such te limitation loss.”
(d) AMENDMENTS RELATED TO N 1211 oF THE REFORM AcCT.—

(1) Subsection (d) of section 865 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(4) COORDINATION WITH SUBSECTION (C) .—

“(A) GAIN NOT IN EXCESS OF DEPRECIATION ADJUSTMENTS
SOURCED UNDER SUBSECTION (c).—Notwithstanding -
graph (1), any gain from the sale of an intangible shall be
sourced under subsection (c) to the extent such gain does
not exceed the depreciation adjustments with respect to
such intangible.

“(B) SUBSECTION (C) (2) NOT TO APPLY TO INTANGIBLES.—
Paragraph (2) of subsection (c) shall not apply to any gain
from the sale o an mta.nmble

(2) Subparagraph (A) of section 865(e)1) of the 1986 Code is
amended by str&mg out “(d), or (f)’ and inserting in lieu
thereof “(d](l)(B) or (3), or (f)".

(3XA) Clause (i) of secl;mn 865(3)(1)(A) of the 1986 Code is
amended by striking out ‘partnershi ofp

(B) Subsection (h) of section 865 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(5) TREATMENT OF PARTNERSHIPS.—In the case of a partner-
ship, except as provided in regulations, this section shall be
applied at the partner level.”

(4) Subsection (f) of section 865 of the 1986 Code is amended to
read as follows:

““(f) SToCK OF AFFILIATES.—If—

“(1) a United States resident sells stock in an affiliate which is
a foreign corporation,

“(2) such sale occurs in a foreign country in which such
aﬂ'iliate is engaged in the active conduct of a trade or business,
a.n

“(3) more than 50 percent of the gross income of such affiliate
for the 3-year period ending with the close of such affiliate’s
taxable 1mmed1ately preceding the year in which the sale
occu was derived from the active conduct of a trade or
business in such foreign country

any gain from such sale be sourced outside the United States.
For purposes of paragar?}ahs (2) and (3), the United States resident
may elect to treat an affiliate and all other corporations which are
wholly owned (directly or indirectly) by the affiliate as one
corporation.”

(5) Effective with respect to taxable years ing after
December 31, 1987, sub aph (B) of aectmn 8 5(eX2) of the
1986 Code is amended to as follows:

“(B) ExceprioN.—Subparagraph (A) shall not apply to
any sale of inventory property which is sold for use, disposi-
tion, or consumption outside the United States if an office
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or other fixed place of business of the taxpayer in a foreign
country materially participated in the sale.”

(6XA) Subsection (g) of section 865 of the 1986 Code is

ame:;lded by adding at the end thereof the following new para-

ph:

‘(3) SPECIAL RULE FOR CERTAIN STOCK SALES BY RESIDENTS OF
PUERTO RIcO.—Paragraph (2) shall not appl{)“to the sale by an
individual who was a bona fide resident of Puerto Rico during
the entire taxable year of stock in a ration if—

“(A) such corporation is e in the active conduct of
a trade or business in Puerto Rico, and
“(B) more than 50 percent of its gross income for the
3-year period ending with the close of such corporation’s
taxable year immediatel go the year in which such
sale occurred was denveg m the active conduct of a trade
" or bumneasfltlilzuerto Rico. " :
or purposes o preceding sentence, the taxpayer may elect
to treat a corporation and all other corporations which are
wholly owned (directly or indirectly) by such corporation as one
corporation.”
b (El)'. Suhsectit:n“(i) of set(':tgzg 863 0? the 1986 %1)3 J’i; azended
y striking out “and” a end o p , by striking
out the Penod at the end of paragrapﬁ (2) and inserting in lieu
thereof “, and”, and by adding at the end thereof the following

“(3; cﬂ.ng that, subject to such conditions (which may
mclude provisions comparable to section 877) as may be p
vided in such regulations, subsections (eX1)XB) and (g)(Z) shall
not appl for purposes of sections 931, 933, and 936.” :

ph (B) of section 864(0)(4) of the 1986 Code is

amended ﬁ striking out “or” at the end of clause (i), by striking

out the Penod at the end of clause (ii) and msertm? in lieu

thereof “; or”, and by adding at the end thereof the following
new c]ause

“/(iii) is derived from the sale or exchange (outside the

United States) through such office or other fixed place

of business of personal property described in section

1221(1), except that this clause shall not apply if the

property is sold or exchanged for use, consumption, or

disposition outside the United States and an office or

other fixed place of business of the taxpayer in a

country icipated materially in such sale.”

8) Sectmn 65 of the 1986 Code is amended by redesignating
subsections (h), (i), and (j) as subsections (i), (j), and (k), respec-
tively, and by inserting after subsection (g) the follomng new
subsection:

“(h) TREATMENT OF GAINS FroM SALE oF CERTAIN STOCK OR INTAN-

GIBLES AND FROM CERTAIN LIQUIDATIONS.—

"(lli) IN GeNErAL.—In the case of gain to which this subsection
appues—
b‘l.l‘;.(A) such gain shall be sourced outside the United States,

“(B) subsections (a), (b), and (c) of section 904 and sections
902.h90'{, and 960 shall be applied separately with respect to
suc $

‘“2) GAIN TO WHICH SUBSECTION APPLIES.—This subsection
shall apply to—
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“(A) GAIN FROM SALE OF CERTAIN STOCK OR INTANGIBLES.—
Any gain—

“(1) which is from the sale of stock in a foreign
ration or an intangible (as defined in subsection
(d)( and which would otherwise be sourced in the

United States under this section,

“(ii) which, under a treaty oh tion of the United
States (appl:ed without is section), would be
aou{cejd m;t;:de &zt Uni msl?tﬁs and h "

“(iii) with res to which the taxpayer chooses the
benefits of this subsection.

“(B) GAIN FROM LIQUIDATION IN POSSESSION.—Any gain
which is derived from the receipt of any distribution in
liquidation of a corporation—

‘(i) which is organized in a possession of the United
States, and

“(ii) more than 50 percent of the gross income of
which during the 3-taxable year period ending with the
close of the taxable IYA immediately preceding the
taxable year in which the distribution is received is
from the active conduct of a trade or business in such
possession.”

(9) Subparagraph (A) of section 865(e)1) of the 1986 Code is
amended by striking out “outside the United States” the first
plaoe it appears and inserting in lieu thereof “in a foreign

(10]d el;b]:i:l.ragral:uh (B) of section 864(c)4) of the 1986 Code is
amen [—

(A) by striking out “(including any gain or loss realized on
the sale ;‘:J:xltl:ﬁange of such property)” in clause (i), and

(B) by striking out “, or gain or loss from the sale or
exchange of stock or notes, bonds, or other evidences of
indebtedness” in clause (ii).

(11) Clause (i) of section 865(gN1XA) of the 1986 Code is Aliens.
amended to read as follows—
“(1) individual who—
“(I) is a United States citizen or a resident alien
and does not have a tax home (as defined in
section 911(d)X3)) in a fore: alfn
‘YII) is a nonresident alien and a tax home
(as so defined) in the United States, and”.
(12) Paragraph 2 of section 865(d) of the 1986 Code is
amended by inserting “franchise,” after “trade brand,”.
(e) AMENDMENTS RELATED T0 SECTION 1212 OF THE REFORM ACT.—
(1XA) Paragraph (3) of section 883(c) of the 1986 Code is
amended to read as follows:
“(3) SPECIAL RULES FOR PUBLICLY TRADED CORPORATIONS.—

“(A) Exceprion.—Paragraph (1) shall not apply to any
corporation which is organized in a foreign country meeting
the requirements of paragraph (1) or (2) of subsection (a) (as
the caae may be) and the stock of which is primarily and

ly traded on an established securities market in

such foreign country, another foreign country meeting the
regun‘emants of suc paragraph or the United States.

(B) TREATMENT OF STOCK OWNED BY PUBLICLY TRADED

CORPORATION.—Any stock in another corporation which is

owned (directly or indirectly) by a corporation meeting the
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requirements of subparagraph (A) shall be treated as owned
by individuals who are residents of the foreign country in
which the corporation meetmg the requirements of
subparagraph (A) is organized.”
B) Paragraph (1) of section 883(c) of the 1986 Code is
amended—

(i) by striking out phs (1) and (2) of subsection
(a)” and inserting in lieu thereof “Paragraph (1) or (2) of
subsection (a) (as the case may be)”, and
_ (ii) by striking out “such paragraphs (1) and (2)” and
inserting in lieu thereof “such paragraph
(2)(A) Pnrag‘raﬁa (1) and (2) of section 883(a) of the 1986 Code
asrt: e&glllld by striking out “to citizens of the United
m il
(B) Paragmphs (1) and (2) of section 872(b) of the 1986 Code
are each amended by striking out “to citizens of the United
States and to corporations organized in the United States” and
g;etztdu}g in lieu thereof “to individual residents of the United
(3XA) The section heading for section 863 of the 1986 Code is
amended to read as follows:

“SEC. 863. SPECIAL RULES FOR DETERMINING SOURCE.”

(B) The table of sections for part I of subchapter N of chapter
1 of the 1986 Code is amended by striking out the item relating
to section 863 and inserting in lieu thereof the following:

“Sec. 863. Special rules for determining source.”

(4) Subsection (c) of section 862 is hereby repealed.

(5) Paragraphs (1) and (2) of section 872(]:} of the 1986 Code
and paragraphs (1) and (2) of section 883(a) of the 1986 Code are
each amended by striking out “o peratlon" and inserting in lieu
thereof “international operation”.

(6) Paragraph (1) of section 887(b) of the 1986 Code is
e ) by striking de 863(c)” and

iking out “under section c)” and inserting in
lieu thereof “under section 863(cX2)”, and
(B) by adding at the end thereof the following new sen-
tence: “To the extent provided in regulations, such term
does not include any income of a kind to which an exemp-
1:ionl llf,ldet paragraph (1) or (2) of section 883(a) would not
apply.
() AMENDMENT RELATED TO SECTION 1213 oF THE REFORM ACT.—
Paragraph (2) of section 863(e) of the 1986 Code is amended by
out “foreign country” each place it appears and inserting in
lieu thereof “foreign country (or possession of the United States)”.
(g) AMENDMENTS RELATED 10 SECTION 1214 OF THE REFORM ACT.—
26 USC 861 note. (1XA) Paragraph (1) of section 1214(d) of the Reform Act is
amended to read as follows:
h‘;(l}) Iml Gmml.—Tge amendments mlade by tip:shesecnon
s apply to paymen made in a taxable year of the payor
after December 31, 1986.”

B)A taxpayer may elect not to have the amendment made by
subparagraph (A) apply and to have section 1214(dX1) of the
Reform Act apply as in effect before such amendment. Such
election shall ge made at such time and in such manner as the
Secretary of the Treasury or his delegate may p:
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(2) Subparagraph (B) of section 1214(d)2) of the Reform Act is
amended by striking out “section 904(dX2)G)” and inserting in
lieu thereof “section 904(d)}2)XH)".

(3) Subparagraph (B) of section 861(cX1) of the 1986 Code is
amended—

(A) by striking out “subchapter)” in clause (i) and insert-
ing in lieu thereof “subchapter) or, in the case of a corpora-
tion, is attributable to income so derived by a subsidiary of
such corporation”,

(B) by striking out “or chain of subsidiaries of such
corporation” in clause (ii), and

(C) by adding at the end thereof the following new
sentence:

“For purposes of this subparagraph, the term ‘subsidiary’
means any corporation in which the corporation referred to in
this subparagraph owns (directly or indirectly) stock meeting
the requirements of section 1504(a)(2) (determined by substitut-
ing ‘50 percent’ for ‘80 percent’ each place it appears).”

(4) Paragraph (1) of section 2105(b) of the 1986 Code is
amended by striking out “section 861(c), if any interest thereon
would be treated by reason of section 861(a)f1XA) as income
from sources without the United States” and inserting in lieu
thereof “section 871(iX8), if any interest thereon would not be
subject to tax by reason of section 871(iX1)".

(5) Paragraph (2) of section 864(c) of the 1986 Code is amended
by striking out the last sentence.

(6) Paragraph (3) of section 907(c) of the 1986 Code is amended:

(A) by striking out subparagragh (B) and redesignating
subparagraphs (C) and (D) as subparagraphs (B) and (C),
respectively, and

(B) by striking out “and dividends described in subpara-
graph (B)”.

(7) Subsection (a) of section 1442 of the 1986 Code is
amended—

(A) by striking out “and the references in” and inserting
in lieu thereof “the references in”, and

(B) by inserting before the period at the end thereof the
following: “, and the reference in section 1441(c)10) to
é}l,cnl(:)g 871(iX2) shall be treated as referring to section

(h) AMENDMENTS RELATED TO SECTION 1215 OF THE REFORM ACT.—

(1) Paragraph (4) of section 864(e) of the 1986 Code is amended
to read as follows:

“(4) BASIS OF STOCK IN NONAFFILIATED 10-PERCENT OWNED COR-
PORATIONS ADJUSTED FOR EARNINGS AND PROFITS CHANGES.—

_“(A) INn GeENERAL.—For purposes of allocating and appor-
tioning expenses on the basis of assets, the adjusted basis of
any stock in a nonaffiliated 10-percent owned corporation
shall be—

“@) increased by the amount of the earnings and
profits of such corporation attributable to such stock
and accumulated during the period the taxpayer held
such stock, or

“(ii) reduced (but not below zero) by any deficit in
earnings and profits of such corporation attributable to
such stock for such period.
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“(B) NONAFFILIATED 10-PERCENT OWNED CORPORATION.—
For purposes of this paragraph, the term ‘nonaffiliated
10-percent owned corporation’ means any corporation if—

“/(i) such corporation is not included in the taxpayer’s
affiliated group, and

“(ii) members of such affiliated group own 10 percent
or more of the total combined voting power of all
classes of stock of such corporation entitled to vote.

“(C) EARNINGS AND PROFITS OF LOWER TIER CORPORATIONS
TAKEN INTO ACCOUNT.—

“(i) In ceNERAL.—If, by reason of holding stock in a
nonaffiliated 10-percent owned corporation, the tax-
payer is treated under clause (iii) as owning stock in
another corporation with respect to which the stock
ownership requirements of clause (ii) are met, the
adjustment under subparagraph (A) shall include an
adjustment for the amount of the earnings and profits
(or deficit therein) of such other corporation which are
attributable to the stock the taxpayer is so treated as
owning and to the period during which the taxpayer is
treated as owning such stock.

‘“ii) STOCK OWNERSHIP REQUIREMENTS.—The stock
ownership requirements of this clause are met with
respect to any corporation if members of the taxpayer’s
affiliated group own (directly or through the applica-
tion of clause (iii)) 10 percent or more of the total
combined voting power of all classes of stock of such
corporation entitled to vote.

“(iii) STOCK OWNED THROUGH ENTITIES.—For purposes
of this subparagraph, stock owned (directly or in-
directly) by a corporation, partnership, or trust shall be
treated as being owned proportionately by its share-
holders, partners, or beneficiaries. Stock considered to
be owned by a person by reason of the application of
the preceding sentence, shall, for purposes of applying
such sentence, be treated as actually owned by such
person.

‘(D) COORDINATION WITH SUBPART F, ETC.—For purposes of
this paragraph, proper adjustment shall be made to the
earnings and profits of any corporation to take into account
any earnings and profits included in gross income under
section 951 or under any other provision of this title and
reflected in the adjusted basis of the stock.”

(2XA) Paragraph (1) of section 864(e) of the 1986 Code is
gmendecl by striking out “from sources outside the United

taml!

(B) Subsection (h) of section 936 of the 1986 Code is amended
by redesignating paragraph (7) as paragraph (8) and by insert-
ing after paragraph (6) the following new paragraph:

‘“(T) SEcTION 864eX1) NoT To APPLY.—This subsection shall
be applied as if section 864(eX1) (relating to treatment of affili-
ated groups) had not been enacted.”

(C) The heading for part I of subchapter N of chapter 1 of the
1986 Code is amended to read as follows:
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“PART I—SOURCE RULES AND OTHER GENERAL
RULES RELATING TO FOREIGN INCOME”.

(D) The table of parts for subchapter N of chapter 1 of the
1986 Code is amended by striking out the item relating to part I
and inserting in lieu thereof the following:

“Part 1. Source rules and other general rules relating to foreign income.”

(3) Paragraph (3) of section 864(e) of the 1986 Code is amended
by striking out the last sentence and inserting in lieu thereof
the following: “A similar rule shall apply in the case of the
portion of any dividend (other than a q dividend as
defined in section 243(b)) equal to the deduction allowable under
section 243 or 245(a) with respect to such dividend and in the
case of a like portion of any stock the dividends on which would
ge eﬁs: e&i;aguctible and would not be qualifying dividends (as so
(4XA) Paragraph (5) of section 864(e) of the 1986 Code is
amended by adgmg at the end thereof the following new
subparagraph:
“(D) TREATMENT OF BANK HOLDING COMPANIES.—To the
extent provided in relgulatlons—
“(i) a bank holding company (within the meaning of
section 2(a) of the Bank Holding Company Act of 1956),

and
“(ii) any subsidiary of a financial institution de-
scribed in section 581 or 591 or of any bank holding
company if such subsidi is predominantly engaged
(directly or indirectly) in the active conduct of a bank-
ing, financing, or similar business,
ahall be treated as a corporation described in subparagraph

(B) Subgﬂmgmph (B) of section 864(e)5) of the 1986 Code is
amended by adding at the end thereof the following new sen-
1:eu:mt;1 ("I‘hls subparagraph shall not apply for purposes of para-
grap

(5) Paragraph (6) of section 864(e) of the 1986 Code is amended
by striking out “dlrectly allocable and apportioned” and insert-
ing in lieu thereof “directly allocable or apportioned”.

(6)(A] Paragraph (7) of section 864(e) of the 1986 Code is
amended by striking out “and” at the end of subparagraph (B),
by striking out the period at the end of subparagraph (C) and
inserting in lieu thereof a comma, and by adding at the end
thereof the following new subparagraphs:

“(D) for direct allocation of interest expense in the case of
lzlicéia,tednesa resulting in a disallowance under section
“(E) for appropriate adjustments in the application of
pe.r%m (Slmthecaseofanmmzmnoecompany,and
t this subsection shall not apply for purposes of
any provision of this subchapter to the extent the Secre
determines that the application of this subsection for suc

would not be appropriate.”
(B?gm:ion (e) of section 864 of the 1986 Code is amended
by striking out “(except as provided in regulations)” in the
material preceding paragraph (1).
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26 USC 864 note. (7) Paragraph (2) of section 1215(c) of the Reform Act is
amended to read as follows:
“(2) TRANSITIONAL RULES.—
“(A) GENERAL PHASE-IN.—

a7 of T Tastite Bt Aot Dectubes 9L
years e yer r r
1986, the amendments made by this section shall not
apply ‘tio interte;t experiaes paid 2;; accruedtgy the tax-
payer during the taxable year with respect to an aggre-
gate amount of indebtedness which does not exceed the
general phase-in amount.

“(il) GENERAL PHASE-IN AMOUNT.—Except as provided
in clause (iii), the general phase-in amount for purposes
of clause (i) is the applicable percentage (determined
under the following table) of the aggregate amount of
indebtedness of the taxpayer outstanding on Novem-

ber 16, 1985:
The applicable
“In the case of the: percentage is:
1st taxable year 5
2nd taxable year 50
3rd taxable year 25.

“(iii) LOWER LIMIT WHERE TAXPAYER REDUCES INDEBT-
EpNESS.—For purposes of appl this subparagraph
to interest expenses attributable to any month, the
feneral phase-in amount shall in no event exceed the
owest amount of indebtedness of the taxpayer
outstanding as of the close of any preceding month

after November 16, 1985 To the extent pro-
vided in regulations, the average amount of indebted-
ness outstanding during any month shall be used (in
lieu of the amount outstanding as of the close of such

month) for purposes of the preceding sentence.
“(B) CONSOLIDATION RULE NOT TO APPLY TO CERTAIN

EREST.—
“@) IN GENERAL.—In the case of the 1lst 5 taxable
{é‘e?ns;of the taxpayer beginning after December 31,
“(I) subparagraph (A) shall not apply for pur-
poses of paragraph (1) of section 864(e) of the In-
ternal Revenue Code of 1986 (as added by this
section), but
“(ll) such paragraph (1) shall not apply to in-
terest expenses paid or accrued by the taxpayer
during the taxah]{m to an aggre-
gate amount of inde ass which does not exceed
the special phase-in amount.
“(ii) SPECIAL PHASE-IN AMOUNT.—The special phase-in
amount for urposes of clause (i) is the sum of—
general phase-in amount as determined
for purposes of subparagraph (A),
“(IT) the 5-year phase-in amount, and
Fi s 4—yealar 5 thxsms:-l!:n s h teres
Oor purposes ying paragraph to in t
expense attnbumgr; to any month, the special phase-in
amount shall in no event exceed the limitation deter-
mined under subparagraph (AXiii).
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“(iii) 5-YEAR PHASE-IN AMOUNT.—The 5-year phase-in
amount is the lesser of—
“(I) the applicable percentage (determined under

the following table for purposes of this subclause)

of the 5-year debt amount, or

“(ID the aj
under the following tab

licable rcentage (determined
Fe for purposes of this

subclause) of the 5-year debt amount reduced by

paydowns:
The q‘?:‘l?lrﬂe
“ percen or
In the case of the: g: of
subclause (I) is:
1st taxable year 8%
2nd taxable year 16%
3rd taxable year 25
4th taxable year 33%
5th taxable year 16%

The applicable

percentage f?r
purposes o
subclause (II) is:
10
25
50
100
100.

“iv) 4-yEAR PHASE-IN AMOUNT.—The 4-year phase-in
amount is the lesser of—
“(I) the applicable percentage (determined under

102 STAT. 3505

the following table for purposes of this subclause)
of the 4-year debt amount, or

“aIn the thcable rcentage (determined
under the fol table for purposes of this
subclause) of the 4-year debt amount reduced by
paydowns to the extent such paydowns exceed the
S-year debt amount:

The applicab fle The a]lg:igcatt_ule
“ reen or rcentage for
In the case of the: Pe iaseo peu of
sllgclauu (I) is: subclause (II) is:
1st taxable year 5 6%
2nd taxable year 10 16%
3rd taxable year 15 37%
4th taxable year 20 100
5th taxable year 0 0.

“(v) 5-YEAR DEBT AMOUNT.—The term ‘S-year debt
amount’ means the excess (if any) of—
‘“I) the amount of the outstanding indebtedness
of the taxpayer on May 29, 1985, over
“(IT) the amount of the outstanding indebtedness
gig‘ stgm taxpayer as of the close of December 31,
The 5-year debt amount shall not exceed the aggregate
amount of indebtedness of the taxpayer outstanding on
November 16, 1985.
“(vi) 4-YEAR DEBT AMOUNT.—The term ‘4-year debt
amount’ means the excess (if any) of—
““I) the amount referred to in clause (vXII), over
“II) the amount of the outstanding indebtedness
cilfgstzhetaxpayeraaofthecloaeofneeemberéﬂ,
me&ymrdebtmountshallnotemedthe te
amount of indebtedness of the
November 16, 1985, reduced by the debt ammmt.
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“(vii) Paypowns.—For purposes of applying this
subparagraph to interest expenses attributable to any
n}onth, the term ‘paydowns’ means the excess (if any)
o —

“(D) the aggregate amount of indebtedness of the

taxpayer outstanding on November 16, 1985, over

‘“(ID the lowest amount of indebtedness of the

taxpayer outstanding as of the close of any preced-

ing month beginning after November 16, 1985 (or,

to the extent provided in regulations under

subpamaph (A)iii), the average amount of

indebtedness outstanding during any such month).

“(C) COORDINATION OF SUBPARAGRAPHS (A) AND (B).—In

applying subparagraph (B), there shall first be taken into

account indebtedness to which subparagraph (A) applies.
“(D) SPECIAL RULES.—

“(i) In the case of the 1st 9 taxable years of the
taxpayer beginning after December 31, 1986, the
amendments made by this section shall not apply to
interest expenses paid or accrued by the taxpayer
during the taxable year with respect to an aggregate
amount of indebtedness which does not exceed the
applicable percentage (determined under the following
table) of the indebtedness described in clause (iii) or (iv):

The applicable

“In the case of the: percentage is:
1st taxable year 90
2nd taxable year 80
3rd taxable year 70
4th taxable year 60
5th taxable year 50
6th taxable year 40
Tth taxable year 30
8th taxable year 20
9th taxable year 10.

“(ii) The provisions of this subparagraph shall apply
in lieu of the provisions of subparagraphs (A) and (B).

Oklahoma. ““(iii) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.—
Indebtedness is described in this clause if it is indebted-
ness (which was outstanding on May 29, 1985) of a
corporation incorporated on June 13, 1917, which has
'ﬂ;s principal place of business in Bartlesville, Okla-

oma.

New York. “iv) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.—
Indebtedness is described in this clause if it is indebted-
ness (which was outstanding on May 29, 1985) of a
member of an affiliated group (as defined in section
1504(a)), the common parent of which was incorporated
on August 26, 1926, and has its principal place of
business in Harrison, New York.

“(E) TREATMENT OF AFFILIATED GROUP.—For purposes of
this paragraph, all members of the same affiliated group of
corporations (as defined in section 864(e)5XA) of the In-
ternal Revenue Code of 1986, as added by this section) shall
be treated as 1 taxpayer whether or not such members filed
a consolidated return.

‘“(F) ELECTION TO HAVE PARAGRAPH NOT APPLY.—A tax-
payer may elect (at such time and in such manner as the
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Secretary of the Treasury or his delegate may prescribe) to
have this paragraph not apply. In the case of members of
the same affiliated group (as so defined), such an election
may be made only if each member consents to such
election.”
(i) AMENDMENTS RELATED TO SECTION 1221 OF THE REFORM ACT.—
(1XA) Subparagraph (C) of section 953(cX3) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:
““An election under this subparagraph made for any taxable
year shall not be effective if the corporation (or any prede-
cessor thereof) was a disqualified corporation for the tax-
able year for which the election was made or for any prior
taxable year beginning after 1986.”
(B) Clause (i) of section 953(c)X3XD) of the 1986 Code is
amended to read as follows:
‘(i) PERIOD DURING WHICH ELECTION IN EFFECT.—

“@O IN GeENERAL—Except as provided in
subclause (II), any election under subparagraph (C)
shall apply to the taxable year for which made and
all subsequent taxable years unless revoked with
the consent of the Secretary.

“(II) TermiNATION.—If a foreign corporation
which made an election under subparagraph (C) for
any taxable year is a disqualified corporation for
any subsequent taxable year, such election shall
not apply to any taxable year beginning after such
subsequent taxable year.’

(C) Paragraph (3) of section 953(c) of the 1986 Code is amended
by adding at the end thereof the following new subparagraph:
‘(E) DISQUALIFIED CORPORATION.—For pu of this
paragraph the term ‘disqualified corporation’ means, with
to any taxable year, any foreitgn corporation which

is a controlled foreign corporation for an uninterrupted
period of 30 days or more during such taxable year (deter-
mined without regard to this subsection) but only if a
United States shareholder (determined without regard to
this subsection) owns (within the meaning of section 958(a))
atock, ,m such corporation at some time during such taxable

year.

(2XA) Paragraph (1) of section 953(c) of the 1986 Code is
amended by striking out “and” at the end of subparagraph (A),
by striking out the period at the end of subparagraph (B) and
inserting in lieu thereof “, and”, and by adding at the end
thereof the following new subparagraph:

“(C) the pro rata share referred to in section 951(aX1XAXi)
shall be determined under ph (5) of this subsection.”

(B) Sul_)sectipn (c) of section 953 of the 1986 Code is amended
by redes:gnnm ting pl?f:igrt]?plfl 1(15) as paragraph (6) aﬁ:ld by insert-
paragrap! e following new paragraph:
l.“?;{5] DETERMINATION OF PRO RATA SHARE.—

“(A) In cENERAL.—The pro rata share determined under
this paragraph for any United States shareholder is the
lesser of—

“(i) the amount which would be determined under
paragraph (2) of section 951(a) if—
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‘(D) only related person insurance income were
taken into account,

“(II) stock owned (within the meaning of section
958(a)) by United States shareholders on the last
day of the taxable year were the only stock in the
foreign corporation, and

“(III) only distributions received by United
States sharaiolders were taken into account under

subparagraph (B) of such paragraé:uh (2), or

“(ii) amount which would be determined under
paragraph (2) of section 951(a) if the entire earninfa
and profits of the foreign corporation for the taxable

ear were subpart F income.

) COORDINATION WITH OTHER PROVISIONS.—The Sec-
retary shall prescribe regulations providing for such modi-
fications to the provisions of this subpart as may be nec-
essary or appropriate by reason of subparaﬁraph (A).”

(3XA) Paragraph (2) of section 953(c) of the 1986 Code is
amended by stnﬂm‘ ing out “with respect to which the prima
insured is” and inserting in lieu thereof “with respect to whi
the person (directly or indirectly) insured is”.

(B) Subparagraph (A) of section 953(cX3) of the 1986 Code is
amended—

(i) by striking out “persons who are the primary insured”
and inserting in lieu thereof “persons who are (directly or
indirectly) insured”, and

(ii) by striking out “to any such primary insured” and
inserting in lieu thereof “to any such person”.

(C) The amendments made by this paragraph to the extent
such amendments add the phrase “(directly or indirectly)” shall
apply only to taxable years beginning after December 31, 1987.

(4)(A) Subsection (c) of section 953 of the 1986 Code (as amend-
ed by paragraph (2)) is amended by redesignating paragraph (6)
as paragraph (7) and by inserting after paragraph (5) the follow-
ing new paragraph: )

‘(6) RELATED PERSON.—For purposes of this subsection—

“(A) IN GENERAL.—Except as provided in subparagraph
(B), the term ‘related ;erson’ has the meaning given such
term by section 954(d)X3).

“(B) TREATMENT OF CERTAIN LIABILITY INSURANCE POLI-
cies.—In the case of any policy of insurance covering liabil-
ity arising from services performed as a director, officer, or
employee of a corporation or as a partner or employee of a
partnership, the person performing such services and the
entity for which such services are performed shall be treat-
ed as related persons.”

(B) Paragraphs (2) and (3)(A) of section 953(c) of the 1986 Code
are each amended by striking out “(within the meaning of
section 954(dX3))”.

(5) Paragraph (2) of section 953(c) of the 1986 Code is amended
by striking out “insurance income attributable” and inserting
in lieu thereof “insurance income (within the meaning of
su})aathion (urpoaesa}) attribt}tahle;’._ section 952(c)1XA) of the 1986

or o1 a jhil 10n [+] 0
Code, thepearnings angpgro ts of any corporation shall be
determined without regard to any increase in earnings and
profits under section 1023(e)(3)XC) of the Reform Act.

0,
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(7) Subsection (b) of section 953 of the 1988 Code is amended—-
(A) by striking out paragraph (1) and redesignating
ga;l)hs (2) (3), and (4) as paragraphs (1), (2), and (3), respeo-
vely,
(B}y by striking out subparagraph (A) of paragraph (1) (as
ted) and inserting in lieu thereof the t‘oilomng'
“(A) %ﬁ: small life insurance company deduction.”, and
[((])ér stnkm% (&lil)l} “(other than thuae taken into aceot:g)t
un paragrap in paragra Ideslgna
8 Subparagraph (B) of section 9 c)(3) of the 1986 Code is

amended—

(A) by striking out “related n insurance income”
and inserting in lieu thereof “related person insurance
income (determined on a gross basis)”, and

(B) by striking out * ‘its insurance income” and inserting
in lieu thereof “its insurance income (as so determined)”.

(9) Subclause (II) of section 953(cX3XCXi) of the 1986 Code is

amended—

(A) by striking out “all benefits” and inserting in lieu

ghégeof ‘:ia].l benefits (other than with respect to section
v an

(B) by striking out “under any income tax treat.y’ " and
inserting in lieu thereof “granted by the United States
under any treaty”.

(10) Paragraph (7) of section 861(a) of the 1986 Code is
amended to read as follows:

“(7) Amounts received as underwriting income (as defined in
section 832(b)3)) derived from the issuing (or reinsuring) of any
insurance or annuity contract—

“(A) in connection with property in, liability arising out
of an activity in, or in connection with the lives or health of
residents of, the United States, or

“(B) in connection with risks not described in subpara-
graph (A) as a result of any tﬂement whereby another
corporation receives a substan equal amount of pre-
miums or other consideration in mpect to issuing (or
reinsuring) any insurance or annuity contract in connection
with property in, liability arising out of activity in, or in
connection with the lives or health of residents of, the
United States.”

(11) Subparagraph (AJ of section 955(aX2) of the 1986 Code is
amended by striking ou before 1987” and inserting
in lieu thereof "begmnmg ore 1987 (to the extent such
amount exceeds the sum of the decreases in qualified invest-
ments determmad under this paragraph for prior taxable years
beginning after 1986)”.

(12) Paragmphs (6) and (7) of section 954(b) of the 1986 Code
are each amended by striking out “(determined without regard
to the exclusion under garugmph (2) of this subsection)”.

(13XA) Subparagraph (C) of section 1221(gX3) of the Reform
Act is amended— 26 USC 954 note.

. J{l) l)y9 'gtnkmg out “July 9” and inserting in lieu thereof
une

(ii) Btnlnng out 'March 381, 1982” and inserting in lieu
thereof “November 3, 1981"

(B) Subparagraph (D) of section 1221(gX3) of the Reform Act is
amended—
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(i) by striking out “as of August 16, 1986, under a reinsur-
ancebcyc;ntract in effect on such date” and inserting in lieu
thereof “under a reinsurance contract”,

(ii) by striking out “the preceding sentence’” and inserting
in lieu thereof “this subparagraph”, and

(iii) by adding at the end thereof the following: “For
purposes of this paragraph, the amount of qualified reinsur-
ance income shall not exceed the amount of insurance
income from reinsurance contracts for calendar year 1985.
In the case of controlled foreign corporations described in
subparagraph (C)ii), the preceding sentence shall not apply
and the qualified reinsurance income of any such corpora-
tion shall not exceed such corporation’s proportionate share
of $27,000,000 (determined on the basis of respective
amounts of qualified reinsurance income determined with-
out regard to this subparagraph).”

(14)A) Paragraph (3) of section 954(d) of the 1986 Code is
amended by striking out “50 percent or more” each place it
appears and inserting in lieu thereof “more than 50 percent”.

(B) Clause (ii) of section 861(cX2)(B) of the 1986 Code is amend-
ed to read as follows:

“(ii) such section shall be applied by substituting ‘10
percent or more’ for ‘more than 50 percent’ each place
it appears.”

(15) Subsection (b) of section 951 of the 1986 Code is amended
by striking out “section 957(d)” and inserting in lieu thereof
“section 957(c)".

(16) Subsection (c) of section 952 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) SPECIAL RULE FOR DETERMINING EARNINGS AND PROFITS.—
For purposes of this subsection, earnings and profits of any
controlled foreign corporation shall be determined without
regard to paragraphs (4), (5), and (6) of section 312(n). Under
regulations, the preceding sentence shall not apply to the extent
it would increase earnings and profits by an amount which was
previously distributed by the controlled foreign corporation.”

(17) Subparagraph (A) of section 881(c)4) of the 1986 Code is
amended by striking out clauses (ii), (iii), (iv), and (v) and
inserting in lieu thereof the following:

“(ii) Paragraph (4) of section 954(b) (relating to excep-
tion for certain income subject to high foreign taxes).

“(iii) Clause (i) of section 954(c)(3XA) (relating to cer-
tain income received from related persons).”

(18) Subparagraph (B) of section 954(c)1) of the 1986 Code is
amended by striking out “or” at the end of clause (i), by
redesignating clause (ii) as clause (iii), and by inserting after
clause (i) the following new clause:

‘“(ii) which is an interest in a trust, partnership, or
REMIC, or”.

(19XA) Subsection (a) of section 6046 of the 1986 Code is
amended by striking out “and” at the end of paragraph (2), by
redesignating paragraph (3) as paragraph (4), and by inserting
after paragraph (2) the following new paragraph:

“(3) each person (not described in paragraph (2)) who, at any
time after January 1, 1987, is treated as a United States share-
ho‘lﬂc;?r under section 953(c) with respect to a foreign corporation,
and”.
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(B) Subsection (b) of section 6046 of the 1986 Code is amended
by striking out “subsection (aX2)” and inserting in lieu thereof
paragrnp (2) or (3) of subsection (a)”.

(C) Subsection (a) of section 6046 of the 1986 Code is amended
by adding at the end thereof the following new sentence:

“In the case of a foreign corporation with res to which any

person is treated as a United States shareholder under section

953(c), paragraph (1) shall be treated as including a reference to each

United States person who is an officer or director of such corpora-

tion.”

(20) Subparagraph (B) of section 954(cX1) of the 1986 Code is

amended by striking out the last sentence and inserting in lieu
thereof the following:
“In the case of any regular dealer in property, gains and losses
from the sale or exchange of any such property or arising out of
bona fide hedging transactions reasonably necessary to the
conduct of the business of being a dealer in such property shall
not be taken into account under this subparagraph. Gains and
losses from the sale or exchange of any property which, in the
hands of the controlled foreign corporation, is property de-
scribed in section 1221(1) also shall not be taken into account
under this subparagrzg &

(21) Subsection (c) of section 953 (as amended by this subsec-
tion) is amended by striking out paragraph (7) and inserting in
lieu thereof the following:

“(7) COORDINATION WITH SECTION 1248.—For purposes of sec-
tion 1248, if any person is (or would be but for paragraph (3))
treated under paragraph (1) as a United States shareholder with
respect to any foreign ration which would be taxed under
subchapter L if it were a domestic corporation and which is (or
would be but for paragraph (3)) treated under paragraph (1) as a
controlled foreign corporation—

“(A) such person shall be treated as meetmg' the stock
ownership requirements of section 1248(a)2) with respect to
such foreign corporation, and

“(B) such foreign corporation shall be treated as a con-
trolled foreign corporation.

“(8) REcuLATIONS.—The Secretary shall prescribe such regu-
lations as may be necessary to carry out the purposes of this
subsection, including—

“(A) regulations preventing the avoidance of this subsec-
tiog through cross insurance arrangements or otherwise,
an

“(B) regulations which may provide that a person will not
be treated as a United States shareholder under paragraph
(1) with respect to any foreign corporation if neither such
person (nor any related person to such person) is (directly or
indirectly) insured under any policy of insurance or reinsur-
ance issued bﬁ'fuCh foreign corporation.”

(22) Subclause (III) of section 952(cX1XBXiii) of the 1986 Code is
amended by striking out “insurance income” and inserting in
lieu thereof “insurance income or foreign personal holdi

conzlga.n income,”.

(23) glause (iii) of section 952(cX1XB) of the 1986 Code is
amended by redesignating subclauses (III) and (IV) as
subclauses and respectively, and by inserting after
subclause (II) the following new subclauses:
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“(ITI) foreign base company sales income,

“(IV) foreign base company services income,”.

(24) Clause (ii) of section 952(c)1XB) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “In determining the deficit attributable to qualified
activities described in clause (iii)III) or (IV), deficits in earnings
and profits (to the extent not previously taken into account
under this section) for taxable years beginning after 1962 and
before 1987 also shall be taken into account. In the case of the
qualified activity described in clause (iiiXI), the rule of the
preceding sentence shall apply, except that ‘1982’ shall be sub-
stituted for ‘1962".”

(25)(A) Paragraph (1) of section 952(c) of the 1986 Code is
amended by adding at the end thereof the following new
subparagraph:

“(C) CERTAIN DEFICITS OF MEMBER OF THE SAME CHAIN OF
CORPORATIONS MAY BE TAKEN INTO ACCOUNT.—

“(i) IN GENERAL.—A controlled foreign corporation
may elect to reduce the amount of its subpart F income
for any taxable year which is attributable to any quali-
fied activity by the amount of any deficit in earnings
and profits of a qualified chain member for a taxable
year end.mig with (or within) the taxable year of such
controlled foreign corporation to the extent such deficit
is attributable to such activity. To the extent any defi-
cit reduces subpart F income under the preceding sen-
tence, such deficit shall not be taken into account
under subparagraph (B).

“(i1) QUALIFIED CHAIN MEMBER.—For purposes of this
subparagraph, the term ‘qualified chain member’
means, with respect to any controlled foreign corpora-
tion, any other corporation which is created or orga-
nized under the laws of the same foreign country as the
controlled foreign corﬂoratlon but only if—

“(D all the stock of such other corporation (other
than directors’ qualifying shares) is owned at all
times during the taxable year in which the deficit
arose (directly or through 1 or more corporations
other than the common parent) by such controlled
foreign corporation, or

&ﬁn all the stock of such controlled foreign cor-
poration (other than directors’ qualifying shares) is
owned at all times during the taxable year in
which the deficit arose (directly or through 1 or
more corporations other than the common parent)
by such other corporation.

“(ii1) CoorDINATION.—This sub; aph shall be ap-
plied after subparagraphs (A) and (B).”

(B) Sub aph (B) of section 954(cX3) of the 1986 Code is
amended y inserting before the period at the end thereof the
following: “or creates (or increases) a deficit which under sec-
tion 952(c) may reduce the subpart F income of the payor or
another controlled foreign corporation”.

G Aumnm RELATED TO SECTION 1224 OoF THE REFORM AcCT.—

2) of section 901(g) of the 1986 Code and section

aragraph (
936(d)X3XB) of the 1986 Code are each amended by striking out

“section 957(c)” and inserting in lieu thereof "sectmn 957(c) (as in
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effect on the day before the date of the enactment of the Tax Reform
Act of 1986)”.

(k) AMENDMENT RELATED TO SECTION 1225 OF THE REFORM AcCT.—
Subsection (c) of section 1225 of the Reform Act is amended by 26 USC 535 note.
stri;:ga;g out “March 1, 1986” and inserting in lieu thereof “January
1, 1986".

(1) AMENDMENTS RELATED TO SECTION 1226 OF THE REFORM ACT.—

1) Subsect.lon (a) of section 246A of the 1986 Code is amended

out the last sentence.

(2XA) Paragraph (8) of section 245 of the 1986 Code is
amended to read as follows:

“48) DISALLOWANCE OF FOREIGN TAX CREDIT.—No credit shall
be allowed under section 901 for any taxes paid or accrued (or
treated as paid or accrued) with respect to the United States-
source portion of any dividend received by a corporation from a
qualified 10-percent-owned foreign corporation.”

(B) Subsection (a) of section 245 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“4(10) COORDINATION WITH TREATIES.—If—

“(A) any portion of a dividend received by a corporation
from a qualified 10-percent-owned foreign corporation
would be treated as from sources in the United States
under paragraph (9),

‘“B) under a treaty obligation of the United States (ap-
plied without regard to this subsection), such portion would
be treated as arising from sources outside the United
States, and

“(C) the taxpayer chooses the benefits of this paragraph,

this subsection shall not apply to such dividend (but subsections
(a), (b), and (c) of section 904 and sections 902, 907, and 960 shall
be applied separately with respect to such portion of such
dividend).”

(3) Subsection (a) of section 245 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“11) COORDINATION WITH SECTION 1248.—For purposes of this
subsection, the term ‘dividend’ does not include any amount
treated as a dividend under section 1248.”

(m) AMENDMENTS RELATED TO SECTION 1228 OF THE REFORM ACT.—

(1) Subsection (a) of section 1228 of the Reform Act is amended 26 USC 897 note.
by striking out “and” at the end of paragraph (3), and by
striking out paragraph (4) and inserting in lieu thereof the
following:

“(4) the transfer, sale, exchange, or other disposition is part of
a single integrated plan, whereby the stock of the corporation

described in paragraph (1) becomes owned directly by the 2
corporations specifically referred to in subsection (b) or by such
2 corporatmns and by 1 or both of their jointly owned direct
s“(5) t.bm20da after each transfi

wi ys T er, sale, exchange, or

other disposition, the person making such t:ransfer, sale, ex-
change, or other disposition notifies the Internal Revenue Serv-
ice of the transaction, the date of the transaction, the basis of
the stock involved, the holding period for such stock, and such
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26 USC 936 note.

26 USC 936 note.

“(6) the integrated plan is completed before the date 4 years
after the date of the enactment of the Technical and Miscellane-
ous Revenue Act of 1988.

In the case of any underpayment attributable to a failure to meet
any requirement of this su tion, the period during which such
underpayment may be assessed shall in no event expire before the
date 5 years after the date of the enactment of the Technical and
Miscellaneous Revenue Act of 1988.”

(2) Subsection (c) of section 1228 of the Reform Act is hereby
repealed.

(n) AMENDMENTS RELATED TO SECTION 1231 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 1231(g)(2) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “In the case of any transfer (or license) which is not to a
foreign person, the preceding sentence shall be agplied by
substituting ‘August 16, 1986’ for ‘November 16, 1985,

(2) Subparagraph (B) of section 1231(5)(2) of the Reform Act is
amended by striking out ‘“was made” and inserting in lieu
thereof “, if any, was made”.

(8) Subsection (g) of section 1231 of the Reform Act is amended
by adding at the end thereof the following new paragraph:

“(5) TRANSITIONAL RULE FOR INCREASE IN GROSS INCOME TEST.—

“(A) IN GENERAL.—If—

“(i) a corporation fails to meet the requirements of
subparagraph (B) of section 936(a)2) of the Internal
Revenue Code of 1986 (as amended by subsection (dX1))
for any taxable year beginning in 1987 or 1988,

“(ii) such corporation would have met the require-
ments of such subparagraph (B) if such subparagraph
had been applied without regard to the amendment
made by subsection (dX1), and

“(iii) 75 percent or more of the gross income of such
corporation for such taxable year (or, in the case of a
taxable year beginning in 1988, for the period consist-
ing of such taxable year and the preceding taxable

ear) was derived from the active conduct of a trade or

usiness within a possession of the United States, such
corporation shall nevertheless be treated as meeting
the requirements of such subparagraph (B) for such
taxable year if it elects to reduce the amount of the
qualified possession source investment income for the
taxable year by the amount of the shortfall determined
under subparagraph (B) of this paragraph.

“(B) DETERMINATION OF SHORTFALL.—The shortfall deter-
mined under this subparagraph for any taxable year is an
amount equal to the excess of—

“(i) 76 percent of the gross income of the corporation
for the 3-year period (or thereof) referred to in
section 936(a)2)A) of such e, over

“(ii) the amount of the gross income of such corpora-
tion for such period (or part thereof) which was derived
from the active conduct of a trade or business within a

ion of the United States.

‘(C) SpecIAL RULE.—Any income attributable to the
investment of the amount not treated as qualified
sion source investment income under subparagraph (A)
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shall not be treated as i edPoaaeasionsourceinvest—
ment income for any mﬂﬂﬂar.

(4) Subparagraph (B) of section 1231(aX1) of the Reform Act is
amended by striking out “at the end thereof” and inserting in
lieu thereof *‘at the end of the material relating to payment of
cost sharing”.
(6XA) Clause (ii) of section 936(dX4XA) of the 1986 Code i8 Puerto Rico.
amended to read as follows:
“@{ii) in accordance with a ific authorization
granted by the Commissioner of Fi ial Institutions
ofPuertORicoPummnttoregulationsissuedbyauch
Commissioner.’

(B) Clauses (i) and (ii) of section 936(dX4XC) of the 1986 Code
are each amended by striking out “the of the Treas-
ury of Puerto Rico” and i ing in lieu the “the Commis-
sioner of Financial Institutions of Puerto Rico”.

(0) AMENDMENT RELATED TO SECTION 1234 OF THE REFORM ACT.—
Subsection (d) of section 6039E of the 1986 Code is amended by
adding at the end thereof the following new sentence:
“Nothing in the preceding sentence shall be construed to ire the
disclosure of information which is subject to section 245A of the
Immigration and Nationaliisy Act (as in effect on the date of the
enactment of this sentence).’

(p) AMENDMENTS RELATED TO SECTION 1235 OF THE REFORM ACT.—

(1) Paragraph (1) of section 1291(d) of the 1986 Code is
amended to read as follows:

“(1) In geEnErAL.—This section shall not apply with respect to
any distribution paid by a passive foreign investment company,
or any d.i.ﬂpoaition of stock in a ive foreign investment
company, if such company is a qualified electing fund for each
of its taxable years—

“(A) which begins after December 31, 1986, and for which
such company is a ive foreign investment company, and
“(B) which incl any portion of the taxpayer’s holding

(2) Subsection (c) of section 1296 of the 1986 Code is amended
by striking out “owns at least” and inserting in lieu thereof
“owns (directly or indirectly) at least”.

(3) Paragraph (3) of section 1291(b) of the 1986 Code is
amended by striking out “and” at the end of h (D),
by striking out the period at the end of subparagrap (%)and
inserting in lieu thereof “, and”, and by adding at the end
thereof the following new subparagraph:

# per adjustment shall be made for amounts not
includible in gross income by reason of section 551(d),

and % u thereof “is transferred”,

(B) by striking out “such disposition or cessation” each
place it appears and inserting in lieu thereof “such transfer
or cessation”, and

(C) by striking out “Disposrrions” in the paragraph head-
ing and inserting in lieu thereof “TRANSFERS”.

(5) Paragraph (1) of section 1296(b) of the 1986 Code is
amended to read as follows:

19-164 O0—91—Part 4——18-0L. 8
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“(1) IN GENERAL. -—Except as provided in paragraph (2), the
term ‘passive income’ means any income which is of a kind
which would be foreign personal holding company income as
defined in section 954(c).”

(6XA) Subsection (f) of section 1291 of the 1986 Code is
amended to read as follows:

“(f) REcooNITION OF GAIN.—To the extent provided in regulations,
in the case of any transfer of stock in a passive foreign investment
company where (but for this subsection) there is not full recognition
of gain, the excess (if any) of—

“(1) the fair market value of such stock, over

“(2) its adjusted basis,

shall be treated as gain from the sale or exchange of such stock and

shall be notwithstanding any provision of law. Proper

adjustment shall be made to the basis of any such stock for gain
ized under the preceding sentence.”

(B) Subsection (e) of section 1291 of the 1986 Code is amended
by striking out “Rules similar” and inserting in lieu thereof
“Except to the extent inconsistent with the regulations pre-
scribed under subsection (f), rules similar”.

(TXA) Paragraphs (4) and (5) of section 1291(a) of the 1986 Code
are hereby repealed.

(B) Section 1291 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(g) CoorniNATION WiTH FOoREIGN TAX CREDIT RULES.—

“(1) IN GeNErRAL.—If there are creditable foreign taxes with
respect to any distribution in respect of stock in a passive
foreign investment company—

“(A) the amount of such distribution shall be determined
for purposes of this section with regard to section 78,

“(B) the excess distribution taxes shall be allocated rat-
ably to each day in the taxpayer’s holding period for the
stock, and

“(C) to the extent—

‘(i) that such excess distribution taxes are allocated
to a taxable year referred to in subsection (aX1XB), such
taxes shall be taken into account under section 901 for
the current year, and

“(ii) that such excess distribution taxes are allocated
to any other taxable year, such taxes shall reduce
(subject to the principles of section 904(d) and not below
zeroi the increase in tax determined under subsection
(cX2) for such taxable year by reason of such distribu-
tion (but such taxes shall not be taken into account
under section 901).

“(2) DeFinrTiOoNs.—For purposes of this subsection—

“(A) CREDITABLE FOREIGN TAXES.—The term ‘creditable
foreign taxes’ means, with respect to any distribution—

“(i) any foreign taxes deemed paid under section 902
with respect to such distribution, and

‘(ii) any withholding tax imposed with respect to
such distribution,

but only if the taxpayer chooses the benefits of section 901
and suc { taxes are creditable under section 901 (determined
without regard to paragraph (1XCXii)).

“(B) ExcEss DISTRIBUTION TAXES.—The term ‘excess dis-
tribution taxes’ means, with respect to any distribution, the
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portion of the creditable foreign taxes with res; to such

distribution which is attributable (on a pro rata basis) to the

portion of such distribution which is an excess distribution.

“(C) SEctION 1248 GAIN.—The rules of this subsection also

shall apply in the case of any gain which but for this section

would be includible in gross income as a dividend under
section 1248.”

(8) Section 1294 of the 1986 Code is amended by adding at the

end thereof the following new subsection:
“(g) Cross REFERENCE.—

“For provisions providing for interest for the period of the extension
under this section, see section 6601.”

(9) Paragraph (2) of section 1291(e) of the 1986 Code is
amended by striking out “not” the second place it appears.

(10XA) Subsection (a) of section 1297 of the 1986 Code is
amended by redesignating paragraph (4) as paragraph (5) and
by inserting after paragraph (3) the following new paragraph:

“(4) Opmions.—To the extent provided in regulations, if any
person has an option to acquire stock, such stock shall be
considered as owned by such person. For purposes of this para-
graph, an option to acquire such an option, and each one of a
series of such options, shall be considered as an option to
acquire such stock.”

) Paragraph (5) of section 1297(a) of the 1986 Code (as
redesignated by subgarag‘raph (A)) is amended by striking out
;‘zlga(réx)gralzl;y(ZJ or (3)” and inserting in lieu thereof “paragraph

, (3), or (4)”.

(11) Paragraph (3) of section 904(d) of the 1986 Code is
amended by adding at the end thereof the following new
subparagraph:

“(I) LOOK-THRU APPLIES TO PASSIVE FOREIGN INVESTMENT

COMPANY INCLUSION.—If—

“(i) a passive foreign investment company is a con-
trolled foreign corporation, and

“(i1) the taxpayer is a United States shareholder in
such controlled foreign corporation,

any amount included in gross income under section 1293

shall be treated as income in a separate category to the

extent”such amount is attributable to income in such cat-

egory.
(12) Clause (ii) of section 1291(a)}1XB) of the 1986 Code is
amended to(read) as follow:i = holding period
“(i1) any period in the taxpayer’s holding peri
before the 1st day of the 1st taxable year of the com-
pany which begins after December 31, 1986, and for
wh&gh it was a passive foreign investment company,
and”.

(13) Sub%amgmph (A) of section 1291(b)X2) of the 1986 Code is
amggded y adding at the end thereof the following new
sentence:

“For purposes of clause (ii), any excess distribution received
during such 3-year period shall be taken into account only
to the extent it was included in gross income under subsec-
tion (a)1XB).”

(14) Subparagraph (A) of section 1291(a)3) of the 1986 Code is
amended by striking out “in the case of an excess distribution”
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and inserting in lieu thereof “for purposes of applying this
section to an excess distribution”.

(15) Subsection (b) of section 1293 of the 1986 Code is amended
by adding at the end thereof the following new sentence: “To
the extent provided in regulations, if the fund establishes to the
satisfaction of the Secretary that it uses a shorter period than
the taxable year to determine shareholders’ interests in the
earnings of such fund, pro rata shares may be determined by
using such shorter period.”

(16) Subparagraph (B) of section 1296(b)(2) of the 1986 Code is
amended by striking out “by a corporation which” and inserting
in lieu thereof “by a corporation which is predominantly en-
gaged in an insurance business and which”.

(17) Paragraph (5) of section 1297(b) of the 1986 Code is
amended to read as follows:

“(5) APPLICATION OF PART WHERE HELD BY OTHER ENTITY.—

“(A) IN GENERAL.—Under regulations, in any case in
which a United States person is treated as owning stock in a
?a)S_Sive foreign investment company by reason of subsection
a

‘(i) any disposition by the United States person or the
gerson owning such stock which results in the United
tates person being treated as no longer owning such
stock, or
““(ii) any disposition of property in respect of such
stock to the person holding such stock,
shall be treated as a disposition to, the United States person
with respect to the stock in the passive foreign investment
company.

“(B) AMOUNT TREATED IN SAME MANNER AS PREVIOUSLY
TAXED INCOME.—Rules similar to the rules of section 959(b)
shall apply to any amount described in subparagraph (A)
and to any amount included in gross income under section
1293(a) (or which would have been so included but for
section 951(f)) in res of stock which the taxpayer is
treated as owning under subsection (a).”

(18) Subsection (e) of section 1293 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) DETERMINATION OF EARNINGS AND PROFITS.—The earnings
and profits of any qualified electing fund shall be determined
without regard to paragraphs (4), (5), and (6) of section 312(n).
Under regulations, the preceding sentence shall not apply to the
extent it would increase earnings and profits by an amount
Ehi:l:}’l’ was previously distributed by the qualified electing

nd.

(19) Subsection (d) of section 1248 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(T) AMOUNTS INCLUDED IN GROSS INCOME UNDER SECTION
1293.—Earnings and profits of the foreign corporation attrib-
utable to any amount previously included in the gross income of
such person under section 1293 with respect to the stock sold or
exchanged, but only to the extent the inclusion of such amount
tihétsi’s?(;t” result in an exclusion of an amount under section

c).

(20) Paragraph (6) of section 1297(b) of the 1986 Code is
amended by striking out “If a” and inserting in lieu thereof
‘““Except as provided in regulations, if a”.
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(21) Section 1246 of the 1986 Code is amended by redesignat-
ing the subsection relating to information with respect to cer-
tain foreign investment companies as subsection (f), by re-

the subsection relating to coordination with section
_as subsection (g), and b redea]gnatmg the subsection
to cross reference as

(22) uhpamgraph(A)ofsectlon 1297(b)(3)0fthe1986(‘.odels
amended to read as follows:

“(A) neither such corporation (nor any predecessor) was a
pasmve foreign investment company for any prior taxable

{25') Subsectlon (c) of section 1293 of the 1986 Code is amended
by striking out “shall be treated as a distribution which is not a
dividend” and inserting in lieu thereof “shall be treated, for
purposes of this chapter, as a distribution which is not a divi-
dend; except that such distribution shall immediately reduce

and profits”.
gubsectlon (b) of section 1297 of the 1986 Code is amended
by addmg at the end thereof the following new paragraph:
“(8) TREATMENT OF CERTAIN FOREIGN CORPORATIONS OWNING
STOCK IN 25-PERCENT OWNED DOMESTIC CORPORATION.—

“(A) IN GENERAL.—If—

“(i) a foreign corporation is subject to the tax imposed
by section 5]?1 1 (or waives any benefit under any trea
whaich v:iould otherwise prevent the imposition of suc
tax), ani

“(ii) such foreign corporation owns at least 25 percent
(by value) of the stock of a domestic corporation,

for purposes of determining whether such foreign corporation is
a passive foreign investment com , any qualified stock held
by such domestic corporation betrea as an asset which
does not produce passive income (and is not held for the produc-
tion of passive income) and any amount included in gross
income with respect to such stock shall not be treated as passive
income.

*“(B) QuALIFIED STOCK.—For purposes of sub ph (A),
the term ‘qualified stock’ means any stock in a E corpora-
tion which is a domestic corporation and which is not a
regulz,l'bed investment company or real estate investment

(25) Section 1294 of the 1986 Code is amended by adding at the
end thereof the following new subsection:
“(f) TREATMENT OF LOANS TO Smmommm of this
section and section 1293, loan by a
dl.ract.lyormdlmctly)toaaharaholderof ﬁmdahallbetreated
as a distribution to such shareholder
i s TN ohthe 1ieg oo
amen out “or” a en paragraph (A), by
striking out the period at the end of sub ph (B) and
inserting in lieu thereof “, or”’, and by adding at the end thereof
the following:
“(C) which is interest, a dividend, or a rent or royalty,
which is received or accrued from a related person (within
s o s s B kb g
is properly un tions e
Secretary) to income of such related person which is not
passive income.
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For purposes of subparagraph (C), the term ‘velated person’ has
the meaning given such term by section 954(dX3) determined by
substituting ‘foreign corporation’ for ‘controlled foreign corpora-
tion’ each place it appears in section 954(dX3).”

(B) The paragraph heading for paragraph (2) of section 1296(b)
of the 1986 Code is amended by striking out “EXCEPTION FOR
CERTAIN BANKS AND INSURANCE COMPANIES” and inserting in
lieu thereof “ExcepTiONS”.

(27) Subsection (a) of section 1296 of the 1986 Code is amended
by adding at the end thereof the following new sentences:

“A foreign corporation may elect to have the determination under
paragraph (2) based on the adjusted bases of its assets in lieu of their
value. Such an election, once made, may be revoked only with the
consent of the Secretary.”

(28) Paragraph (2) of section 1291(d) of the 1986 Code is
amended by striking out subparagraph (B) and inserting in lieu
thereof the following:

“(B) ADDITIONAL ELECTION FOR SHAREHOLDER OF CON-
TROLLED FOREIGN CORPORATIONS.—

“(i) IN GENERAL.—If—

“() a passive foreign investment company be-
comes a qualified electing fund for a taxable year
which begins after December 31, 1986,

“(IT) the taxpayer holds stock in such company
on the first day of such taxable year, and

“(II1) such company is a controlled foreign cor-
poration (as defined in section 957(a)),

the taxpayer may elect to include in gross income as a
dividend received on such first day an amount equal to
the portion of the post-1986 earnings and profits of such
('.aomﬁg3 attributable (under regulations prescribed by
the tary) to the stock in such company held by the
taxpayer on such first day. The amount treated as a
dividend under the preceding sentence shall be treated
as an excess distribution and shall be allocated under
subsection (a)(1XA) only to days during periods taken
into account in determining the post-1986 earnings and
profits so attributable.

“(ii) PosT-1986 EARNINGS AND PROFITS.—For purposes
of clause (i), the term ‘post-1986 earnings and profits’
means earnings and profits which were accumulated in
taxable years of such company beginning after Decem-
ber 31, 1986, and during the period or periods the stock
was held by the taxpayer while the company was a
passive foreign investment company.

“(iii) COORDINATION WITH SECTION 959(e).—For pur-
poses of section 959(e), any amount included in gross
income under this subparagraph shall be treated as
included in gross income under section 1248(a).

“(C) AngustMENTS.—In the case of any stock to which
subparagraph (A) or (B) applies—

“(1) the adjusted basis of such stock shall be increased
by the gain recognized under subparagraph (A) or the
amount treated as a dividend under subparagraph (B),
as the case may be, and
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“(ii) the taxpayer’s holding period in such stock shall
be treated as inning on the first day referred to in
such subparagraph.”

(29X A) Clause (ii) of section 904(dX2)A) of the 1986 Code is
amended by striking out “or section 1293” and inserting in lieu
thereof “or, except as provided in subparagraph (EXiii) or para-
graph (3X1), section 1293".

) Sub ph (E) of section 904(d)X2) of the 1986 Code is

amended g; mdmg at the end thereof the following new clause:

“(iii) TREATMENT OF INCLUSIONS UNDER SECTION 1293.—If

any foreign corporation is a non-controlled section 902 cor-

poration with res to the taxpayer, any inclusion under

section 1293 with respect to such corporation shall be
treated as a dividend from such corporation.”

(80) Clause (ii) of section 864(b)2)A) of the 1986 Code is
amended by striking out “section 542(c)7)”’ and inserting in lieu
thereof “section 542(c)7), 542(c)10),”.

(31) Paragraph (1) of section 1291(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “Any increase in the tax imposed by this chapter for the
current year under subsection (a) to the extent attributable to
the amount referred to in sub ph (B) shall be treated as
interest paid under section 66d1 on the due date for the current

ear.
% (82) Section 1293 of the 1986 Code is amended by adding at the
end thereof the following new subsection:
“(g) OTHER SPECIAL RULES.—

“(1) EXCEPTION FOR CERTAIN INCOME.—For purposes of deter-
mining the amount included in the gross income of any person
under this section, the ordinary ea and net capital gain of
a qualified electing fund shaﬁynot include any item of income
received by such fund if—

“(A) such fund is a controlled foreign corporation (as
defined in section 957(a)) and such person is a United States
shareholder (as defined in section 951(b)) in such fund, and

“B) suctllllapersot n establishes to the satisfaction of the

“(1) such income was subject to an effective rate of
income tax imposed by a foreign country greater than
90 percent of the maximum rate of tax specified in
section 11, or

“(ii) such income is—

“(I) from sources within the United States,

“(II) effectively connected with the conduct by
the gualified electing fund of a trade or business in
the United States, and

“(II) not exempt from taxation (or subject to a
reduced rate of tax) pursuant to a treaty obligation
of the United States.

“(2) PREVENTION OF DOUBLE INCLUSION.—The Secretary shall
prescribe such adjustment to the provisions of this section as
may be necessary to prevent the same item of income of a
qualified electing fund from being included in the gross income
of a United States person more than once.”

(33) Paragraph (3) of section 1291(b) of the 1986 Code (as
amended by paragraph (3)) is amended by striking out “and” at
the end of subparagraph (E), by striking out the period at the
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end of subparagraph (F) and inserting in lieu thereof “, and”,
an];l by adgmg at the end thereof the following new
su
“wG) ‘l;. a charitable deduction was allowable under section
642(c) to a trust for any distribution of its income, proper
adjustments shall be made for the deduction so allowable to
the extent allocable to distributions or gain in respect of
stock in a passive foreign investment company.’

(34) Paragraph (2) of section 1294(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “To the extent provided in regulations, the preceding
sentence shall not apply in the case of a transfer in a trans-
action with respect to which gain or loss is not recognized (in
whole or in part), and the transferee in such transaction shall
succeed to the treatment under this section of the transferor.”

(35) Section 1297 of the 1986 Code is amended by redesi
ing subsection (c) as subsection (d) and by inserting after su
t.lon (b) the following new subsection:

"(c) TreaTMENT OF STocK HELD BY PooLEp INcomE Funp.—If stock

ive foreign investment company is owned (or treated as
eﬁ under subsection (a)) by a pooled income fund (as defined in

section 642(cX5)) and no portion of any gain from a disposition of
such stock may be allocated to income under the terms of the
governing instrument of such fund—

26 USC 1295
note.

“(1) section 1291 shall not apply to any gain on a disposition of
such stock by such fund if (without regard to section 1291) a
deduction would be allowable with respect to such gain under
section 642(cX3),

‘:1(2) section 1293 shall not apply with respect to such stock,
an

“(3) in determining whether section -1291 applies to any dis-
tribution in resgect of such stock, subsection (d) of section 1291
shall not apply.

(36) Paragraph (1) of aectlon 1297(b) of the 1986 Code is
amended by striking out “passive foreign investment corpora-
tion” and inserting in lieu thereof “passive foreign investment
com

(37XA.) Paraﬁraph (2) of section 1295(b) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “To the extent provided in regulations, such an election
may be made later than as required by the preceding sentence
in cases where the company failed to make a timely election
because it reasonablg believed it was not a passive foreign
investment com

(B) The penonfﬁnyunng which an election under section 1295(b)
of the 1986 Code may be made shall in no event ire before
thedawﬁﬂdaysaﬂerthedateofenachnent th.laAct

q) AMENDMENTS RELATED TO SECTION 1241 OF THE ACT.—

(1XA) Subparagraph (B) of section 884(b)X2) of the 1986 Code is
amended to read as follows:
“(B) LIMITATION.—
“(i) IN ceNERAL.—The increase under subparagraph
(A) for any taxable year shall not exceed the accumu-
lated effectively connected earnings and profits as of
the close of the preceding taxable year.
“(ii) ACCUMULATED EFFECTIVELY CONNECTED nunmcs
AND proFITs.—For purposes of clause (i), the term
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‘accumulated effectively connected earnings and prof-
its’ means the excess of—

“I) the ate effectively connected earnings
and profits for preceding taxable years beginning
after December 31, 1986, over

‘“(TI) the te dividend equivalent amounts
determined %or such preceding taxable years.”

(B) For purposes of applying section 884 of the 1986 Code, the
earnings and profits of any corporation shall be determined
without to any increase in earnings and profits under
sections 1023(e)}3XC) and 1021(e)2)C) of the Reform Act or
arising from section 823(b)4)XC) of the 1986 Code.

(2XA) Paragraph (1) of section 884(e) of the 1986 Code is
amended to read as follows:

‘(1) LIMITATION ON TREATY EXEMPTION.—No treaty between
the United States and a foreign country shall exempt any
foreign corporation from the tax imposed by subsection (a) (or
reduce the amount thereof) unless—

“(A) such treaty is an income tax treaty, and

“(B) such foreign corporation is a qualified resident of
such foreign country.”

(B) Paragraph (3) of section 884(e) of the 1986 Code is amended
to read as follows:

“(3) COORDINATION WITH WITHHOLDING TAX.—

“(A) In GeNEraL.—If a foreign corporation is subject to
the tax imposed by subsection (a) for any taxable year
(determined after the application of any treaty), no tax
shall be imposed by section 871(a), 881(a), 1441, or 1442 on
any dividends paid by such corporation out of its earnings
and profits for such taxable year.

“(B) LIMITATION ON CERTAIN TREATY BENEFITS.—If—

‘i) any dividend described in section 861(a)2XB) is
received by a foreign corporation, and
“(ii) subparagraph (A) does not apply to such
dividend,
rules similar to the rules of sub aphs (A) and (B) of
subsection (fX3) shall apply to such dividend.”

(C) Subsection (f) of section of the 1986 Code is amended—

(i) by striking out the 2nd sentence of ph (1), and

(ii) by adding at the end thereof the following new
paragraph:

“(3) COORDINATION WITH TREATIES.—

“(A) PAYOR MUST BE QUALIFIED RESIDENT.—In the case of
any interest described in paragraph (1) which is paid or
accrued by a foreign corporation, no benefit under any
treaty between the United States and the foreign country of
which such corporation is a resident shall apply unless—

“(i) such treaty is an income tax treaty, ancr
“(i1) such foreign corporation is a ified resident of
such foreign country.

“(B) RECIPIENT MUST BE QUALIFIED RESIDENT.—In the case
of any interest described in paragraph (1) which is received
or accrued by any corporation, no benefit under any trea
between the United States and the foreign country of whi
such corporation is a resident shall apply unless—

“(i) such treaty is an income tax treaty, and

26 USC 884 note.



102 STAT. 3524

PUBLIC LAW 100-647—NOV. 10, 1988

“(i1) such foreign corporation is a qualified resident of
such foreign country.”

(3) Paragraph (1) of section 884(f) of the 1986 Code is
amended—

(A) by striking out “sections 871, 881, 1441, and 1442"” and
inserting in lieu thereof “this subtitle”, and
(B) by adding at the end thereof the following new
sentence:
“To the extent provided in regulations, subparagraph (A) shall
not apply to interest in excess of the amounts reasonably ex-
pected to be deductible under section 882 in computing the
effectively connected taxable income of such foreign corpora-
tion.”

(4) Paragraph (4) of section 884(e) of the 1986 Code is
amended by redesignating subparagraph (C) as subparagraph
(D) and by inserting after subparagraph (B) the following new
subparagraph:

“(C) CORPORATIONS OWNED BY PUBLICLY TRADED DOMESTIC
CORPORATIONS.—A foreign corporation which is a resident of
a foreign country shall be treated as a qualified resident of
such foreign country if—

“(i) such corporation is wholly owned (directly or
indirectly) by a domestic corporation, and

“(ii) the stock of such domestic corporation is pri-
marily and regularly traded on an established securi-
ties market in the United States.”

(5) Subparagraph (A) of section 884(e}4) of the 1986 Code is
amended—

(A) by striking out “more than 50 percent” in clause (i)
and inserting in lieu thereof “50 percent or more”, and

(B) by striking out “or the United States” in clause (ii)
and inserting in lieu thereof “or citizens or residents of the
United States"”.

(6) Subsection (e) of section 884 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(5) EXCEPTION FOR INTERNATIONAL ORGANIZATIONS.—This sec-
tion shall not apply to an international organization (as defined
in section 7701(a)(18)).”

(7) Subparagraph (B) of section 861(a)2) of the 1986 Code is
amended by striking out “other than under section 884(d)2)”
each place it appears and inserting in lieu thereof “other than
income described in section 884(dX2)".

(8) Paragraph (2) of section 26(b) of the 1986 Code is amended
by striking out “and” at the end of subparagraph (J), by striking
out the period at the end of subparagraph (K) and inserting in
lieu thereof “, and”, and by adding at the end thereof the
following new subparagraph:

‘L) section 884 (relating to branch profits tax).”

(9) Section 861 of the 1986 Code is amended by adding at the

end thereof the following new subsection:

“(f) CrRosS REFERENCE.—

“For treatment of interest paid by the branch of a foreign corporation,
see section 884(f).”
(10) The paragraph (6) of section 906(b) of the 1986 Code which
was added by section 1241(c) of the Reform Act is redesignated
as paragraph (7).
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(11) Subsection (c) of section 2104 of the 1986 Code is amended
by striking out “section 861(a)1XB), section 861(aX1XG), or sec-
tion 861(a)1)}H)" and inserting in lieu thereof “subparagraph
(A), (O), or (D) of section 861(aX1)”.

(12) Sub ph (A) of section 904(gX9) of the 1986 Code is
amended by stnkmg out “861(a)1XB)” and inserting in lieu
thereof “861(a)}1XA)”.

(13XA) Paragraph (1) of section 4373 of the 1986 Code is
amended to read as follows:

‘(1) EFFECTIVELY CONNECTED ITEMS.—Any amount which is
effectively connected with the conduct of a trade or business
within the United States unless such amount is exempt from
the apﬁlication of section 882(a) pursuant to a treaty obligation

of(t]%eThnited Stadt:' I’i: made by sub ph (A) shall 1
e amendamen subparagra apply 26 USC 4373
with to premiums paid after the date 30 days after the note.

date of the enactment of this Act.

(14) Paragraph (1) of section 884(f) of the 1986 Code is
amended by inserting ‘“(or having gross income treated as effec-
tively connected with the conduct of a trade or business in the
United States)” after “United States” in the material preceding
subparagraph (A) thereof.

(15) Section 861(a)2XC) of the 1986 Code is amended by strik-
% o)u”t “gection 243(d)” and inserting in lieu thereof “section

el .
(r) AMENDMENTS RELATED TO SECTION 1242 OF THE REFORM ACT.—

(1) Paragraph (7) of section 864(c) of the 1986 Code is amended
to read as follows:

‘“(7) TREATMENT OF CERTAIN PROPERTY TRANSACTIONS.—For
purposes of this title, if—

“(A) any property ceases to be used or held for use in
connection with the conduct of a trade or business within
the United States, and

“(B) such property is disposed of within 10 years after
such cessation,

the determination of whether any income or gain attributable
to such disposition is taxable under section 871(b) or 882 (as the
case may be) shall be made as if such sale or exchange occurred
immediately before such cessation and without regard to the
requirement that the taxpayer be engaged in a trade or business
within the United States during the taxable year for which such
income or gain is taken into account.”

(2) Paragraph (6) of section 864(c) of the 1986 Code is amended
to read as follows:

‘“(6) TREATMENT OF CERTAIN DEFERRED PAYMENTS, ETC.—For
purposes of this title, in the case of any income or gain of a
nonresident alien individual or a foreign corporation which—

“A) is taken into account for any taxable year, but

“(B) is attributable to a sale or exchange of property or
the performance of services (or any other transaction) in
any other taxable year,

the determination of whether such income or gain is taxable
under section 871(b) or 882 (as the case may be) shall be made as
if such income or gain were taken into account in such other
taxable year and without regard to the requirement that the
taxpayer be engaged in a trade or business within the United
States during the taxable year referred to in subparagraph (A).”
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Regulations.

Petroleum and

petroleum
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(s) AMENDMENTS RELATED TO SECTION 1246 OF THE REFORM ACT.—
(1XA) Section 1446 of the 1986 Code is amended to read as
follows:

“SEC. 1446. WITHHOLDING TAX ON FOREIGN PARTNERS' SHARE OF
EFFECTIVELY CONNECTED INCOME,

‘“(a) GENERAL RuLE—If—

“(1) a partnership has effectively connected taxable income
for any taxable year, and

“(2) any portion of such income is allocable under section 704
to a foreign partner,

such partnership shall pay a withholding tax under this section at
such time and in such manner as the Secretary shall by regulations
prescribe.

“(b) AMOUNT oF WITHHOLDING TAX.—

“(1) In gceNERAL.—The amount of the withholding tax payable
by any partnership under subsection (a) shall be equal to the
applicable percentage of the effectively connected taxable
income of the partnership which is allocable under section 704
to foreign partners.

“(2) APPLICABLE PERCENTAGE.—For purposes of paragraph (1),
the term ‘applicable percentage’ means—

“(A) the highest rate of tax specified in section 1 in the
case of the portion of the effectively connected taxable
income which is allocable under section 704 to foreign
partners who are not corporations, and

“(B) the highest rate of tax specified in section 11(b) in
the case of the portion of the effectively connected taxable
income which is allocable under section 704 to foreign
partners which are corporations.

“(c) EFFeECTIVELY CONNECTED TAXABLE INcOME.—For pu of
this section, the term ‘effectively connected taxable income’ means
the taxable income of the partnership which is effectively connected
(or treated as effectively connected) with the conduct of a trade or
business in the United States computed with the following
adjustments:

“(1) Paragraph (1) of section 703(a) shall not apply.

“(2) The partnership shall be allowed a deduction for deple-
tion with respect to oil and gas wells but the amount of such
defliuscﬁi;o; shall be determined without regard to sections 613
an "

“(3) There shall not be taken into account any item of income,
gain, loss, or deduction to the extent allocable under section 704
to any partner who is not a foreign partner.

“(d) TREATMENT OF FOREIGN PARTNERS.—

“(1) ALLOWANCE OF CREDIT.—Each foreign partner of a part-
nership shall be allowed a credit under section 33 for such
partner’s share of the withholding tax paid by the nershi
under this section. Such credit shall be all for the partner’s
taxable year in which (or with which) the partnership taxable
year (for which such tax was paid) ends.

(2) CREDIT TREATED AS DISTRIBUTED TO PARTNER.—A foreign
partner’s share of any withholding tax paid by the partnership
under this section shall be treated as distributed to such partner
by such part.nershig on the last day of the partnership’s taxable
year (for which such tax was paid).
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“(e) ForeiGN PARTNER.—For purposes of this section, the term
‘foreign partner’ means any partner who is not a United States
person.

“(f) RecuraTioNs.—The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of this section,
including regulations providing for the application of this section in
the case of publicly traded partnerships.”

(B) Paragraph (2) of section 6401(b) of the 1986 Code is amend-
ed by striking out the last sentence and inserting in lieu thereof
the following: “The preceding sentence shall not apply to any
credit so allowed by reason of section 1446.”

(C) The table of sections for subchapter A of chapter 3 of the
1986 Code is amended by striking out the item relating to
section 1446 and inserting in lieu thereof the following:

“Sec. 1446. Wlthholdmg of tax on foreign partners’ share of effectively con-

(D) The amendments made by this paragraph shall apply to 26 USC 1446
taxable years beginning after December 31, 1987. No amount note.
shall be required to be deducted and withheld under section
1446 of the 1986 Code (as in effect before the amendment made
by subparagraph (A)). .

(2XA) Subsection (a) of section 872 of the 1986 Code is
amended by striking out “the case of a nonresident alien
individual” and inserting in lieu thereof “the case of a non-
resident alien individual, except where the context clearly in-
dicates otherwise”.

(B) Subsection (b) of section 882 of the 1986 Code is amended
by striking out “the case of a foreign corporation” and
inserting in lieu thereof “the case of a foreign corporation,
except where the context clearly indicates otherwise”.

(t) AMENDMENTS RELATED TO SECTION 1247 OF THE REFORM AcCT.—

(1) Subparagraph (A) of section 892(aX2) of the 1986 Code is
amended by striking out “or” at the end of clause (i), by striking
out the Perlod at the end of clause (ii) and inserting in lieu
thereof “, or”, and by adding at the end thereof the following
new clause:

‘“(iii) derived from the dxspomtmn of any interest in a
controlled commercial entity.”

(2) Clause (ii) of section 892(a)}2XA) of the 1986 Code is
amended to read as follows: _

“(ii) received by a controlled commercial entity or
received (directly or indirectly) from a controlled
commercial entity.”

(3) Subsection (a) of section 892 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) TREATMENT AS RESIDENT.—For purposes of this title, a
foreign government shall be treated as a corporate resident of
its country. A foreign government shall be so treated for pur-
pli;nga of any income tax treaty v:;l;ehgatmn of the Umttﬁd States if
8 government grants equ.l nt treatment to the Govern-
ment of the Umted Sta

(4) Section 893 of the IBSGCodemamendedbyaddmgatthe
end thereof the following new subsection:

ch) LimitaTioN oN ExcLusioN.—Subsection (a) shall not apply
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‘(1) any employee of a controlled commercial entity (as de-
fined in section SgZ(aXZ)(B)). or
“(2) any employee of a foreign government whose services are
primarily in connection with a commercial activity (whether
within or outside the United States) of the foreign government.”
(u) AMENDMENT RELATED TO SECTION 1249 OF THE REFORM AcCT.—
Subsection (d) of section 1503 of the 1986 Code is amended by adding
at the end thereof the following new paragraphs:
“(3) TREATMENT OF LOSSES OF SEPARATE BUSINESS UNITS.—To
the extent provided in regulations, any loss of a separate unit of
a domestic corporation shall be subject to the limitations of this
subsection in the same manner as if such unit were a wholly
owned subsidiary of such corporation.

Regulations. “(4) INCOME ON ASSETS ACQUIRED AFTER THE LOSS.—The Sec-
retary shall prescribe such regulations as may be necessary or
appropriate to prevent the avoidance of the purposes of this
subsection by contributing assets to the corporation with the
dual consolidated loss after such loss was sustained.”

(v) AMENDMENTS RELATED TO SECTION 1261 OF THE REFORM ACT.—
(1XA) So much of section 986 of the 1986 Code as precedes
subsection (c) thereof is amended to read as follows:

“SEC. 986. DETERMINATION OF FOREIGN TAXES AND FOREIGN CORPORA-
TION'S EARNINGS AND PROFITS.

‘“‘(a) FOREIGN TAXES.—

“(1) IN GeNERAL.—For purposes of determining the amount of
the foreign tax credit—

“(A) any foreign income taxes shall be translated into
dollars using the exchange rates as of the time such taxes
were paid to the foreign country or possession of the United
States, and

“(B) any adjustment to the amount of foreign income
taxes shall be translated into dollars using—

‘(i) except as provided in clause (ii), the exchange
rate as of the time when such adjustment is paid to the
foreign country or possession, or

“(i1) in the case of any refund or credit of foreign
income taxes, using the exchange rate as of the time of
original payment of such foreign income taxes.

*(2) ForelGN INCOME TAXES.—For purposes of paragraph (1),
‘foreign income taxes’ means any income, war profits, or excess
profits taxes paid to any foreign country or to any possession of
the United States.

“(b) EARNINGS AND ProFrTs AND DisTRIBUTIONS.—For purposes of
determining the tax under this subtitle—
. “(1) of any shareholder of any foreign corporation, the earn-
ings and profits of such corporation shall be determined in the
oor:poration’s functional currency, and

“(2) in the case of any United States person, the earnings and
profits determined under paragraph (1) (when distributed,
deemed distributed, or otherwise taken into account under this
subtitle) shall (if necessary) be translated into dollars using the
appropriate exchange rate.”

) Section 987 of the 1986 Code is amended by inserting
“and” at the end of paragraph (2), by striking out “, and” at the
end of paragraph (3) and inserting in lieu thereof a period, and
by striking out paragraph (4).
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(C) The table of sections for subpart J of part III of subchapter
N of chapter 1 is amended by striking out the item relating to
section 986 and inserting in lieu thereof the following:

“Sec. 986. Determination of foreign taxes and foreign corporation’s earnings

and profits.”

(2)(A) Subsection (c) of section 988 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(5) SPECIAL RULES WHERE TAXPAYER TAKES OR MAKES DELIV-
ErY.—If the taxpayer takes or makes delivery in connection
with any section 988 transaction described in paragraph
(1)BXiii), any gain or loss (determined as if the taxpayer sold
the contract, option, or instrument on the date on which he took
or made dehvery for its fair market value on such date) shall be
recognized in the same manner as if such contract, option, or
instrument were so sold.”

(B) The amendment made by subparagraph (A) shall not 26 USC 988 note.
apply in any case in which the taxpayer takes or makes delivery
before June 11, 1987.

(8XA) Subsection (b) of section 988 of the 1986 Code is
amendedhby adding at the end thereof the following new

ph:

“(3) SPECIAL RULE FOR CERTAIN CONTRACTS, ETC.—In the case of
any section 988 transaction described in subsection (c)(1)B)Xiii),
any gain or loss from such transaction shall be treated as
foreign currency gain or loss (as the case may be).”

(B) Subclause (%l)ut;f section 988(cX1XCXi) of the 1986 Code is
amended to read as follows:

“(II) any gain or loss from such transaction shall
be treated as forelg'n currency gain or loss (as the
case may be).”

(C) Paragraph (2) of section 988(c) of the 1986 Code is amended
msertmg ‘or” at the end of subparagraph (A), by striking out
, or’” at the end of subparagraph (B) and msemng in lieu

thereof a period, and by stnklngst:ut su
(D) Paragraph (8) of section 988(c) of the 19 e is amended

to read as follows:

“(3) PaymMENT DATE.—The term ‘payment date’ means the
date on which the payment is made or received.”

(4) The first sentence of paragraph (1) of section 988(d) is
amended by striking out “this section” and inserting in lieu
thereof “this subtitle”.

(5) Subsection (b) of section 989 of the 1986 Code is amended—

(A) by si:rl.lu.ug9 out "951(3)" in paragraph (3) and inserting

in lieu the 51(a)1X.
(B) by adding at the end thereof the following new
sentence:

“For purposes of the precedm%' sentence, any amount included in
income under section 951(a)(1XB) shall be treated as an actual

distribution made on the last day of the taxable year for which such
amount was so included.”
(6) Clause (iii) of section 988(cX1XB) of the 1986 Code is
amended to read as follows:
“(iii) Entering into or acquiring any forward con- Contracts,
tract, futures contract, option, or similar financial in-
strument unless such instrument would be marked to
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market under section 1256 if held on the last day of the
taxable year.”

(7) Subparagraph (B) of section 988(a)3) of the 1986 Code is
amended by adding at the end thereof the following new clause:

“(iiil) SPECIAL RULE FOR PARTNERSHIPS.—To the extent
provided in regulations, in the case of a partnership, the
:liet:lrﬂaination of residence shall be made at the partner
evel.

(8) Clause (i) of section 988(a)3XB) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “If an individual does not have a tax home (as so defined),
the residence of such individual shall be the United States if
such individual is a United States citizen or a resident alien and
shall be a country other than the United States if such individ-
ual is not a United States citizen or a resident alien.”

(9) Section 903 of the 1986 Code is amended by stnkmg out

“this subpart” and inserting in lieu thereof “this part”.

(w) AMENDMENTS RELATED TO SECTION 1274 OF THE REFORM AcCT.—

(1) Subsection (e) of section 932 of the 1986 Code is amended to
read as follows:

‘e) SPeciAL RULE FOR APPLYING SECTION TO Tax IMPOSED IN

VIRGIN IsLANDs.—In applying this section for purposes of determin-
ing income tax liability incurred to the Virgin Islands, the provi-
sions of this section shall not be affected by the provisions of Federal
law referred to in section 934(a).”

26 USC 932 note.

(2) Paragraph (4) of section 932(c) of the 1986 Code is amended
to read as follows:

“(4) RESIDENTS OF THE VIRGIN ISLANDS.—In the case of an
individual—

‘A) who is a bona fide resident of the Virgin Islands at
the close of the taxable year,

“(B) who, on his return of income tax to the Virgin
Islands, reports income from all sources and identifies the
source of each item shown on such return, and

“(C) who fully pays his tax liability referred to in section
934(a) to the Virgin Islands with respect to such income,

for purposes of calculating income tax liability to the United
States, gross income shall not include any amount included in
gross income on such return, and allocable deductions and
credits shall not be taken into account.”

(8) Paragraph (2) of section 932(c) of the 1986 Code is amended
by striking out “his income tax return” and inserting in lieu
thereof “an income tax return”.

(4) Subsection (c) of section 1274 of the Reform Act is amended
by striking out “this title” and inserting in lieu thereof “the
Internal Revenue Code of 1986".

(x) AMENDMENT RELATED TO SECTION 1275 OF THE REFORM AcCT.—

Section 1444 of the 1986 Code is amended by striking out “(as
modified by section 934A)”.

Su'

) AMENDMENT RELATED TO SECTION 1276 OF THE REFORM AcCT.—
ion (a) of section 7654 of the 1986 Code is amended by
out “an individual to which” and inserting in lieu thereof

“an individual to whom".

26 USC 931 note.

(z) AMENDMENT RELATED TO SECTION 1277 OF THE REFORM ACT.—

(1) Section 1277 of the Reform Act is amended by adding at
the end thereof the following new subsection:
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“(f) ExemprioN From WiTHHOLDING.—Notwithstanding subsection
(b), the modification of section 884 of the Internal Revenue Code of
1986 by reason of the amendment to section 881 of such Code by
section 1273(bX1) of this Act shall apply to taxable years beginning
after December 31, 1986.”

(2) Subsection (e) of section 1277 of the Reform Act is amended

by striking out “The preceding sentence” and inserting in lieu
tl_?;ereof‘ Notwithstanding subsection (b), the preceding
sentence”.
(aa) CoorpiNATION WiTH TREATIES. —
(1) TREATY OBLIGATIONS.—

(A) Subsection (d) of section 7852 of the 1986 Code is

amended to read as follows:
“(d) TREATY OBLIGATIONS,—

“(1) In ceneraL.—For purposes of determining the relation-
ship between a provision of a i:rem‘,{I and any law of the United
States affecting revenue, neither the treaty nor the law shall
have preferential status by reason of its being a treaty or law.

“(2) SAVINGS CLAUSE FOR 1954 TREATIES.—No provision of this
title (as in effect without regard to any amendment thereto
enacted after August 16, 1954) shall apply in any case where its
application would be contrary to any treaty obligation of the
United States in effect on August 16, 1954.”

(B) Section 7852(dX1) of the 1986 Code, as added by 26 USC 7852
subparagraph (A), shall apply to any taxable period with note.
respect to which the time for assessment of any deficiency
has not expired by reason of any law or rule of law before
the date of the enactment of this Act.

(2) CERTAIN AMENDMENTS TO APPLY NOTWITHSTANDING TREA- 26 USC 861 note.
T1ES.—The following amendments made by the Reform Act shall
apply notwithstanding any treaty obligation of the United
States in effect on the date of the enactment of the Reform Act:

A({&) The amendments made by section 1201 of the Reform
ct.

(B) The amendments made by title VII of the Reform Act
to the extent such amendments relate to the alternative
minimum tax foreign tax credit.

(3) CERTAIN AMENDMENTS NOT TO APPLY TO THE EXTENT 26 USC 861 note.
INCONSISTENT WITH TREATIES.—The following amendments made
b{ the Reform Act shall not apply to the extent the agglication
of such amendments would be contrary to any treaty obligation
of the United States in effect on the date of the enactment of
the Reform Act:

(A) The amendments made by section 1211 of the Reform
Act to the extent—

(i) such amendments apply in the case of an individ-
ual treated as a resident of a foreign country under a
treaty obligation of the United States as so in effect, or

(ii) such amendments relate to income of a non-
resident from the sale or exchange of inventory prop-
erz which would otherwise be sourced under section
865(e)(2) of the 1986 Code.

(B) The amendments made by section 1212(a) of the
Reform Act; except for purposes of determining the amount
of the foreign tax credit.

(C) The amendments made by subsections (b) and (c) of
section 1212 of the Reform Act.
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26 USC 861 note.

Law
enforcement and
crime.

(D) The amendments made by section 1214 of the Reform
Act; except for purposes of determining the amount of the
foreign tax credit.

(E) The amendment made by section 1241(a) of the
Reform Act to the extent that, under a treaty obligation of
the United States, interest described in section 884(f(1XA)
of the 1986 Code (as added by such amendment) which is in
excess of amounts deducted would be treated as other than
United States source.

(F) The amendment made by section 1241(b)X2)A) of the
Reform Act.

(G) The amendment made by section 1241(a) of the
Reform Act to the extent such amendment relates to sec-
tion 884(fX1XB) of the 1986 Code.

(H) The amendments made by section 1242 of the Reform
Act to the extent they relate to paragraph (7) of section
864(c) of the 1986 Code.

AC(B The amendment made by section 1247(a) of the Reform

(J) The amendments made by section 123 of the Reform

(4) TREATMENT OF TECHNICAL CORRECTIONS.—For purposes of
paragraphs (2) and (3), any amendment made by this title shall
be treated as if it had been included in the provision of the
Reform Act to which such amendment relates.

(5) REPORTING OF CERTAIN TREATY-BASED RETURN POSITIONS.—

(A) Subchapter B of chapter 61 of the 1986 Code is
amended by redesignating section 6114 as section 6115 and
by inserting after section 6113 the following new section:

“SEC. 6114. TREATY-BASED RETURN POSITIONS.

“(a) In GENErRAL.—Each taxpayer who, with respect to any tax
imposed by this title, takes the position that a treaty of the United
States overrules (or otherwise modifies) an internal revenue law of
the United States shall disclose (in such manner as the Secretary
may prescribe) such position—

“(1) on the return of tax for such tax (or any statement
attached to such return), or

“(2) if no return of tax is required to be filed, in such form as
the Secretary may prescribe.

“(b) Waiver Aumonm .—The Secretary may by regulations
waive the requirements of subsection (a) with respect to classes of
cases for which the Secretary determines that the waiver will not
impede the assessment and collection of tax.”

(B) Part I of subchapter B of chapter 68 of the 1986 Code is
amended by adding at the end thereof the following new section:

“SEC. 6712. FAILURE TO DISCLOSE TREATY-BASED RETURN POSITIONS.

“(a) GENErRAL RuLe.—If a taxpayer fails to meet the requirements
of section 6114, there is hereby imposed a penalty equal to $1000
($10,000 in the case of a C corporation) on each such failure.

“(b) AuTHORITY TO WAIVE.—The Secretary may waive all or any
part of the penalty provided by this section on a showing by the
taxpayer that there was reasonable cause for the failure and that
the taxpayer acted in good faith.
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“(c) PeNALTY IN ADDITION To OTHER PENALTIES.—The penalty
imposed by th:s section shall be in addition to any other penalty
imposed by

(C)(x) The table of sections for subchapter B of chapter 61 of
the 1986 Code is amended by striking out the item relating to
section 6114 and inserting in heu thereof the following:

“Sec. 6114, Treaty-based return positions.

“Sec. 6115. Cross reference.”

(ii) The table of sections fg;J)art I of subchapter B of chapter
68 of the 1986 Code is amended by adding at the end thereof the
following new item:

“Sec. 6712. Failure to disclose treaty-based return positions.”

(D) The amendments made by this paragraph shall apply to 26 USC 6114
taxable periods the due date for filing returns for which (with- note.
out extension) occurs after December 31, 1988.
(6) Subsection (a) of section 894 of the 1986 Code is amended to
read as follows:
“(a) TREATY PROVISIONS.—
“(1) IN geNERAL.—The provisions of this title shall be applied
to any taxpayer with due regard to any treaty obligation of the
United States which applies to such taxpayer.
“(2) CROSS REFERENCE.—

“For relationship between treaties and this title, see section 7852(d).”

(bb) MisceLLANEOUS ForeIGN TECHNICAL CORRECTIONS.—

(1) PROVISIONS RELATING TO FOREIGN PERSONAL HOLDING
COMPANIES.—

(A) Subsection (f) of section 551 of the 1986 Code is
amended—

(i) by amending paragraph (1) to read as follows:

“(1) a foreign pa.rtnershxp or an estate or trust which is a
foreign estate or trust, or”, and

(ii) by striking out the last sentence and inserting in
hmf t?ee followmgl :hIn g;lcy ctgse to wlll;ch the
sen nceap ies, the retary may by regu-
lations growde es similar to the rules of section
1297(bX5) shall apply, and provide for such other
adjustments in the application of this subchapter as
may be necessary to carry out the purposes of this
subsection.”

(B) Subsection (a) of section 551 of the 1986 Code is
amended by striking out “(other than estates or trusts the
gross income of which under this subtitle includes only
income from sources within the United States)” and insert-
ing in lieu thereof “(other than foreign estates or trusts)”.

(C) Subsection (c) of section 552 of the 1986 Code is
amended to read as follows:

“(c) Look-THRU FOR CERTAIN DIVIDENDS AND INTEREST.—

“(1) In GENERAL.—For purposes of this part, any related
person dividend or interest shall be treated as foreign personal
holding company income only to the extent such dividend or
interest is attributable (determined under rules similar to the
rules of subparagraphs (C) and (D) of section 904(dX3)) to income
of the related person which would be foreign personal holding
company income.
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“(2) RELATED PERSON DIVIDEND OR INTEREST.—For purposes of
paragraph (1), the term ‘related person dividend or interest’
means any dividend or interest which—

‘:i(A) is described in subparagraph (A) of section 954(c)3),
an
“(B) is received from a related person which is not a
foreign personal holding company (determined without
regard to this subsection).
For pu s of the preceding sentence, the term ‘related
person’ E the meaning given such term by section 954(d)(3)
(determined by substituting ‘foreign personal holding company
for ‘controlled foreign corporation’ each place it ap
to(D) Th? amendmetpi%s made by this P agrl?ep hall ap
taxable years of foreign corporations beginning
December 31, 1986.

(2) TREATMENT OF CERTAIN PAYMENTS OUTSIDE THE UNITED
STATES.—

(A) Subparagraph (A) of section 3405(dX13) of the 1986
Code is amended by striking out “the United States” and
inserting in lieu thereof “the United States and any posses-
sion of the United States

(B) Clause (i) of section 3405(d)(13)(B) of the 1986 Code is
amended to read as follows:

“(i) a United States citizen or a resident alien of the
United States, or”.

(C) The heading of paragraph (13) of section 3405(d) of the
1986 Code is amended by striking out “uUNITED sTATES” and
inserl}:}ng in lieu thereof “UNITED STATES OR ITS POSSES-
S1ONs”,

(D) The amendments made by this paragraph shall apply
tAo distributions made after the date otpal'll- enactment of t

ct.

(3) CLARIFICATION OF DISCLOSURE UNDER CERTAIN AGREE-

(A) Paragraph (4) of section 6103(k) of the 1986 Code is
amended—

(i) by striking out ‘“‘or other convention” and insert-
ing in lieu thereof “or other convention or bilateral
agreement”, and

(ii) by 5tnkmg out “such convention” and inserting
in hteu thereof “such convention or bilateral agree-
men

(B) Subparagraph (A) of section 6103(bX5) of the 1986
Code is amended by striking out “the Commonwealth of the
Northern Mariana Islands, the Republic of the Marshall
Ialands the Federated States of Mlcronesm. and the Repub-
lic of Pa.lau and inserting in lieu thereof “and the
Commonwealth of the Northern Mariana Islands”.

(C) The amendments made by this paragraph shall take
ei_ffg}:g 6|:|n the date of the enactment of the Tax Reform Act
o

(4) COORDINATION OF TREATIES WITH SECTION 904 (g) . —

(A) Subsection (g) of section 904 of the 1986 Code is
amended by redeelgnatmg paragraph (10) as paragraph (11)
and by inserting after paragraph (9) the following new
paragraph:

“(10) COORDINATION WITH TREATIES.—
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‘“(A) IN GENERAL.—If—

“(i) any amount derived from a United States-owned
foreign corporation would be treated as derived from
sources within the United States under this subsection
by reason of an item of income of such United States-
owned foreign corporation,

“(ii) under a treaty obligation of the United States
(apphed without regard to this subsection and by treat-

y amount included in gross income under section

951(3)(1] as a dividend), such amount would be treated
as arising from sources outside the United States, and
‘(iii) the taxpayer chooses the benefits of this

paragraph,
this subsection shall not ap lytosuchamounttotheexhent
attributable to such item oF income (but subsections (a), (b),
and (c) of this section and sections 902, 907, and 960 shall be
applied separately with respect to such amount to the
extent so attributable).
“(B) SpecIAL RULE.—Amounts included in gross income
under section 951(a)1) shall be treated as a dividend under
subparagraph (AXii) only if dividends paid by each corpora-
tion (the stock in which is taken into account in determin-
ing whether the shareholder is a United States shareholder
in the United States-owned foreign corporation), if paid to
the United States shareholder, would be treated under a
treaty obligation of the United States as arising from
sources outside the United States (applied without regard to
this subsection).”
(B) The amendment made by subparagraph (A) shall take Effective date.
effect as if included in the amendment made by section 121 26 USC 904 note,
of the Tax Reform Act of 1984.
(5) TREATMENT OF ELECTION UNDER SECTION 338.—
(A) IN GENERAL.—Subsection (h) of section 338 of the 1986
Code is ament{l‘ed by adding at the end thereof the following
ph:
“(16) COORDINATION WITH FOREIGN TAX CREDIT PROVISIONS.—
Except as provided in regulations, this section shall not apply
for purposes of determining the source or character of any item
forpurposesofsubpartAofpartIIIofsubchapterNofthia
chapter (relating to foreign tax credit). The ing sentence
shall not apply to any gain to the extent such gain is includible
in gross income as a dividend under section 1248 (determined
without regard to any deemed sale under this section by a
foreign corporation).”
(B) EFFECcTIVE DATE.—The amendment made by subpara- 26 USC 338 note.
graph (A) shall apply to qualified stock purchases (as
defined in section 338(d)X3) of the 1986 Code) after March 31,
1988, except that, in the case of an election under section
338{!1)(10) of the 1986 Code, such amendment shall apply to
stock purchases (as so defined) after June 10, 1987.
(6) TREATMENT OF TAX-EXEMPT SHAREHOLDERS OF A DISC.—
(A) Section 995 of the 1986 Code is amended by adding at
the end thereof the following new subsection:
“(g) TREATMENT OF TAx-ExEMPT SHAREHOLDERS.—If any organiza-
tion described in subsection (aX2) or (bX2) of section 511 is a share-
holder in a DISC—
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26 USC 995 note.

26 USC 959 note.

26 USC 927 note.

“(1) any amount deemed distributed to such shareholder
under subsection (b),

“(2) any actual distribution to such shareholder which under
section 996 is treated as out of accumulated DISC income, and

“(3) any gain which is treated as a dividend under subsection

c),

shall be treated as derived from the conduct of an unrelated trade or
business (and the modifications of section 512(b) shall not apply).
The rules of the preceding sentence shall apply also for purposes of
determining any such shareholder’s DISC-related deferred tax liabil-

ity under subsection (f).”
The amendment made by subparagraph (A) shall
apply to taxable years beginning after December 31, 1987.

(7) TREATMENT OF CERTAIN AMOUNTS PREVIOUSLY TAXED UNDER
SECTION 1248.—

(A) IN GENERAL.—Subsection (e) of section 959 of the 1986
Code is amended by striking out “such person under” and
inserting in lieu thereof “such person (or, in any case to
which section 1248(e) applies, of the domestic corporation
referred to in section 1248(e}2)) under”.

(B) ErrecTivE DATE—The amendment made by subpara-
graph (A) shall apply in the case of transactions to which
section 1248(e) of the 1986 Code applies and which occur
after December 31, 1986.

(8) TREATMENT OF SHARED FSC'S.—

(A) In GENERAL.—Section 927 of the 1986 Code is amend-
:_d by adding at the end thereof the following new subsec-

10n:
“(g) TREATMENT OF SHARED FSC’s.—

“(1) IN ceENErAL.—Except as provided in paragraph (2), each
separate account referred to in paragraph (3) maintained by a
shared FSC shall be treated as a separate corporation for
purposes of this subpart.

“(2) CERTAIN REQUIREMENTS APPLIED AT SHARED FSC LEVEL.—
Paragraph (1) shall not apply—

“(A) for purposes of—

“(i) subparagraphs (A), (B), (D), and (E) of section
922(a)(1),

“(ii) paragraph (2) of section 922(a),

“(iii) subsections (b), (c), and (e) of section 924, and

= ';(_lv) aubll;ectlﬁn () of this sectmr;l, and b

Y or such other purposes as the Secretary may by
regulations prescribed.

“(3) SuarED Fsc.—For purposes of this subsection, the term
‘shared FSC’' means any corporation if—

“(A) such mlﬁratton maintains a separate account for
transactions with each shareholder (and persons related to
such shareholder),

“(8) distributions to each shareholder are based on the
amounts in the separate account maintained with respect
to such shareholder, and

“(C) such corporation meets such other requirements as
the Secre may by regulations prescribe.”

(B) The amendment made by subparagraph (A) shall apply as
if included in the provision of the Tax Reform Act of 1984 to
which it relates.
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(9) CLARIFICATION OF DIVIDENDS RECEIVED DEDUCTION FOR DIVI-
DENDS FROM A FSC.—

(A) Subsection (c) of section 245 of the 1986 Code is
amended to read as follows:

“(c) CerTAIN DivipENDS RECEIVED FrROM FSC.—

“(1) In ceNERAL.—In the case of a domestic corporation, there
shall be allowed as a deduction an amount equal to—

“(A) 100 percent of any dividend received from another
corporation which is distributed out of earnings and profits
attributable to foreign trade income for a period during
which such other corporation was a FSC, and

“(B) 70 percent (80 percent in the case of dividends from a
20-percent owned corporation as defined in section 243(c)2))
of any dividend received from another corporation which is
distributed out of earnings and profits attributable to effec-
tively connected income received or accrued by such other
corporation while such other corporation was a FSC.

“(2) EXCEPTION FOR CERTAIN DIVIDENDS.—Paragraph (1) shall
not apply to any dividend which is distributed out of earnings
and profits attributable to foreign trade income which—

“(A) is section 923(a)(2) nonexempt income (within the
meaning of section 927(dX6)), or

“(B) would not, but for section 923(a)4), be treated as
exempt foreign trade income.

“(3) No DEDUCTION UNDER SUBSECTION (a) OR (b).—No deduc-
tion shall be allowable under subsection (a) or (b) with respect to
any dividend which is distributed out of earnings and profits of
a corporation accumulated while such corporation was a FSC.

““(4) DEFINTTIONS.—For purposes of this subsection—

“(A) FOREIGN TRADE INCOME; EXEMPT FOREIGN TRADE
INCOME.—The terms ‘foreign trade income’ and ‘exempt
foreign trade income’ have the respective meanings given
such terms by section 923.

“(B) EFFECTIVELY CONNECTED INCOME.—The term ‘effec-
tively connected income’ means any income which is effec-
tively connected (or treated as effectively connected) with
the conduct of a trade or business in the United States and
is subject to tax under this chaPter. Such term shall not
include any foreign trade income.”

(B) The amendment made by subparagraph (A) shall 26 USC 245 note.
apply as if included in the provision of the Tax Reform Act
of 1984 to which it relates.

SEC. 1013. AMENDMENTS RELATED TO TITLE XIII OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1301 OF THE REFORM ACT.—

(1) Clause (iii) of section 142(dX4XB) of the 1986 Code is

amended by striking out “average rent” and inserting in lieu
thereof “average gross rent”.

(2) Clause (iii) of section 143(a)}2XA) of the 1986 Code is
amended by striking out “no bond which is part of such issue
meets” and inserting in lieu thereof “such issue does not meet”.

3 Paragraph (4) of section 143(b) of the 1986 Code is amended
by inserting “is part of an issue which” after “which”.

(4XA) Clause (ii) of section 144(a)(12XA) of the 1986 Code is
an;enggd by inserting “(or series of bonds)”’ before “‘issued to
reifuna .
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(BXi) Subclause (I) of section 144(a)12)XAXii) of the 1986 Code
is amended to read as follows:

“() the average maturity date of the issue of
which the refunding bond is a part is not later than
the average maturity date of the bonds to be
refunded by such issue,”

(ii) Subparagraph A) of section 144(&)(12) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

“For purposes of clause (iiXI), average maturity shall be
determined in accordance with section 147(bX2XA).”

(iii) A refunding bond issued before July 1, 1987, shall be
treated as meeting the requirement of subclause @ of section
144(&X12)(A)(u) of the 1986 Code if such bond met the require-
ment of such subclause as in effect before the amendments
made by this subparagraph.

(C) Clause (ii) of sectlon 144(a)12XA) of the 1986 Code is
amended by adding “and” at the end of subclause (II), by
striking out subclause (III), and by redesignating subclause (IV)
as subclause (III).

(5) gﬁugpal’ﬂgl‘aph (B) of section 144(bX1) of the 1986 Code is
amended—

(A) by striking out “to which part B of title IV of the
Higher Education Act of 1965 (relating to guaranteed stu-
dent loans) does not ap!:uly’ and

(B) by striking out ‘of such A " and inserting in lieu
thereof “of the Higher Education Act of 1965”, and

(C) by striking out “eligible” and all that follows in such
subparagraph and inserting in lieu thereof the following:
“eligible. A program shall not be treated as described in
this ;u(hg:agraph if such program is described in subpara-

A bond ahall not be treated as a qualified student loan bond if

the issue of which such bond is a part meets the private

business tests of paragraphs (1) and (2) of section 141(b) (deter-

mined by treating 501(cX3) organizations as governmental units

with respect to their activities which do not constitute unre-

?fje(d)t'fadm or businesses, determined by applying section
aj).

(6) Subclause (I) of section 145(bX2)BXii) of the 1986 Code is
aﬁf% ’Py striking out “103(b)” and inserting in lieu thereof

(7 Clause (i) of section 1450bX2XC) of the 1986 Code is
amendeg’gg striking out “subpa.ragraph (BXii)” and inserting in
lieu the ph (B)".

(€3] Paragraph (4) of sectmn 145(b) of the 1986 Code is amended
by striking out “sub, phs (C) and ('D)” and inserting in
lieu thereof “‘sub (C), (D), and (E)

(9) Su ph (ﬁ; of section 146(ﬂ(5) of the 1986 Code (as in
effect before the amendments made by section 10631 of the
Revenu?AA)nct gf 1987) is a.mm}ded to read as foll:wts_. e ool

“ the purpose of issuing exempt facility
described in Pof the paragraphs of section 142(a),”.

(10XA) Paragraph (1) of section 146(k) of the 1986 Code is
amended by striking out “paragraph (2)” and inserting in lieu
thereof “paragraphs (2) and (3)”.
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(B) Subsection (k) of section 146 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) TREATMENT OF GOVERNMENTAL BONDS TO WHICH VOLUME
CAP ALLOCATED.—Paragraph (1) shall not apply to any bond to
which volume cap is allocated under section 141(b)5)—

“(A) for an output facility, or

“(B) for a facility of a type described in paragraph (4), (5),
(6), or (10) of section 142(a),

if the issuer establishes that the State's share of the private
business use (as defined b; y section 141(bX6)) of the facility will
equal or exceed the State’s share of the volume cap allocated
with respect to bonds issued to finance the facility.”

(11) Subsection (e) of sectlon 147 of the 1986 Code is amended
by striking out “treated as

(12) Subsection (f) of section 147 of the 1986 Code (relating to
public approval requirement for private activity bonds) is
ametl':ded by adding at the end thereof the followmg new para-
grap

“/(4) SPECIAL RULES FOR SCHOLARSHIP FUNDING EOND ISSUES AND
VOLUNTEER FIRE DEPARTMENT BOND ISSUES.—

““(A) SCHOLARSHIP FUNDING BONDS.—In the case of a quali-
fied scholarship funding bond, any governmental unit
which made a request described in section 150(dX2)(B) with
respect tofthe issuer ((}é‘) zltl‘ct}llmbond shall be :;:ated for
purposes of paragraph subsection as govern-
mental unit on be of which such bond was issued.
Where more than one governmental unit within a State has
made a?so reg:o;st dted 3 in sectwnf 150(:1)(2)(151!1) él;e fStathﬁ
may real or purposes o p (o)
subsection as the governmental umt% of which
such bond was issued.

“(B) VOLUNTEER FIRE DEPARTMENT BONDS.—In the case of
a bond of a volunteer fire de ent which meets the
requirements of section 150(e), the political subdwlslon
described in section 150(e)(2)XB) with respect to such de
ment shall be treated for purposes of ph (2) o thm
subsection as the governmental unit on behalf of which
such bond was issued.”

(13XA) Paragraph (1) of section 147(g) of the 1986 Code (relat-
ing to restriction on issuance costs financed by issue) is
amended by striking out “aqgregah face amount of the issue”
and inserting in lieu thereof “proceeds of the issue”.

(B) Paragraph @) of section 147(g) of the 1986 Code is amended
by striking out * ‘aggregate authorized face amount of the issue
dogs not” and inserting in lieu thereof “proceeds of the issue do
no

(C) The amendments made by this ph shall a to 26 USC 147 note.
bonds issued after June 30, 1987. 2 A o

(14) Paragraph (2) of section 148(d) of the 1986 Code (relating
to s rules for reasonably required reserve or replacement
fund) is amended by Btnkmg out “any fund described in para-

graph (1)” and inserting in lieu thereof “any reserve or replace-
ment fund”.

(15) Paragraph (3) of section 148(f) of the 1986 Code is amend-
ed by adding at the end thereof the following new sentence: “A
series of issues which are redeemed during a 6-month period (or
such longer period as the Secretary may prescribe) shall be
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treated (at the election of the issuer) as 1 issue for purposes of
the preceding sentence if no bond which is part of any issue in
such series has a maturity of more than 270 days or is a private
activity bond.”

(16X A) Subclause (I) of section 148(f}(4)B)Xiii) of the 1986 Code
(relating to safe harbor for etermmmg when proceeds of tax or
revenue anticipation bonds are ed) is amended by strik-
ing out “aggregate face amount of such issue” and inserting in
lie(lﬁ;:h;hraof “pﬁdﬂ ofggchbissu?;’. h (A) shall 1

e amen nt made by subparagrap apply to
bonds issued after June 30, 1987.
(17XA) Subparagraph (C) of section 148(fX4) of the 1986 Code is

amen
(1) g striking out the heading and inserting in lieu

“(CJ EXCEPTION FOR GOVERNMENTAL UNITS ISSUING
$5,000,000 OR LESS OF BONDS.—

“(i) IN GENERAL.—"

(ii) by redesignating clauses (i) through (iv) as subclauses
(D through (IV), respectively, and moving the margins of
such subclauses 2 ems to the right, and

(iii) by striking out the last sentence and inserting in lieu
thereof the following new clauses:

“(ii) AGGREGATION OF 1SSUERS.—For purposes of
subclause (IV) of clause (i)—

“(I) an issuer and all entities which issue bonds
on behalf of such issuer shall be treated as 1 issuer,
“(I) all bonds issued by a subordinate entity
shall, for purposes of applying such subclause to
each other entity to which such entity is subordi-
nate, be treated as issued by such other entity, and
“(]II) an entity formed (or, to the extent provided
the Secretary, availed of) to avoid the purposes
of such subclause (IV) and all other entities bene-
fiting thereby shall be treated as 1 issuer.

“(iii) CERTAIN REFUNDING BONDS NOT TAKEN INTO AC-
COUNT IN DETERMINING SMALL ISSUER STATUS.—There
shall not be taken into account under subclause (IV) of
clause (i) any bond issued to refund (other than to
advance refund) anx bond to the extent the amount of
the i nd does not exceed the outstanding
amount of the refunded bond.

“(iv) CERTAIN I1SSUES ISSUED BY SUBORDINATE GOVERN-
MENTAL UNITS, ETC., EXEMPT FROM REBATE REQUIRE-
MENT.—An issue issued by a subordinate entity of a
governmental unit with general taxing powers shall be
treated as described in clause (iXD) if the aggregate face
amoul:l‘i‘: (31;5 such msua does not exceed the lesser of—

“(I) the amount wh.lch, when added to the aggre-
gate face amount of other issues issued such
entity, does not exceed the portion of the $5,
limitation under clause (i which such govem-

F mental umgf alltil.?tas to such entittj; ity
or purposes receding sentence, an en!

which issues bonds onli)eha.lf of a governmental unit

with general taxing powers shall be treated as a
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subordinate entity of such unit. An allocation shall be
taken into account under subclause (II) only if it is
irrevocable and made before the issuance date of such
issue and only to the extent that the limitation so
allocated bears a reasonable relationship to the bene-
fits received by such governmental unit from issues
issued by such entity.

“(v) DETERMINATION OF WHETHER REFUNDING BONDS
ELIGIBLE FOR EXCEPTION FROM REBATE REQUIREMENT.—If
any portion of an issue is issued to refund other bonds,
such portion shall be treated as a separate issue which
does not meet the requirements of paragraphs (2) and
(3) by reason of this subparagraph unless—

“(I) the te face amount of such issue does
not exceed $5,000,000,

“(IT) each refunded bond was issued as part of an
issue which was treated as meeting the uire-
m%nts of pal}'lagraphs (2) and (3) by reason of this

subparagraph,

“8?1) the average maturity date of the refunding
bonds issued as part of such issue is not later than
the average maturity date of the bonds to be
refunded by such issue, and

“IV) no refunding bond has a maturity date
which is later than the date which is 30 years after
the date the original bond was issued.

Subclause () shall not apply if the average maturity
of the issue of which the original bond was a part (and
gt;:tl;e- iague of whiclla theronds to be retft::lilis ed laare a

is 3 years or less. For purposes o clause,
average maturity shall be determined in accordance
with section 147(b)2)(A).

“(vi) REFUNDINGS OF BONDS ISSUED UNDER LAW PRIOR
TO TAX REFORM ACT OF 1986.—If section 141(a) did not
apply to any refunded bond, the issue of which such

ded bond was a part shall be treated as meeting
the reguirement.s of subclause (II) of clause (v) if—

“(I) such issue was issued by a governmental unit
with general taxing powers,

“(II) no bond issued as part of such issue was an
industrial development bond (as defined in section

103(b)2), but without regard to sub ph (B) of
section 103(b)3)) or a private loan bond (as defined
in section 103(oX2XA), but without to any

exception from such definition other t section
103(oX2XC)), and
“(ITI) the ngg‘reiat.e face amount of all tax-
exempt bonds (other than bonds described in
subclause (II)) issued by such unit during the cal-
endar year in which such issue was issued did not
exceed $5,000,000.
References in subclause (II) to section 103 shall be to
such section as in effect on the day before the date of
the enactment of the Tax Reform Act of 1986. Rules
similar to the rules of clauses (ii) and (iii) shall apply
for purposes of subclause (III). For purposes of
subclause (II) of clause (i), bonds described in subclause
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(ID) of this clause to which section 141(a) does not apply
shall not be treated as {)nvate actlntg bonds.”
reEiB) SubctLac.luge (IV% of sectwr;l {%8()1)(4)(0)( dedthle:; 19%6 Code (ag
esigna y subparagrap. is amen y striking ou
“(and all subordinate entities thereof)”.

(CXi) Except as provided in clause (11), the amendments made
?gs%hm paragraph shall apply to bonds issued after June 30,

(i) At the election of an issuer (made at such time and in such
manner as the Secretary of the Treasury or his delegate may
prescribe), the amendments made by this paragraph shall apply
to such issuer as if included in the amendments made by section
1301(a) of the Tax Reform Act of 1986.

(18) Clause (i) of section 148(fX4XD) of the 1986 Code is
amended—

(A) by inserti “for a program” before “described in
sectlon 144(bX1XA
iy striking out “such a program”’ and inserting in lieu
thereo ‘such program”, and
(C) by adding at the end thereof the following: ‘“Amounts
designated as interest on student loans shall not be taken
into account in determining whether the issuer is
reimbursed for such costs. Except as otherwise hereafter
provided in regulations prescribed by the Secretary, costs
described in subclause (I) paid from amounts earned as
described in the first sentence of this clause may also be
taken into account in detem the yield on the student
loans under a program in section 144(b)1)XA).”

(19) Subparagraph (B) of section 148(f)(7) of the 1986 Code is
amended by striking out “due to reasonable cause and not” and
inse in lieu thereof “not due”.

(20) use (iii) of section 149(b)(3)(A) of the 1986 Code is
amended bg striking out “with respect to any bond issued before
July 1, 1989”.

(21) Subparagraph (A) of section 149(b)4) of the 1986 Code is
amended by striking out “a quahﬁed student loan bond, and a
guahﬁed redevelopment bond” and inserting in lieu thereof

and a qualified student loan bond”.

(22) Parag'raph (3) of section 149(e) of the 1986 Code (relating
to mformahon repom.légt)’ is amended by striking out “there is
reasonable cause fi failure to file such statement in a
timely faahmn” and inserting in lieu thereof “the failure to file
in a timely fashion is not due to willful neglect”

(23xA) ubparagraph (B) of section 1 )(4) of the 1986 Code
(relating to change in use of facilities financed with tax-exentﬂ;
private activity bonds) is amended by inserting befi
period “‘or a qualified small issue bond”.

(B) The heading for paragraph (4) of section 150(b) of the 1986
Code is amended by inserting “AND SMALL ISSUE BonDs” after

“EXEMPT FACILITY BONDS".

() Su ph (A) of section 150(bX1) of the 1986 Code is
ﬁe‘;&ded y inserting “tax-exempt” before “qualified mortgage

(24)XA) Subsection (e) of section 150 of the 1986 Code is amend-

adding at the end thereof the following new paragraph:

“(3) TREATMENT AS PRIVATE ACTIVITY BONDS ONLY FOR CERTAIN
PURPOSES.—Bonds which are part of an issue which meets the
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requirements of para%'raph (1) shall not be treated as private
activity bonds except for p of sections 147(f) and 149(d).”

(B) amendment made by subparagraph (A) shall apply to 26 USC 150 note.
bonds issued after October 21, 1988.

(25) Clause (ii) of section 1301(ﬂ(2)(C) of the Reform Act is 26 USC 25.
amended to read as follows:

“(ii) Clause (ii) of section 25(cX2)A) is amended by strik-
ing out all that follows ‘an amount of’ and inse in lieu
thereof ‘private activity bonds which it may otherwise issue
during such calendar year under section 146,".”

(26) Subsection (h) of section 25 of the 1986 Code (relating to
credit for interest on certain home mortgages) is amended by
striking out “1987” and inserting in lieu thereof “1988”.

(27) The date contained in section 143(a)1)XB) of the 1986 Code 26 USC 143 note.
shall be treated as contained in section 103A(cX1)B) of the
Internal Revenue Code of 1954, as in effect on the day before the
date of the enactment of the Reform Act, for purposes of any
bond issued to refund a bond to which such 103A(cX1) applies.

(28)(A) Subparagraph (A) of section 146(i)2) of the 1986
amended to read as follows:

“(A) the average maturity date of the qualified student
loan bonds to be refunded by the issue of which the refund-

bond is a part, or”,

(B)Kg bparagraph (A) of section 146(iX3) of the 1986 Code is
amended to read as follows:

“(A) the average maturity date of the qualified mortgage
bonds to be refunded by the issue of which the refunding
bond is a part, or”.

(C) Subsection (i) of section 146 of the 1986 Code is amended
by redesignating paragraph (4) as paragraph (5) and by insert-
in ‘(g‘tir paragraph (3) the fo#owmg new pa;agraph. A

VERAGE MATURITY.—For purposes of paragra an
(3), ave maturity shall be determined in acco ce with
section 147(bX2XA).”

(29) Subparagraph (D) of sectlon 147(fX2) of the 1986 Code is
amended Eu out “the maturity date” and all that
follows and msertmg in lieu thereof “the average maturity date
of the issue of which the refunding bond is a part is later than
the average maturity date of the bonds to be refunded by such
issue. For purposes of the preceding sentence, average matunty
shall be determined in accordance with subsection (b)X2XA).

(30) Subparagraph (A) of section 150(bX1) of the 1986 Code is
amended by inserting before the period “and before the date
such residence is again the principal residence of at least 1 of
the mortgagors who received such cu?’

(81) Subparagraph (A) of section 150(bX2) of the 1986 Code is
amended by striking out “described l]:aragraph" and inserting
in lieu thereof “described in par

(32) Paragraph (2) of section 150(b) of the 1986 Code is amend-
ed by adding at the end thereof the following: “If the provisions
of prior law corresponding to section 142(d) apply to a refunded
bond, such provisions shall apply (in lieu of section 142(d)) to the

re| bond.”
(33) Su ion (b) of section 150 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:
“(6) SMALL ISSUE BONDS WHICH EXCEED CAPITAL EXPENDITURE
LIMITATION.—In the case of any financing provided from the
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proceeds of any bond which, when issued, purported to be a
ualified small issue bond, no deduction s bepzllowed under
is chapter for interest on such financing which accrues during
the iod such bond is not a %uall.ﬁed small issue bond.
(34XA) Paragraph (7) of section 103(c) of the Internal Revenue
Code of 1954 (as in effect on the day before the date of the
enactment of the Tax Reform Act of 1986) is amended by
striking out “necessary” and inserting in lieu thereof “nec-

(B) Subparagraph (A) shall apply to obligations sold after May
2, 1978, and to which Treasury regulation section 1.103-13
(1979) was provided to apply.

(35) VALIDATION OF SINKING FUND REGULATIONS.—

(A) Treas Regulation section 1.103-13(g) (1979) is
hereby ena into positive law.

(B)1) Except as provided in clause (ii), subparagraph (A)
shall apply to obligations sold after May 2, 1978, and to
which such regulation was provided to apply.

(i) Treasury Regulation section 1.103-13(g) (1979) as
enacted into positive law by subparagraph (A) shall cease to
apply to the extent hereager modified by the Secretary of
the Treasury or his delegate by regulations.

(36) Clause (1) of section 147(fX2XE) of the 1986 Code is
amended by adding at the end thereof the following new sen-

tence:
“If the office of any elected official described in
subclause (II) is vacated and an individual is appointed
by the chief elected executive officer of the govern-
mental unit and confirmed by the elected legislative
bodﬁ of such unit (if any) to serve the remaining term
of the elected official, the individual so appointed shall
g t.rg.,ated as the elected official for such remaining
rm.

(37) The table of sections for part III of subchapter B of
chapter 1 of the 1986 Code is amended by striking out the items
relating to sections 103 and 103A and inserting in lieu thereof
the following new item:

“Sec. 103. Interest on State and local bonds.”

(38) Subparagraph (B) of section 141(b)5) of the 1986 Code is
amended by striking out “which would cause bond” and insert-
ing in lieu thereof “which would cause a bond”.

39) Clause (ii) of section 142(b)1XB) of the 1986 Code is
amended by striking out ‘“‘(as defined in 168(iX3))” and inserting
in lieu thereof “(as defined in section 168(iX3))".

(40) Subparagraph (B) of section 146(dX4) of the 1986 Code is
amended by striki.n‘g out “with respect a possession” and insert-
ing in lieu thereof “with respect to a ion”.

41) Clause (ii) of section 48(IX11XA) of the 1986 Code is
amended by striking out “an industrial development bond
(within the meaning of section 103(bX2))” and inserting in lieu
t&?;‘ﬂuf “‘a private activity bond (within the meaning of section
141)”.

(42) Subsection (a) of section 7478 of the 1986 Code is
amended—

(A) by striking out “whether prospective obligations are
described in section 103(a)” in paragraph (1) and inserting
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in lieu thereof “whether interest on prospective obligations
wig be excludable from gross income under section 103(a)”,
an

(B) by striking out “whether such prospective obligations
are described in section 103(a)” and inserting in lieu thereof
“whether interest on such p: ive obligations will be
excludable from income r section 103(a)”.

(43X A) Subsection (b) of section 148 of the 1986 Code (defining
higher yielding investments) is amended by adding at the end
thereof the following new paragraph:

“(3) ALTERNATIVE MINIMUM TAX BONDS TREATED AS INVEST-
MENT PROPERTY IN CERTAIN CASES.—

“(A) In GENERAL.—Except as provided in subparagraph
(B), the term ‘investment property’ does not include any
tax-exempt bond.

“(B) ExceprioN.—With respect to an issue other than an
issue a part of which is a specified private activity bond (as
defined in section 57(a)}5XC)), the term ‘investment prop-
grtﬁy;l e(ill;t,:,ludes a specified private activity bond (as so

e ;

(B) Paragraph (2) of section 148(b) of the 1986 Code (defining
investment property) is amended by striking the last sentence.

(C) The amendments made by this paragraph shall apply to 26 USC 148 note,
obligations issued after March 31, 1988.

(44) Subparagraph (B) of section 46(cX5) of the 1986 Code is
amended—

(A) by striking out “INDUSTRIAL DEVELOPMENT BONDS’ in
the heading and inserting in lieu thereof “PRIVATE AcTIVITY
BONDS”’, and

(B) by striking “an industrial development bond (within
the meaning of section 103(bX2))’ and inserting in lieu
thereof “a Private activity bond (within the meaning of
section 141)”.

(b) AMENDMENTS RELATED TO SECTION 1311 OF THE REFORM ACT.—

(1) Section 1311 of the Reform Act is amended by redesignat- 26 USC 141 note.
ing subsection (d) as subsection (f), and by inserting after subsec-
tion (c) the following new subsections:

“(d) PusLic APPROVAL AND INFORMATION REPORTING.—Sections
147(f) and 149(e) of the 1986 Code shall apply to bonds issued after
December 31, 1986.

“(e) REBATE REQUIREMENT FOR QUALIFIED SCHOLARSHIP FUNDING
Bonps.—Section 150(d) of the 1986 Code shall apply to payments
made after August 15, 1986.”

(2) Paragraph (2) of section 1311(b) of the Reform Act (relating
to effective date for section 1301(f)) is amended by inserting
::mtl-;d,l’nepect to non-issued bond amounts elected” after

issued”.

(c) AMENDMENTS RELATED TO SECTION 1313 OF THE REFORM ACT.—

(1) Clause (i) of section 1313(aX1XB) of the Reform Act is
amended by striking out “the proceeds” and inserting in lieu
thereof “the net proceeds”.

(2XA) Sub aph (C) of section 1313(aX3) of the Reform Act
is amended by striking out “section 148" and inserting in lieu
thereof “sections 143(g) and 148”.

(B) The amendment made by subparagraph (A) shall apply to 26 USC 141 note.
bonds issued after June 30, 1987.
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(3) Subparagraph (E) of section 1313(a)(3) of the Reform Act is
amended by striking out “of such Code”

(4) Paragraph (3) of section 1313(a) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “In the case of a refunding bond described in paragraph
(1) with respect to a qualified bond described in paragraph (2)(B),
the requirements of section 1312(bX1) which applied to such
qualified bond shall be treated as spem.ﬁed in this paragraph
with respect to such refunding bond.’

(5) Subparagraph (A) of section 1313(a)4) of the Reform Act is
amended by maertmg “and by substituting ‘September 1, 1986’
for ‘August 16, 1986’ " before the comma at the end thereof.

(6) Paragraph (2) of section 1313(b) of the Reform Act is
amended by adding at the end thereof “For purposes of the
preceding sentence, the determination of whether a bond is
described in such subsection (0X2XA) shall be made without
%arg to any exception other than section 103(o}2)C) of such

e.

M Subpharagraph (F) of section 1313(b)X3) of the Reform Act is
amended by striking out “of such Code”.

(8) Paragraph (3) of section 1313(b) of the Reform Act is
amended by addmg after subparagraph (F) the following new

subparagr:

“Q) Except as provided in the last sentence of subsection
(eX2) of this section, the requirements of section 145(b)
(relating to $150,000,000 limitation on bonds other than
hospital bonds).”

(9) Paragraph (5) of section 1313(b) of the Reform Act is
amended by striking out “are to be” and inserting in lieu
thereof “are or will be”.

(10XA) The heading for subsection (c) of section 1313 of the
Reform Act is amen by striking out “CurrenT” and insert-
ing in lieu thereof “CErTAIN.

(B) Paragraph (1) of section 1313(c) of the Reform Act is
amended—

(1) by striking out “apply to any bond” and inserting in
lieu thereof “apply to any bond (or series of bonds)”, and

(i1) by striking out “law do not” and inserting in lieu
thereof “law did not”.

(11XA) Subparagraph (A) of section 1313(cX1) of the Reform
Act is amended to read as follows:

“(A) the average maturity date of the issue of which the
refunding bond is a part is not later than the aver e
maturity date of the bonds to be refunded by such issue,”.

(B) Paragraph (1) of section 1313(c) of the Reform Act is
?::lended by adding at the end thereof the following new sen-

nce:

“For purposes of subparagraph (A), average maturity shall be
gzt&ermn” ined in accordance with section 147(b)2XA) of the 1986
e.
(C) Paragraph (1) of section 1313(c) of the Reform Act is
amended by adding “and” at the end of subparagraph (B), by
out subparagraph (C), and by redesignating subpara-
graph (D) as subparagraph (C).
) Suhgaragra ph (B) of section 1313(cX2) of the Reform Act is
3me‘;1:léo)d” striking out “and (D)”’ and inserting in lieu thereof
an
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(E) A refunding bond issued before July 1, 1987, shall be 26 USC 141 note.

treated as meeting the requirement of suhpa.ragmph (A) of
section 1313(cX1) of the Reform Act if such bond met the
requirement of such subparagraph as in effect before the
amendments made by this paragraph.

(12XA) Subparagraph (N) of section 103(bX6) of the Internal
Revenue Code of 1954, as in effect on the day before the date of
the enactment of the Reform Act (relating to termination
dates), is amended by redesignating clauses (ii) and (iii) as
clauses (iii) and (iv), respectwely, and by striking out clause (i)
and inserting in lieu thereof the following new clauses:

“(i) IN GeENERAL.—Except as provided in clause (ii),
this paragraph shall not apply to any obligation issued
after December 31, 1986.

“(ii)) CERTAIN mmmcs.—’l’his paragraph shall
apply to any obligation (or series of obligations) issued
to refund an obligation issued on or before December
31, 1986, if—

‘) the average maturity date of the issue of
which the refunding obligation is a part is not later
than the average maturity date of the obligations
to be refunded by such issue,

‘/II) the amount of the refunding obligation does
not exceed the outstanding amount of the refunded
obligation, and

“(III) the proceeds of the refunding obligation are
used to redeem the refunded obligation not later
than 90 days after the date of the issuance of the
refunding obligation.

Forpurpoamofsuhclausa(’[) average maturity shall be
determined in accordance with subsection (bX14XBXi).”

(B) The date applicable under section 144(a)12XB) of the 1986
Code shall be treated as contained in section 103(bX6)NXiii) of
the Internal Revenue Code of 1954, as in effect on the day before
the date of the enactment of the Reform Act, for purposes of any
bond issued to refund a bond to which such section
10?1(3))(%)(14)611);11:13‘1:%;&“ section 1313(c) of the Refi Act i

aragra; c orm is
amended—

(A) by striking out “apply to any bond” and inserting in
lieu thereof “apply to any bond (or series of bonds)”,
('B)by out “subsection does not” and inserting in
e B ph (AX)
out “the ” in paragra
and inserting in lieu thereof “the net
(IMSanlSHoftheRaformActmamendedbyaddmg
at the end thereof the following new subsection:
“{d) MorRTGAGE AND STUDENT LOAN TARGETING RuLEs To APPLY TO

Loans MApE Mogre THAN 3 YEARS AFTER THE DATE OF THE ORIGINAL

Issue.—Subsections (aX3) and (bX3) shall be treated as including the
requirements of subsections (e) and (f) of section 143 and paragraphs
(3) and (4) of section 144(b) of the 1986 Code with respect to bonds the
ofwhxchmusedtoﬁmnnelnnnsmdemorethan3ymm
after the date of the issuance of the original bond.”

(B) The amendment made z subparagraph (A) shall appl
with respect to refunding issued after October 16, 1
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26 USC 141 note.
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(15) A bond issued to refund an obligation described in section
103(o)3) of the Internal Revenue Code of 1954 (as in effect on
the day before the date of the enactment of the Tax Reform Act
of 1986) shall not be treated as described in section 144(b) of the
1986 Code unless it is described in section 144(b)X1XA) of the
1986 Code.

(d) AMENDMENTS RELATED TO SECTION 1314 OF THE REFORM ACT.—

(1) Subsection (a) of section 1314 of the Reform Act is
amended by adding at the end thereof the following: “The
preceding sentence shall not apply to the first advance refund-
ing after September 25, 1985, of a bond issued before Septem-
ber 26, 1985.”

(2) Subsection (f) of section 1314 of the Reform Act is amended
by striking out “December” and inserting in lieu thereof
“August”.

(8) Section 1314 of the Reform Act is amended by redesignat-
ing subsection (g) as subsection (i) and by inserting after subsec-
tion (f) the following new subsections:

“(g) TERMINATION OF MORTGAGE BonND PoLicy STATEMENT
ReQuIREMENT.—Paragraph (5) of section 103A(j) of the 1954 Code
(relating to policy statement) shall not apply to any bond issued
after August 15, 1986, and shall not apply to nonissued bond
amounts elected under section 25 of the 1986 Code after such date.

“(h) ARBITRAGE RESTRICTION ON INVESTMENTS IN INVESTMENT-TYPE
PropErTY.—In the case of a bond issued before August 16, 1986
(September 1, 1986 in the case of a bond described in section
1312(cX2)), section 103(c) of the 1954 Code shall be applied by treat-
ing the reference to securities in paragraph (2) thereof as including a
reference to investment-type property but only for purposes of
determining whether any bond issued after October 16, 1987, to
advance refund such bond (or a bond which is part of a series of
refundings of such bond) is an arbitrage bond (within the meaning of
section 148(a) of the 1986 Code).”

(e) AMENDMENTS RELATED T0 SECTION 1315 OF THE REFORM ACT.—

(1) Subsection (c) of section 1315 of the Reform Act is
amended—

(A) by inserting ‘“for calendar year 1986" after ‘1954
Code” each place it appears,
(B) by striking out “before August 16” each place it
appears and inserting in lieu thereof “on August 15", and
(C) by adding at the end thereof the following new
sentence:
“The preceding sentence shall not apply to the extent section
1313(b)X5) treats any bond as a private activity bond for purposes of
section 146 of the 1986 Code.”

(2XA) Subsection (e) of section 1315 of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “The preceding sentence shall not apply to any bond
which (if issued on August 15, 1986) would have been an indus-
trial develapment bond (as defined in section 103(bX2) of the
1954 Code).’

(B) The amendment made by subparagraph (A) shall apply to
bonds issued after June 10, 1987.

(f) AMENDMENTS RELATED TO SECTION 1316 OF THE REFORM ACT.—

(1XA) Subsections (a)1), (b)1), (cX1), and (fX1) of section 1316 of
the Reform Act are each amended by inserting “and as having a
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carryforward pur; descnbed in section 14G(fX5) of such
Code” after “the 1986 Code”.

(B) The amendment made by subparagraph (A) shall ap a&y 26 USC 141 note,
?gé% with respect to carryforwards of volume cap for years r
by (2;§uhsect.10n lrEC) of aectld thon lilﬁh(}f tfp]el Reform Act is amend%d 26 USC 141 note.

ding at the en ereof the following new paragraph:

"(4) APPLICATION OF SECTION 147 (b).—A bond to whjair tE.lS
subsection apphea (other than a refunding bond) shall be treat-
ed as meeting the requirements of section 147(b) of the 1986
Code if the average maturity (determined in accordance with
section 147(bX2XA) of such Code) of the issue of which such bond
15 does not exceed 20 years. A bond issued to refund (or

is part of a series o bonds issued to refund) a bond
descnbed in the preceding sentence shall be treated as meeting
the requirements of such section if the refunding bond has a
maturity date not later than the date whxch is 20 years after the
date on which the original bond was issued.”

(3) Paragraph (1) of section 1316(e) of the Reform Act is
amended—

(A) by inserting ‘“‘(and section 103(hX2)BXii) of the 1954
Code)” after “1986 Code” the first place it appears, and

(B) by inserting * “(and section 103(b)(16} of the 1954 Code)”
after “1986 Code” in the last sentence.

(4) Paragraph (2) of section 1316(g) of the Reform Act is
amended—

(A) by striking out “described in the arag‘raph @®)” in
subparagraph (A) and inserting in lieu t ‘issued to
provide a facility descnbed in paragraph (3)”, and

(B) by striking out “which paragra h @” in subpara-
grapE ((;.‘),}, and inserting in lieu thereof “which such para-
grap !

(5) Paragraph (6) of section 1316(g) of the Reform Act is
amended by inserting “(and the provisions of section 1314)”
after “section 1301”.

(6) Paragraph (7) of section 1316(g) of the Reform Act is
amended to read as follows:

“(7) In the case of a bond described in section 632(d) of the Tax
Reform Act of 1984—

“(A) section 141 of the 1986 Code shall be applied without

to ?}l).l)baecﬁon (aX2) and paragraphs (4) and (5) of
su on (b),

“(B) paragraphs (1) and (2) of section 141(b) of the 1986
Code shall be applied by subahtutmg ‘25 percent’ for ‘10
percent’ each place it ap tpeaﬂ;.

“(©O sectmn 149(b) o 1986 Code shall not apply

E}eu% a%aph shall not apply to any bond issued after Decem

T
. (TXA) dS:(}: agraph (AJ of dsectlltlm 1316(gX8) of the alie;iform Act
is amen inserting “and as having a carryforward purpose
dC;-:lcr;i,bad in section 146(fX5) of such Code” after “the 1986

e

(B) The amendment made by subparagraph (A) shall ap 26 USC 141 note.
(llgé% with respect to carryforwards of volume cap for years y

(8) Paragraph (2) of section 1316(j) of the Reform Act is
amended to read as follows: -
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“(2) by adding at the end thereof the following new sentence:
‘In the case of refunding obligations not to exceed $100,000,000
issued after October 21, 1986, by Dade County, Florida, for the
purpose of advance refunding its Aviation Revenue Bonds
(Series J), the first sentence of this paragraph shall be applied
by substituting “the date which is 1 year ag.er the date of the
enactment of the Technical and Miscellaneous Revenue Act of
1988"” for “December 31, 1984” and the amendments made b
section 1301 of the Tax Reform Act of 1986 shall not apply.””’

(9) Paragraph (2) of section 1316(k) of the Reform Act is
amended by striking out “$55,000,000 must be redeemed no
later than November 1, 1987” and inserting in lieu thereof “no
x&onla 11}5%1%"555,000,000 shall be outstanding later than Novem-

ril, :

(10) Section 1104 of the Mortgage Subsidy Bond Tax Act of
1980 is amended by adding at the end of subsection (r) the
following new sentence:

“Section 148(f) of the Internal Revenue Code of 1986 and the amend-
ments made by section 1301 of the Tax Reform Act of 1986 shall not
apply to any bonds described in paragraph (1) which may be issued
%8% ,}-esult of the amendments made by the Tax Reform Act of

Community
development.
Urban areas.

26 USC 141 note.

Baseball.
Football.
Stadiums.

(11) Subsection (1) of section 1316 of the Reform Act is hereby
repealed

® AMENDMENTS RELATED To SecTION 1317 OF THE REFORM ACT.—

(1) Subparagraph (J) of section 1317(2) of the Reform Act is
amended by striking out “began construction in 1980 and
inserting in lieu thereof “, a subsidiary of Sierra Pacific
Resources, began in 1980 work to design, finance, construct, and
operate”.

(2) Subparagraph (C) of section 1317(3) of the Reform Act is
amended to read as follows:

“(C) A facility is described in this subparagraph if—

“() it is one or more stadiums to be used either by an
American League baseball team or a National Football
League team currently using a stadium in a city having
a population in excess of 2,500,000 and described in
section 146(d)(3) of the 1986 Code,

“(ii) the bonds to be used to provide financing for one
or more such stadiums are issued by a political subdivi-
sion or a State agency pursuant to a resolution approv-
ing an inducement resolution adopted by a State
agency on November 20, 1985, as it may be amended
(whether or not the beneficiaries of such issue or issues
are the beneficiaries (if any) specified in such induce-
ment resolution and whether or not the number of such
stadiums and the locations thereof are as specified in
such inducement resolution) or pursuant to P.A.
84-1470 of the State in which such city is located (and
by an agency created thereby), and

“(iii) such stadium or stadiums are located in the city
described in (i).

The aggre%abe face amount of bonds to which this subpara-
graph applies shall not exceed $250,000,000. In the case of

any orward of volume cap for one or more stadiums
dmcr?iogt;n the first sentence of this subparagraph, such

carryforward shall be valid with respect to bonds issued for
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such stadiums notwithstanding any other provision of the
1986 Code or the 1954 Code, and whether or not (i) there is a
change in the number of stadiums or the beneficiaries or
sites of the stadium or stadiums and (ii) the bonds are
issued by either of the state aganciee described in the first
sentence of this subparagraph.”

(3XA) Subparagraph (P) of section 1317(3) of the Reform Act is
amended—

(i) by striking out “approved” and inserting in lieu
thereof “authorized”, and

(ii) by striking out “December 9, 1985” and inserting in
lieu thereof “December 2, 1985".

(B) Section 1317(3)XA) of the Reform Act is amended by strik-
ing out “domed”.

(C) Section 1317(3XU) of the Reform Act is amended by delet- California.
ing “coliseum complex.” and inserting in lieu thereof “coliseum Baseball.
m, or is a renovation of an existing stadium located in

d, California, and used by an American League baseball
team.”

(D) Section 1317(3XW) of the Reform Act is amended by
striking out “$225,000,000” and inserting “$25,000,000”.

(4) Paragraph (3) of section 1317 of the Reform Act is amended
by adding at the end thereof the following new subparagraph:

“(Z) A facility is described in this subparagraph if—
“(i) such facility was a redevelopment project that
was approved in concept by the city council sitting as
the redevelopment agency in October 1984, and
“(ii) $20,000,000 in funds for such facility was identi-
fied in a 5-year budget ag roved by the city redevelop-
ment agency on October 25, 1984.
The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $80,000,000.”

(5) Paragraph (4) of section 1317 of the Reform Act is

amended—
(A) by striking out “1986. The bonds” and inserting in
lieu thereof “1986, and the bonds”,
(AEB) l:iy striking out “and” at the end the subparagraph
, an
(C) by adding “and” at the end of subparagraph (B).

(6) Subparagraph (W) of section 1317(6) of the Reform Act is

amended to read as follows:
*(W) A project is described in this subparagraph if such
project is—
“(i) a part of the Kenosha Downtown Redevelopment
project, and
“(ii) located in an area bounded—
“(I) on the east by the east wall of the Army
Corps of Engineers Confined Disposal Facility
(extended),
‘/II) on the north by 48th Street (extended),
“(III) on the west by the present Chicago &
Northwestern Railroad tracks, and
“{TV) on the south by the north line of
Eichelman Park (60th Street) (extended).
The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $105,000,000.”
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(7) Paragraph (6) of section 1317 of the Reform Act is amended
by redesignating subparagraph (X) as subparagraph (Z) and by
inser}il'.l;ng after subparagraph (W) the following new subpara-
graphs:

California. “X) A project is described in this subparagraph if a
redevelopment plan for such project was approved by the
city council of Bell Gardens, California, on June 12, 1979.
The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $10,000,000.

“(Y) Nothing in this paragraph shall be construed as
having the effect of exempting from tax interest on any
bond issued after June 10, 1987, if such interest would not
have been exempt from tax were such bond issued on
August 15, 1986.”

(8) The last sentence of subparagraph (A) of section 1317(7) of
the Reform Act is amended by inserting before the period “and
sei'.‘t.it(‘):i 149(d)2) of the 1986 Code shall not apply to bonds so
treated”.

(9) Subparagraph (D) of section 1317(7) of the Reform Act is
amended to read as follows:

“(D) A facility is described in this subparagraph if—

‘Y1) it is a convention, trade, or spectator facility,

*(ii) a regional convention, trade, and spectator facili-
ties study committee was created before March 19,
1985, with respect to such facility, and

“(i1i) feasibility and preliminary design consultants
were hired on May 1, 1985, and October 31, 1985, with
respect to such facility.

The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed the excess of $175,000,000
over the amount of bonds to which paragraph (48)XB)
applies.”

(10) Clause (ii) of section 1317(7XG) of the Reform Act is
amended to read as follows:

“(ii) such facility’s location was approved in Decem-
ber 1985 by a task force created jointly by the Governor
of the State within which such facility will be located
and the mayor of the capital city of such State, and”.

(11) Subparagraph (J) of section 1317(7) of the Reform Act is
amended—

(A) by striking out “civic festival” in clause (i) and insert-
ing in lieu thereof “aquafestival”,

(B) by striking out clause (ii) and inserting in lieu thereof
the following:

“(ii) a referendum was held on April 6, 1985, in which
voters permitted the city council to lease 130 acres of
dedicated parkland for the purpose of constructing
such facility, and”, and

(C) by striking out ‘““$5,000,000” and inserting in lieu
thereof “$10,000,000”.

(12) Subparagraph (E) of section 1317(9) of the Reform Act is
amended by striking out “March 5, 1985"” and inserting in lieu
thereof “March 6, 1985”.

(13) Clause (iii) of section 1317(9XJ) of the Reform Act is
amended by striking out all that precedes “by the governor”
and inserting in lieu thereof the following:
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“(iii) such facility’s location was approved in Decem-
ber 1985 by a task force created jointly”.

(14) Subparagraph (A) of section 1317(11) of the Reform Act is
amended by striking out “and section 142(a)’ and inserting in
lieu thereof “in section 142(a)”.

(15) Subparagraph (C) of section 1317(11) of the Reform Act is
amended to read as follows:

“(C) A facility is described in this subparagraph if it is
described in section 1865(c)2XC) of this Act.”

(16) Subparagraph (X) of section 1317(13) of the Reform Act is
amended by striking out the last sentence.

(17) Paragraph (13) of section 1317 of the Reform Act is
amended by adding at the end thereof the following new sub-
paragraphs:

“(AA) A residential rental property project is described in Tennessee.
this subparagraph if it is the Carriage Trace residential Real property.
rental project in Clinton, Tennessee. The aggregate face
amount of bonds to which this subparagraph applies shall
not exceed $10,000,000.

“(BB) A residential rental property project is described in
this subparagraph if—

‘(i) a contract to purchase such property was dated Contracts.
as of August 9, 1985,

“(ii) there was an inducement resolution adopted on
September 27, 1985, for the issuance of obligations to
finance such property,

“(iii) there was a State court final validation of such
financing on November 15, 1985, and

“(iv) the certificate of nonappeal from such valida-
tion was available on December 15, 1985.

The aggregate face amount of bonds to which this subpara-
graph applies shall not exceed $27,750,000.”

(18) Paragraph (14) of section 1317 of the Reform Act is
amended by striking out “$90,000,000” and i ing in lieu
thereof “$130,000,000” and by inserting “incorporated on Feb-
ruary 20, 1985” before the period at the end of the 1st sentence.

(19) Subparagraph (B) of section 1317(15) of the Reform Act is
amended—

(A) by striking out all that follows “agreement with” in
clause (i) and inserting in lieu thereof “an underwriter to
provide planning and financial guidance for a possible bond
issue, and”, and

(B) by striking out “certificates” in clause (ii) and insert-
ing in lieu thereof “bond issue”

(20) Paragraph (16) of section 1317 of the Reform Act is
amended by striking out the last sentence.

(21) Clause (i) of section 1317(19XD) of the Reform Act is
amended by striking out "].ight rail transitway”’ and inserting in
lieu thereof “fixed guideway’’.

(22) Paragraph (20) of section 1317 of the Reform Act is

triking out “Section 148(f)” and inserting in lieu
thereof "Sui)sectlons (cX2) and (f) of section 148",

(23) Subparagraph (B) of section 1317(21) of the Reform Act is

amend(e;\i— striking out “Subsection (c) d li
out “Su on (¢)” and inserting in lieu
the “Subsections (cX2)”, and
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(B) by striking out “103A(g)5XC)l” and inserting in lieu
thereof “103A(g)5XC)".

(24) Paragraph (22) of section 1317 of the Reform Act is
amended to read as follows:

“(22) DOWNTOWN REDEVELOPMENT PROJECT.—Subsection (b) of
section 626 of the Tax Reform Act of 1984 is amended by adding
at the end thereof the following new paragraph:

“47) EXCEPTION FOR CERTAIN DOWNTOWN REDEVELOPMENT
PROJECT.—The amendments made by this section shall not
apply to any obligation which is issued as part of an issue 95
percent or more of the proceeds of which are to be used to
provide a project to acquire and redevelop a downtown area if—

““A) on August 15, 1985, a downtown redevelopment
authonty adopted a reeolutlon to issue obligations for such

pro
’J‘(B} before September 26, 1985, the city expended, or
entered into binding contracts to expend, more than
$10,000,000 in connection with such project, and
“Y(C) the State supreme court issued a ruling regarding
the proposed financing structure for such project on Decem-
ber 11, 1985.
The aggregate face amount of obligations to which this para-
graph applies shall not exceed $85,000,000 and such obligations
must be issued before January 1, 1992."

(25) Subparagraph (A) of section 1317(24) of the Reform Act is
amended by adding at the end thereof the following: “The last
paragraph of this section shall not apply to the treatment under
the receding sentence.”

26)A) Clause (i) of section 1317(25XA) of the Reform Act is
amended by striking out “8 counties” and inserting in lieu
thereof “1 or more of 3 counties”.

(B) Clause (i) of section 1317(25)B) of the Reform Act is
amended by adding at the end thereof the following new sen-
tence: “For purposes of applying section 146(k) of the 1986 Code,
the public utility facility described in subparagraph (A) shall be
treated as described in paragraph (2) of such section and such
paragraph shall be applied without regard to the requirement
that the issuer estab?:sh that a State’s share of the use of a
facility (or its output) will equal or exceed the State’s share of
the rivate activity bonds issued to finance the facility

) Subgaragraph (I) of section 1317(27) of the Reform Act is
amended addmg at the end thereof the following: “For
purposes of determining whether any bond to which this
subparagraph applies is a qualified small issue bond, there shall
not be taken into account under section 144(a) of the 1986 Code
capital expenditures with respect to any facility of the United
States Government and there shall not be taken into account
any bond allocable to the United States Government.”

(28) Clause (i) of section 1317(29XB) of the Reform Act is
amended by striking out all that follows “1993” and inserting in
lieu thereof “, by the State of Connecticut, and”.

(29) Sub ph (D) of section 1817(29) of the Reform Act is
amended striking out “the net proceeds” and inserting in
lieu thereof “the proceeds”.

(30) Sectlon 1317(33)(A)(11) of the Reform Act is amended—

‘y striking out “on” and inserting in lieu thereof
“dated' each place it appears, and
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(B) by inserting “dated on December 1, 1985” after
“(Series 1985A anr?1985B)” in subclause (IID).
(31) Subparagraph (B) of section 1317(33) of the Reform Act is
Sy by striking out “and before August T, 1988, and
s out “an ore August 7, y 'y an
(B) b; adding at the end thereof the following new sen-
tence: “The aggregate face amount of bonds to which this
subparagraph applies shall not exceed $90,000,000.”

(32) Sub ph (G) of section 1317(33) of the Reform Act is
amended I]: striking out “subparagraph (H)” and inserting in
lieu thereof “sub; ph (F)”.

(33)d9é3bparagraph Eﬂg of section 1317(33) of the Reform Act is
amen jrens

(A) by striking out clause (ii) and inserting in lieu thereof
the following:

“(ii) the proceeds of the issue are to be used to
finance projects (to be determined by such university
and the issuer) which are similar to those projects
intended to be financed by bonds that were the subject
of a request transmitted to Congress on November 7,
1985”, and

(B) by adding at the end thereof the following: “Bonds to
which this subparagraph apg})ies shall be treated as quali-
fied 501(cX8) bonds if such bonds would not (if issued on
August 15, 1986) be industrial development bonds (as de-
fined in section 103(b)2) of the 1954 e), and section 147(f)
of the 1986 Code shall not apply to the issue of which such
bonds are a part. Bonds issued to finance facilities described
in this subparagraph shall be treated as issued to finance
such facilities notwithstanding the fact that a period in
excess of 1 year has expired since the facilities were placed
in service.”

(84) Subparagraph (K) of section 1317(33) of the Reform Act is
amended—

(A) by striking out “the issue is” in clause (i) and insert-
ing in lieu thereof “the issue or issues are”,

(B) by inserting “at least’ before “900 units”,

(C) by striking out “2,000 square feet” and inserting in
lieu thereof 245,000 square feet”, and

(D) by striking out “$150,000,000” and inserting in lieu
thereof “$112,000,000”.

(35) Paragraph (33) of section 1317 of the Reform Act is
amended by striking out sub phs (M), (N), and (O) and
inserting in lieu thereof the following new subparagraphs:

“M) of an issue are described in this subpara- Health care
ﬁ-aph if such issue is issued on behalf of the Society of the facilities.

ew York Hospital to finance completion of a project com-
menced by such hospital in 1981 for construction of a

iagnostic and treatment center or to refund bonds issued
on behalf of such hospital in connection with the construc-
tion of such diagnostic and treatment center or to finance
construction and renovation projects associated with an
inpatient psychiatric care facility. The aggregate face
amount of ﬁmds to which this subparagraph applies shall
not exceed $150,000,000.

“(N) Any bond to which section 145(b) of the 1986 Code
does not apply by reason of this paragraph (other than
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subparagraph (A) thereof) shall be taken into account in
determining whether such section applies to any later issue.

“(0) In the case of any refunding bond—

“(i) to which any subparagraph of this paragraph
applies, and
“(ii) to which the last sentence of section 1313(cX2)
applies,
such bond shall be treated as having such subparagraph
apply (and the refunding bond shall be treated for p
of such section as issued before January 1, 1986, and as not
being an advance refunding) unless the issuer elects the
opposite result.”

(36) Paragraph (36) of section 1317 of the Reform Act is
amended by striking out “$80,000,000” and inserting in lieu
thereof “$400,000,000".

(37) Paragraph (38) of section 1317 of the Reform Act is
amended by striking out “and sections 148 and 149".

(38) Paragraphs (39) and (40) of section 1317 of the Reform Act
are amended to read as follows:

“(39) CERTAIN BONDS TREATED AS QUALIFIED 501(CX3) BONDS.—

A bond issued as part of an issue shall be treated for purposes of
part IV of subchapter B of chapter 1 of the 1986 Code as a
qualified 501(c)3) bond if—

““(A) such bond would not (if issued on August 15, 1986) be
an industrial development bond (as defined in section
103(bX2) of the 1954 Code), and

“(B) such issue was approved by city voters on January
19, 1985, for construction or renovation of facilities for the

Th gt an% g, Euf:t‘gl:vo ds hich this h

e aggregate face amount of bonds to whi is paragrap
applies shall not exceed $5,000,000.

“(40) CERTAIN LIBRARY BONDS.—In the case of a bond issued
before January 1, 1986, by the City of Los Angeles Community
Redevelopment Agency to provide the library and related struc-
tures associated with the City of Los Angeles Central Library
Project, the ownership and use of the land and facilities associ-
ated with such project by persons which are not governmental
units (or payments from such persons) shall not adversely affect
the exclusion from gross income under section 103 of the 1954
Code of interest on such bonds.”

(89) Paragraph (41) of section 1317 of the Reform Act is
amended to read as follows:

“(41) CERTAIN REFUNDING OBLIGATIONS FOR CERTAIN POWER
FACILITIES.—With respect to 2 net billed nuclear power facilities
located in the State of Washington on which construction has
been suspended, the requirements of section 147(b) of the 1986
Code shall be treated as satisfied with respect to refunding
bonds issued before 1992 if—

‘(A) each refunding bond has a maturit date not later
than the maturity date of the refunded bon

*(B) the facilities have not been placed in semce as of the
date of issuance of the refunding bond.

The aggregate face amount of bonds to which this paragraph
applies shall not exceed $2,000,000,000. Section 146 of the 1986
Code and the last paragraph of this section shall not apply to
bonds to which this paragraph applies.”
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(40) Paragraph (43) of section 1317 of the Reform Act is
amended by inse before the period “‘and the Internal Reve-
?r&d%;lﬁ of 1986 shall be applied without regard to section

(41) Paragraph (44) of section 1317 of the Reform Act is
amended—

(A) by i after “1986 Code” the following: “and the
Eeon&porary period limitation of section 148(c)X2) of the 1986

B) b striking out “$100 000,000”" and inserting in lieu
thereof "$200 000,000 d

© by sm.k.m% out “Hospltals Bond Pool” in the second
item in the table and mserting in lieu thereof “Hospital
Equipment Loan Council”.

(42) Paragraph (48) of section 1317 of the Reform Act is
amended by out “either” in the matena] preceding
subparagraph (A) and inserting in lieu thereof “an

(43) Subparagraph (B) of‘ section 1317(48) of the form Act i is
amended Ear out ‘ subparagraph (0)’ and inserting in
lieu the paragraph (6XU)

(44) Pamgraph (48) of section 1317 of the Reform Act is
amended byh adding at the end thereof the following new

sub
“(C) A facility which is part of a project described in
paragraph (6)X0). The aggregate face amount of bonds to
:hl%h()(l tlug' subparagraph applies shall not exceed

(45) Paraa‘raph (49) of section 1317 of the Reform Act is
amended—

(A) by striking out “149(d)” and inserting in lieu t.hereof
“149(d)(2)" and
19(3}'1?)”by inserting “United States” before “Housing Act of

(46) Paragraph (50) of section 1317 of the Reform Act is
amended to read as follows:

“(50) TRANSITIONED BONDS SUBJECT TO CERTAIN RULES.—In the
case of any bond to which any provision of this section applies,
except as otherwise expressly provided, sections 103 and 103A of
the 1954 Code shall be applied as if the requirements of sections
147(g), 148, and 149(d) of the 1986 Code were included in each
such section.”

(47) Paragraph (51) of section 1317 of the Reform Act is
amended—

(AJ 7 striking out “Sectlon 141(a)” and inserting in lieu

(

(48) Paragraph (52) of section 1317 of the Reform Act is
amended by striking out “This section” and inserting in lieu
thereof “Except as otherwise provided in this section, this sec-
tion”.

(49) The material preceding subparagraph (A) of section
1317(2) of the Reform Act is amended by striking out “section
103(bX4XC)” and inserting in lieu thereof “section 103(bX4XF)”.

(50) Clause (ii) of section 1317(27XH) of the Reform Act is
amended out “November 14, 1985” and inserting in
lieu the “November 13, 1985".
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(51) Subparagraph (I) of section 1317(33) of the Reform Act is
amended by striking out “November 11, 1985” and inserting in
lieu thereof “November 1, 1985”.

(52) Subparagraph (J) of section 1317(3) of the Reform Act is
amended by striking out “October 29” in clause (iv) and insert-
ing in lieu thereof “November 5.

(h) AMENDMENTS RELATED TO SECTION 1318 OF THE REFORM ACT.—

26 USC 141 note. Section 1318 of the Reform Act (relating to definitions, etc., relating
to effective dates and transitional rules) is amended—

(1) by inserting “(a) DeFiNITIONS.—" before “For purposes of
this subtitle—", and

(2) by adding at the end thereof the following new subsections:

“(b) MiniMUM TAX TREATMENT.—

“(1) In GENERAL.—Any bond described in paragraph (2) shall
not be treated as a private activity bond for purposes of section
57 of the 1986 Code unless such bond would (if issued on August
7, 1986) be—

“(A) an industrial development bond (as defined in sec-
tion 103(bX2) of the 1954 Code), or

“(B) a private loan bond (as defined in section 103(o}2)A)
of the 1954 Code, without regard to any exception from such
definition other than section 103(0)(2)(5) of such Code).

‘/2) Bonps pDESCRIBED.—For purposes of paragraph (1), a bond
is described in this paragraph if—

“(A) the amendments made by section 1301 do not apply
to such bond by reason of section 1312 or 1316(g),

“(B) any provision of section 1317 applies to such bond, or

“(C) the proceeds of such bond are used to refund any
bond referred to in subparagraph (A) or (B) (or any bond
which is part of a series of refundings of such a bond) if the
requirements of paragraphs (1), (2), and (3) of subsection (c)
are met with respect to the refunding bond.

“(c) CurreNT REFUNDINGS NoT TAKEN INTO ACCOUNT IN APPLYING
AcGreGATE Limitr oN Bonps 10 WHICcH TraNnsITIONAL RULES
ArpLy.—The limitation on the aggregate face amount of bonds to
which any provision of section 1316(g) or 1317 applies shall not be
reduced by the face amount of any bond the proceeds of which are to
be used exclusively to refund any bond to which such provision
ggpgfpf(or any bond which is part of a series of refundings of such

nd) if—

“(1) the average maturity date of the issue of which the
refunding bond is a is not later than the average maturity
date of the bonds to be refunded by such issue,

“(2) the amount of the refunding bond does not exceed the
outstanding amount of the refunded bond, and

“(8) the net proceeds of the refunding bond are used to redeem
the refunded bond not later than 90 days after the date of the
issuance of the refunding bond.

For purposes of paragraph (1), average maturity shall be determined
in accordance with section 147(bX2XA) of the 1986 Code. No limita-
tion in section 1316(g) or 1317 on the period during which bonds may
be issued under such section shall apply to any refunding bond
which meets the requirements of this subsection.

“(d) SpeciaAL RULE PERMITTING CARRYFORWARD OF VOLUME CAP
FOR CERTAIN TRANSITIONED PrOJECTS.—A bond to which section 1312
or 1317 applies shall be treated as having a carryforward purpose
described in section 146(fX5) of the 1986 Code, and the requirement
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of section 146(f)(2XA) of the 1986 Code shall be treated as met if such

project is identified with reasonable specificity. The preceding sen-

tence shall not ap?ly so as to permlt a carryforward with respect to

any qualifi issue bond.

i) A.P‘PIJCATION o 501(c) t3) Bonps.—In accordance with section 26 USC 501 note.

1302 of the Reform Act, each amendment and other provision of this

Act which applies to private acti J bonds shall, unless otherwise

expressly provided, apply to qualified 501(cX3) bonds.

SEC. 1014. AMENDMENTS RELATED TO TITLE XIV OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SEcTION 1401 OF THE REFORM AcCT.—

(1) Subsection (e) of section 672 of the 1986 Code is amended to
read as follows:

“(e) GranTOR TREATED AS HoLDING ANY POWER OR INTEREST OF
GRANTOR’'S SPOUSE.—

“(1) In ceNErRAL.—For purposes of this subpart, a grantor
shall be treated as holding any power or interest held by—

“(A) any individual who was the spouse of the grantor at
the time of the creation of such power or interest, or

“(B) any individual who became the spouse of the grantor
after the creation of such power or interest, but only with
respect to periods after such individual became the spouse
of the grantor.

“(2) MariTAL sTaTUS.—For purposes of paragraph (1XA), an
individual legally separated from his spouse under a decree of
divorl_::d or of separate maintenance shall not be considered as
married.

(2) Paragraph (3) of section 675 of the 1986 Code is amended

by adding at the end thereof the following new sentence:
“For periods during which an individual is the spouse of the
grantor (within the meaning of section 672(e)2)), any reference
in this paragraph to the grantor shall be treated as including a
reference to such individual.”

(3) Subsection (c) of section 674 of the 1986 Code is amended by
adding at the end thereof the following new sentence: “For
periods during which an individual is the spouse of the grantor
(within the meaning of section 672(e)2)), any reference in this
subsection to the grantor shall be treated as including a ref-
erence to such individual.”

(b) AMENDMENT RELATED TO SECTION 1402 OF THE REFORM ACT.—
Section 673 of the 1986 Code is amended by adding at the end
thereof the following new subsections:

“(c) SpeciaL RuLE For DETERMINING VALUE OF REVERSIONARY
InTEREST.—For purposes of subsection (a), the value of the grantor’s
reversionary interest shall be determined by assuming the maxi-
mum exercise of discretion in favor of the grantor.

“(d) PosTPONEMENT OF DATE SPECIFIED FOR REACQUISITION.—Any
postponement of the date specified for the reacquisition of posses-
sion or enjoyment of the reversionary interest shall be treated as a
new transfer in trust commencing with the date on which the
ant nement is effective and terminating with the date prescribed

the postponement. However, income for any period shall not be
included in the income of the grantor by reason of the preceding
sentence if such income would not be so includible in the absence of
such postponement.”

(c) AMENDMENTS RELATED TO SECTION 1403 OF THE REFORM ACT.— 26 USC 645 note.
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(1) If a beneficiary of a trust to which section 664 of the 1986
Code applies elects (at such time and in such manner as the
Secretary of the Treasury or his delegate may prescribe) to have
this paragraph apply, such beneficiary shal{ entitled to the
benefits of section 1403(c)2) of the Reform Act with respect to
amounts included in gross income under section 664(b) of the
1986 Code in the same manner as if such amounts were included
in gross income under section 652(a) of the 1986 Code.

(2) Any trust beneficiary may elect (at such time and in such
manner as the Secretary of the Treasury or his delegate may
prescribe) to waive the benefits of section 1403(cX2) of the
Reform Act.

(3XA) For purposes of determining the gross income of any

ass-thru entity, such pass-thru entity shall not be allowed the
nefits of section 806(e)(2)C) (other than with respect to income
from a common trust fund) or 1403(cX2) of the Reform Act if
such pass-thru entity is required to change its taxable gear by
reason of the amendments made by section 806 or 1403 of the
Reform Act.

(B) For purposes of subparagraph (A), the term “pass-thru
entity’’ means any trust, partnership, S corporation, or common
trust fund.

(4) If any trust was required to change its taxable year by the
amendments made by section 1403 of the Reform Act, such
change shall be treated as initiated by such trust and approved
by the Secretarivl:{:he Treasury or his delegate.

(d) AMENDMENTS TED TO SECTION 1404 oF THE REFORM AcCT.—

(1) Subsection (a) of section 1404 of the Reform Act is
amended—

(A) by striking out “Subsection (k) of section 6654” and
inserting in lieu thereof “Subsection (1) of section 6654, as
amended by section 1841 of this Act”, and

(B) by striking out “ ‘(k) Trusts” and inserting in lieu
thereof “ ‘(1) TrusTs”. -

(2) Subsection (1) of section 6654 of the 1986 Code is amended
to read as follows:;

(1) EsTATES AND TRUSTS.—

“(1) IN GENERAL—Except as otherwise provided in this
subsection, this subsection shall apply to any estate or trust.
“(2) EXCEPTION FOR ESTATES AND CERTAIN TRUSTS.—With
respect to any taxable year ending before the date 2 years after
t.?ue_ date of the decedent’s death, this section shall not apply

“(A) the estate of such decedent, or
“(B) any trust—
“(i) all of which was treated (under subpart E of part
I of subchapter J of chapter 1) as owned by the
decedent, an
“(ii) to which the residue of the decedent’s estate will
pass under his will.

“(3) EXCEPTION FOR CHARITABLE TRUSTS AND PRIVATE FOUNDA-
TioNs.—This section shall not apply to any trust which is sub-
ject to the tax imposed by section 511 or which is a private
foundation.

“(4) SPECIAL RULE FOR ANNUALIZATIONS.—In the case of any
estate or trust to which this section applies, subsection
(dX2)B){i) shall be applied by substituting ‘ending before the
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date 1 month before the due date for the installment’ for
‘ending before the due date for the installment’.”

(3) Subsection (g) of section 643 of the 1986 Code is amended—

(A) by striking out the last sentence of paragraph (1), and

(B) by amending paragraph (2) to read as follows:

“(2) TIME FOR MAKING ELECTION.—An election under para-
graph (1) shall be made on or before the 65th day after the close
of the taxable year of the trust and in such manner as the
Secretary may prescribe.”

(4) Subsection (g) of section 643 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) EXTENSION TO LAST YEAR OF ESTATE.—In the case of a
taxable year reasonably expected to be the last taxable year of
an estate—

“(A) any reference in this subsection to a trust shall be
treated as including a reference to an estate, and

“(B) the fiduciary of the estate shall be treated as the
trustee.”

(e) AMENDMENTS RELATED TO SECTION 1411 OF THE REFORM AcCT.—

(1) Paragraph (3) of section 1(i) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:

“(C) COORDINATION WITH SECTION 644.—If tax is imposed
under section 644(a)(1) with respect to the sale or exchange
of any property of which the parent was the transferor, for
purposes of applying subparagraph (A) to the taxable year
of the parent in which such sale or exchange occurs—

‘(i) taxable income of the parent shall be increased
by the amount treated as included in gross income
under section 644(a)2)(A)i), and

“(ii) the amount described in subparagraph (A)Xii)
shall be increased by the amount of the excess referred
to in section 644(a)}2)(A).”

(2) The last sentence of subparagraph (A) of section 1(iX3) of
the 1986 Code is amended by striking out “any deduction or
credit”_a,?d inserting in lieu thereof “any exclusion, deduction,
or credit”.

(3) Subparagraph (A) of section 1(iX4) of the 1986 Code is
amended—

(A) by striking out “gross income for the taxable year
which is not earned income” in clause (i) and inserting in
lieu thereof ‘“adjusted gross income for the taxable year
which is not attributable to earned income”,

(B) by striking out “his deduction” in clause (iiXII) and
inserting in lieu thereof “his deductions”,

(C) by striking out “the deductions allowed” in clause
(iiXII) and inserting in lieu thereof “the itemized deductions
allowed”, and

(D) by striking out “gross income” in clause (iiXII) and
inserting in lieu thereof “adjusted gross income”.

(4) Clause (iv) of section 6103(e1XA) of the 1986 Code is
amended by striking out “section 1(j)’ and inserting in lieu
thereof “section 1(i) or 59()”.

(5XA) Section 59 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“j) TREATMENT oF UNEARNED INcOME OoF MiNOrR CHILDREN.—
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“(1) LiMrtATION OoN ExEMPTION AMOUNT.—In the case of a
child to whom section 1(i) applies, the exemption amount for
purposes of section 55 shall not exceed the sum of—

“(A) such child’s earned income (as defined in section
911(dX2)) for the taxable year, plus

“(B) $1,000.

“(2) LIMITATION BASED ON PARENTAL MINIMUM TAX.—

“(A) INn GeNERAL.—In the case of a child to whom section
1(i) applies, the amount of the tax imposed by section 55
shall not exceed such child’s share of the allocable parental
minimum tax.

“(B) ALLOCABLE PARENTAL MINIMUM TAX.—For purposes
of this paragraph, the term ‘allocable parental minimum
tax’ means the excess of—

“(i) the tax which would be imposed by section 55 on

the parent if—
“(I) the amount of the nt s tentative mini-
mum tax were increased he aggregate of the

tentative minimum taxes of all children of the
parent to whom section 1(i) applies, and
“(II) the amount of the parent’s regular tax were
increased by the aggregate of the regular taxes of
all children of the parent to whom section 1@)
applies, over
“(ii) the tax imposed by section 55 on the parent
without regard to this subparagraph.

“(C) CHILD SHARE.—A child’s share of any allocable paren-
tal minimum tax shall be determined under rules similar to
the rules of section 1(iX3)XB).

“(D) OTHERS RULES MADE APPLICABLE.—For purposes of
this paragraph, rules similar to the rules of paragraphs (5)
and (6) of section 1(i) shall apply.”

26 USC 59 note. (B) The amendment made by subparagraph (A) shall
apply to taxable years beginning after December 31, 1988.
(6) Subparagraph (A) of section 1(iX5) of the 1986 Code is
amended by striking out “custodial parent” and inserting in
lligg( i):;}’ereof “custodial parent (within the meaning of section
e)”.
(7) Paragraph (3) of section 1(i) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:

“(C) SPECIAL RULE WHERE PARENT HAS DIFFERENT TAXABLE
vEAR.—Except as provided in regulations, if the parent does
not have the same taxable year as the child, the allocable
parental tax shall be determined on the basis of the taxable
year of the parent ending in the child’s taxable year.”

() AMENDMENT RELATED TO SEcTION 1421 OF THE REFORM AcCT.—
26 USC 2032A  Subsection (a) of section 1421 of the Reform Act is amended by
note. striking out “within the time prescribed for filing such return
(including extensions thereof)”.
MENTS RELATED TO SECTION 1431 OF THE REFORM AcCT.—
(1) Subsection (a) of section 2611 of the 1986 Code is amended
by striking out “generation-skipping transfers” and inserting in
lieu thereof “generation-skipping transfer”.

(2) Subsection (b) of section 2611 of the 1986 Code is amended
by striking out paragraph (1) and by redesignating paragraphs

(2) and (3) as paragraphs (1) and (2), respectively.
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(8XA) Section 2642 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

(e) SpEcIAL RULES FOR CHARITABLE LEAD ANNUITY TRUSTS.—

“(1) In GENERAL.—For purposes of determining the inclusion
ratio for any charitable lead annuity trust, the applicable frac-
tion shall be a fraction—

“(A) t‘llle numerator of which is the adjusted GST exemp-
tion, an
“(B) the denominator of which is the value of all of the
property in such trust immediately after the termination of
the charitable lead annuity.

“(2) ApyusTED GST EXEMPTION.—For purposes of paragraph (1),
the adjusted GST exemption is an amount equal to the GST
exer:gtlon allocated to the trust increased by interest deter-

“(A) at the interest rate used in determining the amount
of the deduction under section 2055 or 2522 (as the case may
be) for the charitable lead annuity, and

“(B) for the actual period of the charitable lead annuity.

“(3) DerFintTIONS.—For purposes of this subsection—

“(A) CHARITABLE LEAD ANNUITY TRUST.—The term ‘chari-
table lead annuity trust’ means any trust in which there is
a charitable lead annuity.

“(B) CHARITABLE LEAD ANNUITY.—The term ‘charitable
lead annuity’ means any interest in the form of a guaran-
teed annuity with res§ct to which a deduction was allowed
under section 2055 or 2522 (as the case may be).

“(4) COORDINATION WITH SUBSECTION (d).—Under regulations,
appropriate adjustments shall be made in the application of
:lpbs?’ction (d) to take into account the provisions of this subsec-

on.

(B) The amendment made by subparagraph (A) shall apply for 26 USC 2642
purposes of determining the inclusion ratio with respect to note.

fe rty transferred after October 13, 1987.

(4XA) Section 2642 of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“(f) SpeciAL RuLEs FoR CERTAIN INTER Vivos TRANSFERS.—Except Real property.
as provided in regulations—

"(I}I}N GENERAL.—For purposes of determining the inclusion
ratio, if—

“(A) an individual makes an inter vivos transfer of prop-

ert,y (B) the value of such 3 perty would be includible in the
gross estate of ividual under chapter 11 if such
individual died mmedmtely after making such transfer
(other than by reason of section 2035),
any allocation of GST exemption to such property shall not be
made before the close of the estate tax inclusion period (and the
value of such property shall be determined under paragraph
(2)). If such transfer is a direct skip, such skip shall be treated as
occurring as of the close of the estate tax inclusion period.
“(2) VAaLuaTmioN.—In the case of any property to which para-
graph (1) applies, the value of such property shall be—
“(A) if such property is includible in the gross estate of
the transferor (other than by reason of section 2035), its
value for purposes of chapter 11, or
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“(B) if subparagraph (A) does not apply, its value as of the
close of the estate tax inclusion period (or, if any allocation
of GST exemption to such property is not made on a timel
filed gift tax return for the calendar year in which suc
period ends, its value as of the time such allocation is filed
with the Secretary).

“(3) ESTATE TAX INCLUSION PERIOD.—For pu of this
subsection, the term ‘estate tax inclusion periolg’ means any
period after the transfer described in paragraph (1) during
which the value of the property involved in such transfer would
be includible in the gross estate of the transferor under chapter
11 if he died. Such period shall in no event extend beyond the
earlier of—

“(A) the date on which there is a generation-skipping
transfer with respect to such property, or

“(B) the date of the death of the transferor.

“(4) TREATMENT OF SPOUSE.—Except as provided in regula-
tions, any reference in this subsection to an individual or
transferor shall be treated as including a reference to the
spouse of such individual or transferor.

“(5) COORDINATION WITH SUBSECTION (d).—Under regulations,
appropriate adjustments shall be made in the application of
fz_ubs?’ction (d) to take into account the provisions of this subsec-

ion.

(B) Paragraph (2) of section 2642(a) of the 1986 Code is
amended by striking out the last sentence.

© Sub]i’amgraph (A) of section 2642(b)X2) of the 1986 Code is
amended y inserting before the period at the end thereof the
following: “‘; except that, if the requirements prescribed by the
Secretary respecting allocation of post-death changes in value
are not met, the value of such property shall be determined as
of the time of the distribution concerned.”

(D) Subsection (b) of section 2642 of the 1986 Code is amended
by inserting “Except as provided in subsection (f}—" imme-
diately after the subsection headin%

(E) Subparagraph (B) of section 2642(bX2) of the 1986 Code is
amended—

(i) by striking out “at or after the death of the transferor”
and inserting in lieu thereof “to property transferred as a
result of the death of the transferor’’; and

(ii) by striking out “AT OR AFTER DEATH” in the subpara-
graph heading and inserting in lieu thereof ‘““ro PROPERTY
TRANSFERRED AT DEATH .

(F) Paragraph (3) of section 2642(b) of the 1986 Code is
amended—

(i) by striking out “to any property is made during the life
of the transferor but is” and inserting in lieu thereof “to
any property not transferred as a result of the death of the

eror is”’; and

(ii) by striking out “INTER vIivos ALLocATIONS” in the
subparagraph heading and inserting in lieu thereof
“ ATIONS TO INTER VIVOS TRANSFERS'

(5XA) Paragraph (1) of section 2613(a) of the 1986 Code is
amended striE.ing out “‘a person assigned” and inserting in -
lieu thereof “a natural person assigned”.

(B) Subsection (c) of section 2612 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:
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“(3) LOOK-THRU RULES NOT TO APPLY.—Solely for purposes of
determining whether any transfer to a trust is a direct skip, the
rules of section 2651(e)X2) shall not apply.”

(6) Subsection (c) of section 2652 of the 1986 Code is amended
by adding at the end thereof the following new paragraph:

“(3) CERTAIN SUPPORT OBLIGATIONS DISREGARDED.—The fact Gifts and
that income or corpus of the trust may be used to satisfy an Pproperty.
obligation of support arising under State law shall be dis-
regarded in determining whether a person has an interest in
the trust, if—

“(A) such use is discretionary, or

‘(B) such use is pursuant to the provisions of any State
g\w substantially equivalent to the Uniform Gifts to Minors

ct.”

(7) Paragraph (2) of section 2612(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “If any transfer of property to a trust would be a direct
skip but for this paragraph, any generation assignment under
this paragraph shall apply also for purposes of applying this
chapter to tranafers from the portion of the trust attributable to
such property.”

(8) Paragraph (2) of section 2652(c) of the 1986 Code is
amended—

(A) by striking out “NoMINAL INTERESTS” in the para-
gradph heading and inserting in lieu thereof “INTERESTS”,
an

(B) by atnkmg out “the tax" and inserting in lieu thereof

tax”.

any
(9) Paragraph (1) of section 2652(a) of the 1986 Code is
amended—
(A) by striking out “a transfer of a kmd" each place it
appears and inserting in lieu thereof anf property”’, and
(B) by adding at the end thereof the following new sen-

“An individual shall be treated as transferring any property with
respect to which such individual is the transferor.”
(10) Section 2663-of the 1986 Code is amended by striking out
“and” at the end of paragraph (1), by stnkmg out the period at
the end of paragraph (2) and msertmg lieu thereof “, and”,
and by adding at the end thereof the following new paragraph
“(3) regulations providing for such adjustments as may be
necessary to the application of this chapter in the case of any
arrangement which, although not a trust, is treated as a trust
under section 2652(b).”
(11) Paragraph (3) of section 2651(e) of the 1986 Code is
amended to read as follows:
“(3) TREATMENT OF CERTAIN CHARITABLE ORGANIZATIONS AND
GOVERNMENTAL ENTITIES.—Any—
“(A) organization descri in section 511(a)2),
“(B) charitable trust described in section 511(bX2), and
“{C) governmental entity,
shall be assigned to the transferor’s generation.”
(12) Paragraph (2) of section 2654(a) of the 1986 Code is
amended—
(A) by striking out “any increase” and inserting in lieu
thereof “any increase or decrease”, and
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(B) by striking out “such increase” and inserting in lieu

thereof “such increase or decrease (as the case may be)”’.

(13) Subsection (b) of section 2654 of the 1986 Code is amended
to read as follows:

“(b) CerTAIN TRUSTS TREATED AS SEPARATE TRUSTS.—For purposes

of this chapter—

“(1) the portions of a trust attributable to transfers from
different transferors shall be treated as separate trusts, and
“(2) substantially separate and independent shares of dif-
ferent beneficiaries in a trust shall be treated as separate trusts.

Except as provided in the preceding sentence, nothing in this chap-
ter shall be construed as authorizing a single trust to be treated as 2
or more trusts.”

(14) Paragraph (3) of section 2652(a) of the 1986 Code is
amended—

(A) by striking out “any iroperty" in subparagraphs (A)

and (B{ and inserting in lieu thereof “any trust”, and

(B) by striking out “may elect to treat such property’” and

inserting in lieu thereof ‘“may elect to treat all of the
prolgwerty in such trust”.

(15) Paragraph (2) of section 2612(a) of the 1986 Code is
amended to read as follows:

“(2) CERTAIN PARTIAL TERMINATIONS TREATED AS TAXABLE.—If,
upon the termination of an interest in property held in trust by
reason of the death of a lineal descendant of the transferor, a
specified portion of the trust’s assets are distributed to 1 or
more skip persons (or 1 or more trusts for the exclusive benefit
of such persons), such termination shall constitute a taxable
termination with respect to such portion of the trust property.”

(16) Paragraph (2) of section 2632(b) of the 1986 Code is
amended by striking out “paragraph (1)) with respect to a prior
direct skip” and inserting in lieu thereof “paragraph (1) with
respect to a prior direct skip)”.

(17XA) Su ion (c) of section 2642 of the 1986 Code is
amended to read as follows:

“{c) TREATMENT OF CERTAIN Direcr Skips WaicH ARrReg Non-

TAXABLE GIFTS.—

“(1) IN GENERAL.—In the case of a direct skip which is a
nontaxable gift, the inclusion ratio shall be zero.

“(2) EXCEPTION FOR CERTAIN TRANSFERS IN TRUST.—Paragraph
(1) shall not apply to any transfer to a trust for the benefit of an
individual unless—

“(A) during the life of such individual, no portion of the
corpus or income of the trust may be distributed to (or for
the benefit of) any person other than such individual, and

“(B) if such individual dies before the trust is terminated,
the assets of such trust will be includible in the gross estate
of such individual.

“(3) NonTAXABLE GIFT.—For purposes of this subsection, the
term ‘nontaxable gift’ means any transfer of property to the
extent such transfer is not treated as a taxable gift by reason

of—
“(A) section 2503(b) (taking into account the application
of section 2513), or
“(B) section 2503(e).”
(B) Paragraph (1) of section 2642(d) of the 1986 Code is amend-
ed by striking out “(other than a nontaxable gift)”.
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(C) The amendments made by this paragraph shall apply to 26 USC 2642
transfers after March 31, 1988.
(18) Clause (i) of section 2642(dX2XB) of the 1986 Code is
amended to read as follows:
“(i) the value of the property involved in such trans-
fer reduced by the sum of—

“(I) any Federal estate tax or state death tax
actually recovered from the trust attributable to
such property, and

) any charitable deduction allowed under sec-
t.iog 2055 or 2522 with respect to such property,
an

(19) Paragraph (2) of sectmn 2651(b) of the 1986 Code is
amended by striking out “a spouse of the transferor” and
inserting in lieu thereof “a spouse (or former spouse) of the
transferor”.

(20) Section 2652 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(d) Executor.—For p:l‘;gosea of this chapter, the term ‘executor’
the meaning given such term by section 2203.”
(h) AMENDMENTS RELATED T0 SECTION 1433 OF THE REFORM ACT.—

(1) Subsection (a) of section 1433 of the Reform Act is amended 26 USC 2601
by;t:fking out “this part” and inserting in lieu thereof “this note.
subtitle”.

(2) Paragraph (2) of section 1433(b) of the Reform Act is
amended—

(A) by stri out “this part” in the material Precedmg
stﬁ)paragraph (A) and inserting in lieu thereof “this sub-
title”,

(B) by maertu(:ﬁ before the comma at the end of subpara-
graph (A) the following: “(or out of income attributable to
corpus so added)”, and

(O) by inserting “or revocable trust” after “a will” in
subparagraph (B).

(8XA) Subsection (b) of section 1433 of the Reform Act is
amended by striking out paragraf‘l; (3) and inserting in lieu
thereof the following new paragrap

“(3) TREATMENT OF CERTAIN TRANSFERS TO GRANDCHILDREN.—

‘““A) IN GENeErAL.—For purposes of chapter 13 of the
Internal Revenue Code of 1986, the term ‘direct skip’ shall
not include any transfer before January 1, 1990, from a
transferor to a grandchild of the transferor to the extent
the ate transfers from such transferor to such grand-
child do not exceed $2,000,000.

“(B) TREATMENT OF TRANSFERS IN TRUST.—For purposes of
subparagraph (A), a transfer in trust for the benefit of a
grandchild shall be treated as a transfer to such grandchild
if (and only if)—

“(@i) during the life of the grandchild, no portion of
the corpus or income of the trust may be distributed to
(or for the benefit of) any person other than such

grandchild,

“(u) the assets of the trust will be includible in the

estate of the grandchild if the grandchild dies
fore the trust is terminated, and

“(iii) all of the income of the trust for periods after
the grandchild has attained age 21 will be distributed
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to (or for the benefit of) such grandchild not less fre-
quently than annually.

“(C) COORDINATION WITH SECTION 2653(a) OF THE 1986
copE.—In the case of any transfer which would be a genera-
tion-skipping transfer but for subparagraph (A), the rules of
section 2653(a) of the Internal Revenue Code of 1986 shall
?pply as if such transfer were a generation-skipping trans-

er.

“(D) COORDINATION WITH TAXABLE TERMINATIONS AND TAX-
ABLE DISTRIBUTIONS.—For purposes of chapter 13 of the
Internal Revenue Code of 1986, the terms ‘taxable termi-
nation’ and ‘taxable distribution’ shall not include an
transfer which would be a direct skip but for subparagrap

(A).

“(4) DeFinrTIONs.—Terms used in this section shall have the
same res ive meanings as when used in chapter 13 of the
Internal Revenue Code of 1986; except that section 2612(c)2) of
such Code shall not apply in determmmg whether an individual
is a grandchild of the transferor.”

(B) Clause (iii) of section 1443(b)3XB) of the Reform Act (as
amended by subparagraph (A)) shall apply only to transfers
after June 10, 1987,

(4) Subsection (d) of section 1433 of the Reform Act is
amended—

(A) by striking out “shall be treated as a direct skip” and
inserting in lieu thereof “shall be treated as a direct skip to
such grandchild”,

(B) by striking out “would be a direct skip” in subpara-
graph (B) and inserting in lieu thereof “would be a direct
skip to a grandchild”, and

(©) b; adding at the end thereof the following new sen-
tence: “Unless the grandchild otherwise directs by will, the
estate of such grandchild shall be entitled to recover from
the peraon receiving the property on the death of the
grandchild any increase in Federal estate tax on the estate
of the gr &]d by reason of the preceding sentence.”

5 Subparagraph (©) of sectlon 1433(b)2) of the Reform Act
shall not exempt any direct skip from the amendments made by
subtitle D of title of the Reform Act if—

(A) such direct skip results from the application of section
2044 of the 1986 Code, and

(B) such direct skip is attributable to property transferred
to the trust after October 21, 1988.

SEC. 1015. AMENDMENTS RELATED TO TITLE XV OF THE REFORM ACT.

(a) AMENDMENT RELATED TO SECTION 1501 OF THE REFORM ACT.—

Subpa.ragra h (B) of section 6724(dX2) of the 1986 Code is amended

y striking out “6031(b)” and inserting in lieu thereof “6031(b) or

(c)’l

(b) AMENDMENTS RELATED TO SECTION 1503 OF THE REFORM ACT.—

(1) Subparagraph (A) of section 6013(bX5) of the 1986 Code is
amended to read as follows:

“(A) COORDINATION WITH SECTION 6653.—For purposes of
section 6653, where the sum of the amounts shown as tax
on the separate returns of each spouse is less than the
amount shown as tax on the joint return made under this
subsection—
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“(i) such sum shall be treated as the amount shown
on the joint return,

“(ii) any negligence (or disregard of rules or regula-
tions) on either separate return shall be treated as
negligence (or such disregard) on the joint return, and

“(iii) any fraud on either separate return shall be Fraud.
treated as fraud on the joint return.”

(2XA) Paragraph (1) of section 6653(a) of the 1986 Code is
amended to read as follows:

“(1) IN GENERAL.—If any part of any underpayment (as de- Fraud.
fined in subsection (¢)) of tax required to be shown on a return is
due to negligence (or disregard of rules or regulations), there
shall be added to the tax an amount equal to 5 percent of the
underpayment.”

(B) Paragraph (1) of section 6653(b) of the 1986 Code is amend-
ed to read as follows:

“(1) In GENERAL.—If any part of any underpayment (as de-
fined in subsection (c)) of tax required to be shown on a return is
due to fraud, there shall be added to the tax an amount equal to
75 percent of the portion of the underpayment which is attrib-
utable to fraud.”

(C) Paragraph (2) of section 6601(e) of the 1986 Code is amend-
ed by striking out “6659” each place it appears and irserting in
lieu thereof “6653, 6659”.

(3) Subsection (g) of section 6653 of the 1986 Code is amended
by adding at the end thereof the following new sentence: “If any
penalty is imposed under subsection (a) by reason of the preced-
ing sentence, only the portion of the underpayment which is
attributable to the failure described in the preceding sentence
shall be taken into account in determining the amount of the
penalty under subsection (a).”

(4) The amendments made by this subsection (other than 26 usc son1
paragraph (3)) shall apply to returns the due date for which note.
%eg:;rmined without regard to extensions) is after December 31,

(c) AMENDMENT RELATED 10 SECTION 1504 OF THE REFORM ACT.—  Effective date.
The repeal made by section 8002(c) of the Omnibus Budget Reconcili- 26 USC 6661
ation Act of 1986 shall take effect as if the Tax Reform Act of 1986 note.
had been enacted on the day before the date of the enactment of the
Omnibus Budget Reconciliation Act of 1986.

(d) AMENDMENTS RELATED TO SECTION 1511 OF THE REFORM ACT.—
Section 6621 of the 1986 Code is amended—

(1) by striking out ‘“‘short-term Federal rate” each place it
appears in subsections (a) and (bX1) and inserting in lieu thereof
“Federal short-term rate”, and

(2) by striking out “SHORT-TERM FEDERAL RATE” in the head-
ing of subsection (b) and inserting in lieu thereof “FEDERAL
SHORT-TERM RATE”.

(e) AMENDMENTS RELATED TO SECTION 1521 OF THE REFORM ACT.—

(1XA) Paragraph (1) of section 6045(c) of the 1986 Code is
amended by adding at the end thereof the following new
sentence:

“A person shall not be treated as a broker with respect to Agriculture and

activiti isti i icultural
s r;:n.ﬁa consisting of managing a farm on behalf of another m Odl..l'ltie&
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Effective date.
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(B) The amendment made by subparagraph (A) shall take
effect as if included in the amendments made by section
311(a)1) of the Tax Equity and Fiscal Responsibility Act of 1982.

(2X(A) Subsection (e) of section 6045 of the 1986 Code is amend-
ed by adding at the end thereof the following new paragraph:

“(3) PROHIBITION OF SEPARATE CHARGE FOR FILING RETURN.—It
shall be unlawful for any real estate reporting person to sepa-
rately charge any customer for complying witﬁeany require-
ment of paragraph (1).”

(B) The amendment made by subpar ph (A) shall take
effect on the date of the enactment of this ﬁct

(3) Subsection (e) of section 6045 of the 1986 Code is
amended—

(A) by striking out “real estate broker” each place it
appears in the text and inserting in lieu thereof “real estate
reporting person”, and

(B) by striking out “REAL ESTATE BROKER'' in the heading
of paragraph (2) and inserting in lieu thereof “REAL ESTATE
REPORTING PERSON".

() AMENDMENT RELATED To SECTION 1522 OF THE REFORM AcCT.—

Section 6050M of the 1986 Code is amended by adding at the end
thereof the following new subsection:

Classified
information.
Defense and
national
security.

“(e) ExceprioN FOR CERTAIN CrassiFiED OR CONFIDENTIAL CON-

“1) In GENERAL.—Except as provided in paragraph (2), this
section shall not apply in the case of a contract described in

paragraph (3).

“32%7 %EPORTING REQUIREMENT.—Each Federal executive
agency which has entered into a contract described in para-
graph (3) shall, upon a request of the Secretary which identifies
a particular person, acknowledge whether such person has
entered into such a contract with such agency and, if so, provide
to the Secretary—

“(A) the information required under this section with
respect to such person, and

“(B) such other information with res to such person
which the Secretary and the head of such Federal executive
agency agree is appropriate.

“(3) DESCRIPTION OF CONTRACT.—For purposes of this subsec-
tion, a contract between a Federal executive agency and an-
other person is described in this paragraph if—

“(A) the fact of the existence of such contract or the
subject matter of such contract has been designated and
clearly marked or clearly represented, pursuant to the
provisions of Federal law or an Executive order, as requir-
ing a specific degree of protection against unauthorized
disclosure for reasons of national security, or

“(B) the head of such Federal executive agency (or his
designee) pursuant to regulations issued by such agency
determines, in writing, that filing the required return
under this section would interfere with the effective con-
duct of a confidential law enforcement or foreign counter-
intelligence activity.”

AMENDMENTS RELATED TO SECTION 1523 OF THE REFORM ACT.—

®)
Section 6676 of the 1986 Code is amended—

(1) by striking out “6049, or 6050N” in subsection (aX3) and
inserting in lieu thereof “‘or 6049,
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(2) by striking out “6049, or 6050N" in subsection (bX1XA) and
inserting in lieu thereof “or 6049”, and

(3) by striking out “, DivipENps, AND RovaLmies” in the
heading for subsection (b) and inserting in lieu thereof “AND
DivipEnD”.

(h) AMENDMENTS RELATED TO SECTION 1542 OF THE REFORM ACT.—
Subsection (h) of section 6154 of the 1986 Code (as in effect before its
repeal by the Revenue Act of 1987) is amended—

(1) by striking out “subject to the tax imposed by section
4940” in paragraph (1),

(2) by amending paragraph (2) to read as follows:

“(2) any tax imposed by section 511, and any tax imposed by
section 1 or 4940 on a private foundation, ahafl be treated as a
tax imposed by section 11, and”, and

(3) by adding at the end thereof the following new sentence:

“In the case of an organization described in paragraph (1), subsec-
tion (c) of section 6655 shall be applied by substituting ‘56th month’
for ‘third month’ and subsection (dX3XA) of section 6655 shall be
applied by substituting ‘2 months’ for ‘3 months’ in clause (i), by
substituting ‘4 months’ for ‘5 months, in clause (ii), by substituting “7
months’ for ‘8 months’ in clause (iii), and by substituting ‘10 months’
for ‘11 months’ in clause (iv).”

(i) AMENDMENT RELATED TO SECTION 1551 OF THE REFORM AcCT.—
Clause (iii) of section T430(cX2XA) of the 1986 Code is amended to
read as follows:

“(iii) meets the requirements of the lst sentence of
section 2412(dX1)B) of title 28, United States Code (as
in effect on October 22, 1986) and meets the require-
mﬁgnts of section 2412(d)2XB) of such title 28 (as so in
effect).”

(j) ProvisioN RELATED TO SECTION 1556 OF THE REFORM ACT.—To 26 USC 7443A
the extent the salary recommendations submitted by the President note.
on January 5, 1987, are inconsistent with the provisions of section
T443A(dX1) of the 1986 Code, such recommendations shall not be
effective for any period.

(k) AMENDMENT RELATED TO SECTION 1557 OF THE REFORM AcCT.—

(1) Subsection (d) of section 7447 of the 1986 Code is amended
by adding at the end thereof the following new sentence: “In
computing the rate of the retired pay under ph (1) of
this subsection for any individual who is entitled thereto, any
period during which such individual performs services under
subsection (c) on a substantially full-time basis shall be treated
as a period during which he has served as a judge.”

(2) The amendment made by paragraph (1) shall apply for 26 USC 7447
purposes of determining the amount of retired pay for months note.
beginning after the date of the enactment of this Act regardless
of when the services under section 7447(c) of the 1986 Code were
performed.

() AMeNDMENTS RELATED TO SECTION 1561 OF THE REFORM ACT.—

(1) Subsection (eX2) of section 7609 of the 1986 Code is
amended—

(A) by inserting “‘or the summoned party’s response to a
summons described in subsection (f),” after “the summons
described in subsection (c),”, and

(B) by striking out “the summons is issued other” and
inserting in lieu thereof “the summons is issued”’.
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(2) Subsection (i) of section 7609 of the 1986 Code is
amended—

(A) by striking out “the third-party recordkeeper” in
paragraph (4) and inserting in lieu thereof ‘‘the summoned
party”, and

(B) by inserting “AND SUMMONED PARTY" after “REcorp-
KEEPER ' in the subsection heading.

Effective date. (3) The amendments made by this subsection shall take effect
26 USC 7609 on the date of the enactment of this Act.
note. (m) AMENDMENT RELATED TO SECTION 1562 OF THE REFORM ACT.—

Subsection (d) of section 6212 of the 1986 Code is amended by adding
at the end thereof the following new sentence: “Nothing in this
subsection shall affect any suspension of the running of any period
of limitations during any period during which the rescinded notice
was outstanding.”

(n) AMENDMENT RELATED TO SEcTION 1563 OF THE REFORM ACT.—
Subparagraph (B) of section 6404(eX1) of the 1986 Code is amended—

(1) by inserting “error or”’ before “delay”, and
(2) by inserting “erroneous or” before “dilatory”.

(0) AMENDMENT RELATED TO SECTION 1565 OF THE REFORM AcCT.—
Effective with respect to levies made after December 31, 1988,
paragraph (10) of section 6334(a) of the 1986 Code is amended—

(1) in subparagraph (A)—
(A) by striking out “IV” and inserting in lieu thereof “II,
IV, V,”, and
(B) by adding “or” at the end thereof,
(2) in subparagraph (C) by striking out “21,” and inserting in
lieu thereof “13, 21, 23,” and
(3) by striking out subparagraph (B) and redesignating
subparagraph (C) as subparagraph (B).

(p) AMENDMENT RELATED TO SEcTION 1581 OF THE REFORM AcCT.—
26 USC 3402 SuEsection (c) of section 1581 of the Reform Act is amended by
note. adding at the end thereof the following new sentence:

“The preceding sentence shall not apply if its application would
result in an increase in the number ofp withholding allowances for
the employee.”

() GENERAL REQUIREMENT OF RETURN, STATEMENT, OR LisT.—

(1) Subsection (a) of section 6011 of the 1986 Code is amended
by striking out “for the collection thereof”’ and inserting in lieu
thereof “with respect to the collection thereof”.

Effective date. (2) The amendment made by paragraph (1) shall take effect on
the date of the enactment of t{sjs Act.

(r) CErTAIN REFUNDABLE CrEDITS To BE Assessep Unber DEeri-
CIENCY PROCEDURES.—

(1) Subsection (a) of section 6201 of the 1986 Code is amended

by striking out paragraph (4).

26 USC 6011 (2) Paragraph (4) of section 6211(b) is amended to read as
note. follows:
“(4) For purposes of subsection (a)—

“(A) any excess of the sum of the credits allowable under
sections 32 and 34 over the tax imposed by subtitle A
(determined without regard to such credits), and

“(B) any excess of the sum of such credits as shown by the
taxpayer on his return over the amount shown as the tax
by the taxpayer on such return (determined without regard
to such credits),

shall be taken into account as negative amounts of tax.”
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()] Subeectmn (h) of section 6211 of the 1986 Code is amended
out paragraph (3) and by redesignating paragraph
as

( (3).
) amgzdmemsmade this subsection shall apply to
w&mm& the date of the enactment of
is Act.
(s) Norice oF LieN oN PERSONAL PROPERTY.—
(1)&1beecﬁon(ﬂofsection63230fth3198600deis

(A)b inserting “, except that State law merely conform-
mgto{:rmmacungl"ademl laweatablmhmganatmnal
ﬁlmgsystemdomnotwnshmteaaemndomcefor as

tedbythelawnofsuchStaﬁe”aﬂer ‘situated” in

designa
paragraph (1XAXii), and )
(B)hbyaddingatthaendthemofthefo]lowmgnewpam-

“5) lﬁlnonu. FILING SYSTEMS.—The filing of a notice of lien
shall be governed solely by this title and shall not be subject to
anyotherFederalhwestabhnhmgaplaoeorplamfortha
filing of liens or encumbrances under a national filing system

(2) The amendments made thmsuhsoctwnnhalltakeeffact
on the date of the enactment of this Act.

(t) Errect OF HONORING LEVY.—

(1) Subsection (d) of section 6332 of the 1986 Code is

amended—

{A)bymaerhng“andanymherpermn after “delinquent
taxpayer”,
(B)bystnkmgoutthe]mtmtemethemof

(2) The amendment made by this subsection shall apply to
levies issued after the date of the enactment of this Act.

(u) CoLLecTioN AFTER COMMENCEMENT OF JubDiciAL PROCEED-
INGS.—

(1) The last sentence of section 6502(a) of the 1986 Code is
amended to read as follows: “If a timely ing in court for
the collection of a tax is commenced, the period during which
mmhtaxmaybecollectedbylevyahallheethdedandshall
not expire until the liability for the tax (or a judgment against
thataxpaﬁrmmngﬁommchhnhﬂny)maahnﬁedorheoomee

(2) The amendment made by this subsection shall apply to
levies issued after the date of the enactment of this Act.

SEC. 1016. AMENDMENTS RELATED TO TITLE XVI OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1603 OF THE REFORM ACT.—
(1XA) Subparagraph (A) of section 501(cX25) of the 1986 Code
mamendedhyaddmgatthaendthermfthefoﬂowmgnew
sentence:
“For purposes of clause (iii), the term ‘real shall not
mcludeanymterutasntemtmeommon( interest)
and shall not include any indirect interest.”
?il)r?ﬁethopmpu:yacquglbythe ph(g)onaﬂ;er?ply
wi organiza une
10, 1987, except that such amendment shall not apply to any
pmpertyaummadafter.lunelo 1987, fursuanttoabmdmg
written contract in effect on June 10, 1987, and at all times
thereafter before such acquisition.

26 USC 6201

note.

Effective date.
26 USC 6323

note.

26 USC 6332

note.

26 USC 6502

note.

Real property.
Contracts.

Co

rations.
501 note.
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(2) Subparagraph (D) of section 501(c)25) of the 1986 Code is
amended by s out so much of such subparagraph as
precedes clause (i) and inserting in lieu thereof the following:

“(D) A corporation or trust shall in no event be treated as
described in subparagraph (A) unless such oorporanon or
trust permits its shareholders or beneficiaries—",

(3XA) Paragraph (25) of section 501(c) of the 1986 Code is
amended by adding at the end thereof the following new
subparagraph:

"(El(l) For purposes of this title—

“(I) a corporation which is a qualified subsidiary
shall not be treated as a separate corporation, and
‘4II) all assets, liabilities, and items of income, deduc-
tion, and credit of a qualified subsidiary shall be
treated as assets, liabilities, and such items (as the case
may be) of the corporation or trust described in sub-
«&) Fo D Poaas of thikim h, the term ‘quali
ii) For purposes o; su aph, the term i-
fied snbsidfary’ means any cé):;oagtion if, at all ilimes
during the period such corporation was in existence, 100
percent of the stock of such corgoratmn is held by the

cm:poratmn or trust described in subparagraph (A).

(iii) For purposes of this subtitle, if any corporation
which was a qualified subsidiary ceases to meet the require-
ments of clause (ii), such corporation shall be treated as a
new corporation acquiring all of its assets (and assuming all
of its liabilities) immediately before such cessation from the
corporation or trust descri in subparagraph (A) in ex-
change for its stock.”

(B) Subgaragraph (C) of section 501(c)25) of the 1986 Code is
amen inserting “or” at the end of clause (iii), by striking
out “, or’ at the end of clause (iv) and inserting in lieu thereof a
period, and by striking out clause (v).

(4) Paragraph (25) of section 501(c) of the 1986 Code is
an;)ended by adding at the end thereof the following new
subpa :

“F) %‘or purposes of subparagraph (A), the term ‘real
property’ includes any personal property which is leased
under, or in connection with, a lease of real property, but
only if the rent attributable to such personal property
(determined under the rules of section 856(dX1)) for the
taxable year does not exceed 15 percent of the total rent for
the taxable year attributable to both the real and rsonal

property leased under, or in connection with, such lease.”

(5)(A) Paragraph (9) of section 514(c) of the 1986 Code is
amended by adding at the end thereof the following new

subpan%-a h:
‘(E) SPECIAL RULES FOR ORGANIZATIONS DESCRIBED IN SEC-
TION 501(CX25).—

“(i) IN GENERAL.—In computing under section 512 the
unrelated business taxable income of a disqualified
holder of an interest in an organization described in
section 501(c)(25), there shall be taken into account—

“(I) as gross income derived from an unrelated
trade or business, such holder’s pro rata share of
the items of income described in clause (iiXI) of
such organization, and



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3575

“(Il) as deductions allowable in computing unre-
lated business taxable income, such holder’s pro
rata share of the items of deduction described in
clause (iiXII) of such organization.
Such amounts shall be taken into account for the
taxable year of the holder in which (or with which) the
taxable of such organization ends.
“(ii) ON OF AMOUNTS.—For purposes of
clause (i)—
/D) gross income is described in this clause to the
extent such income would (but for this paragraph)
be treated under subsection (a) as derived from an
unrelated trade or business, and
“(I) any deduction is described in this clause to
the extent it would (but for this paragraph) be
allowable under subsection (aX2) in computing un-
related business taxable income.
“(iii) DrsQUALIFIED HOLDER.—For purposes of this
aub ph, the term ‘disqualified holder’ means any
r (or beneficiary) which is not described in

clause (i) or (uJ ofmbpamgra h (C).”

(B) The amendment made by subparagraph (A) shall apply
with respect to interests in the o tion acquired after June
10, 1987, except that such nt shall not apply to any
such interest acquired after June 10, 1987, pursuant to a bind-
mgwnttencontmctmeffecton.lunelﬂ 19 , and at all times
thereafter before such acquisition.

(6) The last sentence of section 514(cX9)XB) of the 1986 Code is
amended by striking out “clause (vi)’ and inserting in lieu
thereof “this paragraph”.

(b) RepEAL oF SectioN 1608 oF THE REFORM Act.—Section 1608 of
the Reform Act is hereby repealed.

SEC. 1017. AMENDMENTS RELATED TO TITLE XVII OF THE REFORM ACT.

(a) AMENDMENTS RELATED TO SECTION 1701 OF THE REFORM ACT.—

Clause (i) of section 51(dX12XB) of the 1986 Code is amended by

g ; out “subsection (a)1)” and inserting in lieu thereof “‘subsec-
tion (a

(b) Anmmnm'r RELATED TO SECTION 1702 OF THE REFORM ACT.—
Subsection (j) of section 6652 of the 1986 Code, as added by section
1702(b) of the Reform Act and as in effect before its repeal by the
Revenue Act of 1987, is amended by inserting “(and the correspond-
ing provision of section 4041(dX1))” after “section 4041(a)1)”.

(c) AMENDMENTS RELATED TO SECTION 1703 OF THE REFORM ACT.—

(1XA) Subsection (a) of section 4081 of the 1986 Code, as
amended by section 1703 of the Reform Act, is amended by
redesignating paragraph (2) as paragraph (3) and by striking out

pam,graph(l)andmserhngmheuthemofthefollmngnew

“(1) IN GENERAL.—There is hereby imposed a tax at the rate
specified in pamgraph (2) on the earlier of—
“(A) the removal, or
“4(B) the sale,

of gasoline by the refiner or importer thereof or the terminal
tor.
“2) RATES OF TAX.—

26 USC 514 note.

26 USC 170 note.



102 STAT. 3576

26 USC 4221
note.

PUBLIC LAW 100-647—NOV. 10, 1988

“(A) INn GENERAL—The rate of the tax imposed by this
section is the sum of—
“(i) the Highway Trust Fund financing rate, and
“(i1) the Leaking Underground Storage Tank Trust
Fund financing rate.
“(B) RaTes.—For purposes of subparagraph (A)—
“(i) the Highway Trust Fund financing rate is 9 cents
a gallon, and
“(ii) the Leaking Underground Storage Tank Trust
Fund financing rate is 0.1 cent a gallon.”

(B) Subsections (b) and (c) of section 4081 of the 1986 Code, as
amended by section 1703 of the Reform Act, are each amended
by striking out “subsection (d)” and inserting in lieu thereof
“subsection (a)”.

(C) Subsection (e) of section 4081 of the 1986 Code, as amended
by section 1703 of the Reform Act, is amended—

(i) by striking out “subsection (dX2XA)’ in paragraph (1)
and inserting in lieu thereof “subsection (a}2)”, and

(ii) by striking out “subsection (dX2)B)” each place it
appears in paragraph (2) and inserting in lieu thereof
“subsection (a)2)”.

(D) Section 4081 of the 1986 Code, as amended by section 1703
of the Reform Act, is amended by striking out subsection (d) and
by redesignating subsection (e) as subsection (d).

(2) Subsection (b) of section 34 of the 1986 Code is amended by
striking out “section 6421(i) or 6427(j)” and inserting in lieu
thereof *“‘section 6421(j) or 6427(k)”.

(3) Sections 4041(b)1XC) and 6427(m)3) of the 1986 Code are
each amended by striking out “section 6421(dX2)” and inserting
in lieu thereof “‘section 6421(e)(2)".

(4) Paragraph (3) of section 4041(f) of the 1986 Code is
amended to read as follows:

“(3) TErMINATION.—Except with respect to the taxes imposed
by subsection (d), paragraph (1) shall not apply on and after
October 1, 1993.”

(5) The amendment made by section 10502(d)X4) of the Reve-
nue Act of 1987 shall be treated as if included in the amend-
ments made by section 1703 of the Reform Act except that the
reference to section 4091 of the Internal Revenue Code of 1986
shall not apply to sales before April 1, 1988.

(6) Section 6421 of the 1986 Code is amended by redesignating
subsection (i) (relating to income tax credit in lieu of payment)
and subsection (j) (relating to cross references) as subsections (j)
and (k), respectively.

(7) Subsections (a) and (bX1) of section 6421 of the 1986 Code
are each amended by striking out “subsection (i)” and inserting
in lieu thereof “subsection (j)”.

(8) Paragraph (2) of section 6421(j) of the 1986 Code (as redesig-
nated by paragraph (6)) is amended by striking out “subsection
‘cX2)” and inserting in lieu thereof ‘‘subsection (dX2)”.

(9) Sections 7210, 7603, 7604(b), 7604(cX2), 7605(a), T609(cX1),
and 7610(c) of the 1986 Code are each amended by striking out
“6421(fX2)” and inserting in lieu thereof “6421(gX2)"’.

(10) Paragraph (2) of section 6427(k) of the 1986 Code is
amended by striking out “subsection’ and all that follows and
inserting in lieu thereof “paragraph (2) or (8) of subsection (i).”
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(11) Paragraph (6) of section 6511(i) of the 1986 Code is
amended by striking out “section 6421(c)” and inserting in lieu
thereof “section 6421(d)”.

(12) Subparagraph (G) of section 1703(eX2) of the Reform Act
is amended by striking out all that follows “are amended” and
inserting in lieu thereof “by striking out ‘6427(iX2) and insert-
ing in lieu thereof ‘6427(jX2)"."”

(13) Parag:mﬁ (2) of section 1703(f) of the Reform Act is
amended ing at the end thereof the following new sen-
tence: “ other provisions of law, including penalties, ap-
plicable with respect to the taxes imposed by section 4081 of the
Internal Revenue Code of 19§6 shall apply to the floor stocks

imposed by this !

(14) Paragraph (1) of section 4081(c) of the 1986 Code, as
amended by section 1703 of the Reform Act, is amended b;y
iking out “3 cents” and inserting in lieu thereof “3% cents”.
(15) Subsection (d) of section 6421 of the 1986 Code is amended
adding at the end thereof the following new paragraph:
“(3) APPLICATION TO SALES UNDER SUBSECTION (c).—For pur-
poses of this subsection, gasoline shall be treated as used for a
purpose ,Eeferred to in subsection (c) when it is sold for such a

purpose.
(16) Section 4222(d) of the 1986 Code is amended by striking
out “4083"” and inserting in lieu thereof “4101”.

SEC. 1018. AMENDMENTS RELATED TO TITLE XVIII OF THE REFORM ACT.

(a) AMENDMENT RELATED TO SEcTioN 1801 oF THE REFORM AcCT.—
Clause (iii) of section 1801(a)X2)A) of the Reform Act is amended to
read as follows:

‘(iii) a person became a partner in such partnership
(or a beneficiary in such trust) after its formation but
before September 26, 1985,”.
(b) AMENDMENTS RELATED TO SECTION 1802 OF THE REFORM ACT.—
(1) The last sentence of section 31(g17XL) of the Tax Reform
Act of 1984, as added by section 1802(a)(10XG) of the Reform Act,
is amended—
(A) by striking out “Registry of Deeds” each place it
apﬁeam and inserting in lieu thereof “Register of Deed”,
ans

(B) by striking out “May 7, 1985” and inserting in lieu
thereof “May 7, 1984".

(2) Subparagraph (E) of section 168(;X9) of the 1986 Code (as
amended by section 1802(a)2) of the Reform Act and as in effect
before the amendments made by section 201 of the Reform Act)
is amended—

(A) by striking out “this paragraph” in clauses (i) and
(iiXD) and inserting in lieu thereof “this paragraph and
paragraph (8)”,

(B)Ilafvstnhngoutc]ause(iiijandinserﬁnginlieuthereof
the following:

“(iii) TAX-EXEMPT CONTROLLED ENTITY.—
“(D INn GeENERAL—The term ‘tax-exempt con-
trolled entity’ means any corporation (which is not
a tax-exempt entity determined without regard to
this subparagraph and paragraph (4XE)) if 50 per-
cent or more (in value) of the stock in such corpora-

100 Stat. 2774

26 USC 4081
note.

Petroleum and
petroleum
products.

26 USC 168 note.

26 USC 168 note.
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tion is held by 1 or more tax-exempt entities (other
than a foreign person or entity).

‘(IT) ONLY 5-PERCENT SHAREHOLDERS TAKEN INTO
ACCOUNT IN CASE OF PUBLICLY TRADED STOCK.—For
purposes of subclause (I), in the case of a corpora-
tion the stock of which is publicly traded on an
established securities market, stock held by a tax-
exempt entity shall not be taken into account
unless such entity holds at least 5§ percent (in
value) of the stock in such corporation. For pur-
poses of this subclause, related entities (within the
meg;aiug of paragraph (7)) shall be treated as 1
entity.

) SECTION 318 TO APPLY.—For purposes of this
clause, a tax-exempt entity shallpbe treated as
holdmg stock which it holds through application of
section 318 (determined without regard to the
50-percent lumtatlon contained in subsection

(a)(2)(C) thereof).
(c) AMENDMENT RELATED TO Sm(mon 1803 or THE REFORM AcT.—
26 USC 1281 (1) Subparagraph (A) of section 1803(a)8) of the Reform Act is
note. amended by striking out “September 27, 1985” and inserting in

lieu thereof “December 31, 1985”.

(2) Subsection (c) of section 1278 of the 1986 Code is amended
by inserting before the period “, including regulations providing
proper adjustments in the case of a bond the principal of which

be paid in 2 or more payments
(gg Section 1278(b) of the 1986 Code is amended by adding at
the end thereof the foll new paragraph:
“(4) Basis ApJustTMENT.—The basis of any bond in the hands
of the taxpayer shall be increased by the amount included in
gross income pursuant to this subsection.”
(d) AMENDMENTS RELATED TO SECTION 1804 OF THE REFORM ACT.—
26 USC 311 note. (1) Paragraph (3) of section 1804(b) of the Reform Act is
amended b striking out “Paragraph (3) of section 54” and

inserting “Paragraph (3) of section 54(d)”.
(2) Clause (i) of section 54(dX3XD) of the Tax Reform Act of
26 USC 311 note. 1984 is amended out “subtitle D of title VI” and
inserting “subtitle D of title VI of the Tax Reform Act of 1986,

(8) Clause (ii) of section 54(d)3XD) of the Tax Reform Act of
1984 (as added by section 1804(bX3) of the Tax Reform Act of
1986) is amended—

(A) by stnkmg out “December 9, 1968,” each place it
:gﬁears and inserting in lieu thereof “December 10, 1968,”,

by striking out “October 5, 1981” and inserting in lieu
thereo “March 2, 1978,”.

(4) Subsection (bt} of section 812 of ﬁhe 1986 Code i ]115 am;ndec}‘
by striking out “of any property” and inserting in lieu thereo
“of any property (other tﬂm an obligation of such corporation)”.

(5XA) Sectlon 361 of the 1986 Code is amended to read as
follows:

“SEC. 361. NONRECOGNITION OF GAIN OR LOSS TO CORPORATIONS;
TREATMENT OF DISTRIBUTIONS.

“(a) GENERAL RULE.—No gain or loss shall be recognized to a

corporation if such corporation is a party to a reorganization and
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exchanges property, in pursuance of the plan of
anle!yforstockoraeeunhesmanothercorpomnonapartytothe
tion.

) ExcaaAnGEs Not SoLELy IN KinD.—

“(1) GAN.—If subsection (a) would apply to an exchange but
for the fact that the property received in exchange consists not
only of stock or securities permitted by subsection (a) to be
received without the recognition of gain, but also of other
proj or money, then—

“(A) ProPERTY DISTRIBUTED.—If the corporation receiving
such other property or money distributes it in pursuance of
thephnofreorgnmmtlon,nogmntothemrpomhonshall
be recognized from the exchange, bu

“(B) PROPERTY NOT nmmm—-—lf the corporation
receiving such other proj or money does not distribute
1tmpumuanceofthe£a] of reorganization, the gain, if
any, to the corporation 1 be

'Iheamauntofgamrecogmmdundersuﬁnsrn (B) shall
not exceed the sum of the money and the t value of
theot.herpm so received which is not so distributed.

“42) Loss (a) would apply to an exchange but
forthefactthatthe received in exchange consists

t{o perty permitted by subsection (a)toberecewed
wi utthereeogmt:onofﬁsmorlom,butalsoofotherpmp-
erty or money, then from the exchange shall be

“(3) TREATMENT OF TRANSFERS TO CREDITORS.—For purposes of
paragraph (1), any transfer of the other property or money
received in the exchange by the corporation to its creditors in
connection with the reorganization shall be treated as a dis-
tribution in pursuance of the plan of reorganization. The Sec-

:layldanmofgxchthmughahu:?a berecad.mg -
prevent avo o P sen-
tence or subsection (cX3).

“(c) TREATMENT OF DISTRIBUTIONS.—

“(1) IN GENERAL.—Except as provided in paragraph (2), no
gain or loss shall be recognized to a corporation a to a
reorganization on the distribution to its shareholders of prop-
erty in pursuance of the plan of reorganization.

“(2) DISTRIBUTIONS OF APPRECIATED PROPERTY.—

“(A) IN GENERAL.—If—

‘(i) in a distribution referred to in paragraph (1), the
corpomtlon distributes property other than qualified

“} fmrmarket value of such property exceeds
ltaadgmtedbms(mthehandsofthedmtnbutmg
corporation),

then gain shall be recognized to the distributing corpora-

tion as if such property were sold to the distributee at its

fairmn;aaknetvalue. this subsec-
¢ ALIFIED PROPERTY.—For purposes of thi

tion, the term ‘qualified pro means—

“(i) any stock in (or t to aequu'e nmck in) the
dmtnbuungoorpomﬂmorobhgntwn the distribut-

‘(u)aqyubock_m(ornghttoaoqmmshockm)another
corporation which is a party to the reorganization or

19-194 O—91—Part 4——20: QL 3
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obligation of another corporation which is such a party
if such stock (or right) or obligation is received by the
distributing corporation in the exchange.

“(C) TREATMENT OF LIABILITIES.—If any property distrib-
uted in the distribution referred to in paragraph (1) is
subject to a liability or the shareholder assumes a liability
of the distributing corporation in connection with the dis-
tribution, then, for purposes of subparagraph (A), the fair
market value of such property shall be treated as not less
than the amount of such liability.

“(3) TREATMENT OF CERTAIN TRANSFERS TO CREDITORS.—For
purposes of this subsection, any transfer of qualified property by
the corporation to its creditors in connection with the reorga-
nization shall be treated as a distribution to its shareholders
pursuant to the plan of reorganization.

“‘(4) COORDINATION WITH OTHER PROVISIONS.—Section 311 and
subpart B of part II of this subchapter shall not apply to any
distribution referred to in paragraph (1).”

(B) Section 358 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(f) DEFINITION OF NONRECOGNITION PROPERTY IN CASE OF SECTION
361 ExcHANGE.—For purposes of this section, the property per-
mitted to be received under section 361 without the recognition of
gain or loss shall be treated as consisting only of stock or securities
in another corporation a party to the reorganization.”

(C) Section 355 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(c) TaxaBiLITY OF CORPORATION ON DISTRIBUTION.—Section 311
shall apply to any distribution—

‘(1) to which this section (or so much of section 356 as relates
to this section) applies, and

“(2) which is not in pursuance of a plan of reorganization,

in the same manner as if such distribution were a distribution to
which subpart A of part I applies; except that subsection (b) of
section 311 shall not apply to any distribution of stock or securities
in the controlled corporation.”

(D) Subsection (c) of section 336 of the 1986 Code (as amended
by section 631 of the Reform Act) is amended to read as follows:

“(c) ExceprioN FOR LiQuipaTions WHICH ARE PART oF A REORGA-
NIZATION.—

“For provision providing that this subpart does not apply to distributions

in pursuance of a plan of reorganization, see section 361(c)4).”

(E) Subsection (a) of section 311 of the 1986 Code is amended
by striking out “distribution, with respect to its stock,” and
inserting in lieu thereof “distribution (not in complete liquida-
tion) with respect to its stock”.

(F) The table of sections for subpart C of part III of subchapter
C of chapter 1 of the 1986 Code is amended by striking out the
item relating to section 361 and inserting in lieu thereof the
following new item:

“‘Sec. 361. Nonrecognition of gain or loss to corporations; treatment of dis-
tributions.”

(G) Effective with respect to transfers on or after June 21,
1988, section 351 of the 1986 Code is amended by redesignating
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subsecﬁon(ﬂassuheecnon(g)andbymerhngaﬁermbaechon
(e) the following new subsection:
» (1) Y coh-ansfenego to e -:xlf_{he inafter i
# is a corporation (here in
thmmm:'eferredtoasthe ‘controlled corporation’) in an
exchange with respect to which gain or loss is not recognized (in
whole or in part) to the transferor under this section, and
“(2) such exchange is not in pursuance of a plan of reorganiza-
tion,
wchonSllshaﬂapplytoanytmnsfermsuchaxchangabytha
euntm]ledcorporahonmthesnmemannerastfsuchtmnaferwem
a distribution to which su A of part 1 applies.”
(6) Subparagraph (A) of section )(5) of the 1986 Code is

ame!
(A) in clnm @i by striking 0;1;6 imn li’flfb)}” and
inserting in thereof * sectmn ut without regard

to h (1XC) themuﬂ'

d
count under clause (iiXI) if the payment does not adversely
affect the shareholder’s redemption and liquidation rights.”

(7) Subparagraph (B) of section 280G(bX5) of the 1986 Code

(relating to older a requirements) is amended by
addn%l;:t the end thereof the following new sentence:
e regulations prescribed under subsection (e) shall in-

clude regulations providing for the application of this
subparagraph in the case of shareholders which are not
individuals (including the treatment of nonvoting interests
in an entity which is a shareholder) and where an entlt.y
holds a de minimis amount of stock in the corporation.
®) g’érggraph (5) oftsectmn 280G(d) of th‘r!’ 1 o Codrcta is
amen yatnkmgou “officer or any member” and inserting
in lieu thereof “officer of any nmlamber"y
(9) Paragraph (3) of section 338(e) of the 1986 Code is amended
by out “which meet the 80 percent requirements of
subparagraphs (A) and (B) of subsection (dX3)” inserting in
lllg&( t)%;};eof “which meet the requirements of section
a
(10XA) Paragraph (7) of section 1504(b) of the 1986 Code is
amended to read as follows:
‘(7) A DISC (as defined in section 992(a)X1)).”
(B) Section 15040fthe198600demamendedbyaddmgatthe
end thereof the following new subsection:

“(f) SpeciaL RuLe ror CErTAIN AMOUNTS DERivED FrROM A Con-
PORATION PRrEvVIOUSLY TREATED AS A DISC.—In determining the
consolidated taxable income of an affiliated group for any taxable

beﬁummg December 31, 1984, a corporation which had
zeena ISCandwhxehwouldotherwmebeamemberofsuchgroup

shall not be treated as such a member with respect to—
“(1) any distribution (or deemed distribution) of accumulated
DISC income which was not treated as previously taxed income
under section 805(bX2XA) of the Tax Reform Act of 1984, and
"{fﬁy amount treated as received under section 805(bX3) of

suc

(e) ProvisioN RELATED TO SECTION 1806 OF THE REFORM AcCT.—If—

(1) on a return for the 1st taxable year of the trusts involved
beginning after March 1, 1984, 2 or more trusts were treated as

26 USC 643 note.
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a single trust for purposes of the tax imposed by chapter 1 of the
Internal Revenue Code of 1954,

(2) such trusts would have been required to be so treated but
fordthe amendment made by section 1806(b) of the Reform Act,
an

(8) such trusts did not accumulate any income during such
taxable year and did not make any accumulation distributions
during such taxable year,

then, notwithstanding the amendment made by section 1806(b) of
the Reform Act, such trusts shall be treated as one trust for
purposes of such taxable year.

26 USC 468B
note.

(f) AMENDMENTS RELATED TO SECTION 1807 OF THE REFORM ACT.—

(1) Paragraphs (1X(A) and (2XE) of section 468B(d) of the 1986
Code are each amended by striking out “the taxpayer” and
inserting in lieu thereof “the taxpayer (or any related person)”.

(2) Subparagraph (A) of section 468B(d)2) of the 1986 Code is
amended to read as follows:

“(A) which is established pursuant to a court order and
which extinguishes completely the taxpayer’s tort liability
with respect to claims described in subparagraph (D),”.

(3) Clause (i) of section 1807(a)X7XC) of the Reform Act is
amended to read as follows:

“(i) any portion of such fund which is established
pursuant to a court order and with qualified payments,
which meets the requirements of subparagraphs (C)
and (D) of section 468B(dX2) of the Internal Revenue
Code of 1954 (as added by this paragraph), and with
respect to which an election is made under subpara-
graph (F) thereof, shall be treated as a designated
s(g:;le’r’nent fund for purposes of section 468B of such

e, .

(4) Paragraph (2) of section 468B(b) of the 1986 Code is
amended—

(A) by striking out “the corporation,” and inserting in
lieu thereof ‘“a corporation.”, and

(B) by striking out “no other” and inserting in lieu
thereof “No other”.

(5XA) Section 468B of the 1986 Code is amended by adding at
the end thereof the following new subsection:

“/g) CLARIFICATION OF TAXATION OF CERTAIN FunDs.—Nothing in

any provision of law shall be construed as providing that an escrow
account, settlement fund, or similar fund is not subject to current

Regulations. income tax. The Secretary shall prescribe regulations providing for
the taxation of any such account or fund whether as a grantor trust
or otherwise.”

26 USC 904 note.

26 USC 959 note.

(B) Subparagraph (D) of section 1807(a)7) of the Reform Act is
hereby repealed.

(g) AMENDMENTS RELATED TO SECcTION 1810 OF THE REFORM AcCT.—

(1) Paragraph (5) of section 1810(a) of the Reform Act is
amended by striking out “section 125(bX5)” each place it ap-

and inserting in lieu thereof “‘section 121(bX5)".

(2) Section 133(dX3)BXiii) of the Tax Reform Act of 1984, as
amended by section 1810(iX2) of the Reform Act, is amended by
striking out “Tax Reform Act of 1985” and inserting in lieu
thereof “Tax Reform Act of 1986".
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(8) Clause (iv) of section 7701(bX5XA) of the 1986 Code is
amended by striking out “section 274(kX2)”’ and inserting in lieu
thereof “section 274(X1XB)".

(h) AMENDMENT RELATED TO SECTION 1821 OF THE REFORM ACT.—

(1) Subsection (e) of section 812 of the 1986 Code (relating to
dividends from certain subsidiaries not included in gross invest-
ment income) is amended to read as follows:

“e) DivipEnps From CerTAIN Sussipiaries Nor INCLUDED IN
Gross INVESTMENT INCOME.—

“(1) In cENERAL.—For purposes of this section, the term ‘gross
investment income’ ahx.li not include any dividend received l:{
the life insurance company which is a 100 percent dividen

“(2) 100 PERCENT DIVIDEND DEFINED.—

“(A) In geNEraL.—Except as provided in subparagraphs
(B) and (C), the term ‘100 percent dividend’ means any
djvidendiftheﬁmentageuaedforpurposeaofdatermining
the deduction allowable under section 243, 244, or 245(b) is
100 percent.

“(B) CERTAIN DIVIDENDS OUT OF TAX-EXEMPT INTEREST,
erc.—The term ‘100 percent dividend’ does not include any
distribution by a corporation to the extent such distribution
is out of tax-exempt interest or out of dividends which are
not 100 percent dividends (determined with the application
of this subparagraph).

“(C) CERTAIN DIVIDENDS RECEIVED BY FOREIGN CORPORA-
TIONS.—The term ‘100 percent dividends’ does not include
any dividend described in section 805(a)4XE) (relating to
certain dividends in the case of foreign corporations).”

(2) The amendment made by paragraph (1) shall take effect as
if included in the amendments made by section 211 of the Tax
Reform Act of 1984.

(i) AMENDMENT RELATED TO SECTION 1822 OF THE REFORM ACT.—
Clause (i) of section 216(bX4XC) of the Tax Reform Act of 1984
(relating to section 818(c) elections made by certain acquired compa-
nies) is amended by striking out “clause (i)’ and inserting in lieu
thereof “subclause (I)”.

(j) AMENDMENT RELATED TO SEcTiON 1825 OF THE REFORM ACT.—
Paragraph (4) of section 1825(a) of the Reform Act (relating to
amendments related to section 221 of the Tax Reform Act of 1984) is
amended by striking out “Section 7702(e)2)” and inserting in lieu
thereof “Effective with respect to contracts entered into after Octo-
ber 22, 1986, section T702(eX2)”.

(k) AMENDMENTS RELATED TO SECTION 1826 OF THE REFORM ACT.—

(1) Paragraph (5) of section 72(s) of the 1986 Code is amended
by striking out “or” at the end of subparagraph (B), by striking
out the period at the end of sub ph (C) and inserting in
]jauthereof“,or”,andbyamr:ttheendthereofthe
followi.%new s ph:

“(D) which is a qualified funding asset (as defined in
section 130(d), but without regard to whether there is a
qualified assignment).”

(2) The heading of paragraph (5) of section 72(s) of
the 1986 is amended by striking out “ANNUITY CONTRACTS
WHICH ARE PART OF QUALIFIED PLANS” and inserting in lieu
thereof “CERTAIN ANNUITY CONTRACTS .

() AMENDMENTS RELATED TO SECTION 1842 OF THE REFORM ACT.

Effective date.
26 USC 812 note.

26 USC 801 note.
Contracts.

26 USC 7702
note.
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(1) Subsection (c) of section 425 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

“(4) TRANSFERS BETWEEN SPOUSES OR INCIDENT TO DIVORCE.—In
tllazlcaae of any transfer described in subsection (a) of section

“(A) such transfer shall not be treated as a disposition for
purposes of this part, and

“(B) the same tax treatment under this part with respect
to the transferred property shall apply to the transferee as
would have applied to the transferor.”

(2) Paragraph (1) of section 425(c) of the 1986 Code is amended
by striking out “paragraph (2) and (3)” and inserting in lieu
thereof “paragraphs (2), (3), and (4)”.

(3) Effective with respect to transfers after June 21, 1988,
subsection (d) of section 1041 of the 1986 Code is amended—

(A) by striking out “Paragraph (1) of subsection (a)’ and
inserting in lieu thereof “Subsection (a)”, and

(B) by striking out “the spouse” and inserting in lieu
thereof “‘the spouse (or former spouse)”.

(m) AMENDMENTS RELATED TO SECTION 1866 OF THE REFORM ACT.—
26 USC 103 note. (1) Section 1866 of the Reform Act is amended by striking out

“obligation issued to refund” and inserting in lieu thereof
“obligation (or series of obligations) issued to refund”.

(2XA) Paragraph (1) of section 1866 of the Reform Act is
amended to read as follows:

“(1) the average maturity of the issue of which the refunding
obligation is a part does not exceed the average maturity of the
obligations to be refunded by such issue,”.

(B) Section 1866 of the Reform Act is amended by adding at
the end thereof the following new sentence: “For purposes of
paragraph (1), average maturity shall be determined in accord-
ance with subsection (b)}(14)B)i) of such Code.”

(3) Paragraph (4) of section 1866 of the Reform Act is amended
gy striking out “30 days” and inserting in lieu thereof “90

ays”.

(4) Section 1866 of the Reform Act is amended by adding
“aﬁdl: ai;(t.!he end of paragraph l(f’{k)by striking o§t( :)[,))aragraph (3),
and by redesignating paragrap as paragraph (3).

26 USC 103 note. (5) A refunding obligation issued beg)re July 1, 1987, shall be
treated as meeting the requirement of paragraph (1) of section
1866 of the Reform Act if such obligation met the requirement
of such paragraph as enacted by the Reform Act.

(n) AMENDMENTS RELATED TO SECTION 1869 OF THE REFORM ACT.—
26 USC 103 (1) Clause (ii) of section 1869(c)X3XA) of the Reform Act is
note. amended by striking out “pursuant to the exercise of eminent

domain” and inserting in lieu thereof “(by a governmental unit
having the power to exercise eminent domain)”.

(2) Subparagraph (C) of section 1869(c)3) of the Reform Act is
amended by inserting ‘“(or similar issues)”’ after “resulting from
the issue”.

(0) AMENDMENTS RELATED TO SECTION 1875 OF THE REFORM ACT.—

(1) Clause (ii) of section 6230(a}2)(A) of the 1986 Code is
amended by striking out “nonpartnership items” and inserting
in lieu thereof “nonpartnership items (other than by reason of
section 6231(bX1)C))".
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(2) Subsection (g) of section 1246 of the 1986 Code (as redesig-
nated by this Act) is amended by striking out “1248(gX3)” and
inserting in lieu thereof “1248(g)2)".

(3) Subsection (f) of section 6229 of the 1986 Code is amended Contracts.
by adding at the end thereof the following new sentence: ‘“The
period described in the preceding sentence (including any exten-
sion period under this sentence) may be extended with respect
to any partner by agreement entered into by the Secretary and
such partner.”

(p) AMENDMENT RELATED TO SECTION 1878 OF THE REFORM ACT.—
Paragraph (1) of section 852(e) of the 1986 Code is amended by
strik(in)%zt;ut “subsection (a)8)" and inserting in lieu thereof “subsec-
tion (a)2)”.

() AMENDMENTS RELATED TO SECTION 1879 OF THE REFORM ACT.—

(1) Subclause (II) of section 28(bX2)AXii) of the 1986 Code is
amended to read as follows:

“(I1) before the date on which an application
with respect to such drug is approved under section
505(b) or 507 of such Act or, if the drug is a
biological product, before the date on which a li-
cense for such is issued under section 351 of
the Public Health Service Act; and”.

(2) The last sentence of section 1361(d)3) of the 1986 Code is
amended by striking out “treated as a separate trust under
section 663(c)” and inserting in lieu thereof “within the mean-
ing of section 663(c)”.

(3) Subsection (p) of section 1879 of the Reform Act is 26 USC 83 note.
amended—

(A) by striking out “Subsection (a)” in paragraph (2) and
inserting ‘“Paragraph (1)”, and

(B) by striking out “subsection (a)”’ each place it appears
in paragraphs (2) and (3) and inserting in lieu thereof
“Raragraph (.

(4XA) Subsection (d) of section 1286 of the 1986 Code is
amended to read as follows:

“(d) SpeciaL RULES FOR TAX-EXEMPT OBLIGATIONS.—

“(1) In GeNerAL.—In the case of any tax-exempt obligation (as
]c}:gnegr}n section 1275(a)X3)) from which 1 or more coupons have

n§ —

“(A) the amount of the original issue discount determined
under subsection (a) with respect to any stripped bond or
stripped coupon—

“(i) shall be treated as original issue discount on a
tax-exempt obligation to the extent such discount does
not exceed the tax-exempt portion of such discount, and

‘“(ii) shall be treated as original issue discount on an
obligation which is not a tax-exempt obligation to the
extent such discount exceeds the tax-exempt portion of
such discount,

“(B) subsection (bX1)XA) shall not apply, and

“(C) subsection (bX2) shall be applied by increasing the
basis of the bond or coupon by the sum of—

“(i) the interest accrued but not paid before such
bond or coupon was disposed of (and not previously
reflected in basis), plus

“(i1) the amount included in gross income under
subsection (bX1XB).
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“(2) Tax-exeMpT PORTION.—For purposes of paragraph (1), the
tax-exempt portion of the original issue discount determined
under subsection (a) is the excess of—

“(A) the amount referred to in subsection (a)1), over
“(B) an issue price which would produce a yield to matu-
rity as of the purchase date equal to the lower of—
““(i) the coupon rate of interest on the obligation from
which the coupons were separated, or
“(ii) the yield to maturity (on the basis of the pur-
chase price) of the stripped oblifation or coupon.
The purchaser of any stripped obligation or coupon may
elect to apfply clause (i) by substituting ‘original yield to

maturity of’ for ‘coupon rate of interest on’.”
26 USC 1286 (BXi) Except as provided in clause (ii), the amendment
note. made by subparagraph (A) shall apply to any purchase or

sale after June 10, 1987, of any stripped tax-exempt obliga-
tic?_‘n-)o;-f stripped coupon from such an obligation.
]-1 —_—
(I) any person held any obligation or coupon in
stripped form on June 10, 1987, and
(II) such obligation or coupon was held by such
person on such date for sale in the ordinary course of
such sg‘son's trade or business,
the amendment made by subparagraph (A) shall not apply
to any sale of such obligation or coupon by such person and
shall not apply to any such obligation or coupon while held
by another person who purchased such obligation or coupon
from the person referred to in subclause (I).

() Clause (ii) of section 368(a)2XF) of the 1986 Code is
amended—

(A) by striking out the two parenthetical phrases in the
first sentence, and

(B) b{y adding at the end thereof the followinf new sen-
tence: “For purposes of this clause, a person holding stock
in a regulated investment company, a real estate invest-
ment trust, or an investment company which meets the
requirements of this clause shall, except as provided in
regulations, be treated as holding its proportiunate share of
the assets held by such company or trust.”

(r) AMENDMENTS RELATED TO SECTION 1895 OF THE REFORM ACT.—
42 USC 1395ww (1) Subsection (b) of section 1895 of the Reform Act is amended
and note. by striking out paragraphs (1) and (2).

(2XA) Clause (ii) of section 3121(uX2)B) of the 1986 Code is
amended by striking out “or” at the end of subclause (IV), by
striking out the Period at the end of subclause (V) and inserting
in lieu thereof “, or”, and by inserting after subclause (V) the

following new subclause:
“(VI) by an individual in a position described in
section 1402(cX2XE).”
(B) The amendment made by sub aph (A) shall apply to

services performed after March 31, 1986.
(s) MisCELLANEOUS PROVISIONS.—
(1) Subsection (a) of section 8021 of the 1986 Code is amended
by striking out “6103(d)” and inserting in lieu thereof “6103(f)"".
(2XA) Section 2503 of the 1986 Code is amended by adding at
the end thereof the following new subsection:
“(f) TREATMENT OF CERTAIN LOANS OF ARTWORKS.—
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“(1) IN GENERAL.—For purposes of this subtitle, any loan of a Loans.
qualified work of art 1 not be treated as a transfer (and the
value of such qualified work of art shall be determined as if
such loan had not been made) if—
“(A) such loan is to an organization described in section
501(cX3) and exempt from tax under section 501(c) (other
than a private foundation), and
“(B) the use of such work by such organization is related
to the purpose or function constituting the basis for its
exemption under section 501.
“(2) DeFiNtTIONS.—For purposes of this section—
“(A) QUALIFIED WORK OF ART.—The term ‘qualified work
of art’ means any archaeological, historic, or creative tan-
gible personal property.
“(B) PRIvATE FOUNDATION.—The term ‘private founda-
tion’ has the meaning given such term by section 509,
except that such term shall not include any private operat-
foundation (as defined in section 4942(j)3)).”
(B) The amendment made by subparagraph (A) shall apply to 26 USC 2503
loans after July 31, 196 note.
(3XA) Sub ph (B) of section 1563(d)X1) of the 1986 Code
is amended by striking out “subsection (e)1)” and inserting in
lieu thereof “paragraphs (1), (2}, and (3) of subsection (e)”
(B) The amendment made by sub h (A) shall apply to 26 USC 15638
t:cxtable years beginning after the date of the enactment of this note.

(t) ADDITIONAL AMENDMENTS RELATED TO PENSION PLANS.—
(1) AMENDMENTS RELATED TO SECTION 1826 OF THE REFORM

(A) Sectlon T2(sX7) of the 1986 Code is amended by strik-

mg out “primary annmty and inserting in lieu thereof
“primary annuitant”.

(B) Section 72(q)(2)(B) of the 1986 Code is amended by
striking out the last

©) ion 419A(f)5) of the 1986 Code is amended by
atnkmgt”out “accounts” and inserting in lieu thereof

‘accoun
(D) Section 1826(c) of the Reform Act is amended by 26 USC 72 note.
st.nkmg out “made” and inserting in lieu thereof
commencing”.
2 Amnm’rs RELATED TO SECTION 1851 OF THE REFORM
ACT.—

(A) Section 1851(a) of the Reform Act is amended by 26 USC 419A.

out paragraph (4) thereof.

(B) Subclause (II) of section 512(a)X3XEXii) of the 1986
Code is amended, (i) by striking out “subclause (II)” and
inserting in lieu thereof “‘subclause {I)” and (i) by striking
out the comma at the end thereof and inserting in lieu
thereof a period.

(C) Section 419(a)1) of the 1986 Code is amended by
striking out “subchapter” and inserting in lieu thereof

“chapter”’.

(D) Subparagraph (B) of sactaon 1851(aX3) of the Reform
Act is amended section 505, and section 26 USC 419A
4976(bX1XB)” after * aect:on4 9A”, note.

(3) AMENDMENTS RELATED TO SECTION 1852 OF THE REFORM
ACT.—
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26 USC 401 note.

26 USC 415.

26 USC 401 note.

26 USC 409 note.
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(A) Paragraph (4) of section 1852(a) of the Reform Act is
amended by adding at the end thereof the following new
subparagraph:

‘C) An individual whose required beginning date would,
but for the amendment made by subparagraph (A), occur
after December 31, 1986, but whose required beginning date
after such amendment occurs before January 1, 1987, shall
be treated as if such individual had become a 5-percent
owner during the plan year ending in 1986.”

(B) Section 1855'(11)(23' of the Reform Act is amended by
striking out “section 416(1)” and inserting in lieu thereof
“section 415(1)".

(C) Section 1852(h)1) of the Reform Act is amended by
striking out “Subsection” and inserting in lieu thereof
“Effective for years beginning after December 31, 1985,
subsection”.

(D) Subparagraph (E) of section 408(d)3) of the 1986 Code
is amended by striking out “subparagraph” and inserting
in lieu thereof “paragraph”.

(4) AMENDMENTS RELATED TO SECTION 1854 OF THE REFORM

(A) Section 404(k) of the 1986 Code is amended by striking
out “avoidance” in the 4th sentence and inserting in lieu
thereof “evasion”.

(B) Section 409(h)2) of the 1986 Code (relating to plan
may distribute cash) is amended by striking out “section
409(0)” and inserting in lieu thereof “paragraph (1XB)”.

(C) Subparagraph (C) of section 409(n)3) of the 1986 Code
ideﬁning nonallocation period) is amended to read as fol-

OWS:

ACT.—

“4C) NoNaLLocaTiON PERIOD.—The term ‘nonallocation
period’ means the period beginning on the date of the sale
of the qualified securities and ending on the later of—

“(1) the date which is 10 years after the date of sale,
or

“(ii) the date of the plan allocation attributable to the
final payment of acquisition indebtedness incurred in
connection with such sale.”

(D) Subparagraph (A) of section 1042(cX4) of the 1986 Code
(defining gualiﬁed replacement property) is amended by
i.nserting “(as in effect immediately before the Tax Reform
Act of 1986)"” after “section 954(c)3)"”.

(E) Clause (i) of section 1042(cX4)XB) of the 1986 Code
(relating to operating corporation) is amended by striking
out “placement period” and inserting in lieu thereof
"reI?lacement period”’.

(F) Section 1854(aX3)B) of the Reform Act is amended by
(s‘tlrgﬁ?g)”out “1042(bX3)” and inserting in lieu thereof

(G) Subparagraph (C) of section 1854(a)3) of the Reform
Act is amended to read as follows:

“(CXi) Except as provided in clause (ii), the amendments made

bg this paragraph shall apply to sales of securities after the date
[+)

the enactment of this Act.
“(ii) A taxpayer or executor may elect to have section

1042(bX3) of the Internal Revenue Code of 1954 (as in effect
before the amendment made by subparagraph (B)) apply to sales
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before the date of the enactment of this Act as if such section
included the last sentence of section 409(n)1) of the Internal
Revenue Code of 1986 (as added by sub aph (A)).”

(H) Section 409(e)5) of 1986 e is amended by
striking out “(2) or”.

(5) AMENDMENT RELATED TO SECTION 18756 OF THE REFORM
Act.—Section 1875(cX7TXB) of the Reform Act is amended by 26 USC 404.
striking out “and section 405(c)”.

(6) AMENDMENT RELATED TO SECTION 1879 OF THE REFORM
Act.—Subparagraph (B) of section 125(ck2) of the 1986 Code
(relating to exception for cash and deferred arrangements) is
amended by inserting “‘or rural electric cooPerahve plan (within
the meaning of section 401(k)7))” after “stock bonus plan”.

(7) AMENDMENTS RELATED TO SECTION 1895 OF THE REFORM
ACT.—

(A) Section 106(bX1) of the 1986 Code (relating to excep-
tion for highly compensated individuals where plan fails to
provide certain continuation coverage) is amended—

(i) by striking out “any amount contributed by an
employer” and inse ing in lieu thereof “any employer-
provided coverage”,

(ii) by striking out “to a group” and inserting in lieu
thereof ‘“under a group”.

(B) Section 1895(dX5XA) of the Reform Act is amended by 26 USC 162

out “section 162(kX2)” and inserting in lieu thereof
“section 162(k)5)".

(8) AMENDMENTS RELATED TO SECTION 1898 OF THE REFORM
ACT.—

(A) Subparagraph (G) of section 402(a)6) of the 1986 Code
(relating to treatment of potential future vesting), as added
by section 1898(aX3) of the Reform Act, is redesignated as

su agaragraph .

) Subparagraph (A) of section 411(a)11) of the 1986
Code is amended by striking out “vested” and inserting in
lieu thereof “nonforfeitable”.

(C) Section 402(fX1) of the 1986 Code is amended by
.  out “a eligible” and inserting in lieu thereof “
e

D) Sectmn 1899A of the Reform Act is amended by 26 USC 415.
striking out paragraph (13).
(E) Subparagraph (B) of section 414(pX4) of the 1986 Code
is amended—
(i) by striking out “means earlier of”’ and inserting in
lieu thereof “means the earlier of”’, and
(i1) by striking out “in” each place it appears
(F) Section 414(pX10) of the 1986 Code (rela &g to waiver
of certain distribution requirements) is amen by insert-
ing “, 403(b),” after “section 401”.
(G) Section 414(pX9) of the 1986 Code is amended by Contracts.
adding at the end thereof the following new sentence: “For
purposes of this title, except as provided in regulations, any
distribution from an annuity contract under section 403(b)
pursuant to a qualified domestic relations order shall be
treated in the same manner as a distribution from a plan to
which section 401(a)13) applies.”
(u) ADDITIONAL CLERICAL AMENDMENTS.—
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(1) Paragraph (5) of section 104(b) of the Reform Act is
gﬁ%g?be)q, by striking out “1222(b)” and inserting in lieu thereof

(2) The amendment made by section 122(cX2) of the Reform
Act shall be applied as if it also struck out the comma at the end
of section 274(?3(1)(3) of the 1986 Code.

(3) Clause (i) of section 280F(bX3)B) of the 1986 Code is
amended by striking out “recovery deductions” and inserting in
lieu thereof ‘‘depreciation deductions”.

(4) Subparagraph (A) of section 803(b)X3) of the Reform Act is
amended by inserting closing quotation marks after “section
189)"” and by striking out the closing quotation marks following
“subparagraph (B)”.

(5) Paragraph (1) of section 823(b) of the Reform Act is
amended to read as follows:

“(1) Paragraph (5) of section 461(h), as amended by section
182(51(::)(5), is a.me:;ded by stlll-i(lg)ng ouit;) subparag}x;a 31 (B) and by

esignating subparagrap as subpar i

(6) lﬁ:‘: amendment made by section 1%22&)(2)(8)(&) of the
Reform Act shall be applied as if it struck out “Initial separate
tax’.

(7) The amendment made by section 1122(bX2XC) of the
Reform Act shall be applied as if it did not strike out “the”

(8) Paragraph (2) section T2(qX2) of the 1986 Code is
amended by striking out the period at the end of subparagraph
(D) and inserting in lieu thereof a comma.

(9) Subparagraph (A) of section 417(eX3) of the 1986 Code is
amended by striking out “subclause (II)” and inserting in lieu
thereof “clause (ii)”.

(10) Subparagraph (A) of section 246(cX1) of the 1986 Code is
Emﬁlpd?fi by striking out “Which” and inserting in lieu thereof

'which”.

(11) Subsection (a) of section 164 of the 1986 Code is amended
EjésTtnm out “the GST tax” and inserting in lieu thereof “The

tax”.

(12) Sub, aph (B) of section 1851(a)6) of the Reform Act
is amendes by st-nkm% out “Subsection (b)”’ and inserting in lieu
thereof “Subsection (a)”.

(13XA) Paragraph (1) of section 1878(e) of the Reform Act is
amended by striking out “last sentence of section 514(cX9XB)
(relating to exceptions)” and inserting in lieu thereof “second to
the l;?;))e}?ntence of section 514(cX9XB) (as amended by para-
gra ;

)dl‘:dmhy sggk(ii)gof :ection 1873(:1) of E’hm J&c{.l is
amen: out “is amended” and i ing in lieu
thereof “, and the last sentence of such section, are amended”.

(14) Paragraph (23) of section 501(c) of the 1986 Code is
amended by striking out “any association” and inserting in lieu
thereof “Any association’.

(15) Paragraph (1) of section 501(c) of the 1986 Code is
amended by striking out “any corporation organized” and
inserting in lieu thereof “Any corporation organized”

(16) The table of chapters for subtitle E of the 1986 Code is
amended by inserting “smokeless tobacco,” after “cigarettes,”
in the item relating to chapter 52.

(17) Paragraph (4) of section 3321(c) of the 1986 Code is
amended by adding a period at the end thereof.
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(18) Paragraph (3) of section 521(b) of the Superfund Revenue
Act of 1986 is amended by striking out “Paragraph (1) of section
g%gﬂ: ” and inserting in lieu thereof “Subsection (b) of section

(19) Paragraph (2) of section 5054(a) of the 1986 Code is
amended by adding a period at the end thereof.

(20) Paragraph (3) of section 9507(b) of the 1986 Code is
amended by striking out “Deep Water” each place it appears
and inserting in lieu thereof “Deepwater”.

(21) Subparagraph (I) of section 231(d)3) of the Reform Act is
amended by striking out ‘“‘section 6511(d)(6)” and inserting in
lieu thereof “section 6511(d)4)”.

(22) Subsection (a) of section 1016 of the 1986 Code is amended
by striking out all that follows paragraph (20) and inserting in
lieu thereof the following:

“(21) to the extent provided in section 48(g), in the case of
expenditures with respect to which a credit has been allowed
under section 38;

“(22) for amounts allowed as deductions under section 59(e)
(relating to optional 10-year writeoff of certain tax preferences);

“(23) to the extent provided in section 1059 (relating to reduc-
tion in basis for extraordinary dividends); and

“(24) in the case of qualified replacement property the acquisi-
tion of which resulted under section 1042 in the nonrecognition
of any part of the gain realized on the sale or exchange of any
progrtg, to the extent provided in section 1042(d).”

(23) Paragraph (1) of section 7518(g) of the 1986 Code is
amended by striking out “not qualified withdrawal” and insert-
ing in lieu thereof “not a qualified withdrawal”.

(24) The table of sections for part IV of subchapter P of
chapter 1 of the 1986 Code is amended by striking out the item
relating to section 1254 and inserting in lieu thereof the follow-
ing:

“‘Sec. 1254. Gain from disposition of interest in oil, gas, geothermal, or other

mineral properties.”

(25) Paragraph (1) of section 453(f) of the 1986 Code is
amended by striking out “subsection (g)” and inserting in lieu
thereof “suﬁsect-iona ®".

(26) Paragraph (8) of section 453(f) of the 1986 Code is
amended by striking out “payment to be”’ and inserting in lieu
thereof “anments to be”.

(27) Subparagraph (B) of section 668(b)1) of the Reform Act is
amended by striking out “section 856” and inserting in lieu
thereof ‘“‘section 858",

(28) The second to the last sentence of section 857(b)(3XC) of
the 1986 Code is amended by striking out “such capital loss
such” and inserting in lieu thereof “‘such capital loss shall”.

(29) Subsection (a) of section 669 of the Reform Act is amended
by bﬁ{llk,}ng out “this part” and inserting in lieu thereof “this
subtitle”.

(30) The table of parts for subchapter M of chapter 1 of the
1986 Code is amended by adding at the end thereof the following
new item:

“Part IV. Real estate mortgage investment conduits.”

26 USC 9506.

26 USC 6511.

26 USC 858.

26 USC B56 note.
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(31) Subsection (c) of section 1277 of the 1986 Code is amended
by inserting a closing parenthesis after “section 585(a)X2)”.

(32) The table of parts for subchapter L of chapter 1 of the
1986 Code is amended by striking out the items relating to parts
II, IIT, and IV and inserting in lieu thereof the following:

“Part II. Other insurance
'Paﬂﬂhmofmpﬁ—fmﬁom"
(33) Paragra h (7) of section 6051(a) of the 1986 Code is

amended by ad a comma at the end thereof.
(34) Paragraph (14) of section 1114(b) of the Reform Act is
amended—
(A) by striking out “section 501(cX17)” and inserting in

lleuthereof ‘section 501(cX17XA)”, and
(B) by striking out “dut.lea consists” and inserting in lieu
(35?5:1? “dumﬁc) f secti 3121( X3) of the 1986 Cod
paragrap o on vX3) of the e is
amended by

e striking out “Saving” and inserting in lieu thereof

(3‘élf§angmph (4) of section 6652(k) of the 1986 Code is
amended by out “or section 6678 and inserting in lieu
themof“urpartllo subchapter B of this chapter”.
(37) The table of sections Iof subchapter N of chapter
1 of the 198600deisamended adding at the end thereof the
following new item:
“Sec. 865. Source rules for personal property sales.”

(38) The amendment made by section 1221(bX3XB) of the
Reform Act shall be construed as striking out paragraph (3) of
section 954(e) of the 1986 Code.

(39) The heading of section 861(a)6) of the 1986 Code is
amended strlkmg out "pemonal property” and inserting in
lieu thereof “inventory property”.

(40) Subsection (a) of section 1296 of the 1986 Code is amended
by inserting a comma after “this subpart”.

(41) Subsection (b) of section 7703 of the 1986 Code is amended

by striking out “section 151(e)3)”’ and inserting in lieu thereof
"aectlon 151(cX3)”.

(42) Pamgraph (3) of section 1404(c) of the Reform Act is
amended by striking out “section 6601” and inserting in lieu
thereof “sectaon 6601(b)"".

(43) Subaectlon (a) of sect,lon 2611 of the 1986 Code is amended
by striking out “mean” and inserting in lieu thereof “means”

(44) Subparagraph (D) of section 3406(h)5) of the 1986 Code i is
amended by adding a period at the end thereof.

(45) The table of sections for part III of subchapter C of
chapter 76 of the 1986 Code is amended by adding at the end
thereof the following new item:

“Sec. T475. Practice fee.”

(46) The paragraph added to section 1276(b) of the 1986 Code
by section 1803(a)X13)AXiii) of the Reform Act is amended—
(A) by inserting “(3)” before “SpeciaL” in the paragraph

(B) by m?iertmg a 1 em dash after “PAYMENTS.” in the
, an
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(C) by adding a period at the end thereof.

(47) Subparagraph (C) of section 809(d)4) of the 1986 Code is
amended by striking out “the Secretary—" and inserting in lieu
thereof “The Secretary—"".

(48) Subsection (f) of section 7872 of the 1986 Code is amended
by redesignating the paragraph (11) added by section 1854 of the
Reform Act as paragraph (12).

(49) Paragraph (5) of section 7611(i) of the 1986 Code is
a::i:lendecll by striking out “the title” and inserting in lieu thereof
“this title”.

(50) Section 13303(a) of Public Law 99-272 is amended (in the
matter proposed to be inserted in section 3306(c) of the Internal
Revenue Code of 1954), effective as of the date of its enactment, 26 USC 3306
by inserting a comma immediately after “1988”. note.

(51) Subsection (f) of section 6511 of the 1986 Code is
PRRNTRD by steikiing out “hiaptes 8 T the et whid tsestin

out “c r in the text and inserting
in lieu ghereof “section 491%, chapter 42,”, and
(B) by striking out “CerTaiN CHAPTER 43 TAxEs” in the
%ubaection heading and inserting in lieu thereof “SiMiLAR
AXES".

(52) Section 2503(e)2)B) of the 1986 Code is amended by
zltnk.éxig(g;.,l’t “gection 213(e)”’ and inserting in lieu thereof “sec-

on A

SEC. 1019. EFFECTIVE DATE. 26 USC 1 note.

(a) GENERAL RULE.—Except as otherwise g.rovided in this title, any
amendment made by this title shall take effect as if included in the
provision of the Reform Act to which such amendment relates.

(b) Waiver oF EstimaTED TAx PeENALTIES.—No addition to tax
shall be made under section 6654 or 6655 of the 1986 Code for any
period before April 16, 1989 (March 16, 1989 in the case of a
taxpayer subject to section 6655 of the 1986 Code) with respect to
any underpayment to the extent such underpaﬁ'ment was created or
increased by any provision of this title or title II.

TITLE II—-AMENDMENTS RELATED TO
TAX PROVISIONS IN OTHER LEGISLA-
TION

SEC. 2001. AMENDMENTS RELATED TO SUPERFUND REVENUE ACT OF 1986.

(a) AMENDMENTS RELATED T0 SECTION 513 OF THE ACT.—
(1) Subsection (e) of section 4662 of the 1986 Code is amended
by r:g:mgnatms ﬁg)strgplflo](f) as paragraph (4) al?d by insert-
r paragrap e following new paragraph:
mﬁ(:i) REFUNDS DIRECTLY TO EXPORTER.—The Sgcretary shall
provide, in tions, the circumstances under which a credit
or refund (without interest) of the tax under section 4661 shall
be allowed or made to the person who exported the taxable
chemical or taxable substance, where—
“(A) the person who paid the tax waives his claim to the
amount of such credit or refund, and
“(B) the person exporting the taxable chemical or taxable
substance provides such information as the Secretary may
require in such regulations.”

Regulations.
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(2) Subparagraph (A) of section 4662(bX10) of the 1986 Code is
amended by stri Jout “a mixture of” and inserting in lieu
thereof “one or more”.

(b) AMENDMENTS RELATED TO SECTION 515 OF THE ACT.—

(1) Sub ph (B) of section 4672(aX2) of the 1986 Code is
amended by inserting “(or more than 50 percent of the value)”
after “more than 50 percent of the weight”.

(2) Paragraph (2) of section 4672(a) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

Imports. “If an importer or exporter of any substance requests that the
Exports. Secretary determine whether such substance be listed as a
taxable substance unﬁl;ﬁaragmph (1) or be removed from such
hstmg the Secretary make such determination within 180

ys after the date the request was filed.”

(3) th (4) of section 4672(a) of such Code is amended to
o n

read as s

“(4) MooiFicaTions TO LIST.—The Secretary shall add to the
list under paragraph (3) substances which meet either the
weight or value tests of pamﬁ:-:l!lnh (2XB) and may remove from
such list only su meet neither of such tests.”

(c) AMENDMENTS RELATED TO SECTION 516 OF THE ACT.—

(1) Section 59A of the 1986 Code (relating to environmental
tax) is amended nmf redesignating subsections (c) and (d) as
subsections (d) (e), respectively, and by inserting after
subsection (b) the following new subsection:

*(c) ExceprioN ror RIC'S anp REIT's.—The tax imposed by
subsection (a) shall not apply to—

“(1) a regulated investment company to which part I of
subchapter M applies, and

‘“2) a real estate investment trust to which part II of sub-

2pterM applies.”
h (1) ofsectmn 882{&) of the 1986 Code is amended
by msertmg A,” after “

(3XA) Subparagraph (B) of section 56(fX2) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “No adjustment shall be made under this subparagraph
for the tax imposed by section 59A."

(B) Paragraph (2) of section 59A(b) of the 1986 Code is

amended by inserting “(and the last sentence of section
56(EX(2XB))”’ gefore the period at the end thereof.
(d) AMENDMENTS RELATED TO SECTION 521 OF THE ACT.—
26 USC 4041 (1XA) The amendments made by subsections (bX3) and (dX17)
note. of section 10502 of the Revenue Act of 1987 shall be treated as if

included in the amendments made by section 521 of the
Superfund Revenue Act of 1986 except that the last sentence of
paragraphs (2) and (3) of section 4041(d) of the Internal Revenue
Code of 1986 (as amended by such subsection (bX3)) and the
reference to section 4091 of such Code in section 9508(cX2XA) of
such Code (as amended by such subsection (dX1)) shall not apply
to sales before April 1, 1988.

(B) Paragraph (2) of section 6416(b) of the 1986 Code is
amended by striking out “(or under paragraph (1XA) or (2XA) of
section 4041(a) or under paragraph (1XA) or (2XA) of section
4041(d) or under section 4051)” and inserting in lieu thereof “(or
under subsection (a) or (d) of section 4041 in respect of sales or
under section 4051)”.
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2 Pamgraph (8) of section 4041(c) of the 1986 Code is
amended by striking out “the rate at which” and inserting in
lieu thereof “the Highway Trust Fund financing rate at which”.

(3XA) Subparagraph (A) of section 4041(bX1) of the 1986 Code
is amended by striking out “subsection (a)” and inserting in lieu

thereof “subsection (a) or (dX1)".

(B) Subparagraph (B) of section 4041(b)(1) of the 1986 Code is
amended by inserting before the period “and by the correspond-
ing provision of subsection (dX1)"”.

(C) Subsection (b) ofsectlonh '3) 4041 of the 1986 Code is amended
by striking out paragraph (3).

(D) Subparagraph (A) of section 4041(b)X2) of the 1986 Code is
amended to read as follows:

““(A) IN GENERAL.—In the case of any qualified methanol
or ethanol fuel—
“(i) subsection (a)X2) shall be applied by substituting
‘3 cents’ for ‘9 cents’, and o
“(ii) subsection (d)X1) shall be applied by substituting
‘0.05 cent’ for ‘0.1 cent’ with respect to the sales and
uses to which clause (i) applies.”

(E) Subsection (f) of section 6421 of the 1986 Code is amended
by striking out all that follows paragraph (1) and inserting in
lieu thereof the following new paragraphs:

“(2) GAsSOLINE USED IN AVIATION.—This section shall not apply
in respect of gasoline which is used as a fuel in an aircraft—

“(A) in noncommercial aviation (as defined in section
4041(cX4)), or

“(B) in aviation which is not noncommercial aviation (as
so defined) with respect to the tax imposed by section 4081
at the Leaking Underground Storage Tank Trust Fund
financing rate.

“(3) LEAKING UNDERGROUND STORAGE TANK TRUST FUND TAX
ON GASOLINE USED IN TRAINS.—This section shall not apply with
respect to the tax imposed by section 4081 at the Leaking
UndergroundStorageTa.nkTrustthdﬁnancmgrat.eongaso-
line used as a fuel in a train.”

(F) The second sentence of section 6421(a) of the 1986 Code is
amended by striking out “paragraph (3) of subsection (e)” and
inserting in lieu thereof “paragraph (2) of subsection (f)".

(4XA) Paragraph (1) of section 1703(f) of the Reform Act
(relating to floor stock taxes) is amended b y striking out “9 26 USC 4081
cents” and i in lieu thereof “9.1 cents”. Hole,

(B) Paragraph (4) of section 1703(f) of the Reform Act is
amended to read as follows:

“(4) TRANSFER OF FLOOR STOCK TAX REVENUES TO TRUST

FUNDS.—For pmﬁ.uofdetermmngtheamountmmfen'edm
any trust fund, méxned by this section shall be treated
a;slmpoaedby 1 of the Internal Revenue Code of

“(A) at the Highway Trust Fund financing rate under
suchaechontothsextentof!)mnhsper on, and
“(B)attheLealungUnde und rage Tank Trust
ﬁnancmgrateunder section to the extent of 0.1
cent per gallon.”
(6XA) Paragraph (1) of section 4081(c) of the 1986 Code, as
by section 1703 of the Reform Act, is amended by
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inserting “‘and by substituting ‘% cent’ for ‘0.1 cent’ ”’ before “in
the case of the removal”.

(B) The last sentence of section 4081(cX2) of the 1986 Code, as
amended by such section 1703, is amended by striking out “5%
cents a gallon” and msertmg in lieu thereof “reduced by the
amount of tax imposed (and not credited or refunded) on any
prior removal or sale of such fuel”.

(6XA) Paragraph (1) of section 4091(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence:

“In the case of a sale described in subparagraph (B), the Leaking
Underground Storage Tank Trust Fund financing rate shall be
Y% cent per gallon.”

(B) Paragraph (4) of section 4091(b) of the 1986 Code is
amended by inserting “except as provided in subsection (c),”
after “paragraph (1),”.

(C) The last sentence of section 4091(cX2) of the 1986 Code is
amended by striking out “5 cents a gallon” and inserting in lieu
thereof “reduced by the amount of tax imposed (and not cred-
ited or refunded) on any prior sale of such fuel”.

(D) The amendments made by this paragraph shall take effect
as if included in the amendments made by section 10502 of the
Revenue Act of 1987.

(TXA) The amendment made by section 10502(cX4) of the
Revenue Act of 1987 shall be treated as if included in the
amendments made by section 1703 of the Reform Act except
that references to section 4091 of the Internal Revenue Code of
1986 shall not apply to sales before April 1, 1988.

(B) E:d};paragraph (A) of section 6427(fX1) of the 1986 Code is
amen e

(i) by striking out “regular Highway Trust Fund financ-
ing rate” each place it appears and inserting in lieu thereof
“regular tax rate”, and

(ii) by striking out “incentive Highway Trust Fund
financing rate” and inserting in lieu thereof “incentive tax
rate”.

(C) Subparagraph (B) of section 6427(gX1) of the 1986 Code is
amended to read as follows:

“(B) DerFintTiONs.—For purposes of sub ph (A)—
“(i) REGULAR TAX RATE.—The term * tax rate’
means—

“(I) in the case of gasoline, the aggregate rate of
tax imposed by section 4081 determined without
reg‘ard to subsection (c) thereof, and

‘(ID in the case of diesel fuel, the aggregate rate
of tax imposed by section 4091 on such fuel deter-
mined without regard to subsection (c) thereof.

"(u} INCENTIVE TAX RATE.—The term ‘incentive tax
ratema) the f gasoline, the aggregate rate of

“a) in case 0! e, rate o
tax 1mpoaed by section 4081 with respect to fuel

EuLectlon (cX1) thereof, and

“(mmthecaseofdleaelﬁxel the aggregate rate
of tax imposed by section 4091 with respect to fuel
described in subsection (cX1XB) thereof.’

(D) Paragraph (2) of section 6427(1) of the 1986 Code is
amended by inserting “under section 4041” after “‘exempt’.
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(E) The amendments made by this paragraph shall take effect Effective date.
as if included in the amendments made by section 10502 of the 26 USC 6427
Revenue Act of 1987. note.
(e) ErrecTivE DATE.—Except as otherwise provided in this section, 26 USC 56 note.
the amendments made by this section shall take effect as if included
inlthe provision of the Superfund Revenue Act of 1986 to which it
relates.

SEC. 2002. AMENDMENTS RELATED TO HARBOR MAINTENANCE REVENUE
ACT OF 1986.

(a) ORDER OF ENACTMENTS.—

(1) For purposes of section 4042 of the 1986 Code, the 26 USC 4042
amendment made by section 521(a)(3) of the Superfund Revenue note.
Act of 1986 shall be treated as enacted after the amendment
made by section 1404(a) of the Harbor Maintenance Revenue
Act of 1986.

(2) Paragraph (2) of section 4042(b) of the 1986 Code is
amended to read as follows:

“(2) Rates.—For purposes of paragraph (1)—

“(A) The Inland Waterways Trust Fund financing rate is
the rate determined in accordance with the following table:

The tax per

If the use occurs: gallon is:
Before 1990 10 cents
During 1990 11 cents
During 1991 13 cents
During 1992 15 cents
During 1993 17 cents
During 1994 19 cents
After 1994 20 cents.

“(B) The Leaking Underground Storage Tank Trust Fund

financing rate is 0.1 cent per gallon.”
(b) CARGO TRANSPORTED BETWEEN Possessions, Erc.—Subpara-
graph (B) of section 4462(b)1) of the 1986 Code is amended to read as

follows:
“(B) cargo loaded on a vessel in Alaska, Hawaii, or any
possession of the United States for transportation to the
United States mainland, Alaska, Hawaii, or such a posses-
sion for ultimate use or consumption in the United States
mainland, Alaska, Hawaii, or such a possession,”.
(c) DELAY IN DuE DATE For Stupny oF CARGO DiversioN.—Section
1407 of the Harbor Maintenance Revenue Act of 1986 is amended by 26 USC 4461
striking out “1 year from the date of the enactment of this Act” and note.
inserting in lieu thereof “December 1, 1988".
(d) ErFEcTIVE DATE.—The amendments made by this section shall 26 USC 4042
take effect as if included in the provision of the Harbor Maintenance note.
Revenue Act of 1986 to which it relates.

SEC. 2003. AMENDMENTS RELATED TO OMNIBUS BUDGET RECONCILI-
ATION ACT OF 1986.

(a) AMENDMENT RELATED TO SECTION 1011 OF THE ACT.—

(1) Subparagraph (B) of section 501(cX12) of the 1986 Code is
amended by striking out “or” at the end of clause (ii), by
striking out the period at the end of clause (iii), and inserting in
lieu thereof “, or”, and by adding at the end thereof the
following new clause:
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“(iv) from the prepayment of a loan under section
306A, 306B, or 311 of the Rural Electrification Act of
1936 (as in effect on January 1, 1987).”

(2) Subparagraph (C) of section 501(cX12) of the 1986 Code is
amended to read as follows:

“(C) In the case of a mutual or cooperative electric com-
pany, subparagraph (A) shall be applied without taking into
account any income received or accrued—

“(i) from qualified pole rentals, or

“(i1) from the prepayment of a loan under section
306A, 306B, or 311 of the Rural Electrification Act of
1936 (as in effect on January 1, 1987).”

26 USC 501 note. (3) The amendments made by this subsection shall apply to
taxable years ending after the date of the enactment of the
Omnibus Budget Reconciliation Act of 1986.

(b) AMENDMENTS RELATED TO SECTION 8011 OF THE ACT.—

(1) The following provisions of the 1986 Code are each
amended by striking out “the 14th datﬁ after the date on which”
and inserting in lieu thereof “the 14th day after the last day of
the semimonthly period during which”:

(A) Subparagm hs (A) and (B) of section 5061(d)2).
(B) Paragraph (3) of section 5061(d).

(C) Clauses (i) and (ii) of section 5703(b)X2)XB).

(D) Subparagraph (C) of section 5703(bX2).

Effective date. (2) The amendments made by paragraph (1) shall take effect
26 USC 5061 as if included in the amendments made by section 8011 of the
note. Omnibus Budget Reconciliation Act of 1986.

(c) AMENDMENT RELATED TO SECTION 8041 OF THE ACT.—
(1) In GENERAL.—Paragraph (3) of section 901(j) of the 1986
Code is amended—
(A) by striking out ‘“‘Section 275” and inserting in lieu
thereof “Sect:ons 275 and 78”, and

(B) by inserting “, Erc.” after “DepucrioN” in the para-
graph heading.
26 USC 901 note. (2) EFFecTIVE DATE—The amendments made by paragraph (1)

shall take effect on January 1, 1987.
(d) AMENDMENT RELATED T0 SECTION 9002 OF THE AcT.—Para-
graph (3) of section 3509(d) of the 1986 Code is amended by striking
an;ﬂ‘}isubeectlon (dX3)” and inserting in lieu thereof “subeectxon

SEC. 2004. AMENDMENTS RELATED TO THE REVENUE ACT OF 1987.

(a) AMENDMENT RELATED TO SEcTION 10101 OF THE AcT.—Section
26 USC 21 note.  10101(b) of the Revenue Act of 1987 is amended to read as follows:
“(b) EFFECTIVE DATE.—

“(1) In ceNnErRAL—The amendment made by subsection (a)
shall apply to expenses paid in taxable years beginning after
December 31, 1987.

“2) SPECIAL RULE FOR CAFETERIA PLANS.—For purposes of
section 125 of the Internal Revenue Code of 1986, a plan shall
notbetmatedasfaﬂmgtobeacafetemplansole because
under the plan a participant elected before January 1 1988, to
receive reimbursement under the plan for dependent care
assistance for periods after December 31, 1987, and such assist-
ance included reimbursement for expenses at a camp where the

dependent stays overnight.”
(b) AMENDMENTS RELATED TO SECTION 10102 OF THE ACT.—
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(1) Subeechon (h) of section 163 of the 1986 Code is amended

otparagra ph (6) as ph (5).
(2) Clause (u) section 56(b)1XC) of the 1986 Code is amended
by ng out “163(hX6)" and inserting in lieu thereof

“163(h)5)".
(3) Paragraph (1) of section 56(e) of the 1986 Code is

amended—
(A) by striking out “substantiall rehabilitati ' and
inserting in lieu thereof “substantially imp ', and

(B) by striking out “or is paid” in subparagraph (A).
(c) AMENDMENT RELATED TO SECcTION 10103. —Pamgraph (1) of
section 10103(a) of the Revenue Act of 1987 is amended by inserting 26 USC 219 note.
“in a plan established for its employees by the United St.atee” after
“participant”.
(d AMENDMENTS RELATED T0 SECTION 10202 OF THE ACT.—

(1) Subparagraph (A) of section 453(1X1) of the 1986 Code, is
amended by stri out “disposes of personal property” and
msertlt;lg)e in lieu thereof “disposes of personal property of the
same

2 Section 453A of the 1986 Code is amended by adding at the
end thereof the foll new subsection:

“(e) RecuLATIONS.—The tary shall prescribe such regula-
tions as may be necessary to carry out the purposes of this section,
including regulations—

“(1) disallowing the use of the installment method in whole or
in part for transactions in which the rules of this section
otherwise would be avoided through the use of related persons,
pass-thru entities, or intermediaries, and

“(2) providing that the sale of an interest in a partnership or
other pass-thru entity will be treated as a sale of the propor-
tionate share of the assets of the partnership or other entity.”

(3) Paragr?h (3) of section 10202(e) of the Revenue Act of
1987 is amended by adding at the end thereof the following new 26 USC 453 note.
subparagraph

“(C) CERTAIN DISPOSITIONS DEEMED MADE ON 1ST DAY OF
TAXABLE YEAR.—If the taxpayer makes an election under

subparagraph (A), in the case of the taxpayer’s 1st taxable
year ending after December 31, 1986—

“(i) dispositions after August 16, 1986, and before the
1st day of such taxable year shall be treated as made on
such 1st day, an

“(ii) subsections (b)2XB) and (cX4) of section 453A of
such Code shall be applied separately with res to
such dispositions by substituting for ‘$5,000,000’ the
amount which bears the same ratio to $5,000,000 as the
number of days after August 16, 1986, and before such
1st day bears to 365.”

(4) Paragraph (2) of section 10202(e) of the Revenue Act of
1987 is amenhed by adding at the end thereof the following new

sub -
"?% Exn'mm RULES MADE APPLICABLE.—For purposes of
aph, rules similar to the rules of hs (4)
and (5) o Bectlon 812(c) of the Tax Reform of 1986 (as
added by the Technical and Miscellaneous Revenue Act of
1988) shall apply.”
(5) Subsection (k) of section 453 of the 1986 Code is amended
by striking out “and section 453A".
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(6) Subparagraph (A) of section 10202(e)2) of the Revenue Act
of 1987 is amended by striking out “section 453A of the Internal
Revenue Code of 1986” and inserting in lieu thereof “section
453(1X1) of the Internal Revenue Code of 1986 as added by this
section”.

(7) Paragraph (2) of section 453A(b) of the 1986 Code is
amended by striking out “for purposes of this paragraph” and
inserting in lieu thereof “for purposes of this paragraph and
subsection (c)4)".

(8) Paragraph (3) of section 453A(b) of the 1986 Code is
amended to read as follows:

“(3) EXCEPTION FOR FARM PROPERTY.—An installment obliga-
tion shall not be treated as described in paragraph (1) if it arises
from the disposition of any property used or produced in the
trade or business of farming (within the meaning of section
2032A(e) (4) or (5).”

(e) AMENDMENTS RELATED TO SECTION 10206 OF THE ACT.—

(1XA) Subsection (a) of section 444 of the 1986 Code is
amended by striking out “‘as provided in subsections (b) and (c)”
and inserting in lieu thereof “as otherwise provided in this
section”.

(B) Paragraph (3) of section 444(d) of the 1986 Code is amended
to read as follows:

“(3) TIERED STRUCTURES, ETC.—

“(A) IN GENERAL.—Except as otherwise provided in this
peragraphe ; ;

‘(i) no election may be under subsection (a) with

resfect to any entity which is part of a tiered structure,

an

“(ii) an election under subsection (a) with respect to
any entity shall be terminated if such entity becomes
part of a tiered structure.

“(B) EXCEPTIONS FOR STRUCTURES CONSISTING OF CERTAIN
ENTITIES WITH SAME TAXABLE YEAR.—Subparagraph (A)
shall not aﬂfly to any tiered structure which consists only
of partnerships or S corporations (or both) all of which have
the same taxable year.”

(C) Subparagraph (B) of section 444(d)X2) of the 1986 Code is
amended by striking out “under subparagraph (A)” and insert-
iggmin lieu thereof “under subparagraph (A) or paragraph
( )".

(2X(A) Section 444 of the 1986 Code is amended by redesignat-
ing subsection (f) as subsection (g) and inserting after subsection
(e) the following new subsection:

“(f) PersoNAL SErvVICE CORPORATION.—For pu of this sec-

tion, the term ‘personal service corporation’ has the meaning given
to such term by section 441(iX2).”

(B) Subsection (f) of section 280H of the 1986 Code is amended
adding at the end thereof the following new paragraph:
“(5) PERSONAL SERVICE CORPORATION.—The term ‘personal
service corporation’ has the meaning given to such term by
section 441(iX2).”

(3) Paragraph (2) of section 280H(f) of the 1986 Code is
amended by striking out “section 296A(bX2)” and inserting in
ii:ﬁ-x%;’reuf “section 269A(bX2) (as modified by section

1 .
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(4XA) Paragraph (2) of section 7519%(b) of the 1986 Code is
e i
paymen A

(B) Subsection (e) of section 7519 of the 1986 Code is amended

at the end thereof the following new paragraph:

“(4) NET REQUIRED PAYMENT BALANCE.—The term ‘net required
payment balance’ means the excess (if any) of—

“(A) the te of the required payments under this

section for preceding applicable election years, over

“(B) the aggregate amount allowable as a refund to the

enhty under subsection (c) for all preceding applicable elec-

5 Suhaectmn (c) of section 7519 of the 1986 Code is amended
to read as follows:
“(c) REFUND OF PAYMENTS.—

“(1) In ceneraL—If, for any applicable election year, the
amount determined under subsection (b)2) exceeds the amount
determined under subsection (b)X1), the entity shall be entitled
toa refund of such excess for such year.

“(2) TERMINATION OF ELECTIONS, ETC.—If—
‘(A) an election under section 444 is terminated effective
m%m# ity 1o liquidated d year, th
* en uring any the entity
shall be entitl toarefl.mdofthenetmqmredpayment

“(3) DATE ON WHICH REFUND PAYABLE.—Any refund under this
ion shall be payable on later of —
“(A) April 15 of the calendar year following—
“(1) in the case of the year referred to in paragraph
(1), the calendar year in which it begins,
“(ii) in the case of the year referred to in paragraph
(2), the calendar year in which it ends, or
“(B) the day 90 da afterthedayonwhxchclmmthere-
for is filed with the
(6) Subsection (E) ocfl section 7519 of the 1983 (;tlxlie tll‘:l aI?ellllded
y striking out “including regulations” an t follows
dnwn through the period at the end thereof and inserting in lieu
“mclu.dmg regulations providing for appropriate adjustments in the
a%pehcahon of this section and sections 280H and 444 in cases
where—
“(1) 2 or more applicable election years begin in the same

Yyear, or
*“(2) the base year is a taxable year of less than 12 months.”
(7) Suhparsgraph (B) of section T51%dX2) of the 1986 Code is
before the period at the end thereof the
followmg- (u.nd corporation shall be treated as an S
E?ﬁ?omtmn for such taxable year for purposes of paragraph

(8) Subsection (d) of section 7519 of the 1986 Code is amended

by adding at the end thereof the following new paragraph:
"(5} TRIA((A) m[n OF Guuxnymm mmwedm — by

2 GENERAL.— ent by a part-

nership shall not be treated as an app e le payment, and

the amount of the net income of the partnership shall be

determ;'ned by not taking such guaranteed payment into

accoun
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“(B) GUARANTEED PAYMENT.—For purposes of subpara-
graph (A), the term ‘guaranteed payment’ means any pay-
ment referred to in section 707(c).”

(9) Paragraph (4) of section 7519(d) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “Notwithstanding the preceding provisions of this para-
graph, for taxable years beginning after 1987, the applicable
percentage for any partnership or S corporation shall be 100
percent if more than 50 percent of such entity’s net income for
the short taxable year which would have resulted if the entity
had not made an election under section 444 would have been
allocated to partners or shareholders who would not have been
entitled to the benefits of section 806(e}2XC) of the Tax Reform
Act of 1986 with respect to such income.”

(10) Subparagraphs (A) and (B) of section 7519(d)2) of the 1986
Code are each amended by striking out “(other than credits)”
and inserting in lieu thereof “(other than credits and tax-
exempt income)”.

(11) Paragraph (4) of section 10206(d) of the Revenue Act of

26 USC 444 note. 1987 is amended by adding at the end thereof the following new
sentence: “The preceding sentence shall apply only in the case
of an election under section 444 of such Code made for a taxable
year beginning before 1989.”

(12) Subparagraph (A) of section 444(dX2) of the 1986 Code is
amended by inserting “or otherwise terminates such election”
before the period at the end of the first sentence thereof.

(13) Paragraph (4) of section 444(b) of the 1986 Code is
amended by striking out ‘“the term” and inserting in lieu
thereof “except as provided in regulations, the term”.

(14XA) Paragraph (4) of section 280H(f) of the 1986 Code is
amended to read as follows:

“(4) ADJUSTED TAXABLE INCOME.—The term ‘adjusted taxable
income’ means taxable income determined without regard to—

“(A) any amount paid to an employee-owner which is
includible in the gross income of such employee-owner, and

“(B) any net operating loss carryover to the extent such
carryover is attributable to amounts described in subpara-
graph (A).”

(B) Subparagraph (A) of section 7519(dX3) of the 1986 Code is
amended by striking out “or incurred”.

© Subsect.mns (cX1XAXi) and (dX1) of section 280H of the 1986
Code are each amended by striking out “or incurred”.

(f) AMeNDMENTS RELATED TO SECTION 10211 OF THE ACT.—

(1) Paragraph (4) of section 7704(e) of the 1986 Code is
amended by striking out “as may be required” and inserting in
lieu thereof “or to pay such amounts as may be required”.

(2) Paragraph (2) of section 10211(c) of the Revenue Act of

26 USC 7704 1987 is amended by adding at the end thereof the following new

note: subparagraph:

“(C) COORDINATION WITH PASSIVE-TYPE INCOME REQUIRE-
MENTS.—In the case of an existing partnership, paragraph
(1) of section 7704(c) of the Internal Revenue Code of 1986
(as added by this section) shall be applied by substituting
for ‘December 31, 1987 the earlier of—

“(i) December 31, 1997, or
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‘(i) the day (if any) as of which such partnership
ceases to be treated as an existing partnership by
reason of subparagraph (B).”

(3) Paragraph (1) of section 7704(c) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “For purposes of the preceding sentence, a partnershi
shall not be treated as being in existence during any peri
before the 1st taxable year in which such partnership (or a
predecessor) was a publicly traded ership.”

(4) Paragraph (1) of section 7704(d) of the 1986 Code is
amended by adding at the end thereof the following new sen-
tence: “For purposes of subpeﬁraph (E), the term ‘mineral or
natural resource’ means any product of a character with respect
to which a deduction for (Lpletion is allowable under section
611; except that such term shall not include any product
described in subparagraph (A) or (B) of section 613(b)(7).

(5) Paragraph (8) of section 7704(d) of the 1986 Code is
amended to read as follows:

“(3) REAL PROPERTY RENT.—The term ‘real property rent’
means amounts which would qualify as rent from real property
under section 856(d) if—

“(A) such section were applied without regard to para-
graph (2)C) thereof (relating to independent contractor
requirements), and

“(B) stock owned, directly or indirectly, by or for a part-
ner would not be considered as owned under section
318(a)3XA) by the partnership unless 5 percent or more (b
value) of the interests in such partnerahip are owned,
directly or indirectly, by or for such partner.’

(g) AMENDMENT RELATED TO SECTION 10212 OF THE ACT.—Subsec-
tion (k) of section 469 of the 1986 Code is amended by adding at the
end thereof the following new paragraph:

“(3) COORDINATION WITH SUBSECTION (g).—For purposes of
subsection (g), a taxpayer shall not be treated as having dis-
posed of his entire interest in an activity of a publicly traded
partnership until he disposes of his entire interest in such
partnership.”

(h) AMENDMENTS RELATED TO SECTION 10214 OF THE ACT.—

1) Sub%aragmph (E) of section 514(cX9) of the 1986 Code is
amended by adding at the end thereof the following new clause:

‘(iii) REGULATIONS.—The Secretary shall prescribe
such regulations as may be necessary to carry out the
purposes of this subparagraph, including regulations
yvhich"may provide for exclusion or segregation of

items.

(2) fel:lmge @) of sectign iﬂc)(ﬁ)(%}) of dthl;e 11236 _Cod?;- is
amen v atnk.m(% out subclause an esignating
subclauses (II) and (II) as subclauses (I) and (ﬁ'}, respectively.

(i) AMENDMENTS RELATED TO SECTION 10221 OF THE ACT.—

1) Paragradph (2) of section 10221(e) of the Revenue Act of
1987 is amended by striking out “amendments made by subsec-
tion (b)” and inserting in lieu thereof “amendments made by
subsection (c)".
hy(ZJ Sul_:sectiotn“(z]c:_f aeczi‘:lig(nx% of ‘tihe 193:6 Code 1'1;5 amtﬁgde(}

stnk.l.giou ion c)4)” and inserting in lieu reo
“section dx4)”. g
(j) AMENDMENTS RELATED TO SECTION 10222 OF THE ACT.—

26 USC 243 note.
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(1XA) Paragraph (1) of section 1503(e) of the 1986 Code is
amended by striking out so much of such paragraph as precedes
subparagraph (A) thereof and inserting in lieu thereof the
following:

“(1) IN ceNeErAL.—Solely for purposes of determining gain or
loss on the disposition of intragroup stock and the amount of
any inclusion by reason of an excess loss account, in determin-
ing the adjustments to the basis of such intragroup stock on
account of the earnings and profits of any member of an affili-
ated group for any consolidated year (and in determining the
amount in such account)—"

(B) Paragraph (2) of section 10222(a) of .the Revenue Act of
1987 is amended by adding at the end thereof the following new
subparagraph:

“(C) TREATMENT OF CERTAIN EXCESS LOSS ACCOUNTS.—

“(1) IN GENERAL.—If—

‘“I) any disposition on or before December 15,
1987, of stock resulted in an inclusion of an excess
loss account (or would have so resulted if the
amendments made by paragraph (1) had applied to
such disposition), and

“(I) there is an unrecaptured amount with
respect to such disposition,

the portion of such unrecaptured amount allocable to
stock disposed of in a disposition to which the amend-
ment made by paragraph (1) applies shall be taken into
account as negative basis. To the extent permitted by
the Secretary of the Treasury or his delegate, the
preceding sentence shall not apply to the extent the
taxpayer elects to reduce its basis in indebtedness of
the corporation with respect to which there would have
been an excess loss account.

“(ii) SpeciAL RULES.—For purposes of this subpara-
graph—

“I) TUNRECAPTURED AMOUNT.—The term
‘unrecaptured amount’ means the amount by
which the inclusion referred to in clause (@i)I)
would have been increased if the amendment made
by paragraph (1) and applied to the disposition.

‘“II) COORDINATION WITH BINDING CONTRACT
EXCEPTION.—A disposition shall be treated as
occurring on or before December 15, 1987, if the
amendment made by paragraph (1) doea not apply
to such disposition by reason of subparagraph (B

(2) Subsection (e) of section 1503 of the 1986 Code is amended
by adding at the end thereof the following new paragraph

“{3) ApyusTMENTS.—Under regulations prescribed by the Sec-
retary, proper adjustments shall be made in the application of
paragraph (1)—

“/(A) in the case of any property acquired by the corpora-
tion before consolidation, for the difference between the
adjusted basis of such property for purposes of computing
taxable income and its adjusted is for purposes of
computing earnings and profits, and

) in the case of any property, for any basis adjustment
under section 48(q).”
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(3XA) Paragraph (2) of section 1503(e) of the 1986 Code is
arrﬁended by adding at the end thereof the following new
su ph:

‘“(C) APPLICATION OF SECTION 312(n) (7) NOT AFFECTED.—
The reference in paragraph (1) to subsection (n) of section
312 shall be treated as not including a reference to para-
graph (7) of such subsection.”

(B) Subsection (e) of section 301 of the 1986 Code (as redesig-
nated by section 106(e)(12) of this Act) is amended by redesignat-
ing paragraph (3) as paragraph (4) and by inserting after para-
graph (2) the following new paragraph:

“(3) APPLICATION OF SECTION 312(n) (7) NOT AFFECTED.—The
reference in paragraph (1) to subsection (n) of section 312 shall
be treated as not including a reference to paragraph (7) of such
subsection.”

(4) Subparagraph (B) of section 10222(b}2) of the Revenue Act
of 1987 is amended to read as follows: 26 USC 301 note.

“(B) ExceEprTioN.—The amendment made by paragraph (1)
shall not apply for purposes of determining gain or loss on
any disposition of stock after December 15, 1987, and before
January 1, 1989, if such disposition is pursuant to a written
binding contract, governmental order, letter of intent or
prelimi ment, or stock ac'c’luisition agreement, in
effect on or before December 15, 1987.”

(k) AMENDMENTS RELATED TO SECTION 10223 OF THE ACT.—

(1) Subparagraph (D) of section 355(b)X2) of the 1986 Code is
amended %‘;ratnkmg out clauses (i) and (ii) and inserting in lieu
thereof the following:

‘(i) was not acquired by any distributee corporation
directly (or through 1 or more corporations, whether
through the distributing corporation or otherwise)
within the period described in subparagraph (B) and
was not acquired by the distributing corporation di-
rectly (or through 1 or more corporations) within such
period, or

“(ii) was so acquired by any such corporation within
such period, but, in each case in which such control was
so acquired, it was so acquired, only by reason of
tmnsacﬁonsinwhicgjajnorlosawasnotreoognjzedin
whole or in part, or only by reason of such transactions
combined w:jth acquisitions before the inning of

such period.

) ggdb?m”h (A é)f :etocionf'a'lM(b)(di):‘eof thed1986 Code is
amen striking out * of 1 member” and inserting in
lieu t.ht=rremty “stock from 1 member”.

(3) Paragraph (2) of section 10223(d) of the Revenue Act of
1987 is sm:ual:lh by adding at the end thereof the following new 26 USC 304 note.

ph:

‘D) TREATMENT OF CERTAIN MEMBERS OF AFFILIATED
RO I F f sub h (A)
i GENERAL.—For purposes of su K
all corporations which were in existe nmge des-
ignated date and were members of the same affiliated
group which included the distributees on such date

aha.lf be treated as 1 distributee.
‘(ii) LIMITATION TO STOCK HELD ON DESIGNATED
DATE.—Clause (i) shall not exempt any distribution
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26 USC 304 note.

from the amendments made by this section if such
distribution is with respect to stock not held by the
distributee (determined without regard to clause (i)) on
the designated date directly or indirectly through a
coc;-lporatlon which goes out of existence in the trans-
action.

“(iii) DEesIGNATED DATE.—For purposes of this
subparagraph, the term ‘designated date’ means the
later of—

‘“I) December 15, 1987, or
‘YII) the date on which the acquisition meetmg
the requirements of subparagraph (A) occurred.”

(4) Subparagraph (B) of section 10223(dX2) of the Revenue Act
of 1987 is amended—

(A) by strikmg out “before January 1, 1993” and inserting
in lieu thereof “on or before March 31, 1988" and
(B) by striking out “before Janu 1 1989, »

(1) AMENDMENT RELATED TO SECTION 10224 OF THE AcT.—Sections
1201(a) and 1561(a) of the 1986 Code, and section 904(b)3)DXii) of the
1986 Code (as amended by section 106(bX2) of this Act), are each
amended by striking out “section 11(b)” and inserting in lieu thereof
“section 11(bX1)".

(m) AMENDMENTS RELATED TO SECTION 10226 OF THE ACT.—

(1XA) Subsection (a) of section 384 of the 1986 Code is
amended to read as follows:

“(a) GENERAL RuLE.—If—

“(1XA) a corporation acquires directly (or through 1 or more
other corporations) control of another corporation, or

“(B) the assets of a corporation are acquired by another
corporation in a reo ization described in subparagraph (A),
(C), or (D) of section 368(a)1), and

“(2) either of such corporations is a gain corporation,

income for any recognition period taxable Bﬂea.r (to the extent attrib-
utable to recognized built-in gains) shall not be offset by any
preacquisition loss (other than a preacquisition loss of the gain
corporation).”

(B) Subsection (c) of section 384 of the 1986 Code is amended
by redesignating paragraph (4) as paragraph (8) and by insert-

ing after paragraph (3) the following new paragraphs:

(4) GAIN CORPORATION.—The term ‘gain eorporataon means

ration with a net unrealized built-in gain.

‘(5) NTROL.—The term ‘control’ means ownership of stock
in a corporation which meets the requirements of section
1504(a)2).

;g'l) TREATMENT OF 5&1:3130?;; ?r SAME GROUP.—Except a(.}s) )p;‘l,]-
vi in regulations and ex or p of subsection
corporations which are members of :Ee same affiliated
immediately before the acquisition date shall be treal 1

ration. To the extent provided in regulations, section 1504
shﬁ be a hed without regard to subsection (b) thereof for

sentence.

3; Tnum'r OF PREDECESSORS AND SUCCESSORS.—Any ref-
erence in this section to a corporation shall include a reference
to any predecessor or successor thereof.”

{C} Paragraph (2) of section 384(c) of the 1986 Code is amended
to read as follows:
““(2) AcqQuisiTioN DATE.—The term ‘acquisition date’ means
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“(A) in any case described in subsection (a)(1XA), the date
on which the acquisition of control occurs, or

“(B) in any case described in subsection (a)}(1XB), the date
of the transfer in the reorganization.”

(D) Paragraph (1) of section 384(c) of the 1986 Code is amended

y striking out “subsection (a)2)” and inserting in lieu thereof

subsectlon (ax1XB)".

(2) Paragraph (2) of section 384(e) of the 1986 Code is amended
by strlkmg out “the ga.m corporation” and inserting in lieu
thereof “a corporation”.

(8) Subsection (b) of section 384 of the 1986 Code is amended to
read as follows:

“(b) ExceprioN WHERE CoRPORATIONS UNDER CoMMON CONTROL.—

“(1) In GENERAL.—Subsection (a) shall not apply to the
preacquisition loss of any corporation 1f such corporation and
the gain corporation were members of the same controlled
group at all times during the 5-year period ending on the
acc!msltlon date.

“(2) ConTROLLED GROUP.—For purposes of this subsection, the
term ‘controlled group’ means a controlled group of corpora-
tions (as defined in section 1563(a)); except that—

“(A) ‘more than 50 percent’ s be substituted for ‘at
least 80 percent’ each place it appears,

“(B) the ownership requirements of section 1563(a) must
be met both with respect to voting power and value, and

“(C) the determination shall be made without regard to
subsection (a)4) of section 1563.

‘/3) SHORTER PERIOD WHERE CORPORATIONS NOT IN EXISTENCE
FOR 5 YEARS.—If either of the corporations referred to in para-
graph (1) was not in existence throughout the 5-year period
referred to in paragraph (1), the period during which such
corporation was in existence (or if both, the shorter of such
periods) shall be substituted for such 5-year iod.”

(4) Section 384 of the 1986 Code is amended by redesignating
subsection (e) as subsection (f) and by inserting after subsection
(d) the following new subsection:

‘“(e) OrDERING RULES FOR NET OPERATING Losses, Erc.—

“(1) Carrvover RULES.—If any preacquisition loss may not
offset a recognized build-in gain by reason of this section, such
gain shall not be taken into account in determining under
section 172(b)2) the amount of such loss which may be carried
to other taxable years. A similar rule shall apply in the case of
:iny %cess credit or net capital loss limited by reason of subsec-

on N

“(2) ORDERING RULE FOR LOSSES CARRIED FROM SAME TAXABLE
YEAR.—In any case in which—

“(A) a preacquisition loss for any taxable year is subject
to limitation under subsection (a), and
“(B) a net operating loss from such taxable year is not
subject to such limitation,
taxable income shall be treated as having been offset 1st by the
loss subject to such limitation.”

(5) In any case where the acquisition date (as defined in 26 USC 384 note,
section 384(c)2) of the 1986 Code as amended by this subsection)
is before March 31, 1988, the acquiring corporation may elect to
have the amendments made by this subsection not apply. Such
an election shall be made in such manner as the Secretary of
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the Treasury or his delegate shall prescribe and shall be made
not later than the later of the due date (including extensions)
for filing the return for the taxable year of the acquiring
corporation in which the acquisition date occurs or the date 120
days after the date of the enactment of this Act. Such an
election, once made, shall be irrevocable.

(n) AMENDMENTS RELATED TO SECTION 10227 OF THE Actr.—Para-

graph (4) of section 1363(d) of the 1986 Code (relating to recapture of
LIFO benefits) is amended by adding at the end thereof the follow-

ing new sul‘)parag'raph:

26 USC 5881
note.

‘D) NOT TREATED AS MEMBER OF AFFILIATED GROUP.—
Except as provided in regulations, the corporation referred
to in paragraph (1) shall not be treated as a member of an
affiliated group with respect to the amount included in
gross income under paragraph (1).”

(o) AMENDMENTS RELATED TO SECTION 10228 OF THE ACT.—

(IXA) Subsection (a) of section 5881 of the 1986 Code is
amended by striking out “‘gain realized by such person on such
receipt” and inserting in lieu thereof “gain or other income of
such person by reason of such receipt”.

(B)i) Subsection (b) of section 5881 of the 1986 Code is
amended by striking out “‘a corporation to directly or indirectly
acquire its stock” and inserting in lieu thereof “‘a corporation (or
any person acting in concert with such corporation) to directly
or indirectly acquire stock of such corporation”.

(ii) The amendment made by clause (i) shall apply to trans-
actions occurring on or after March 31, 1988.

(C) Subsection (d) of section 5881 of the 1986 Code is
amended—

(i) by striking out “the gain” and inserting in lieu thereof
“the gain or other income”’, and

(ii) by striking out “Gain REcogNizEp” in the subsection
headigg and inserting in lieu thereof “AMouNT RECOG-
NIZED".

(2) Section 5881 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(e) ADMINISTRATIVE Provisions.—For purposes of the deficiency

procedures of subtitle F, any tax imposed by this section shall be
treated as a tax imposed by subtitle A.”

(p) AMENDMENTS RELATED TO SECTION 10241 OF THE ACT.—

(1) Paragraph (1) of section 811(d) of the 1986 Code is amended
by striking out “the prevailing State assumed interest rate for
the contract” and inserting in lieu thereof “the greater of the
prevailing State assumed interest rate or applicable Federal
interest rate in effect under section 807 for the contract”.

(2) Paragraph (2) of section 812(b) of the 1986 Code is amended
by striking out the last sentence and inserting in lieu thereof
the following:

“In any case where neither the prevailing State assumed interest
rate nor the applicable Federal interest rate is used, another appro-
priate rate shall be used for pulgoaes of subparagraph (A).”

(g) AMENDMENTS RELATED T0O SECTION 10242 OF THE ACT.—

(1) Subsection (h) of section 816 of the 1986 Code is amended
by striking out “section 842(cX1XA)” and inserting in lieu
thereof “‘section 842(b)2)XB){)”.
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(2XA) Subparagraph (B) of section 842(b)3) of the 1986 Code is
amended by striking out “held for the production of such
income”.

(B) Subparagraph (B) of section 842(b)X4) of the 1986 Code is
amended by striking out “held for the production of investment
income”

3 Subparagraph (d) of section 842 of the 1986 Code is
amended by striking out “and” at the end of paragraph (2), by
striking out the period at the end of paragraph (3) and inserting
in lieu thereof “, and”, and by adding at the end thereof the
following new paragraph.

“(4) which may provide that, in the case of companies taxable
under part II of this subchapter, determinations under subsec-
tion (b) will be made separately for categories of such companies
established in such regulations.”

(r) AMENDMENT RELATED TO SEcTiON 10301 oF THE Acr.—Para-
graph (3) of section 6655(g) of the 1986 Code is amended by striking
the sentence following subparagraph (C) and inserting in lieu
thereof the following:

“In the case of any organization described in subparagraph (A),
subsection (b)X2XA) shall be applied by substituting ‘5th month’
for ‘3rd month’, and subsection (eX2XA) shall be applied by
substituting ‘2 months’ for ‘3 months’ and in clause (iXI), by
substituting ‘4 months’ for ‘6 months’ in clause GXII), by
substituting ‘T months’ for ‘8 months’ in clause (iXIII), and by
substituting ‘10 months’ for ‘11 months’ in clause (i)IV)".

(s) AMENDMENTS RELATED TO SECTION 10502 OF THE ACT.—

(1) Section 4093 of the 1986 Code is amended by redesignating
subsections (d) and (e) as subsections (e) and (f), respectively, and
by inserting after subsection (c) the following new subsection:

“{d) CerTaiN AviaTiON FueL SaLes.—Under regulations pre-
scribed by the Secretary, the Leaking Underground Storage Tank
Trust Fund financing rate under section 4091 shall not apply to
aviation fuel sold for use or used as supPhes for vessels or aircraft
(within the meaning of section 4221(dX3)).”

(2) Subparagraph (B) of section 6427(1X3) of the 1986 Code
(relating to no refund of Leaking Underground Storage Tank
Trust Fund financing tax) is amended by inserting “(except as
supplies for vessels or aircraft within the meaning of section
4221(dX3))” after “aircraft”.

(3) Section 6427 of the 1986 Code is amended by mdemgnatmg
the subsection (p) relating to gasoline used in noncommercial
aviation during period rate reduction in effect and subsection (q)
gl_':ilating to cross references) as subsections (g) and (r), respec-

ively.

(t) AMENDMENTS RELATED TO SECTION 10512 OF THE ACT.—

(1) Section 5276 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(c) ExcepTioN ¥FOR UNITED STATES.—Subsection (a) shall not apply
g:o atxg permit issued to an agency or instrumentality of the United

tates.”

(2) Subsection (a) of section 5113 of the 1986 Code is
amended—

(A) by inserting “taxpaid wine bottling house,” after
“bonded wine cellar,” each place it appears, and
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26 USC 56 note.

29 USC 1082.

(B) by striking out “DisTiLLED Spirrrs PLANTS, BONDED
WiINE CeLLARS, or BREWERIES” in the heading and inserting
in lieu thereof “CoNTROLLED PREMISES" .
(3) Section 5123 of the 1986 Code is amended by redesignating
subsection (c) as subsection (d) and by inserting after subsection
(b) the following new subsection:

“(c) CoorpINATION OF Taxes UNper SectioN 5121.—No tax shall
be im by section 5121(a) with respect to a person’s activities at
any place during a year if such person has paid the tax imposed by
section 5121(b) with respect to such place for such year.”

(4) Section 5113 of the 1986 Code is amended by adding at the
end thereof the following new subsection:

“(g) CoorpINATION OF TaxES UNDER SECTION 5111.—No tax shall
be imposed by section 5111(a) with respect to a person’s activities at
any place during a year if such person has paid the tax imposed by
section 5111(b) with respect to such place for such year.’

(u) EFFecTIVE DATE.—Except as otherwise provided in this section,
any amendment made by this section shall take effect as if included
in the provisions of the Revenue Act of 1987 to which such amend-
ment relates.

SEC. 2005. AMENDMENTS RELATED TO PENSION PROTECTION ACT AND
FULL FUNDING LIMITATIONS.

(a) AMENDMENT RELATED T0 SECTION 9303.—

(1) Section 4972(c) of the 1986 Code is amended by redesignat-
ing paragraph (4) as paragraph (5) and by inserting after para-
graph (3) the following new paragraph:

“(4) SPECIAL RULE FOR SELF-EMPLOYED INDIVIDUALS.—For pur-
poses of paragraph (1), if—

“(A) the amount which is required to be contributed to a
plan under section 412 on be of an individual who is an
employee (within the meaning of section 401(cX1)), exceeds

“(B) the earned income (within the meaning of section
404(a)8)) of such individual derived from the trade or busi-
ness with respect to which such plan is established,

such excess shall be treated as an amount allowable as a
deduction under section 404.”

(2XA) Subparagraph (C) of section 412(1)3) of the 1986 Code is
amended—

(i) by striking out “October 17, 1987" in clause (i) and
inserting in lieu thereof “October 29 1987”, and

(ii) by striking out “October 16, 1987” in clause (iii) and
inserting in lieu thereof “October 28 1987".

(B) Subparagraph (C) of section 302{d)(3) of the Employee
Retirement Income Secunty Act of 1974 is amended—

(i) by striking out “October 17, 1987” in clause (i) and
inserting in lieu thereof “October 29, 1987”, and

(i) by striking out “October 16, 1987” in clause (iii) and
inserting in lieu thereof “October 28, 1987”".

(b) AMENDMENTS RELATED TO SECTION 9307.—

(1) The last sentence of section 404(a)1XD) of the 1986 Code is
amended by striking out “For purposes of this suh ph”
and msert.mg in lieu thereof “For purposes of determining
whether a plan has more than 100 participants”.

@2 Sectlon 404(a)XTXA) of the 1986 Code is amended by adding
at the end thereof the following new sentence: “For pu of
clause (ii), if paragraph (1XD) applies to a defined benefit plan
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for any plan year, the amount necessary to satisfy the minimum
funding standard provided by section 412 with respect to such
plan for such plan year shall not be less than the unfunded
current liability of such plan under section 412(1).”.

(8) Section 404(a)1XD) of the 1986 Code is amended by striking
out "(withoum to any reduction by the credit balance in
the funding account)”.

(c) AMENDMENTS RELATED TO SECTION 9301.—

(1) Section 414(1) of the 1986 Code is amended by adding at the
end thereof the following new paragraph:

“(2) ALLOCATION OF ASSETS IN PLAN SPIN-OFFS, ETC.—

“{A) In GENERAL.—In the case of a plan spin-off of a
defined benefit plan, a trust which forms part of—

“(i) the original plan, or

‘(i) any plan spun off from such plan,
shall not constitute a qualified trust under this section
unless the applicable E}r:entage of excess assets are allo-
cated to each of such plans.

‘“(B) APPLICABLE PERCENTAGE.—For purposes of subpara-
graph (A), the term ‘applicable percentage’ means, with
respect to each of the plans described in clauses (i) and (ii) of
subparagraph (A), tht:}:ementage determined by dividing—

“1) (if any) of—
“d) the amount determined under section
412(cXTXAXi) with respect to the plan, over
“(I) the amount of the assets required to be
a]locatedttlal:lmthe plan la:)ﬂ:gr the spin-off (without
regard to thi gragrap )
“(ii) the sum of the excess amjtrmnt.s determined sepa-
rately under clause (i) for all such plans.

‘“C) Excess assers.—For purposes of subparagraph (A),
the term ‘excess assets’ means an amount equal to the
excess (if any) of—

“(i) the fair market value of the assets of the original
plan immediately before the spin-off, over

“(ii) the amount of assets required to be allocated
after the spin-off to all plans (determined without
regard to this paragraph).

(D) CERTAIN SPUN-OFF PLANS NOT TAKEN INTO ACCOUNT.—

“(i) IN GENERAL.—A plan involved in a spin-off which
is described in clause (ii), (iii), or (iv) shall not be taken
into account for purposes of this paragraph, except that
the amount determined under sub h (CXii)
shall be increased by the amount of assets ted to

“(ug” PLANS TRANSFERRED OUT OF CONTROLLED
GrouPs.—A plan is described in this clause if, after
such spin-off, such plan is maintained by an employer
who is not a member of the same controlled group as
the em maintaining the original plan.

“(iii) TRANSFERRED OUT OF MULTIPLE EMPLOYER
M-g.ﬂ_—Aphnmdeamhedmthmdansehlﬁ?ﬂnarthe
spin-off, any employer maintaining such p. and any
mmhero!ﬂmumemntm]let‘ltg‘l:upasmhem-
ployer) does not maintain any plan remaining
aﬂ:erthes(pm—oﬂ’whichisalaomaintamedbyanother

employer (or member of the same controlled group as
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26 USC 414 note.

29 USC 1082.

26 USC 404 note.

such other employer) which maintained the plan in
existence before the spin-off.

“(iv) TERMINATED PLANS.—A plan is described in this
clause if, pursuant to the transaction involving the
spin-off, the plan is terminated.

‘(v) CoNTROLLED GROUP.—For purposes of this
subparagraph, the term ‘controlled group’ means any
group treated as a single employer under subsection (b),
(c), (m), or (o).

‘“(E) PARAGRAPH NOT TO APPLY 1'0 MULTIEMPLOYER
pLANS.—This paragraph does not apply to any multiem-
ployer plan with respect to any spin-off to the extent that
participants either before or after the spin-off are covered
under a multiemployer plan to which title IV of the
Employee Retirement Income Security Act of 1974 applies.

“(F) APPLICATION TO SIMILAR TRANSACTION.—Except as
provided by the Secretary, rules similar to the rules of this

paragraph shall apply to transactions similar to spin-offs.”

(2) Section 414(1) of the 1986 Code is amended by striking out
the heading and inserting in lieu thereof:

“(1) MERGER AND CONSOLIDATIONS OF PLANS OR TRANSFERS OF PLAN

“(1) IN GENERAL.—".

(3XA) Except as provided in subparagraph (B), the amend-
ments made by this subsection shall apply with respect to
transactions occurring after J uly 26, 1988.

(B) The amendments made b, this subsection shall not apply
to any transaction occurring r July 26, 1988, if on or before
such date the board of directors of the employer, approves such
transaction or the employer took similar binding action.

(d) OTHER PrOVISIONS.—

(1) Subparagraph (C) of section 412(1X3) of the 1986 Code is
amended—

(A) by striking out “October 17, 1987 in clause (i) and
inserting in lieu thereof “October 29, 1987”, and

(B) by striking out “October 16, 1987” in clause (iii) and
inserting in lieu thereof “October 28, 1987".

(2) Subparagraph (B) of section 302(dX3) of the Employee
Retirement Income Secunty Act of 1974 is amended—

(A) by striking out “October 17, 1987” in clause (i) and
inserting in lieu thereof “October 29 1987”, an

(B) by striking out “October 16, 1987” in clause (iii) and
inse in lieu thereof “October 28 1987".

(e) ErFECTIVE DATE.—The amendments made by this section shall
take effect as if included in the amendments made by the provisions
of l the Omnibus Budget Reconciliation Act of 1987 to which it
relates.

SEC. 2006. AMENDMENTS RELATED TO SECTION 9201 OF THE OMNIBUS
BUDGET RECONCILIATION ACT OF 1987.

(a) Subsection (c) of section 4132 of the 1986 Code (relating to
imposition of tax on certain vaccines) is amended by redesignating
paragraphs (1) and (2) as ga.ms‘raphs (3) and (4), respectively, and by
msertmgﬂb:fore paragraph (3) (as so redesignated) the following new

a
“(Fl’} CERTAIN USES TREATED AS SALES.—Any manufacturer,
producer, or importer of a vaccine which uses such vaccine
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before it is sold shall be liable for the tax imposed by section
4131 in the same manner as if such vaccine were sold by such
manufacturer, producer, or importer.
“(2) TREATMENT OF VACCINES SHIPPED TO UNITED STATES POSSES-
mom—Sedaon 4221(aX2) shall not a Pplytoany vaccine shipped
a possession of the United States.’
@)Wn(ﬂﬁm%lﬂ%ﬁlm%mﬁm~
inserting “ ﬂmpnaredo * before “credi
(2) by inserting section or” before “section 9602(b)”.
(c) The amendments made by this section shall take effect as if Effective date.
included in the amendments made by section 9201 of the Omnibus 26 USC 4132
Budget Reconciliation Act of 1987. note.

TITLE III—ADDITIONAL SIMPLIFICATION
AND CLARIFICATION PROVISIONS

Subtitle A—Diesel Fuel Excise Tax Collection
and Exemption Procedures

SEC. 3001. TAX-FREE PURCHASES OF CERTAIN FUELS.

(a) IN GENERAL.—Subsection (c) of section 4093 of the 1986 Code
(relating to exceptions; special rule) is amended to read as follows:
“(c) ExempTiON FOR NONTAXABLE UsEs AND Bus Usgs.—

“(1) In ceNERAL.—No tax shall be imposed by section 4091 on
fuel sold by a producer or importer for use by the purchaser in a
nontaxable use (as defined in section 6427(1(2)) or a use
described in section 6427(b)1).

“(2) EXCEPTIONS.—

“(A) CERTAIN LEAKING UNDERGROUND STORAGE TANK
TRUST FUND TAXES.—In the case of fuel sold for use in—

“(i) a diesel-powered train, and

“(ii) an aircraft,
paragraph (1) shall not apply to so much of the tax imposed
by section 4091 as is attributable to the Leaking Under-
ground Storage Tank Trust Fund financing rate imposed by
such section.

“(B) CerTAIN BUS USES.—Paragraph (1) shall not apply to
so much of the tax imposed by section 4091 as is not
refundable by reason of the application of section
6427(bX2XA).

“(3) REGISTRATION REQUIRED.—Except to the extent provided
E:irﬂthe Secretary, paragraph (1) shall not apply to any sale

ess—

“(A) both the seller and the purchaser are registered
under section 4101, and

‘(B) the purchaser's name, address, and registration
number under such section are provided to the seller.

“(4) INFORMATION REPORTING.—

“(A) RETURNS BY PRODUCERS AND IMPORTERS.—Each pro-
ducer or importer who makes a reduced-tax sale during the
calendar shall make a return (at such time and in such
form as Secretary may by regulations prescribe) show-
ing with respect to each such sale—
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“(i) the name, address, and registration number
under section 4101 of the purchaser,

“(ii) the amount of fuel sold, and

“(iii) such other information as the Secretary may

uire.

“(B) STATEMENTS TO PURCHASERS.—Every person required
to make a return under subparagraph (A) shall furnish to
each purchaser whose name is required to be set forth on
such return a written statement showing the name and
address of the person required to make such return, the
registration number under section 4101 of such person, and
the information required to be shown on the return with
res to such purchaser. The written statement required
under the preceding sentence shall be furnished to the
purchaser on or before January 31 of the year following the
calendar year for which the return under subparagraph (A)
i uired to be made.

“(C) RETURNS BY PURCHASERS.—Each person who uses
during the calendar year fuel purchased in a reduced-tax
sale shall make a return (at such time and in such form as
the Secre may by regulations prescribe) showing—

‘(i) whether such use was a nontaxable use (as de-
fined in section 6427(1X2)) or a use described in section
6427(b)1) and the amount of fuel so used,

“ii) the date of the sale of the fuel so used,

“(iii) the name, address, and registration number
under section 4101 of the seller, and

“(iv) such other information as the Secretary may

uire.

“D) UCED-TAX SALE.—For purposes of this paragraph,
the term ‘reduced tax sale’ means any sale of taxable fuel
on which the amount of tax otherwise required to be paid
under section 4091 is reduced by reason of ph (1)
(other t),han sales described in subsections (a) and (b) of this
section).”

(b) PENALTY FOR FAILING TO PROVIDE INFORMATION.—

(1) Subparagraph (B) of section 6724(dX1) of the 1986 Code
(defining information return) is amended by striking out “‘or” at
the end of clause (ix), by striking out the period at the end of
clause (x) and inserting in lieu thereof “, or”, and by adding at
the end thereof the following new clause:

‘““(xi) subparagraph (A) or (C) of subsection (cX4), or
subsection (d), of section 4093 (relating to information
}Ep&l;t’a’ng with respect to tax on diesel and aviation
uels).

(2) Paragraph (2) of section 6724(d) of the 1986 Code (defining
pagee statement) is amended by striking out “or” at the end of
subparagraph (8S), by stnkmg out the period at the end of

ubparagraph (T) and inserting in lieu thereof “, or”, and by
addmg at the end thereof the following new subparag‘raph
“(U) section 4093(cX4)XB) (relating to certain purchasers of

diesel and aviation fuels).”

(3XA) The text of section 7232 of the 1986 Code is amended by
striking out “or lubncatmf oil” and inserting in lieu thereof
“, lubricating oil, diesel fuel, or aviation fuel”.

(B) The headmg' for section 7232 of the 1986 Code is amended
by striking out “OR LUBRICATING OIL” and inserting in lieu
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thereof “, LUBRICATING OIL, DIESEL FUEL, OR AVIA-
TION FUEL”.
(C) The table of sections for part II of subchapter A of chapter
75 of the 1986 Code is amended by striking out “or lubricating
oil” in the item relating to section 7232 and inserting in lieu
thereof “, lubricating oil, diesel fuel, or aviation fuel”.
(c) EFFECTIVE DATE.— 26 USC 4093
(1) IN GeENErAL.—The amendments made by this section shall note.
take effect on January 1, 1989.
(2) REFUNDS WITH INTEREST FOR PRE-EFFECTIVE DATE PUR-
CHASES.—
(A) IN GENERAL.—In the case of fuel—
du(nqngwm;%h - iod begmfg:; o prﬁd‘:ffﬁorﬁm o S
e peri on April 1, , an
ending on Dezmber 31, 1988,
(i) which is used (before the claim under this Claims.
sub, ph is filed) by any person in a nontaxable
us:l (as defined in section 6427(1X2) of the 1986 Code),
an

(iii) with respect to which a claim is not permitted to Claims.
be filed for any quarter under section (i) of the
1986 Code,

the of the Treasury or the Secretary’s delegate
shall pay (with interest) to such person the amount of tax
imposed on such fuel under section 4091 of the 1986 Code (to
the extent not attributable to amounts described in section
6427(1)(3) of the 1986 Code) if claim therefor is filed not later
than June 30, 1989. Not more than 1 claim may be filed
under the preceding sentence and such claim shall not be
taken into account under section 6427(i) of the 1986 Code.
Any claim for refund filed under this paragraph shall be
considered a claim for refund under section 6427(1) of the
1986 Code.

(B) InTEREST.—The amount of interest payable under
subparagraph (A) shall be determined under section 6611 of

the 1986 Code ex: that the date of the owi ent with
res; to fuel purc during month s| be treated
as being the 1st day of the su ing month. No interest

shall be paid under this paragraph with respect to fuel used
by any agency of the UmPt:dag:a ;

(© ISTRATION PROCEDURES REQUIRED TO BE SPECIFIED.—
Not later than the 30th day after the date of the enactment
of this Act, the Secretary of the Treasury or the Secretary’s
delegate shall prescribe the procedures for oomg‘l;ying with

the requirements of section 4093(c)3) of the 1986 Code (as
added by this section).
SEC. 3002. EXPEDITED REFUND FOR CERTAIN FUELS USED IN NON-
TAXABLE USES.

(a) ExpeprreEp REFUND.—Section 6427(i) of the 1986 Code (relating

to time for filing claims; period covered) is amended by adding at the
end thereof the following new paragraph:

“(4) SPECIAL RULE FOR NONTAXABLE USES OF DIESEL FUEL AND

AVIATION FUEL TAXED UNDER SECTION 4091.—
“(A) IN GeNerRAL.—If at the close of any of the 1st 3 Claims.
quarters of the taxable year of any person, at least $750 is
payable under subsection (1) to such person with respect to
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fuel used during such quarter or any prior quarter during
the taxable year (and for which no other claim has been
filed), a claim may be filed under subsection (1) with respect
to such fuel.

“(B) TIME FOR FILING CLAIM.—No claim filed under this
paragraph shall be allowed unless filed during the 1st
quarter following the last quarter included in the claim.”

(b) ALLOWANCE OoF PAYMENT.—Paragraph (2) of section 6427(k) of
the 1986 Code (relating to income tax credit in lieu of payment), as
amended by title I, is amended by striking out “paragraph (2) or (3)”
and inserting in lieu thereof “paragraph (2), (3), or (4)”.

(c) CONFORMING AMENDMENTS.—

(1) Paragraph (1) of section 6427(i) of the 1986 Code is
amended by striking out “paragraph (2)” and inserting in lieu
thereof “‘paragraphs (2), (3), and (4)".

{2) Paragraph (2XA) of section 6427(i) of the 1986 Code is

ded by striking out “(1),”.
26 USC 6427 (d) Erm(mvn: DaTE.—The amendments made by this section shall
note. apply to fuel used after December 31, 1988.

SEC. 3003. MARINE RETAILERS TREATED AS PRODUCERS.

(a) IN GENERAL.—Subparagraph (B) of section 4092(bX1) of the
1986 Code (relating to certain persons treated as producers) is
amended by striking out the period at the end of clause (ii) and
inserting in lieu thereof “, or” and by adding at the end thereof the
following:

‘(iii) a retailer selling diesel fuel exclusively to pur-
chaselrss as supplies for commercial and noncommercial
vessels.

To the extent provided in regulations, a retailer shall not be
treated as not described in clause (iii) by reason of selling de
minimis amounts of diesel fuel other than as supplies for
commercial and noncommercial vesse!
26 USC 4092 (b) EFFecTIVE DATE.—The amendments made by this section shall
note. apply to sales after December 31, 1988.

Subtitle B—Health Care Continuation Rules

SEC. 3011. FAILURE TO SATISFY CONTINUATION COVERAGE REQUIRE-
MENTS OF GROUP HEALTH PLANS.

(a) IN GENERAL.—Chapter 43 of the 1986 Code (relating to quali-
fied pension, etc., plans) is amended by adding at the end thereof the
following new section:

“SEC. 4980B. FAILURE TO SATISFY CONTINUATION COVERAGE REQUIRE-
MENTS OF GROUP HEALTH PLANS.

‘“(a) GENERAL RULE.—There is hereby imposed a tax on the failure
of a group health plan to meet the requirements of subsection (f)
with respect to any qualified beneficiary.

“(b) AMoUNT OF TAX.—

‘(1) IN GENERAL.—The amount of the tax imposed by subsec-
tion (a) on any failure with respect to a qualified beneficiary
shall be $100 for each day in the noncompliance period with
respect to such failure.
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“(2) NoncomPLIANCE PERIOD.—For purposes of this section,
the term ‘noncompliance period’ means, with respect to any

failure, the period—
“(A) g;nmng on the date such failure first occurs, and
“(B) ending on the earlier of—

“(i) the date such failure is corrected, or

“(ii) the date which is 6 months after the last day in
the period applicable to the qualified beneficiary under
subsection (f2XB) (determined without regard to
clause (iii) thereof).

If a person is liable for tax under subsection (eX1)B) by reason
of suﬁecﬁon (e)2)XB) with respect to any failure, the noncompli-
ance period for such person with respect to such failure shall
not begin before the 45th day after the written request
described in subsection (e)2)XB) is provided to such person.

“(3) MINIMUM TAX FOR NONCOMPLIANCE PERIOD WHERE FAIL-
URE DISCOVERED AFTER NOTICE OF EXAMINATION.—Notwithstand-
ing paragraphs (1) and (2) of subsection (c)—

“(A) Gmmx.—g the case of 1 or more failures with
respect to a qualified beneficiary—

“(i) which are not corrected before the date a notice
of examination of income tax liability is sent to the
employer. and

“(ii) which occurred or continued during the period
under examination,

the amount of tax imposed by subsection (a) by reason of
such failures with res to such beneficiary shall not be
less than the lesser of $2,500 or the amount of tax which
would be hl,:.apoaed by subsection (a) without regard to such

P

‘“(B) HIGHER MINIMUM TAX WHERE VIOLATIONS ARE MORE
THAN DE MINIMIS.—To the extent violations by the employer
(or the plan in the case of a multiemployer Elan) for any
year are more than de minimis, sub; ph (A) shall be
applied by substituting ‘$15,000’ for ‘$2,500" with respect to
the employer (or such plan).

“(c) LiMiTATIONS ON AMOUNT OF TAX.—

“(1) TAX NOT TO APPLY WHERE FAILURE NOT DISCOVERED
EXERCISING REASONABLE DILIGENCE.—No tax shall be imposed by
subsection (a) on any failure during any period for which it is
established to the satisfaction of the Secretary that none of the
persons referred to in subsection (e) knew, or exercising reason-
able diligence would have known, that such failure existed.

“(2) TAx NOT TO APPLY TO FAILURES CORRECTED WITHIN 30
gurs.—No tax shall be imposed by subsection (a) on any failure

““(A) such failure was due to reasonable cause and not to
willful neglect, and
“(B) such failure is corrected during the 30-day period
beginning on the 1st date any of the persons refe: to in
subsection (e) knew, or exercising reasonable diligence
would have known, that such failure existed.
“(3) $100 LIMIT ON AMOUNT OF TAX FOR FAILURES ON ANY DAY
RESPECT TO A QUALIFIED BENEFICIARY.—
“(A) In GENERAL.—Except as provided in subparagraph
(B), the maximum amount of tax imposed by subsection (a)
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on failures on any day during the noncompliance period
with respect to a qualified beneficiary shall be $100.

“(B) SPECIAL RULE WHERE MORE THAN 1 QUALIFIED BENE-
FICIARY.—If there is more than 1 qualified beneﬁmary with
respect to the same qualifying event, the maximum amount
of tax imposed by subsection (a) on a]l failures on any day
during the noncompliance period with respect to such quali-
fied beneficiaries shall be $200.

“(4) OVERALL LIMITATION FOR UNINTENTIONAL FAILURES.—In
the case of failures which are due to reasonable cause and not to
willful neglect—

“(A) SINGLE EMPLOYER PLANS.—

“(@1) IN GENERAL.—In the case of failures with respect
to plans other than multiemployer plans, the tax im-
posed by subsection (a) for failures during the taxable
year of the employer shall not exceed the amount equal
to the lesser of—

“(I) 10 percent of the aggregate amount paid or
incurred by the employer (or predecessor em-
ployer) during the preceding taxable year for group
health plans, or

*“(II) ,000.

“(ii) TAXABLE YEARS IN THE CASE OF CERTAIN CON-
TROLLED GROUPS.—For purposes of this subparagraph, if
not all persons who are treated as a single employer for
purposes of this section have the same taxable year, the
taxable years taken into account shall be determined
litgéller principles similar to the principles of section

“(B) Mmmurwmn PLANS.—

“(i) IN GeNERAL.—In the case of failures with respect
to a multiemployer plan, the tax imposed by subsection
(a) for failures during the taxable year of the trust
forming part of such plan shall not exceed the amount
equal to the lesser of—

“4I) 10 percent of the amount paid or incurred by
such trust during such taxable year to provide
medical care (as defined in section 213(d)) directly
or through insurance, reimbursement, or other-

wise, or

“(1I1) $500,000.
For purposes of the preceding senténce, all plans of
which the same trust forms a part shall be treated as 1

an.

‘/(ii) SPECIAL RULE FOR EMPLOYERS REQUIRED TO PAY
TAX.—If an employer is assessed a tax imposed by
subsection (a) by reason of a failure with respect to a
multiemployer plan, the limit shall be determined
under subparagraph (A) (and not under this subpara-
graph) and as if such plan were not a multiemployer

* 8 SPECIAL RULE FOR PERSONS PROVIDING BENEFITS.—In
the case of a person described in subsection (eX1XB) (and not
subsection (eX1XA)), the aggregate amount of tax imposed
by subsection (a) for failures during a taxable year with
respect to all plans shall not exceed $2,000,000.
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“(5) WAIVER BY SECRETARY.—In the case of a failure which is
due to reasonable cause and not to willful neglect, the Secretary
may waive part or all of the tax imposed by subsection (a) to the
extent that the payment of such tax would be excessive relative
to the failure involved.

“(d) Tax Not To ArpLy To CErRTAIN PLANS.—This section shall not

apply to— g
“(1) any failure of a group health plan to meet the require-
ments of subsection (f) employers maintaining such l1):tlan
normally employed fewer than employees on a typical bus

ness day during the preceding calendar year,
41:Ed)))a.ny governmental plan (within the meaning of section
“(3) any church plan (within the meaning of section 414(e)).
“(e) LiaBILITY FOR TAX.—

“(1) In GENERAL.—Except as otherwise provided in this
subsection, the following shall be liable for the tax imposed by
subsection (a) on a failure:

“(AXi) In the case of a plan other than a multiemployer

plan, the employer

"(n) In the case of a multiemployer plan, the plan.

‘“B) Each person who 13 responsible (other than in a

capacity as an employee) for administering or providing
benefits under the plan and whose act or failure to act
caused (in whole or in part) the failure.

“(2) SPECIAL RULES FOR PERSONS DESCRIBED IN PARAGRAPH
(1) (B) .—

“(A) No LIABILITY UNLESS WRITTEN AGREEMENT.—Except
in the case of liability resulting Erom the apci)llcatmn of
subparagraph (B) of this paragra

para§m£au(B] (and not in su ph (A)) of para-
graph s be liable for the tax imposed by subsection
a) on any failure only if such person assumed (under a
1egnlly enforceable written agreement) responsibility for
the ormance of the act to which the failure relates.

“(B) FAILURE TO COVER QUALIFIED BENEFICIARIES WHERE
CURRENT EMPLOYEES ARE COVERED.—A person shall be
treated as described in paragraph (1)B) with respect to a

beneficiary if—

“() such person provides coverage under a group
health th’;hm for tgny slmﬂ;rlyh situated beneficiary
under plan with respect to whom a qualifying event
has not occurred, and 4 .

“(ii) the—
“m employer or plan administrator, or
‘“(I) in the ualifying event described in
uubpm‘ag'raph © or (E) of subsection (fX3) where
in clause (i) is the plan
admmmtor t.he qualified
submits to wn a written uest that such
person make a to such q bene i the
same coverage which such person provides to ne-
referred to in clause (i).
“f) CoNTINUATION CoVERAGE REQUIREMENTS OF GrOUP HEALTH

"(1) IN GENERAL—A group health plan meets the require-
ments of this subsection only if each qualified beneficiary who
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would lose coverage under the plan as a result of a qualifying
event is entitled to elect, within the election period, continu-
ation coverage under the plan.

“(2) CONTINUATION COVERAGE.—For purposes of paragraph (1),
the term ‘continuation coverage’ means coverage under the
plan which meets the following requirements:

“(A) TYPE OF BENEFIT COVERAGE.—The coverage must
consist of coverage which, as of the time the coverage is
being provided, is identical to the coverage provided under
the plan to similarly situated beneficiaries under the plan
with respect to whom a ?ua!.ifying event has not occurred.
If coverage under the g an is modified for any group of
similarly situated beneficiaries, the coverage s! also be
modified in the same manner for all individuals who are
qualified beneficiaries under the plan pursuant to this
subsection in connection with such group.

“(B) PERIOD OF COVERAGE.—The coverage must extend for
at least the period beginning on the date of the ualif{ing
event and ending not earlier than the earliest of the follow-

i

“(i) MAXIMUM REQUIRED PERIOD.—

‘() GENERAL RULE FOR TERMINATIONS AND RE-
DUCED HOURS.—In the case of a qualifying event
described in paragraph (3)(B), except as provided in
subclause (II), the date which is 18 months after
the date of the qualifying event.

“(II) SPECIAL RULE FOR MULTIPLE QUALIFYING
events.—If a qualifying event (other than a
qualifying event described in paragraph (3)F))
occurs during the 18 months after the date of a

ualifying event described in paragraph (3)B), the
te which is 36 months after the date of the
quahiging event described in paragraph (3)B).

“ SPECIAL RULE FOR CERTAIN BANKRUPTCY
PROCEEDINGS.—In the case of a (}uahfymg event
described in &h (8XF) (relating to bank-
ruptcy proceegﬁ' gsg, e date of the death of the
covered employee or qualified beneficiary (de-
scribed in s ion (gX1XDXiii)), or in the case of
the surviving spouse or dependent children of the
covered employee, 36 months after the date of the
death of the covered employee.

“(IV) GENERAL RULE FOR OTHER QUALIFYING
EVENTS.—In the case of a qualifying event not
described in paragraph (3XB) or (3XF), the date
Whic:l is 36 months ager the date of the qualifying
event,

“(ii) END oF PLAN.—The date on which the employer
ceases to provide any group health plan to any
employee. )

“(iii) FAILURE TO PAY PREMIUM.—The date on which
coverage ceases under the plan by reason of a failure to
make timely payment of any premium required under
the plan with respect to the qualified beneficiary. The
payment of any premium (other than any payment
referred to in the last sentence of subparagrag:h (8))]
shall be considered to be timely if made within 30 days
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after the date due or within such longer period as
applies to or under the plan.

“(iv) GROUP HEALTH PLAN COVERAGE OR MEDICARE
eELiGiBILITY.—The date on which the qualified bene-
ficiary first becomes, after the date of the election—

“(I) covered under any other group health plan
(as an employee or otherwise), or

“(I) in the case of a qualified beneficiary other
than a qualified beneficiary described in subsection
(gX1XD) entitled to benefits under title XVIII of the
Social Security Act.

“(C) Premium REQUIREMENTS.—The plan may require
payment of a premium for any period of continuation cov-
erage, except that such premium—

“(i) shall not exceed 102 dpercent of the applicable
premium for such period, an

“(ii) may, at the election of the payor, be made in
monthly installments.

If an election is made after the qualifying event, the plan
shall permit payment for continuation coverage during the
period p ing the election to be made within 45 days of
the date of the election.

“(D) No REQUIREMENT OF INSURABILITY.—The coverage
may not be conditioned upon, or discriminate on the basis
of lack of, evidence of insurability.

“(E) ConversioN oPTION.—In the case of a qualified bene-
ficiary whose period of continuation coverage expires under
subparagraph (BXi), the plan must, during the 180-day
Fenod ending on such expiration date, provide to the quali-

ied beneficiary the option of enrollment under a conver-
sion health plan otherwise generally available under the

lan.

"(5 QuALIFYING EVENT.—For purposes of this subsection, the
term ‘qualifying event’ means, with respect to any covered
employee, any of the following events which, but for the
continuation coverage required under this subsection, would
result in the loss of coverage of a qualified beneficiary—

“(A) The death of the covered employee.

“(B) The termination (other than by reason of such
employee’s gross misconduct), or reduction of hours, of the
covered employee’s employment.

“(C) The divorce or legal separation of the covered
employee from the employee’s spouse.

“(D) The covered employee becoming entitled to benefits
under title XVIII of the Social Security Act.

“(E) A dependent child ceasing to be a dependent child
under the generally applicable requirements of the plan.

“(F) A proceeding in a case under title 11, United States
Code, commencing on or after July 1, 1986, with respect to
the employer from whose employment the covered
employee retired at any time.

In the case of an event described in subparagraph (F), a loss of
coverage includes a substantial elimination of coverage with
reafect to a qualified beneficiary described in subsection
(gX1XD) within one year before or after the date of commence-
ment of the proceeding.

“(4) AppLICABLE PREMIUM.—For purposes of this subsection—
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“(A) INn GENERAL.—The term ‘applicable premium’ means,
with respect to any period of continuation coverage of
qualified beneficiaries, the cost to the plan for such period
of the coverage for similarly mtuatex beneficiaries with
respect to whom a qualifying event has not occurred (with-
out regard to whether such cost is paid by the employer or
employee)

(B) SPECIAL RULE FOR SELF-INSURED PLANS.—To the
extent that a plan is a self-insured plan—

“() IN GENERAL.—Except as provided in clause (i),
the applicable premium for any period of continuation
coverage of qualified beneficiaries shall be equal to a
reasonable estimate of the cost of providing coverage
roll:.i ;uch period for similarly situated beneficiaries
which—

“(I) is determined on an actuarial basis, and

“(II) takes into account such factors as the Sec-
retary may prescribe in regulations.

“(ii) DETERMINATION ON BASIS OF PAST cosT.—If a plan
administrator elects to have this clause apply, the ap-
plicable premium for any period of continuation cov-
erage of ualified beneficiaries shall be equal to—

the cost to the plan for similarly situated
beneficiaries for the same period occurring during
the preceding determination period under subpara-
graph (C), adjusted by .

“(II) the percentage increase or decrease in the
implicit price deflator of the gross national product
(calculated by the Department of Commerce and
published in the Survey of Current Business) for
the 12-month period ending on the last day of the
sixt_hOd month of such preceding determination
period.

“(iii) CLAUSE (il) NOT TO APPLY WHERE SIGNIFICANT
CHANGE.—A plan administrator may not elect to have
clause (ii) gjpgly in any case in which there is any
si gnd 1ﬁthcant meedlrﬁgcg between the debermOdlnatlon period
an ep etermination peri in coverage
under, or in employees covered by, the plan The deter-
mination under the preceding sentence for any deter-
mination period shall be made at the same time as the
determination under subpara’ﬁ;aph (C).

“(C) DETERMINATION PERIOD.— determination of any
applicable premium shall be made for a period of 12 months
and shall be made before the beginning of such period.

‘(5) ELectioNn.—For purposes of this subsection—

“(A) ELEcTiON PERIOD.—The term ‘election period’ means
the period which—

‘(i) begins not later than the date on which coverage
terménates under the plan by reason of a qualifying
event,

“(ii) is of at least 60 days’ duration, and

“(iii) ends not earlier than 60 days after the later of—

“(I) the date described in clause (i), or

“(II) in the case of any qualified beneficiary who
receives notice under paragraph (6XD), the date of
such notice.
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“(B) EFFECT OF ELECTION ON OTHER BENEFICIARIES.—
Except as otherwise specified in an election, any election of
continuation coverage by a qualified beneficiary described
in suggeragra h (AXi) or (B) of subsection (gX1) shall be
deemed to include an election of continuation coverage on
behalf of any other qualified beneficiary who would lose
coverage under the plan by reason of the qualifying event.
If there is a choice among types of coverage under the plan,
each qualified beneficiary is entitled to make a separate
selection among such types of coverage.

“(6) NoOTICE REQUIREMENT.—In accordance with regulations
prescribed lzlghthe Secret.ar{——

“(A) The group health plan shall provide, at the time of
commencement of coverage under the plan, written notice
to each covered employee and spouse of the employee (if
any) of the rights provided under this subsection.

‘B) The employer of an employee under a plan must
notify the plan administrator of a qualifying event
described in subparagraph (A), (B), (D), or (F) of paragraph
(3) with respect to such employee within 30 days of the date
of the qualifying event.

“(C) Each covered employee or qualified beneficiary is
responsible for notifying the plan administrator of the
occurrence of any qualifyi ievent described in subpara-

aph (C) or (E) of paragraph (3) within 60 days after the

te of the qualifying event.

‘(D) The plan administrator shall notify—

“@i) in the case of a qualifying event described in
subparagraph (A), (B), (D), or (F) of paragraph (3), any
qualified beneficiary with res to such event, and

“(ii) in the case of a qualifying event described in
subparagraph (C) or (E) of paragraph (3) where the
covered employee notifies the plan administrator under
subparagraph (C), any qualified beneficiary with re-
spect to such event,

of such beneficiary’s rights under this subsection.

For purposes of subparagraph (D), any notification shall be
made within 14 days of the date on which the plan adminis-
trator is notified under subparagraph (B) or (C), whichever is
applicable, and any such notification to an individual who is a
qualified beneficiary as the spouse of the covered employee shall
be treated as notification to all other qualified beneficiaries
resldmgowith such spouse at the time such notification is made.

“(7) Coverep EMPLOYEE.—For purposes of this subsection, the
term ‘covered employee’ means an individual who is (or was)
provided coverage under a group health plan by virtue of the
individual’s employment or previous employment with an
employer.

“(g) DeFINITIONS.—For purposes of this section—

“(1) QUALIFIED BENEFICIARY.—

“(A) IN GENERAL.—The term ‘qualified beneficiary’
means, with respect to a covered employee under a group
health plan, any other individual who, on the day before
the qualifying event for that employee, is a beneficiary
under the plan—

“(i) as the sgouse of the covered employee, or

“(ii) as the dependent child of the employee.
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“(B) SPECIAL RULE FOR TERMINATIONS AND REDUCED
EMPLOYMENT.—In the case of a qualifying event described
in subsection (f}3)B), the term ‘qualified beneficiary’
includes the covered employee.

“(C) EXCEPTION FOR NONRESIDENT ALIENS.—Notwithstand-
ing subparagraphs (A) and (B), the term ‘qualified bene-
ficiary’ does not include an individual whose status as a
covered employee is attributable to a period in which such
individual was a nonresident alien who received no earned
income (within the meaning of section 911(dX2)) from the
employer which constituted income from sources within the
United States (within the meaning of section 861(a)3)). If an
individual is not a qualified beneficiary pursuant to the
previous sentence, a spouse or dependent child of such
individual shall not be considered a qualified beneficiary by
virtue of the relationship of the individual.

‘(D) SPECIAL RULE FOR RETIREES AND WiDOWS.—In the case
of a qualifying event described in subsection (f)(3)F), the
term ‘qualified beneficiary’ includes a covered employee
who had retired on or before the date of substantial elimi-
nation of coverage and any other individual who, on the day
bel;';)lre such qualifying event, is a beneficiary under the

“(1) as the spouse of the covered employee,

“(i1) as the dependent child of the covered employee,
or

“(iii) as the surviving spouse of the covered employee.

“(2) GrouP HEALTH PLAN.—The term ‘group health plan’ has
the meaning given such term by section 162(i).”

“(3) PLAN ADMINISTRATOR.—The term ‘plan administrator’ has
the meaning given the term ‘administrator’ by section 3(16)A)
of the Employee Retirement Income Security Act of 1974.

“(4) CorrecTION.—A failure of a group health plan to meet
the requirements of subsection (f) with respect to any qualified
beneficiary shall be treated as corrected if—

“(A) such failure is retroactively undone to the extent
possible, and

“(B) the qualified beneficiary is placed in a financial
ition which is as good as such beneficiary would have

» gn in hac}_ sucl‘i failure tr'lot occurr](:d(.B) h Jified be
'or purposes of applying subparagrap , the qu ne-
ficiary shall be treated as if he had elected the most favorable
coverage in light of the expenses he incurred since the failure

first occurred.”.

(b) TECHNICAL AMENDMENTS.—

(1) Section 106 of the 1986 Code (relating to contributions by
employer to accident and health plans) is amended to read as
follows:

“SEC. 106. CONTRIBUTIONS BY EMPLOYER TO ACCIDENT AND HEALTH

PLANS.

“Gross income of an employee does not include employer-provided

coverage under an accident or health plan.”

(2) Subsection (i) of section 162 of the 1986 Code (relating to
group health plans) is amended by striking out paragraph (2)
and by redesignating paragraph (3) as paragraph (2).



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3625
(3) Section 162 of the 1986 Code is amended by striking out

subsection (k) and by redesi ing—
(A) the subsegtion reiatiggg to stock redemption expenses
as subsection (k),

(B) the subsection relating to special rules for health
%ﬁsur%nce costs of self-employed individuals as subsection
, an
- (C)( tl;e subsection relating to cross references as subsec-
on (m).

(4) Subparagraph (C) of section 414(nX3) of the 1986 Code, as
amendedli?y: section 111B(a) of this Act, is amended by striking
out “162(iX2), 162(kX2),” and by striking out “and 505" and
inserting in lieu thereof “505, and 4980B"".

(5) Paragraph (2) of section 414(t) of the 1986 Code, as
amended by section 111B(a) of this Act, is amended by striking
out “162(iX2), 162(k)2),” and by striking out “or 505" and insert-
ing in lieu thereof “505, or 4980B”.

(6) Paragraph (1) of section 607 of the Employee Retirement
Income Security Act of 1974 is amended by striking out “section 29 USC 1167.
162(i)3) of the Internal Revenue Code of 1954” and inserting in
lligélﬁ’i,:hereof “section 162(IX2) of the Internal Revenue Code of

(7) Paragraph (1) of section 2208 of the Public Health Service
Act is amended by striking out “section 162(iX3) of the Internal 42 USC 300bb-8.
Revenue Code of 1954” and inserting in lieu thereof “section
162(i)(2) of the Internal Revenue Code of 1986".

(c¢) CLericAL AMENDMENT.—The table of sections for chapter 43 of
the 1986 Code is amended by adding at the end thereof the following
new item:

“Sec. 4980B. Failure to satisfy continuation cove uirements of

health plan?.s'fy ik e

(d) ErFecTIVE DATE.—The amendments made by this section shall 26 USC 162 note.
apply to taxable years beginning after December 31, 1988, but shall
not apply to any plan for any plan year to which section 162(k) of
the Internal Revenue Code of 1986 (as in effect on the day before the
date of the enactment of this Act) did not apply by reason of section
gfﬂqgiilg)@) of the Consolidated Omnibus Budget nciliation Act

Subtitle C—Employee Benefit
Nondiscrimination Rules

SEC. 3021. MODIFICATIONS TO DISCRIMINATION RULES APPLICABLE TO
CERTAIN EMPLOYEE BENEFIT PLANS.

(a) MODIFICATIONS TO SECTION 89.—
(1) DETERMINATIONS BASED ON TESTING YEAR.—

(A) Section 89 of the 1986 Code (as amended by title I) is
amended by striking out “plan year” each place it appears
and inserting in lieu thereof “testing year”.

(B) Subsection (j) of section 89 of the 1986 Code is
amended by adding at the end thereof the following new
paragraph: )

“(13) TesTING YEAR.—The term ‘testing year’ means—

“(A) any 12-month period beginning with the calendar

month designated in the plan for purposes of this section, or
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“(B) if there is no such designation, the calendar year.
No period may be designated under subparagraph (A) unless the
same period is designated with respect to all other plans of the
employer of the same type. Any designation under subpara-
graph (A) may be changed only with the consent of the Sec-
retary.”

(C) Subsection (c) of section 4976 of the 1986 Code (as
added by title I) is amended—

(i) by striking out “any plan year” in paragraph (1)
and inserting in lieu thereof “any testing year (as
defined in section 89(j}13))”; and

(i1) by striking out “such plan year” each place it
appears in paragraph (2XA) and inserting in lieu
thereof “such testing year”.

(2) TIME FOR TESTING.—

(A) In GENERAL.—Subsection (g) of section 89 is amended

by adding at the end thereof the following new paragraph:
“(6) TIME FOR TESTING.—

“(A) In GeNErAL.—Except as otherwise provided in this
paragraph, the determination of whether any plan is a
discriminatory employee benefit plan for any testing year
shall be made on the gasm of the facts as of the testing day.

“(B) ADJUSTMENT WHERE BENEFIT OF HIGHLY COMPENSATED
EMPLOYEE CHANGES.—If the employer-provided benefit
(actually provided or made available) of a highly com-
pensated employee changes during the testing year by
reason of any change in the terms of the plan or the making
of an election by such employee, the amount taken into
account as such employee’s employer-provided benefit shall
be adjusted to take into account such change and the
portion of the testing year during which the changed bene-
fit is provided (or made available).

“(C) TREATMENT OF NON-HIGHLY COMPENSATED EMPLOYEES
WHERE CHANGE IN PLAN.—Rules similar to the rules of
subparagraph (B) shall apply in the case of employees who
are not highly compensated employees and who are affected
by any change in the terms of the plan, except that the
determination of such employees’ employer-provided bene-
fits (actually provided or made available) shall be deter-
mined as of the date after such change selected by the
employer and permitted under regulations prescribed by
the Secretary.

‘(D) TesTiNG pAY.—For purposes of this paragraph, the
term ‘testing day’ means—

‘(i) the day designated in the plan as the testing day
for purposes of this paragraph, or

“(ii) 1f there is no day so designated, the last day of
the testing year.

“(E) LIMITATIONS.—

“(i) DESIGNATION MUST BE CONSISTENT FOR ALL PLANS
OF sAME TYPE—No day may be desiﬂ:ted under
subparagraph (DXi) with respect to any plan unless the
same day is so designated with respect to all other
plans of the employer of the same type.

“(ii) DESIGNATION BINDING.—Any designation under
subparagraph (DXi) shall apply to the testing year for
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which made and all subsequent years unless revoked
with the consent of the Secretary.

“(F) SPECIAL RULE FOR MULTIPLE EMPLOYER PLAN.—In the
case of a multiemployer plan or any other plan maintained
by more than 1 employer, each employer may, subject to
such rules as the tary may prescribe, e its own
testing year under ph (13) of subsection (j) and its
own testing date under this paragraph.”

(B) DESIGNATIONS FOR 1989 NOT BINDING.—Any designa- 26 USC 89 note.
tionofatasﬁngdayforayearbﬁmﬁnginl!!%ahallbe
disregarded in determining the day which may be des-
ignated as the testing day for years beginning after 1989.

(&) c.—Subsection (g) of section 89 of the 1986 Code is
ametlllded by adding at the end thereof the following new para-
graph:

“(7) SampLING.—For purposes of determining whether a plan Discrimination,
is a discriminatory employee benefit plan (but not for purposes prohibition.
of identifying the highly compensated employees who have a
discrimina excess or the amount of any such excess), deter-
minations under this section may be made on the basis of a
statistically valid random sample. The preceding sentence shall
pad | =TS R

i e sampling is condu y an inde rson
in a manner not inconsistent with regulations preacriﬁd by
the Secretary, and

“(B) the statistical method and sample size result in a 95
percent probability that the results will have a margin of
error not greater than 3 percent.”

(4) SPECIAL VALUATION RULE FOR MULTIEMPLOYER PLANS.—
Paragraph (3) of section 89(g) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:

“E) o RULE FOR Lgl.'rmmmn PLANS.—

“( GENERAL.—Except as provided in regulations
and clause (ii), an employer may treat the contribution
such employer makes to a multiemployer plan on
behalf of an employee as the employerhpmvidetr benefit
of such employee under such plan.

“(ii) ADJUSTMENT.—If—

“I) the allocation of plan benefits between
highly compensated employees and other employ-
ees under a multiemployer plan (or within either
of such gmufa) varies materially from the alloca-
tion of employer contributions to such plan, or

“(Il) the employer contributions relate to bene-

fits of different
the em loyer—pravim“ﬁt determined under clause

i) }:ﬁpmg-iately adjusted to take into account
such material variation or such employer contribution.
“(iii)) EXCEPTION FOR PROFESSIONALS.—This s -
graph shall not apply to any employer maintaining a
multiemp plan if such employer makes contribu-
tions to such plan on behalf of any individual perform-
ing services in the field of health, law, engineering,
architecture, accounting, actuarial science, financial
services, or consultin ?rinsuch other field as the
Secretary may Bt
(5) EXCLUDED EMPLOYEE REQUIREMENTS.—
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(A) MULTIEMPLOYER PLANS.—Subsection (h) of section 89
of the 1986 Code is amended by adding at the end thereof
the following new paragraph:

“(6) SPECIAL RULE FOR MULTIEMPLOYER PLAN.—Except as pro-
vided in regulations, any multiemployer plan shall not be taken
into account in applying subparagraph (A), (B), (C), or (D) of

paragraph (1) with respect to other plans of the employer. For
purposes of this paragra h a rule similar to the rule of subsec-

tion (gX3)XEXiii) shall a
(B) STUDENTS.— aragra h (1) of section 89(h) of the 1986
Code is amended by ing after subparagraph (F) the
following new subparagraph:

‘G) Employees who are students if—

“() such students are performing services described
in section 3121(bX10), and

“(ii) core health coverage is made available to such
students by such employer.”

(6) CompARABILITY RULES.—Paragraph (1) of section 89(g) of
the 1986 Code, as amended by section 111B(aX3), is amended by
adding at the end thereof the following new subparagraphs:

“(D) SPECIAL RULES FOR APPLYING SUBSECTION (f).—

‘() In ceNErAL.—For purposes of applying subsec-
tion (H—

“I) except as provided in clause (ii), subpara-
graph (B) shall be applied by substituting ‘90 per-
cent’ for ‘95 percent’, and

“(II) a group of plans of the same type shall be
treated as comparable plans if the requirements of
subparagraph (E) are met.

“(ii) ELECTION TO USE LOWER PERCENTAGE IN DETER-
MINING COMPARABILITY.—If an election by the employer
under this clause applies for the testing year—

“(I) subclause (I) of clause (i) shall not apply,

“(I) for purposes of applying subsection (f),
subparagraph (B) of this paragraph shall be ap-
pligd by substituting ‘80 percent’ for ‘95 percent’,
an

“(IIT) subsection (f) shall be applied with respect
to all health plans maintained by the employer by
substituting ‘90 percent’ for ‘80 percent’.

‘E) PLANS TREATED AS COMPARABLE IF EMPLOYEE COST
DIFFERENCE IS $100 OR LESS.—

“(i) IN GENERAL.—A group of plans of the same type
shall be treated as comparable with respect to a group
of employees if—

“(I) such plans are available to all employees in
the up on the same terms, and

%athe difference in annual cost to employees
between the plans with the lowest and highest
annual employee cost is not greater than $100.

“(ii) COORDINATION WITH SUBPARAGRAFH (B).—A plan
not in the group of plans described in clause (i) shall be
treated as part of such group if, under subparagraph
(B) (mthout regard to clause (iii) of this subparagraph),
such plan is comparable to the plan in such group with
the largest employer-provided benefit.
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“(iii) OTHER PLANS PROVIDING COMPARABLE BENE-
F11s.—A plan not in the group of plans described in
clause (i) shall be treated as part of such group with
respect to an employee if—

‘““I) in the case of an employee who is not a
highly compensated employee, such employee is
eligible to participate in the plan in such group
with the largest employer-provided benefit (with-
out regard to clause (ii)),

“(II) in the case of an emplo ee who is not a
highly compensated employee, the annual cost to
such employee under such plan is not lower than
the lowest cost {Jermxtted within such group, and

‘“(IID) the employer-provided benefit under such
plan is less than the employer-provided benefit
under the plan in such group with the largest such
benefit (without regard to clause (ii)).

bloyer elests the application of paragraph (XAKD,
employer elec e application o p ii
the amount under clause (i) shall g:r:ﬁm ted among
plans covering spouses and dependents and plans cover-
gg employees in such manner as the employer speci-

es.

“(v) CosT-OF-LIVING ADJUSTMENT.—In the case of test-
ing years begi after 1989, the $100 amount under
]t;laus};a (ll'x) shall be increased by the percentage (if any)

which—

“(I) the CPI for the calendar year preceding the
year in which the testing year begins, exceeds

“(II1) the CPI for 1988.

For purposes of this clause, the CPI for any calendar

year shall be determined under section 1(f).”.

(7) OTHER COVERA
(A) Subparagraph (A) of section 89(gX2) of the 1986 Code
is amended—

(i) by striking out “subsection (e)” each place it ap-
Fg’?rs ::lnd inserting in lieu thereof “subsection (e) or

, an
(i) by adding at the end thereof the following new
sentence: “The provisions of the sentence

shall not apply for purposes of app? ion (f)

unless the requirements of subsection ( would be met

if such subsection were applied without rd to the
preceding sentence and on the basls of eligibility to
participate rather than coverage.’

(B) Subparagraph (D) of section 89(g)2) of the 1986 Code is
amended by adding at the end thereof the following sen-
tence: “The Secretary shall make such adjustments as are
necessary in applying the rules of the preceding sentence to
subsection (f).’

(8) SworN STATEMENTS.—Paragraph (2) of section 8%(g) of the
1986 Code is amended—

(A) by adding at the end thereof the following new
subparagraph:

"(E] SpeciaL RULE.—No employee who is not a highly

;ilensated employee may be disregarded under subpara-

graph (AXi) with respect to any health plan of the employer
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unless under such plan such empl :s entitled, when the
coverage under other heal referred to in
subparagraph (AXi) ceases, to elect eoverage under the plan
of the emp oyer (whether or not an election is otherwise
available). Such election is to be on the same terms as if
such employee was making such election during a subse-
quent open season. Rules similar to the rules of the preced-
ing sentences of this subparagraph shall apply in the case
of an employee treated as not having a spouse or depend-
ents or having a spouse or dependents covered by a health
plan of another emplo oyer roviding core benefit.s ”, and

(B) by striking out “and” at the end of subparagraph
(BXi), by striking out the period at the end of subparagraph
(BXii) and inserting in lieu thereof *, and”, and by adding at
the end thereof the following new clause:

“(iii) the health coverage (lf any) received by the
employee from the employer.’

(9) DEFINTTION OF PLAN.—Paragraph (11) of section 89(j) of the
1986 Code is amended by striking out “Each option” and insert-
ing in lneu thereof “Except as provided in subsection (gX1), each
option”.

(10) MODIFICATION OF PENALTY.—Subparagraph (B) of section
6652(kX2) of the 1986 Code is amended to read as follows:

"(B) the amount which bears the same ratio to the em-
r-provided benefit (within the meaning of section 89

Wlt out regard to subsection (g3XCXi) thereof) with respect
to the employee to whom such failure relates as the amount
of such benefit required to be but not shown on timely
statements under sections 6051(3} and 6051(d) bears to the
la)uéuunt required to hesleom : (D) ] ——

(1 AFETERIA PLANS.—Subparagra of section 89(gX3) o
the 1986 Code is amended to read as fiil

‘(D) SALARY REDUCTIONS.—

“(i) IN cENERAL.—Except for purposes of subsections
(dX1XAXii) and (jX5), any salary reduction shall be
treated as an employer-provided benefit.

“(ii) SPECIAL RULE FOR SUBSECTION (dX1Xalii).—Not-
withstanding clause (i), any salary reduction under a
cafeteria plan (within the meaning of section 125) shall
treated as an emxloyer—provided benefit for purposes of
subsection (dX1XAXii) if—

“(I) the percentage of employees who are not
highly compensated employees eligible to partici-
pate in the plan is not greater than the percentage
of highly compensated employees so eligible,

“(II) all employees eligible to participate in the
plan are eligible under the same terms and condi-
tions, an

“(II no highly compensated employee eligible
under the plan is e elgll:vle to participate in any
other plan maintained by the employer for an
benefit of the same type unless the benefit is avail-
able on the same terms and conditions to every
employee who is not a highly compensated em-
ployee eligible to participate in the plan.

“(iii) REcuLATIONS.—Notwithstanding clause (i) or
(ii), the Secretary may by regulations provide that any
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salary reduction shall or shall not be treated as an
employer-provided benefit to prevent avoidance of the
purposes of this section.”

(12) PArRT-TIME EMPLOYEES.—Paragraph (5) of section 89(j) of
the 1986 Code is amended by striking out the last sentence
thereof.

(13) ACQUISITIONS AND DISPOSITIONS.—

(A) Clause (ii) of section 89(jX8B)A) of the 1986 Code is
amended to read as follows:

(ii) either—

“(I) the coverage under such plan is not signifi-
cantly changed during the transition period (other
than by reason of the change in members in such
group), or

“(II) such plan meets such other requirements as
the Secretary may prescribe by regulation.”.

(B) Subclause (IT) of section 410(bX6)XCXi) of the 1986 Code
is amended by inserting “or such plan meets such other
requirements as the Secretary may prescribe by regula-
tion” before the end period.

(14) DEPENDENT CARE ASSISTANCE.—Subparagraph (B) of sec-
tion 129(d)X7) of the 1986 Code (as redesignated and amended by
section 111B of this Act) is amended—

(A) by striking out “(within the meaning of section
414(gX7))”, and

(B) by adding at the end thereof the following new sen-
tence: “For purposes of this subparagraph, the term ‘com-
pensation’ has the meaning given such term by section
414(gXT), except that, under rules prescribed by the Sec-
retary, an employer elect to determine compensation
on any other basis which does not discriminate in favor of
highly compensated employees.”.

(15) REPORTING REQUIREMENTS.—

(A) Section 6039D(d) of the 1986 Code is amended—

(i) by ahddmg at the end thereof the following new
aph:

“(3) SPECIAL RULE FOR MULTIEMPLOYER PLANS.—In the case of
a multiemployer plan, the plan shall be required to provide any
information required by this section which the Secretary deter-
mines, on the basis of the agreement between the plan and
employer, is held by the plan (and not the employer)”’, and

(ii) by inserting “AND SpeciaL RuLes” after “DEerFINI-
TioNS” in the heading thereof.

(B) The amendments made by this paragraph shall apply 26 usc 6039D

to years beginning after 1984. note.
(b) MoprricaTioN T0 DEFINITIONS OF HiGHLY COMPENSATED AND
SATION AND TO SEPARATE LINE oF BusiNess RULES.—

(1) DEFINITION OF HIGHLY COMPENSATED.—Subsection (q) of
section 414 of the 1986 Code is amended by adding at the end
thereof the following new paragraph:

“(12) SIMPLIFIED METHOD FOR DETERMINING HIGHLY COM-
PENSATED EMPLOYEES.— _

“(A) INn GENERAL.—If an election by the employer under
this paragraph applies to any year, in determining whether
an employee is a highly compensated employee for such
year—
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“(i) subparagraph (B) of paragraph (1) shall be ap-
phed by substituting ‘$50,000’ for ‘$75,000’, and
l.l) subparagraph (C) of paragraph (1) shall not

"(B] anummm FOR ELECTION.—An election under this
ph shall not ap ly to any year unless—

“(l) at all times during such year, the employer main-
tained significant business activities (and employed
employees) in at least 2 significantly separate geo-
graphic areas, and

“(ii) the employer satisﬁes such other conditions as

the Secretary may prescribe.”

(A) SAFE HARBOR RULE.— ph (3) of section 414(r) of
the 1986 Code is amended to reas follows:
“(3) SAFE HARBOR RULE.—

“(A) IN GeENERAL.—The requirements of subparagraph (C)
of paragraph (2) shall not apply to any line of business if the
highl; comfnsated employee percentage with respect to
such Ene of business is—

“(i) not less than one-half, and

“(ii) not more than twice,

the percentage which y compensated employees are of
all employees of the employer. An employer shall be treated
as meeting the requirements of clause (i) if at least 10
percent of all highly compensated employees of the em-
ployer orm services solely for such line of business.

“(B) ATION MAY BE BASED ON PRECEDING YEAR.—
The requirements of subparagraph (A) shall be treated as
met with respect to any line of business if such require-
ments were met with respect to such line of business for the

year and if—

(1) no more than a de minimis number of employees
were shifted to or from the line of business after the
close of the preceding year, or

“@i1) the employees shifted to or from the line of
business after the close of the preceding year contained
a substantially proportlonal number of highly com-

nsated employees.”.

(B) SEPARATE OPERATING UNITS.—Section 89(g)X5) of the
1986 Code is amended adding at the end thereof the
following new sentence: “In applying section 414(rX7) for
purposes of this section, an operating unit shall be treated
as in a separate geographic area from another unit if such
units are at least 35 miles apart.”.

(3) COMPENSATION FOR GROUP-LIFE INSURANCE PLANS.—

(A) Paragraph (4) of section 89() of the 1986 Code is
amended by adding at the end thereof the following new
subparagraph:

“{Il)!) ComPENsSATION.—For purposes of applying this para-
grapn—

“(i) INn cENERAL.—Com edpenaatmn shall be determined
on any basis determined by the employer which does
not i inate in favor of highly compensated
em

(n) Sm:clm. RULES FOR 1989 AND 1990.—In the case of

testing years beginning in 1989 or 1990, the employer



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3633

may elect to treat base compensation as compensa-
tion.”

(B) Subparagraph (A) of section 89(jX4) of the 1986 Code is
illner;ged by striking out “(within the meaning of section

4(s))”

(c) TraNsITIONAL PROVISIONS FOR PURPOSES OF SECTION 89.— 26 USC 89 note.

(1) TEMPORARY VALUATION RULES.—In the case of testing years
beginning before the later of January 1, 1991, or the date 1 year
after the Secretary of the Treasury or his delegate first issues
such valuation rules as are necessary to apply the provisions of
section 89 of the 1986 Code to health plans (or if later the
effective date of such rules)—

(A) Section 89(g)X3XB) of the 1986 Code shall not a t_ppl].r

(B)(l) Except as provided in clause (ii), the value of cov-

under a heaﬂh plan for purposes of section 89 of the

Code shall be determined in substantially the same
manner as costs under a health plan are determined under
section 4980B(f)(4) of the 1986 >

(ii) For purposes of determining whether an employer
meets the re%uirements of subsections (d), (e), and (f) of
section 89 of the 1986 Code, value under clause (i) may be
determined under any other reasonable method selected by
the employer.

(2) FormMER EMPLOYEES.—The amendments made by section
1151 of the Reform Act shall not apply to former employees who

ated from service with the employer before January 1,
19 (and were not reemployed on or after such date), and such
former employees shall not be taken into account in determin-
ing whether the requirements of section 89 of the 1986 Code are
met with respect to other former employees. The preceding
sentence shall not apply to the extent that—

(A) the value ofy employer-provided benefits provided to
any such former employee exceeds the value of such bene-
fits which were provided under the terms of the plan as in
effect on December 31, 1988, or

(B) the employer-prowded benefits provided to such
former employees are modified so as to discriminate in
favor of such former employees who are highly com-
pensated employees.

Any excess value under the preceding sentence shall be deter-
mined without regard to any increase required by Federal law,
regulation or rule or any increase which is the same for employ-
ees separating on or before December 31, 1988, and employees
separating after such date and which does not discriminate in
favor of highly compensated employees who separated from
service after December 31, 1988.

(3) WRITTEN PLAN Umnuxm--—The requirements of sec-
tion 89(kX1XA) of the 1986 Code shall be treated as met with
respect to any testing year beginning in 1989, if—

(A) the plan is in writing before the close of such year,

(B) the employees had reasonable notice of the plan’s
essential features on or before the beginning of such year,

and
(C) the provisions of the written plan apply for the entire

year.
(4) RULES TO BE PRESCRIBED BEFORE NOVEMBER 15, 1988.—Not
later than November 15, 1988, the Secretary of the Treasury or
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his delegate shall issue such rules as may be necessary to carry
out the provisions of section 89 of the 1986 Code.
26 USC B9 note. (d) EFFECTIVE DATES.—

(1) SunsecTtiON (a).—The amendments made by subsection (a)
shall take effect as if included in the amendments made by
section 1151 of the Tax Reform Act of 1986; except that the
amendment made by subsection (aX8) shall apply to testing
years beginning after December 31, 1989.

(2) SuBsecTION (b).—The amendments made by subsection (b)
shall apply to years beginning after December 31, 1986.

Subtitle D—Estate and Gift Taxes

SEC. 3031. ESTATE TAX VALUATION FREEZES.

(a) DEemED GIFT.—
1) In Gm.—PMagrﬂfph (4) of section 2036(c) of the 1986
Code is amended to read as follows:
“(4) TREATMENT OF CERTAIN TRANSFERS.—

“(A) In geNErAL.—For purposes of this subtitle, if, before

the death of the original transferor—
“(i) the original transferor transfers all (or any por-
E:it}m of) the retained interest referred to in paragraph
, or
“(ii) the original transferee transfers all (or any por-
tion of) the transferred property referred to in para-
graph (1) to a person who is not a member of the
original transferor’s famills)r‘.2
the original transferor shall treated as having made a
transfer by gift of property to the original transferee equal
to the paragraph (1) inclyusion (or proportionate amount
thereof). Proper adjustments shall be made in the amount
treated as a gift by reason of the preceding sentence to take
into account prior transfers to which this subparagraph
apﬁlied and take into account any right of recovery
(whether or not exercised) under section 2207B.

“(B) COORDINATION WITH PARAGRAPH (1).—In any case to
which Bubgg.ragragh (A) applies, nothing in parﬁraph (1)
or section 2035(d)2) shall require the inclusion of the trans-
ferred property (or proportionate amount thereof).

“(C) SPECIAL RULE WHERE PROPERTY RETRANSFERRED.—In
oo i b ik e g e

e 0 ansferee 0 ransferor, -
Era h (1) inclusion (or proportion thereof) shall be refua;;.d

y the excess (if any) of—
“(i) the fair market value of the property so trans-
ferred, over
“(ii) the amount of the consideration paid by the
original transferor in exchange for such property.

‘(D) DeFinrTIONS.—For purposes of this paragraph—

‘(i) ORIGINAL TRANSFEROR.—The term ‘original trans-
feror’ means the person making the transfer referred
to in paragraph (1).

“(ii)) ORIGINAL TRANSFEREE.—The term ‘original
transferee’ means the person to whom the transfer
referred to in paragraph (1) is made. Such term in-
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cludes m{l member of the original transferor's family
to whom the property is subsequently transferred.

“(iii) PARAGRAPH (1) INCLUSION.—The term ‘para-
graph (1) inclusion’ means the amount which would
have been included in the gross estate of the original
transferor under subsection (a) by reason of pa.ragraph
(1) (determined without regard to sections 2032 and
2032A) if the original transferor died immediatel
before the transfer referred to in subparagraph (A).
The amount determined under the preceding sentence
shall be reduced by the amount (if any) of the taxable
gift resulting from the transfer referred to in para-
graph (1XB).

“(iv) TRANSFERS TO INCLUDE TERMINATIONS, ETC.—
Terminations, lapses, and other changes in any interest
in property of the original transferor or original trans-
feree be treated as transfers.

“(E) CONTINUING INTEREST IN TRANSFERRED PROPERTY MAY
NOT BE RETAINED.—A transfer (to which subparagraph (A)
would otherwise apply) shall not be taken into account
under subparagraph (A) if the original transferor or the
original transferee (as the case may be) retains a direct or
indi continuing interest in the property transferred in
such transfer.”

(2) Cross REFERENCE.—Subsection (d) of section 2501 of the
1986 Code is amended by adding at the end thereof the follow-

mg:-(s) For treatment of certain transfers related to estate tax
valuation freezes as gifts to which this chapter applies, see
section 2036(c)4).”

(b) TREATMENT OF CERTAIN GRANTOR RETAINED INCOME TRUSTS.—
Subsection (c) of section 2036 of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

“(6) TREATMENT OF CERTAIN GRANTOR RETAINED INTEREST
TRUSTS.—

“(A) IN GENERAL.—For purposes of this subsection, any
retention of a qualified trust income interest shall be dis-
regarded and the property with res to which such
interest exists be treated as held by the transferor
while such income interest continues.

“(B) QUALIFIED TRUST INCOME INTEREST.—For purposes of
subparagraph (A), the term ‘qualified trust income interest’

means any right to receive amounts determined solely by
referencg to the income from property held in trust if—
“(i) such right is for a period not ex ing 10 years,

“(ii) the person holding such right transferred the
property to the trust, and
“(iii) such person is not a trustee of such trust.”
(b) ExcepTiONs.—Subsection (c) of section 2036 of the 1986 Code is
amenh(;ed by adding at the end thereof the following new para-
graphs:
“(7) EXCEPTIONS.—

“A) In Gmmx..—Paragrg?h (1) shall not apply to a
transaction solely by reason of 1 or more of the following:

*(i) The receipt (or retention) of qualified debt.
“(ii) Except as govided in tions, the existence
of an agreement for the sale or lease of goods or other
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property to be used in the enterprise or the providing of
services and—
“(I) the agreement is an arm’s length agreement
for fair market value, and
“(II) the agreement does not otherwise involve
any change in interests in the enterprise.

“(iii) An option or other agreement to buy or sell
property at the fair market value of such property as of
the time the option is (or the rights under the agree-
ment are) exercised.

“(B) LIMITATIONS.—

“(i) SERVICES PERFORMED AFTER TRANSFER.—In the
case of compensation for services performed after the
transfer referred to in parsgraph (1)B), clause (ii) of
subparagraph (A) shall not apply if such services were
performed under an agreement providing for the
performance of services over a period greater than 3
years after the date of the transfer. For purposes of the
preceding sentence, the term of any agreement in-
cludes any period for which the agreement may be
extended at the option of the service provider.

‘Yii) AMOUNTS MUST NOT BE CONTINGENT ON PROFITS,
Erc.—Clause (ii) of subparagraph (A) shall not apply to
any amount determined (in whole or in part) by ref-
erence to gross receipts, income, profits, or similar
items of the enterprise.

“(C) QuALIFIED DEBT.—For p of this paragraph,

except as provided in subparagraph (D), the term ‘qualified
debt’ means any indebtedness if—

“(i) such indebtedness—

“(D) unconditionally requires the payment of a
sum certain in money in 1 or more fixed payments
on specified dates, and

“(II) has a fixed maturity date not more than 15
years from the date of issue (or, in the case of
indebtedness secured by real property, not more
than 30 years from the date of issue).

“(ii) the only other amount payable under such
indebtedness is interest determined at—

“I) a fixed rate, or
“(II) a rate which bears a fixed relationship to a
specified market interest rate,

(iii) the interest payment dates are fixed,

“(iv) such indebtedness is not by its terms subordi-
nated to the claims of general creditors,

“(v) except in a case where such indebtedness is in
default as to interest or principal, such indebtedness
does not grant voting rights to the person to whom the
debt is owed or place any limitation on the exercise of
voting rights by others, and

“(v1) such indebtedness—

“(1) is not (directly or indirectly) convertible into
an interest in the enterprise which would not be
qualified debt, and

“(II) does not otherwise grant any right to ac-
quire such an interest.
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The requirement of clause (iXI) that the principal be pay-

able on 1 or more specified dates and the requirement of

clause (iXII) shall not apply to indebtedness payable on

demand if such indebtedness is issued in return for cash to

be used to meet normal business needs of the enterprise.
“(D) SPECIAL RULE FOR STARTUP DEBT.—

“(i) In GeNERAL.—For purposes of this paragraph, the
gergn ‘qualified debt’ includes any qualified startup

ebt.

“(ii) QUALIFIED STARTUP DEBT.—For purposes of
clause (i), the term ‘qualified startup debt’ means any
indebtedness if—

“(I) such indebtedness unconditionally requires
the payment of a sum certain in money,

“(IT) such indebtedness was received in exchange
for cash to be used in any enterprise involving the
active conduct of a trade or business,

‘“(III) the person to whom the indebtedness is
owed has not at any time (whether before, on, or
after the exchange referred to in subclause (ID)
transferred any property (including goodwill)
which was not cash to the enterprise or transferred
customers or other business opportunities to the
enterprise,

“IV) the person to whom the indebtedness is
owed has not at any time (whether before, on, or
after the exchange referred to in subclause (II))
held any interest in the enterprise (including an
interest as an officer, director, or employee) which
was not qualified startup debt,

“(V) any person who (but for subparagraph (AXi))
would have been an original transferee (as defined
in paragraph (4)XC)) participates in the active
management (as defined in section 2032A(e)(12)) of
the enterprise, and

“(VI) such indebtedness meets the requirements
of clauses (v) and (vi) of subparagraph (C).

“(8) ReguLATIONS.—The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the
purposes of this subsection, including such regulations as may
be necessary or appropriate to prevent avoidance of the pur-
poses of this subsection through distributions or otherwise.”

(d) TREATMENT OF SPouse.—Subparagraph (C) of section 2036(c)3)
of the 1986 Code is amended by striking out “An individual” and
inserting in lieu thereof “Except as provided in regulations, an
individual”.

(e) CLARIFICATION OF RETENTION TEST.—Subparagraph (B) of sec-
tion 2036(cX1) of the 1986 Code is amended by striking out “while”
and all that follows down through the comma at the end of such
subparagraph and inserting in lieu thereof “while retaining an
interest in the income of, or rights in, the enterprise,”.

(f) RicuT oF RECOVERY.—

(1) IN GeNERAL.—Subchapter C of chapter 11 of the 1986 Code
is amended by inserting r section 2207A the following new
section:
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“SEC. 2207B. RIGHT OF RECOVERY WHERE DECEDENT RETAINED
INTEREST.

‘“a) ESTATE TAX.—

“(1) IN GENERAL.—IF any part of the gross estate on which tax
has been paid consists of the value of property included in the
gross estate by reason of section 2036 (relating to transfers with
retained life estate), the decedent’s estate shall be entitled to
recover from the person receiving the property the amount
which bears the same ratio to the total tax under this chapter
which has been paid as—

“(A) the value of such property, bears to
“(B) the taxable estate.

“(2) DECEDENT MAY OTHERWISE DIRECT BY WILL.—Paragraph (1)
shall not apply if the decedent otherwise directs in a provision
of his will (or a revocable trust) specifically referring to this
section.

“(b) GrFr Tax.—If for any calendar year tax is paid under chapter
12 with respect to any person by reason of property treated as
transferred by such person under section 2036(cX4), such person
shall be entitled to recover from the original transferee (as defined
in section 2036(cX4XCXii)) the amount which bears the same ratio to
the total tax for such year under chapter 12 as—

be‘a‘(l) ':)he value of such property for purposes of chapter 12,
rs

“(2) the total amount of the taxable gifts for such year.

“(c) More THAN ONE Recipient.—For purposes of this section, if
there is more than 1 person receiving the property, the right of
recovery shall be against each such person.

“(d) PENALTIES AND INTEREST.—In the case of penalties and in-
terest attributable to the additional taxes described in subsections
(a) and (b), rules similar to the rules of subsections (a), (b), and (c)
shall apply.

“le) No Ricur oF RECOVERY AGAINST CHARITABLE REMAINDER
Trusts.—No person shall be entitled to recover any amount by
reason of this section from a trust to which section 664 applies
(determined without regard to this section).”

(2) ConrFORMING AMENDMENT.—The table of sections for sub-
chapter C of chapter 11 of the 1986 Code is amended by insert-
ing after the item relating to section 2207A the following new
item:

“Sec. 2207B. Right of recovery where decedent retained interest.”

(g) TREATMENT OF CONSIDERATON.— i

(1) Paragraph (2) of section 2036(c) of the 1986 Code is
amended to read as follows:

“2) SPECIAL RULES FOR CONSIDERATION FURNISHED BY FAMILY

“(A) IN GENERAL.—The exception contained in subsection
(a) for a bona fide sale shall not apply to a transfer described
in paragraph (1) if such transfer is to a member of the
transferor's family.

“(B) TREATMENT OF CONSIDERATION.—

(i) IN GENERAL.—In the case of a transfer described in
paragraph (1), if—
“(I) a member of the transferor’s family provides
consideration in money or money’s worth for such
member’s interest in the enterprise, and
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‘1) it is established to the satisfaction of the
Secretary that such consideration originally be-
longed to such member and was never received or
acquired (directly or indirectly) by such member
from the transferor for less than full and adequate
consideration in money or money'’s worth,

paragraph (1) shall not apply to the applicable fraction
of the portion of the enterprise which would (but for
this subparagraph) have been included in the gross
estate of the transferor by reason of this subsection
(determined without regard to any reduction under
paragraph (5) for the value of the retained interest).

“ii) APPLICABLE FRACTION.—For purposes of clause
(1), the applicable fraction is a fraction—

‘Y1) the numerator of which is the amount of the
consideration referred to in clause (i), and

“(II) the denominator of which is the value of the
portion referred to in clause (i) immediately after
the transfer described in paragraph (1).

‘(iii) SECTION 2043 NOT TO APPLY.—The provisions of
this subparagraph shall be in lieu of any adjustment
under section 2043.”

(2) Paragraph (5) of section 2036(c) of the 1986 Code is
amended to read as follows:

“(5) ApJusTMENTS.—Appropriate adjustments shall be made
in the amount included in the gross estate by reason of this
subsection for the value of the retained interest, extraordinary
distributions, and changes in the capital structure of the enter-
prise after the transfer described in paragraph (1).

(h) EF‘FECI'[VE DATE._ . 3 . . 2(1 USC 2036

(1) In ceNERAL.—Except as provided in this subsection, any note,
amendment made by this section shall take effect as if included
in the provisions of the Revenue Act of 1987 to which such
amendment relates.

(2) SussecTiOoN (a).—The amendments made by subsection (a)
shall apply in cases where the transfer referred to in section
2036(c)1)B) of the 1986 Code is on or after June 21, 1988.

(3) SusmsectioN (f).—If an amount is included in the gross
estate of a decedent under section 2036 of the 1986 Code other
than solely by reason of section 2036(c) of the 1986 Code, the
amendments made by subsection (f) shall apply to such amount
only with respect to property transferred after the date of the
enactment of this Act.

(4) Correcrion PERIOD.—If section 2036(c)1) of the 1986 Code
would (but for this paragraph) apply to any interest arising
from a transaction entered into during the period beginning
after December 17, 1987, and ending before January 1, 1990,
such section shall not apply to such interest if—

(A) during such period, such actions are taken as are
necessary to have such section 2036(c)1) not apply to such
transaction (and any such interest), or

(B) the original transferor and his spouse on January 1,
1990 (or, if earlier, the date of the original trans-
feroli’s e:'.lieatl'n}, does not hold any interest in the enterprise
nvoived.
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(5) CLARIFICATION OF EFFECTIVE DATE.—For purposes of section
10402(b) of the Revenue Act of 1987, with respect to property
transferred on or before December 17, 1987—

(A) any failure to exercise a right of conversion,
(B) any failure to pay divideﬁtmd
_(c) failures to exercise other rights specified in regula-

tions,
shall not be treated as a subsequent transfer.
Subtitle E—Indian Fishing Rights

SEC. 3041. FEDERAL TAX TREATMENT OF INCOME DERIVED BY INDIANS
FROM EXERCISE OF FISHING RIGHTS SECURED BY TREATY,
ETC.

(a) GENERAL RuLes.—Subchapter C of chapter 80 of the 1986 Code
(relating to provisions affecting more than one subtitle) is amended
by adding at the end thereof the following new section:

“SEC. 7873. INCOME DERIVED BY INDIANS FROM EXERCISE OF FISHING
RIGHTS.

“(a) IN GENERAL.—

“(1) INCOME AND SELF-EMPLOYMENT TAXES.—No tax shall be

imposed by subtitle A on income derived—
“(A) by a member of an Indian tribe directly or through a
qualifietf Indian entity, or
‘(B) by a qualified Indian entity,
from a fishing rights-related activity of such tribe.

“(2) EMPLOYMENT TAXES.—No tax shall be imposed by subtitle
C on remuneration paid for services performed in a fishi
rights-related activity of an Indian tribe by a member of
t.ri‘l;).(: for another member of such tribe or for a qualified Indian
entity.

“(b) DEFINTTIONS.—FoOr purposes of this section—

“(1) FiISHING RIGHTS-RELATED ACTIVITY.—The term ‘fishing
rights-related activity’ means, with respect to an Indian tribe,
any activity directly related to harvesting, processing, or
transporting fish harvested in the exercise olpa i
fishing right of such tribe or to selling such fish but only if
substantially all of such harvesting was performed by members
of such tribe.

“(2) REcOGNIZED FISHING RIGHTS.—The term ‘mmﬁﬁd fish-
ing rights’ means, with res; to an Indian tribe, fishing rights
secured as of March 17, 1988, by a treaty between such tribe and
the United States or by an Executive order or an Act of

ngress.
“/3) QUALIFIED INDIAN ENTITY.—

“(A) IN GENERAL—The term ‘qualified Indian entity’

means, with respect to an Indian tribe, any entity if—

“(i) such entity is engaged in a fishing rights-related
activity of such tribe,

“(ii) all of the equity interests in the entity are owned
bﬁv qualified Indian tribes, members of such tribes, or
their spouses,

“(iii) except as provided in regulations, in the case of
an entity which engages to any extent in any substan-
tial processing or transporting of fish, 90 percent or
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more of the annual gross receipts of the entity is
derived from fishing rights-related activities of one or
more qualified Indian tribes each of which owns at
leagt 10 percent of the equity interests in the entity,
an
“(iv) substantially all of the management functions of
the entity are performed by members of qualified
Indian trliies
For purposes of clause (iii), equity interests owned by a
member (or the spouse of a member) of a qualified Indian
tribe shall be treated as owned by the tribe.

“(B) QUALIFIED INDIAN TRIBE.—For purposes of subpara-
graph (A), an Indian tribe is a qualified Indian tribe with
res to an entity if such entity is engaged in a fishing
rights-related activity of such tribe.

“(c) SpECIAL RULES.—

“(1) DISTRIBUTIONS FROM QUALIFIED INDIAN ENTITY.—For pur-
poses of this section, any distribution with respect to an equity
interest in a qualified Indian entity of an Indian tribe to a
member of such tribe shall be treated as derived by such
member from a fishing rights-related activity of such tribe to
the extent such distribution is attributable to income derived by
such entity from a fishing rights-related activity of such tribe.

“(2) DE MINIMIS UNRELATED AMOUNTS MAY BE EXCLUDED.—If,
but for this paragraph, all but a de minimis amount—

“(A) derived by a qualified Indian tribal entity, or by an
individual through such an entity, is entitled to the benefits
of Paragraph (1) of subsection (a), or

‘(B) paid to an individual for services is entitled to the
benefits of paragraph (2) of subsection (a),

then the entire amount shall be entitled to the benefits of such
paragraph.”
(b) CLEricAL AMENDMENT.—The table of sections for such sub-
chappg C is amended by adding at the end thereof the following
new item:

“Sec. 7873. Income derived by Indians from exercise of fishing rights.”

SEC. 3042. STATE TAX TREATMENT OF INCOME DERIVED BY INDIANS
FROM EXERCISE OF FISHING RIGHTS SECURED BY TREATY,
ETC.

Section 2079 of the Revised Statutes (25 U.S.C. 71) is amended by
adding at the end thereof the following new sentence: ‘“Such trea-
ties, and any Executive orders and Acts of Congress under which the
rights of any Indian tribe to fish are secured, shall be construed to
prohibit (in addition to any other prohibition) the imposition under
any law of a State or political subdivision thereof of any tax on an
income derived from the exercise of rights to fish secured by suc
treaty, Executive order, or Act of Congress if section 7873 of the
Internal Revenue Code of 1986 does not permit a like Federal tax to
be imposed on such income.”

SEC. 3043. CONFORMING AMENDMENTS RELATING TO COVERAGE UNDER
OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PRO-
GRAM.

(a) ExcLusioN From WAGES oF INcomE DErIVED BY INDIANS FrROM
ExErcise oF FisainG RicHTs.—Section 209 of the Social Security Act
(42 U.S.C. 409) is amended—
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(1) in subsection (r), by striking out “or” at the end;

(2) in subsechon (s), by striking out the period and inserting in
lieu thereof “; or”’; and

(3) by msertmg after subsection (s) the following new
subsection:

“(t) Remuneration consisting of income excluded from tax-
ation under section 7873 of the Internal Revenue Code of 1986
(;ehati)ng to income derived by Indians from exercise of fishing
rlg t& 'I’

(b) Excrusion From NET EARNINGS FrROM SELF-EMPLOYMENT OF

INcoME DERIVED BY INDIANS FrROM ExERCISE OF FisHING RiGHTS.—
Section 211(a) of such Act (42 U.S.C. 411(a)) is amended—

(1) in paragraph (12), by striking out “and” at the end;

(2) in paragraph (13), by striking out the period and inserting
in lieu thereof “; and”; and

(S)hby msertmg after paragraph (13) the following new para-
graph:

“(14) There shall be excluded income excluded from taxation
under section 7873 of the Internal Revenue Code of 1986 (relat~
ingh to income derived by Indians from exercise of fishing
I'ig ts .n

(c) Cross-ReFERENCES IN SECA AND FICA T0 APPLICABLE INDIAN

FisninG RicHTs PrROVISIONS.—

(1) SECA.—Subsection (a) of section 1402 of the 1986 Code
(relating to net earnings from self-employment) is amended by
striking out “and” at the end of paragraph (13), by striking out
the period at the end of paragraph (14) and inserting in lieu
thereof “; and”, and by inserting after paragraph (14) the
following new paragraph:

“(15) in the case of a member of an Indian tribe, the special
rules of section 7873 (relating to income derived by Indians from
exercise of fishing rights) shall apply.”

(2) FICA.—Subsection (a) of section 3121 of the 1986 Code
(relating to wages) is amended by striking out “or”” at the end of
paragraph (19), by striking out the period at the end of para-
graph (20) and inserting in lieu thereof ; or”, and by inserting
after paragraph (20) the following new paragmph.

“(21) in the case of a member of an Indian tribe, any remu-
neration on which no tax is imposed by this chapter by reason of
section T873 (relating to income derived by Indians from exer-

cise of fishing rights).”

26 USC 7873 SEC. 3044. EFFECTIVE DATE; NO INFERENCE CREATED.

note.

(a) ErFeCcTIVE DATE.—The amendments made by this subtitle shall

apply to all periods beginning before, on, or after the date of the
enactment of this Act.

(b) No INFERENCE CrEATED.—Nothing in the amendments made

by this subtitle shall create any inference as to the existence or non-
existence or scope of any exemption from tax for income derived
from fishing rights secured as of March 17, 1988, by any treaty law,
or Executive Order.
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TITLE IV—EXTENSIONS AND MODIFICA-
TIONS OF EXPIRING TAX PROVISIONS

SEC. 4001. EXTENSION AND MODIFICATION OF EXCLUSION FOR
EMPLOYER-PROVIDED EDUCATIONAL ASSISTANCE.

(a) ExTEnsioN.—Subsection (d) of section 127 of the 1986 Code
(relating to educational assistance programs) is amended by striking
oggs“Deoember 31, 1987” and inserting in lieu thereof “December 31,
1988”.

(b) RestrICTIONS RELATING TO EDUCATION AT THE GRADUATE

(1) INn GeNErRAL.—Paragraph (1) of section 127(c) of the 1986
Code is amended by adding at the end thereof the following new
sentence: “The term ‘educational assistance’ also does not in-
clude any payment for, or the provision of any benefits with
respect to, any af‘rm:llmte level course of a kind normally taken
by an individual pursuing a program leading to a law, business,
medical, or other advanced academic or professional degree.”

(2) SPECIAL RULE FOR TEACHING AND RESEARCH ASSISTANTS.—
Subsection (d) of section 117 of the 1986 Code is amended by
adding at the end thereof the following new paragraph:

“(5) SPECIAL RULES FOR TEACHING AND RESEARCH ASSISTANTS.—
In the case of the education of an individual who is a graduate
student at an educational organization described in section
170(bX1)AXii) and who is engaged in teaching or research activi-
ties for such organization, Paragraph (2) shall be applied as if it
did not contain the phrase ‘(below the graduate level)'.” ;

(c) ErrecTIvE DATES.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1987.

SEC. 4002. EXTENSION AND MODIFICATION OF EXCLUSION OF AMOUNTS
RECEIVED UNDER GROUP LEGAL SERVICES PLANS.

(a) ExTEnsion.—Section 120(e) of the 1986 Code is amended by
striking out “1987” and inserting in lieu thereof “1988”.
(b) LimiTATION ON VALUE OF INSURANCE PROTECTION WHICH MAY
Be ExcLupED.—
(1) IN GeENERAL.—Section 120(a) of the 1986 Code is amended
by adding at the end thereof the following new sentence:
*‘No exclusion shall be allowed under this section with respect to an
individual for any taxable year to the extent that the value of
insurance (whether through an insurer or self-insurance) against
legal costs incurred by the individual (or his spouse or dependents)
provided under a quiﬁed‘ group legal services plan exceeds $70.”
(2) CONFORMING AMENDMENT.—Subparagraph (A) of section
125(eX2) of the 1986 Code is amended by inserting “or any
insurance under a ified group legal services plan the value
of which is so incl le only because it exceeds the limitation
of section 120(a)”’ after “section 79”.
(c) EFrecTIvE DATE.—The amendments made by this section shall
apply to taxable years ending after December 31, 1987.

SEC. 4003. CARRYOVER OF POST-1987 LOW-INCOME HOUSING CREDIT
DOLLAR AMOUNTS PERMITTED.

(a) IN GENERAL.—Section 42(hX1) of the 1986 Code (relating to
housing credit dollar amount may not be carried over, etc.), as

26 USC 117 note.

26 USC 120 note.
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26 USC 469 note.

26 USC 42 note,

26 USC 42 note.

amended by section 1002(1X(14)A) of this Act, is amended by adding
at the end thereof the following new subparagraph:
‘(E) EXCEPTION WHERE 10 PERCENT OF COST INCURRED.—

“(@i) IN GENERAL.—An allocation meets the require-
ments of this subparagraph if such allocation is made
with respect to a qualified building which is placed in
service not later than the close of the second calendar
year following the calendar year in which the alloca-
tion is made.

“(i1) QuALIFIED BUILDING.—For purposes of clause (i),
the term ‘qualified building’ means any building which
is part of a project if the taxpayer’s basis in such
project (as of the close of the calendar year in which the
allocation is made) is more than 10 percent of the
taxpayer’s reasonably expected basis in such project (as
of the close of the second calendar year referred to in
clause (i)). Such term does not include any existing
building unless a credit is allowable under subsection
(e) for rehabilitation expenditures paid or incurred by
the taxpayer with respect to such building for a taxable
year ending during the second calendar year referred
to in clause (i) or the prior taxable year.”

(b) CONFORMING AMENDMENTS.—

(1) Section 42(h)1)B) of the 1986 Code, as amended by section
1002 of this Act, is amended by striking out “(C) or (D)” and
inserting in lieu thereof ‘(C), (D), or (E)”.

(2) Paragraph (3) of section 501(c) of the Reform Act is hereby
repealed.

(3) Subsection (n) of section 42 of the 1986 Code, as amended
by title I of this Act, is amended to read as follows:

“(n) TErRMINATION.—The State housing credit ceiling under
subsection (h) shall be zero for any calendar year after 1989 and
subsection (h)4) shall not apply to any building placed in service
after 1989.”

(c) ErFecTivE DATE.—The amendments made by this section shall
apply to amounts allocated in calendar years after 1987.

SEC. 4004. SIMPLIFICATION OF RULE WHERE PARTNERSHIP HOLDS
QUALIFIED LOW-INCOME BUILDING.

(a) IN GENERAL.—Subparagraph (B) of section 42(jX5) of the 1986
Code, as amended by title I of this Act, is amended to read as
follows:

“(B) PARTNERSHIPS TO WHICH PARAGRAPH APPLIES.—This
paragraph shall apply to any partnership which has 35 or
more partners unless the partnership elects not to have this
paragraph apply.”

(b) EFFECTIVE DATES.—

(1) IN GENERAL.—The amendment made by subsection (a)
shall take effect as if included in the amendments made by
section 252 of the Reform Act.

(2) Per1OD FOR ELECTION.—The period for electing not to have
section 42(jX5) of the 1986 Code apply to any partnership shall
not expire before the date which is 6 months after the date of
the enactment of this Act.
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SEC. 4005. PROVISIONS RELATING TO MORTGAGE REVENUE BONDS AND
MORTGAGE CREDIT CERTIFICATES.

(a) ExTENSION OF AUTHORITY To IssuE BoNDS AND CERTIFICATES.—
(1) Subparagraph (B) of section 143(a)X1) of the 1986 Code
(relating to termination) is amended by striking out “Decem-
ber 31, 1988"” each place it appears and inserting in lieu thereof
“December 31, 1989". )

(2) Subsection (h) of section 25 of the 1986 Code (relating to
credit for interest on certain home mortgages), as amended by
section 1013(a)(26) of this Act, is amended by striking out “1988”
and inserting in lieu thereof “1989".

(b) CALcULATION OF INCOME LiMITS FOR QUALIFIED MORTGAGE
Bonp Financep Homes IN Hica HousinGg Cost ArReas.—Section
143(f) of the 1986 Code (relating to income requirements) is
amerlllded by adding at the end thereof the following new para-
graph:

“(5) ADJUSTMENT OF INCOME REQUIREMENT BASED ON RELATION
OF HIGH HOUSING COSTS TO INCOME.—

“(A) In geNERAL.—If the residence (for which financing is
provided under the issue) is located in a high housing cost
area and the limitation determined under this paragraph is
greater than the limitation otherwise applicable under
paragraph (1), there shall be substituted for the income
limitation in paragraph (1), a limitation equal to the
percentage determined under subparagraph (B) of the area
median gross income for such area.

“(B) INCOME REQUIREMENTS FOR RESIDENCES IN HIGH HOUS-
ING cost AREA.—The percentage determined under this
subparagraph for a residence located in a high housing cost
area is the percentage (not greater than 140 percent) equal
to the product of—

“(I) 115 percent, and

‘II) the amount by which the housing cost/income
ratio for such area exceeds 0.2.

“(C) HiGH HOUSING cOST AREAS.—For purposes of this
paragraph, the term ‘high housing cost area’ means any
statistical area for which the housing cost/income ratio is
greater than 1.2.

“(D) HouSING COST/INCOME RATIO.—For purposes of this

aph—

“() In GENERAL.—The term ‘housing cost/income
ratio’ means, with respect to any statistical area, the
number determined by dividing—

“(I) the applicable housing price ratio for such

area, by )

“(II) the ratio which the area median gross
income for such area bears to the median gross
income for the United States.

“(il) APPLICABLE HOUSING PRICE RATIO.—For purposes
of clause (i), the aﬂphcable housing price ratio for any
area is the new housing price ratio or the existing
housing price ratio, whichever results in the housing
cost/income ratio being closer to 1.

“(iii) NEW HOUSING PRICE RATIO.—The new housing
price ratio for any area is the ratio which—
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‘I) the average area purchase price (as defined
in subsection (e)(2)) for residences described in
subsection (eX8)A) which are located in such area
bears to

‘II) the average purchase price (determined in
accordance with the principles of subsection (eX2))
for residences so described which are located in the
United States.

“(iv) EXISTING HOUSING PRICE RATIO.—The existing
housing price ratio for any area is the ratio determined
in accorganoe with clause (iii) but with respect to resi-
dences described in subsection (e)X3)B).”

(c) DETERMINATIONS OF FAMILY INcoME To BE Basep oN FamiLy
Si1ze.—Subsection (f) of section 143 of the 1986 Code (relating to
income requirements) is further amended by adding at the end
thereof the following new paragraph:

“(6) ADJUSTMENT TO INCOME REQUIREMENTS BASED ON FAMILY
size.—In the case of a mortgagor having a family of fewer than
3 individuals, the preceding provisions of this subsection shall
be applied by subatltutmg

“;(A) 100 percent’ for ‘115 percent’ each place it appears,

an

“(B) ‘120 percent’ for ‘140 percent’ each place it appears.”

(d) QuaLIFiIED MORTGAGE BONDS SUBJECT TO ARBITRAGE REBATE
RuLes AppPLICABLE TO OTHER TAx-ExEMpPT BONDS.—

(1) Paragraph (1) of section 143(g) of the 1986 Code (relating to
requirements related to arb:trage) is amended—

(A) by striking out “paragraphs (2) and (3) of this subsec-
tion” and inserting in lieu thereof “paragraph (2) of this
subsection and, in the case of an issue described in subsec-
tion (bX1), such issue also meets the requirements of para-
graph (3) of this subsection”, and

(B) by striking out “(other than subsection (f) thereof)”.

(2) Paragraph (1) of section 148(f) of the 1986 Code is amended
by striking out “qualified mortgage bond or”

(e) LOANB PROVIDED THROUGH QUALIFIED MORTGAGE Issue Must
OrIGINATE WITHIN 42 MONTHS OF DATE OF IssuE.—Paragraph (2) of
section 143(a) of the 1986 Code (definin tﬂ.m.hﬁed mortgage issue) is
amex}:lded by adding at the end thereof the following new subpara-
graph:

“(D) PROCEEDS MUST BE USED WITHIN 42 MONTHS OF DATE
OF ISSUANCE.—

(i) IN cENERAL.—Except as otherwise provided in
this subparagraph, an issue shall not meet the require-
ment of aub agraph (A)Xi) unless—

proceeds of the issue required to be used
to fmance owner-occupied residences are so used
within the 42-month period ing on the date
of i mg:)la:lwe mzll:e tﬁss:i;- (or, i 11;.l e c;?e bgé'l a refund-
ing bond, wi e 42-mont Tl nning on
the date of issuance of the onglpl:?al bond) or, to the
extent not so used within such period, are used
within such period to redeem bonds which are part
of such issue, and
“(II) no portion of the proceeds of the issue are
used to make or finance any loan (other than a
loan which is a nonpurpose investment within the
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meaning of section 148(f(6)XA)) after the close of
such period.

“@ii) ExceprioN.—Clause (i) (and clause (iv) of
subparagraph (A)) shall not be construed to require
amounts ofp less than $250,000 to be used to eem
bonds. The Secretary may by regulation treat related
issues as 1 issue for purposes of the preceding
sentence.”

() RepAYyMENTS OF FINANCING PROVIDED BY A QUALIFIED MORT-
cAGE Issue Must Be Usep To Repeem Bonps.—Subparagraph (A) of
section 143(a)2) of the 1986 Code is amended by striking out “and”
at the end of clause (ii), striking out the period at the end of
clause (iii) and inserting in lieu thereof “, and”, and by adding at the
end thereof the following:

“Giv) ex&ep} as provided t_in st_nbparagr_ag)e}é I_ED)(&),
repayments of principal on financing provi y the
issueareusednotﬁgerthanthe ose of the 1st
semiannual period beginning after the date the prepay-
ment (or complete repayment) is received to redeem
bonds which are part of such issue.

Clause (iv) shall not apply to amounts received within 10

years after the date of issuance of the issue (or, in the case

g :-ie)fundmg bond, the date of issuance of the original
n .’l

(g) Recaprure oF PortioN oF FEDERAL Sumsipy From Use oF
MorTGAGE BoNDS AND MORTGAGE CREDIT CERTIFICATES.—

(1) In cENERAL.—Section 143 of the 1986 Code (relating to
mortgage revenue bonds) is amended by adding at the end
thereof the following new subsection:

“(m) RECAPTURE OF PORTION OF FEDERAL Sussipy From Use oF
QuALIFIED MORTGAGE BONDS AND MORTGAGE CREDIT CERTIFICATES. —

“(1) In GENERAL.—If, during the taxable year, any taxpayer

i of an interest in a residence with respect to which
there is or was any federally-subsidized indebtedness for the
payment of which the was liable in whole or part, then
the taxpayer’s tax im; by this chapter for such taxable year
shall be increased by the recapture amount with respect to such
indebtedness.

“(2) ExceprionNs.—Paragraph (1) shall not apply to—

“(A) any disposition by reason of death, and
“(B) any disposition which is more than 10 years after the
®) e F f

i ERALLY-SUBSIDIZED INDEBTEDNESS.—For purposes o
this subsection—

“(A) In GENERAL.—The term ‘federally-subsidized indebt-
edness’ means any indebtedness if—

“@) financing for the indebtedness was provided in
whole or part from the proceeds of any tax-exempt
qualified m bond, or

*(ii) any it was allowed under section 25 (relating
to interest on certain home mortgages) to the tmyer
for interest paid or incurred on such indeb ess.

“(B) EXCEPTION FOR HOME IMPROVEMENT LOANS.—Such
term shall not include any indebtedness to the extent such
indebtedness is federally-subsidized indebtedness solely by
reason of being a quaﬁﬁed home improvement loan (as
defined in subsection (kX4)).
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“(4) RecapTrUuRe AMOUNT.—For purposes of this subsection—

“(A) IN GENERAL.—The recapture amount with respect to
any indebtedness is the amount equal to the product of—
“(i) the federally-subsidized amount with respect to

the indebtedness, and

“(ii) the holding period percentage.

“(B) FEDERALLY-SUBSIDIZED AMOUNT.—The federally-sub-
sidized amount with respect to any indebtedness is the
amount equal to 6.25 percent of the highest principal
f}nﬁunt of the indebtedness for which the taxpayer was
lable.

“(C) HOLDING PERIOD PERCENTAGE.—

“i) D1SPOSITIONS DURING 18T 5 YEARS.—If the disposi-
tion of the taxpayer s interest in the residence occurs
during the 5-year period begmn on the testing date,
the holding period percentage is t uBercentage deter-
mined by dividing the number of full months during
;vhx;i%h the requirements of subparagraph (D) were met

y 60.

“(ii) DISPOSITIONS DURING 2D 5 YEARS.—If the disposi-
tion of the taxpayer’s interest in the residence occurs
during the 5-year period following the 5-year period
described in clause (i), the holding period percentage is
the percentage determined by dividing—

“(I) the excess of 120 over the number of full
b1§|:u:-nt.ha during which such requirements were met

y

um) 60.

iii) RETIREMENTS OF INDEBTEDNESS.—If the feder-
ally-aubmdlwd indebtedness is completely repaid
during any month of the 10-year period beginning on
the testing date, the holding period percentage for
succeeding months shall be determined by ucing
ratably over the remamder of such period (or, if lesser,
5 years) the holding percen which would
have been determmetfe under this subparagraph had
the taxpayer disposed of his interest in the residence on
the date of the repayment.

‘(D) TESTING DATE.— Ee term ‘testing date’ means the
earliest date on which all of the following requirements are

‘(i) The indebtedness is federally-subsidized indebted-
ness.

‘(i) The taxpayer is liable in whole or part for
payment of the indebtedness.

“(5) REDUCTION OF RECAPTURE AMOUNT IF TAXPAYER MEETS
CERTAIN INCOME LIMITATIONS.—

“(A) IN GENERAL.—The recapture amount which would
(but for this paragraph) apply with respect to any disposi-
tion during a taxable year shall be reduced (but not below
zero) by 2 percent of such amount for each $100 by which
adjusted qualifying income exceeds the modified adjusted
gross income of the taxpayer for such year.

“(B) ADJUSTED QUALIFYING INCOME.—For purposes of this
paragraph, the term ‘adjusted qualifying income’ means the
amount equal to the sum of—

(i) $5,000, plus
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“(ii) the product of—

‘(I) the highest family income which (as of the
date the financing was provided) would have met
the requirement of subsection (f) with respect to
the residence, and

“(Il) the percentage equal to the sum of 100
percent plus 5 percent for each full year during the

period on such date and ending on the
date of the disposition.
For purposes of clause (iiX]), highest family income shall be
determined without regard to subsection (f(3)XA) and on the
basis of the number of members of the taxpayer’s family as
of the date of the disposition.

“(C) MODIFIED ADJUSTED GROSS INCOME.—For purposes of
this paragraph, the term ‘modified adjusted gross income’
means adjusted gross income—

“(i) increased by the amount of interest received or
accrued by the taxpayer during the taxable year which
is excluded from gross income under section 103, and

“(1i) decreased by the amount of gain (if any) included
in gross income of the taxpayer by reason of the dis-
position to which this subsection applies.

“(6) LIMITATION ON RECAPTURE AMOUNT BASED ON GAIN
REALIZED.—

“(A) In GENERAL—In no event shall the recapture
amount of the taxpayer with respect to any indebtedness
exceed 50 percent of the gain (if any) on the disposition of
the taxpayer’s interest in the residence. For purposes of the
preceding sentence, gain shall be taken into account
whether or not recogmzed and the adjusted basis of the
taxpayer’s interest in the residence shall be determined
without regard to sections 1033(b) and 1034(e) for purposes
of determining gain.

“(B) DiSPOSITIONS OTHER THAN SALES, EXCHANGES, AND
INVOLUNTARY CONVERSIONS.—In the case of a disposition
other than a sale, exchange, or involun conversion, gain
shall be determined as if the interest had been sold for its
fair market value.

“(C) INVOLUNTARY CONVERSIONS RESULTING FROM CASUAL-
TiES.—In the case of property which (as a result of its
destruction in whole or in by fire, storm, or other
casualty) is compulsorily or involuntarily converted, para-
graph (1) shall not apply to such conversion if the taxpayer
purchases (during e period specified in section
1033(a)2XB)) property for use as his principal residence on
the site of the conve mrt‘y For purposes of subpara-
graph (A), the the taxpayer in the resi-
dence shall n ad;usted for any gain or loss on a
conversion to whlch this subparagraph applies.

“(T) ISSUER TO INFORM MORTGAGOR OF FEDERALLY-SUBSIDIZED
AMOUNT AND FAMILY INCOME LIMITS.—The issuer of the issue
which provided the federally-subsidized indebtedness to the

mo r —

“(A) at the time of settlement, provide a written state-

ment informing the mortgagor of the potential recapture
under this subsection, and
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“(B) not later than 90 days after the date such indebted-
ness is provided, provide a written statement to the mortga-
gor specifying—

“(i) the federally-subsidized amount with respect to
such indebtedness, and
“(ii) the amounts described in paragraph (5)(B)ii)
for each category of family size for each year of the
10-year e‘ferlod beginning on the date the financing was
provid

“(8) SPECIAL RULES.—

“‘A) No BasiS ADJUSTMENT.—No adjustment shall be
made to the basis of any property for the increase in tax
under this subsection.

“(B) SPECIAL RULE WHERE 2 OR MORE PERSONS HOLD IN-
TERESTS IN RESIDENCE.—Except as provided in subparagraph
{C) and in regulations prescribed by the Secretary, if 2 or
more persons hold interests in any residence and are jointly
liable for the federallg-submdazed indebtedness, the recap-
ture amount shall be determined separately with respect to
their respective interests in the residence.

“(C) TRANSFERS TO SPOUSES AND FORMER SPOUSES.—Para-
graph (1) shall not apply to any transfer on which no gain
or loss is recognized under section 1041. In any such case,
the transferee shall be treated under this subsection in the
same manner as the transferor would have been treated
had such transfer not

“(D) RecuraTions.—The Secretary shall prescribe such
regulations as may be necessary or appropriate to carry out
this subsection, including regulations dealmg with disposi-
tions of partial interests in a residence.”

(2) IsSUER INFORMATION REQUIREMENT.—

(A) Subparagraph (A) of section 143(a)(2) of the 1986 Code
is amended by stnkmg out “and (i) and inserting in lieu
thereof “(i), and (mXT7)".

(B) Suhparag‘mph (C) of section 143(a)2) of the 1986 Code
is amended by striking out “and (h)” and inserting in lieu
thereof “, (h), and (mX7)”.

(3) BROKER REPORTING.—Subsection (e) of section 6045 of the
1986 Code is amended by adding at the end thereof the following
new paragraph:

“(3) WHETHER SELLER'S FINANCING WAS FEDERALLY-SUB-
sipizep.—In the case of a real estate transaction involving a
residence, the real estate broker shall specify on the return
under subsection (a) and the statement under subsection (b)
whether or not the financing (if any) of the seller was federally-
subsidized indebtedness (as defined in section 143(m)(3)).”

(4) No crEDITS AGAINST TAX.—Paragraph (2) of section 26(b) of
the 1986 Code (relating to limitation on tax liability;
definition of tax liability), as amended by title I of this Act, is
amended by striking out “and” at the end of subparagraph (K),
by striking out the penod at the end of subparagraph (L) and
inserting in lieu thereo and”, and by adding at the end
thereof the following new subparag‘ra h:

“(M) section 143(m) (relating to recapture of portion of
federal subsidy from use of mortgage bonds and mortgage
credit certificates).”
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(5) RECAPTURE TAX NOT INCLUDED IN ESTIMATED TAXES.—Para-

aph (1) of section 6654(f) of the 1986 Code (relating to failure
lg:'; individual to pay estimated income tax) is amended by
inserting “(other than any increase in such tax by reason of
section 143(m))” after “chapter 1”.

(6) AUTHORITY TO CHANGE PREPAYMENT ASSUMPTIONS FOR AR-
BITRAGE RESTRICTIONS.—Clause (iv) of section 143(g)2)B) of the
1986 Code is amended by adding at the end thereof the following
new sentence:

“The Secretary may by regulation adjust the mortgage
prepayment rate otherwise used in determining the
effective rate of interest to the extent the Secretary
determines that such an adjustment is appropriate by
reason of the impact of subsection (m)."”

(7) Cross REFERENCE.—Section 25 of the 1986 Code is amended
by adding at the end thereof the following new subsection:

“j) RecApTURE OF PoRTION OF FEDERAL SuBsipy From Use oF
MORTGAGE CREDIT CERTIFICATES.—

“For provisions increasing the tax imposed by this chapter to recapture

a portion of the Federal subsidy from the use of mortgage credit certifi-

cates, see section 143(m).”

(h) EFFeCcTIVE DATES.—

(1) In ceNERAL.—Except as otherwise provided in this subsec-
tion, the amendments made by this section shall apply to bonds
iisgsgsed, and nonissued bond amounts elected, after mber 31,

(2) SPECIAL RULES RELATING TO CERTAIN REQUIREMENTS AND
REFUNDING BONDS.—In the case of a bond issued to refund (or
which is part of a series of bonds issued to refund) a bond issued
before January 1, 1989—

(A) the amendments made by subsections (b) and (c) shall
apply to financing provided after the date of issuance of the
refunding issue, and

(B) the amendment made by subsection (f) shall apply to
payments (including on loans made before such date of
issuance) received on or after such date of issuance.

(3) SuBsgcTION (g).—

(A) IN GENERAL.—Except as provided in subparagraph (B),
the amendments made by subsection (g) shall apply to
financing provided, and mortgage credit certificates issued,
after December 31, 1990.

(B) ExceprioN.—The amendments made by subsection (g)
shall not apply to financing provided pursuant to a binding
contract (entered into before June 23, 1988) with a home-
builder, lender, or mort.gagor if the bonds (the proceeds of
which are used to provide such financing) are issued—

(i) before June 23, 1988, or
(ii) before n?ﬂ!éguat 1, 1988, pursuant to a written
application ( e before July 1, 1988) for State bond
) volume authority.

(i) STupny oF RecapTure Provisions,—The Comptroller General of
the United States shall conduct a study of section 143(m) of the 1986
Code (as added by this section) and of alternatives to accomplish the
purﬁaes of such section. A report of such study shall be submitted
not later than July 1, 1990, to the Committee on Ways and Means of
the Htguse of Representatives and the Committee on Finance of the

26 USC 143 note.

26 USC 143 note.

Reports.
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SEC. 4006. EXTENSION OF CERTAIN BUSINESS ENERGY CREDITS.

Each of the following provisions in the table under section
46(b)2XA) of the 1986 Code are amended by striking out “Decem-
ber 31, 1988"” and inserting in lieu thereof “December 31, 1989

(1) The item relating to the 10 percent credit in clause (viii).
(2) The item relating to the 10 percent credit in clause (ix).
(3) Clause (x).

SEC. 4007. EXTENSION OF CREDIT FOR INCREASING RESEARCH ACTIVI-
TIES.

(a) ExTEnsioN.—Subsection (h) of section 41 of the 1986 Code
(relating to credit for increasing research activities) is amended—
(1) by striking out “December 31, 1988” each P}ace it appears

and inserting in lieu thereof “December 31, 1989”, and

(2) by striking out “January 1, 1989” each place it appears
and inserting in lieu thereof “January 1, 1990”.

26 USC 41 note. (b) GAO StupYy.—

(1) In GENEraL.—The Comptroller General of the United
States shall conduct a study of the credit provided by section 41
of the 1986 Code.

(2) RerporT.—The report of the study under paragraph (1) shall
be submitted not later than December 31, 1989, to the Commit-
tee on Ways and Means of the House of Representatives and the
Committee on Finance of the Senate.

SEC. 4008. DENIAL OF DEDUCTION FOR 50 PERCENT AMOUNTS ALLOWED
AS A RESEARCH CREDIT.

(a) In GeENErRAL.—Section 280C of the 1986 Code (relating to
certain expenses for which credits are allowable) is amended by
adding at the end thereof the following new subsection:

“(c) CrEDIT FOR INCREASING RESEARCH ACTIVITIES.—

“(1) In ceENEraL.—No deduction shall be allowed for that
portion of the qualified research expenses (as defined in section
41(b)) or basic research expenses (as defined in section 41(e)2)
otherwise allowable as a deduction for the taxable year which is
equal to 50 percent of the amount of the credit determined for
such taxable year under section 41(a).

“(2) SIMILAR RULE WHERE TAXPAYER CAPITALIZES RATHER THAN
DEDUCTS EXPENSES.—If—

“(A) 50 percent of the amount of the credit determined
for the taxable year under section 41(a)1), exceeds
“(B) the amount allowable as a deduction for such taxable
year for qualified research expenses or basic research ex-
penses (determined without regard to paragraph (1)),
the amount chargeable to capital account for the taxable year
for such expenses shall be reduced by the amount of such

excess.
“(8) CoNTROLLED GROUPS.—Paragraph (3) of subsection (b)
shall apply for pu of this subsection.”

(b) ResearcH Creprr To BE ELECTIVE.—

(1) In GeNERAL.—Section 41 of the 1986 Code is amended by
redesignating subsection (h) as subsection (i) and by inserting
after subsection (g) the following new subsection:

“(h) ELectioN To Have ResearcH CrEDIT NOoT APPLY.—

“(1) In GENERAL.—A taxpayer may elect to have this section

not apply for any taxable year.
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“(2) TIME FOR MAKING ELECTION.—An election under para-
graph (1) for any taxable year may be made (or revoked) at any
time before the be:‘{:iration of the 3-year period beginning on the
last day prescribed by law for filing the return for such taxable
year (determined without regard to extensions).

“(3) MANNER OF MAKING ELECTION.—An election under para-
graph (1) (or revocation thereof) shall be made in such manner
as the Secretary may by regulations prescribe.”

(2) DEDUCTION FOR UNUSED RESEARCH CREDIT.—

(A) Subsection (c) of section 196 of the 1986 Code is
amended by striking out “and” at the end of para%:-a h (2),
by striking out the period at the end of paragraph (3) and
inserting in lieu thereof “, and”, and by adding at the end
thereof the following new paragraph:

“(4) the research credit determined under section 41(a) for
taxable years beginning after December 31, 1988.”

(B) Subsection (d) of section 196 of the 1986 Code is
amended to read as follows:

“(d) SpeciaAL RurLE For INVESTMENT TAx CREDIT AND RESEARCH
CrepiT.—Subsection (a) shall be applied by substituting an amount
equal to 50 percent of for an amount equal to in the case of—

“(1) the investment credit determined under section 46(a)
(other than a credit to which section 48(q)(3) applies), and

“2) the research credit determined under section 41(a).”

(c) TECHNICAL AMENDMENTS.—

(1) Paragraph (1) of section 28(b) of the 1986 Code is amended
by striking out “1988” and inserting in lieu thereof “1989".

(2) Subsection (n) of section 6501 of the 1986 Code is amended
g{ Gs)?pkmg out “or 51(j)” and inserting in lieu thereof *, 41(h), or

(d) EFFecTive DATE.—The amendments made by this section shall 26 USC 41 note.
apply to taxable years beginning after December 31, 1988.

SEC. 4009. ALLOCATION OF RESEARCH AND EXPERIMENTAL EXPENDI- 26 USC 861 note.
TURES.

(a) GENERAL RurE.—For purposes of sections 861(b), 862(b), and
863(b) of the 1986 Code, qualified research and experimental
expenditures shall be allocated and apportioned as follows:

(1) Any qualified research and experimental expenditures
expended so egg to meet legal requirements imposed by a politi-
cal entity with respect to the improvement or marketing of
specific products or processes for purposes not reasonably ex-
pected to generate gross income (beyond de minimis amounts)
outside the jurisdiction of the political entity shall be allocated
onlg to gross income from sources within such jurisdiction.

(2) In the case of any qualified research and experimental
expenditures (not allocated under paragraph (1)) to the extent—

(A) that such expenditures are attributable to activities
conducted in the United States, 64 percent of such expendi-
tures shall be allocated and apportioned to income from
sources within the United States and deducted from such
income in determining the amount of taxable income from
sources within the United States, and

(B) that such expenditures are attributable to activities
conducted outside the United States, 64 percent of such
expenditures shall be allocated and apportioned to income
from sources outside the United States and deducted from
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such income in determining the amount of taxable income
from sources outside the United States.

(3) The remaining portion of qualified research and experi-
mental expenditures (not allocated under paragraphs (1) and (2))
shall be apportioned, at the annual election of the taxpayer, on
the basis of gross sales or gross income, except that, if the
taxpayer elects to apportion on the basis of gross income, the
amount apportioned to income from sources outside the United
States shall be at least 30 percent of the amount which would be
so apportioned on the basis of gross sales.

(b) QUALIFIED RESEARCH AND EXPERIMENTAL ExXPENDITURES.—For

purposes of this section, the term ‘“qualified research and experi-
mental expenditures” means amounts which are research and
experimental expenditures within the meaning of section 174 of the
1986 Code. For purposes of this subsection, rules similar to the rules
of subsection (c) of section 174 of the 1986 Code shall apply.

(c) SpEcIAL RULES FOR EXPENDITURES ATTRIBUTABLE TO ACTIVITIES

CoNDUCTED IN SPACE, ETc.—

(1) In GENErAL.—Any qualified research and experimental
expenditures described in paragraph (2)—

(A) if incurred by a United States person, shall be allo-
cated and apportioned under this section in the same
manner as if they were attributable to activities conducted
in the United States, and

(B) if incurred by a person other than a United States
person, shall be allocated and apportioned under this sec-
tion in the same manner as if they were attributable to
activities conducted outside the United States.

(2) DESCRIPTION OF EXPENDITURES.—For purposes of paragraph
(1), qualified research and experimental expenditures are de-
scribed in this paragraph if such expenditures are attributable
to activities conducted—

(A) in space,

(B) on or under water not within the jurisdiction (as
recognized by the United States) of a foreign country,
possession of the United States, or the United States, or

(C) in Antarctica.

(d) AFFILIATED GROUP.—

(1) Except as provided in paragraph (2), the allocation and
apportionment required by subsection (a) shall be determined as
if all members of the affiliated group (as defined in subsection
(eX5) of section 864 of the 1986 Code) were a single corporation.

(2) For purposes of the allocation and apportionment required
by subsection (a)—

(A) sales and gross income from products produced in
whole or in part in a possession by an electing corporation
(within the meaning of section 936(hX5XE) of the 1986
Code); and

(B) dividends from an electing corporation,

shall not be taken into account, except that this paragraph shall
not apply to sales of (and gross income and dividends attrib-
utable to sales of) products with respect to which an election
under section 93 5XF) of the 1986 Code is not in effect.

(3) The qualified research and experimental expenditures
taken into account for purposes of subsection (a) shall be ad-
justed to reflect the amount of such expenditures included in
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computing the cost-sharing amount (determined under section
936(h)5XC)iXI) of the 1986 Code).

(4) The Secretary of the Treasury or his delegate may pre-
scribe such regulations as may be necessary to carry out the
purposes of this subsection, including regulations providing for
the source of gross income and the allocation and apportion-
ment of deductions to take into account the adjustments re-
quired by par h (3).

(5) Paragra E g) of section 864(e) of the 1986 Code shall not
apply to q ied research and experimental expenditures.

(e) YEARS TO WHICH SECTION APPLIES.—

(1) IN ceNEraL.—Except as prowded in this subsection, this
section shall apply to the taxpayer’s 1st taxable year beginning
after August 1, 1987.

(2125 REDUCTION IN ml?t(.tlz;m h-fg ;;vctmcn sncmol:;rl Appulm.—ltﬁh(;t-
withstanding paragraph (1), thi ion shall only apply to that
portion of the qualified research and experimental expenditures
for the taxable year referred to in paragraph (1) which bears the
same ratio to the total amount of such expenditures as—

(A) the lesser of 4 months or the number of months in the
taxable year, bears to
(B) the number of months in the taxable year.

SEC. 4010. EXTENSION AND MODIFICATION OF TARGETED JOBS CREDIT.

(a) 2-YeAr ExTENsioN.—Paragraph (4) of sectlon 51(c) of the 1986
Code (relating to termination) is amended by out “Decem-
ber 31, 1988” and inserting in lieu thereof “Decem r 31, 1989”.
(b) EXTENSION OF AUTHORIZATION. —Paragraph (2) of section 261(f)
of the Economic Recovery Tax Act of 1981 is amended by striking 26 USC 51 note.
out “and 1988” and inserting in lieu thereof “1988, and 1989”.
(c) EcoNnomicALLY DiSADVANTAGED YOUTH STATUS RESTRICTED TO
INpIviDUALS UNDER AGE 23.—
(1) IN GENERAL.—Subparagraph (B) of section 51(dX3) of the
1986 Code is amended by striking out “age 25" and inserting in
lieu thereof “age 23”.
(2) ErrecTIVE DATE.—The amendment made by paragraph (1) 26 USC 51 note.
shall apply to individuals who begin work for the employer after
December 31, 1988.
(d) REpucTiON IN PERCENTAGE OF CREDIT FOR SUMMER YOUTH
EMPLOYEES.—
(1) In Gnnm—Subpa.ragm (B) of section 51(dX12) of the
1986 Code is amended by st out clause (i) and by re-
des:gnatmg clauses (ii) and (iii) as clauses (i) and (ii).
2) EFFECTIVE DATE.—The amendment made by paragraph (1) 26 USC 51 note.
shall a plyslio mdrnduals who begin work for the employer after
i of

SEC. 4011. TREATMENT OF PUBLICLY OFFERED REGULATED INVEST-
MENT COMPANIES UNDER 2-PERCENT FLOOR.

(a) INn GENERAL.—Subsection (c) of section 67 of the 1986 Code, as
amended by section 1001(f) of this Act, is amended to read as follows:
Kl “(c) DisaALLowANCE oF INDIRECT DEDUCTION THROUGH PASs-THRU

NTITY.—

“(1) IN GENERAL.—The Secretary shall prescribe regulations Regulations.
wihiich prohibit tie imdivect daduction through mthgl;lntities r—
of amounts which are not allowable as a deduction if paid or
incurred directly by an individual and which contain such
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reporting requirements as may be necessary to carry out the
purposes of this subsection.
“(2) TREATMENT OF PUBLICLY OFFERED REGULATED INVESTMENT
COMPANIES.—
“(A) IN GENERAL.—Paragraph (1) shall not apply with
respect to any publicly offered regulated investment com-

ny.
“(B) PUBLICLY OFFERED REGULATED INVESTMENT COMPA-
Nies.—For purposes of this subsection—

“@) IN GeNErRAL.—The term ‘publicly offered regu-
lated investment company’ means a regulated invest-
ment company the shares of which are—

“(I) continuously offered pursuant to a public
offering (within the meaning of section 4 of the
%acu;-)itiea Act of 1933, as amended (15 U.S.C. TTa to

aa)),

“(ID) regularly traded on an established securities
market, or

“(ITT) held by or for no fewer than 500 persons at
all times during the taxable year.

“(ii) SECRETARY MAY REDUCE 500 PERSON REQUIRE-
MENT.—The Secretary may by regulation decrease the
minimum shareholder requirement of clause (iXIIl) in
the case of regulated investment companies which
experience a loss of shareholders through net redemp-
tions of their shares.

“(3) TREATMENT OF CERTAIN OTHER ENTITIES.—Paragraph (1)
shall not apply—
“(A) with respect to cooperatives and real estate invest-
ment trusts, and
“(B) except as provided in regulations, with respect to
estates and trusts.
‘(4) TErMINATION.—This subsection shall not apply to any
taxable year beginning after December 31, 1989.”
26 USC 67 note. (b) ErFecTivEe DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1987.

SEC. 4012. EXTENSION AND MODIFICATIONS OF PROVISIONS RELATING
TO FINANCIAL INSTITUTIONS.

(a) 1-YEAR EXTENSION.—
(1) REorRGANIZATIONS.—Paragraph (1) of section 904(c) of the
26 USC 368 note. Reform Act is amended by striking out “December 31, 1988"
and inserting in lieu thereof “December 31, 1989".
(2) FSLIC FINANCIAL ASSISTANCE. —Pa.ragraph (2XA) of section
26 USC 597 note. 904(c) of the Reform Act is amended by striking out “December
31, 1988” and inserting in lieu thereof “December 31, 1989".
(3] NET OPERATING L0sS RULES.—The last sentence of section
382(1X5XF) of the 1986 Code is amended by striking out “Decem-
ber 31, 1988” and inserting in lieu thereof “December 31, 1989”.
(b) APPLICATION OF CERTAIN PROVISIONS TO BANKS.—
(1) SPECIAL RULES FOR REORGANIZATIONS AND NET OPERATING
LOSSES.—
(A) Section 368(a)}3XD) of the 1986 Code (as in effect
before the amendment made by section 904(a) of the Reform
Act) is amended by adding at the end thereof the following
new clauses:
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“(iv) In the case of a financial institution to which

section 585 applies—
‘“I) the term ‘title 11 or similar case’ means only
a case in which the applicable authority (which
shall be treated as the court in such case) makes
the certification described in subclause (II), and
‘“(II) clause (ii) shall apply to such institution,
except that for purposes of clause (ii)III), the ap-
plicable authority must certify that the grounds set
forth in such clause (modified in such manner as
the Secretary determines necessary because such
institution is not an institution to which section
593 applies) exist with respect to such transferor or
will exist in the near future in the absence of
action by the applicable authority.
For purposes of this clause, the term ‘applicable
authority’ means the Comptroller of the Currency or
the Federal Deposit Insurance Corporation, or if nei-
ther has the supervisory authority with respect to the
transfer, the equivalent State authority.

“(v) For purposes of this subparagraph, in applying
section 593, the determination as to whether a corpora-
tion is a domestic building and loan association shall be
made without regard to section 7701(a)}19XC).”

(B) Subclause (I) of section 382(1X5)F)Xiii) of the 1986 Code
is amended by inserting “(as modified by section
368(a)3)DXiv))” after “section 368(a}3)NDXii)”.

(CXi) The amendment made by subparagraph (A) shall 26 USC 368 note.
apply to acquisitions after the date of the enactment of this
Act and before January 1, 1990.

(ii) The amendment made by subparagraph (B) shall 26 USC 382 note.
apply to any ownership change occurring after the date of
the enactment of this Act and before January 1, 1990.

(2) ASSISTANCE PAYMENTS.—

(A) Section 597(a) of the 1986 Code (as in effect before the
amendments made by section 904(b) of the Reform Act) is
amended by adding at the end thereof the following new
sentence: “Gross income of a bank does not include any
amount of money or other property received from the
Federal Deposit Insurance Corporation pursuant to sections
13(c), 15(cX1), and 15(cX2) of the Federal Deposit Insurance
Act (12 U.S.C. 1821(f) and 1823 (cX1) and (cX2)), regardless of
metl;er any note or other instrument is issued in exchange

refor.

(B) Section 597(b) of the 1986 Code, as amended by subsec-
tion (cX1), is amended by adding at the end thereof the
following new subsection:

“(d) DomesTic BuiLDING AND LOAN AssociaTioN.—For purposes of
this section, the term ‘domestic building and loan association’ has
the meaning given such term by section 7701(aX19) without regard
to subparagraph (C) thereof.”

(C) Section 597(b) of the 1986 Code (as so in effect) is
amended by inserting “or bank” after “association”.

(DXi) The heading for section 597 of the 1986 Code (as so
in effect) is amended by inserting “or FDIC” after “FSLIC”.
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(ii) The item relating to section 597 in part II of sub-
chapter H of chapter 1 of the 1986 Code (as so in effect) is.
amended by inserting “or FDIC" after “FSLIC”.

26 USC 597 note. (E) The amendments made by this paragraph shall apply
to any transfer—

(i) after the date of the enactment of this Act, and
before January 1, 1990, unless such transfer is pursu-
ant to an acquisition occurring on or before such date
of enactment, and

(ii) after December 31, 1989, if such transfer is pursu-
ant to an ao<}uisition occurring after such date of enact-
ment and before January 1, 1990.

(c) CerTAIN TAx ATTRIBUTES REDUCED BY 50 PERCENT OF FINAN-
%%L Assistance oF FSLIC anp FDIC; APPLICATION OF SECTION

(1) REDUCTION IN TAX ATTRIBUTES.—Section 597 of the 1986
Code is amended by adding at the end thereof the following new
subsection:

“(c) RepuctioNn oF Tax ATTrIBUTES BY 50 PERCENT OF AMOUNTS
ExcLupasLE UNDER SUBSECTION (a).—

“(1) IN GENERAL.—50 percent of any amount excludable under
subsection (a) for any taxable year shall be applied to reduce the
tax attributes of the taxpayer as provided in paragraph (2).

“(2) TAX ATTRIBUTES REDUCED; ORDER OF REDUCTION.—The
reduction referred to in paragraph (1) shall be made in the
following tax attributes in the following order:

“(A) NOL.—Any pre-assistance net operating loss for the
taxable year.

“(B) InTEREST.—The amount of any interest with respect
to which a deduction is allowable for the taxable year.

“(C) BuILT-IN PORTFOLIO LOSSES.—Recognized built-in port-
folio losses for the taxable year.

“(3) PRE-ASSISTANCE NET OPERATING L0SS.—For purposes of
paragraph (2XA)—

“(A) IN GeENERAL.—The pre-assistance net operating loss
shall be determined in the same manner as a pre-change
loss under section 382(d), except that—

“(i) the applicable financial institution shall be
treated as the old loss corporation, and

“(ii) the determination date shall be substituted for
the change date.

“(B) OrpeErING RULE.—The reduction under paragraph
(2)XA) shall be made in the carryovers in the order in which

vers are taken into account under this chapter for

the taxable year.

“(4) RECOGNIZED BUILT-IN PORTFOLIO LOSSES.—For purposes of
paragraph (2(C), recognized built-in portfolio losses shall be
determined in the same manner as recognized built-in losses
under section 382(h), except that—

“(A) the only assets taken into account shall be—

““(i) the loan portfolio,

‘(ii)) marketable securities (within the meaning of
section 453(f)2)), and

“(iii) propertiy described in section 595(a),

‘“B) the rules of clauses (i) and (ii) of paragraph (3XA)
shall apply, '
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“(C) there shall be no limit on the number of years in the
recognition period, and

“(D) section 382(h) shall be applied without regard to
paragraph (3)(B) thereof.

“(5) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection—

“(A) APPLICABLE FINANCIAL INSTITUTION.—The term ‘ap-
plicable financial institution’ means the domestic building
and loan association or bank the financial condition of
which was determined by the Federal Savings and Loan
Insurance Corporation or the Federal Deposit Insurance
Corporation to require the financial assistance described in
subsection (a).

“(B) DETERMINATION DATE.—The term ‘determination
date’ means the date of the determination under subpara-
graph (A). Except as provided by the Secretary, any subse-
quent revision or modification of such determination shall
be treated as made on the original determination date.

“(C) TAXABLE ASSET ACQUISITIONS.—

“(i) IN GENERAL.—In the case of any acquisition of the
assets of any applicable financial institution to which
section 381 does not apply—

“M ph Flg shall not apply to any amounts
excludable under subsection (a) which are pay-
ments made at the time of the acquisition to the
person acqhuiring such assets, and

“(II) rights to receive future payments exclud-
able under subsection (a) in connection with the
acquisition shall be treated as provided in clause

ii).
“(ii) TREATMENT OF FUTURE PAYMENTS.—

“(I) In ceneraL.—Rights to receive future pay-
ments described in clause (iXII) shall be treated as
assets to which basis is allocated.

“(II) RECOVERY OF BASIS.—Any basis allocated
under subclause (I) shall be recovered in such
manner as the Secretary may provide, but in no
event shall the amount recovered for any taxable
year beginning before the taxable year in which
the rights expire exceed the ate ents
received with respect to such rights for all taxable
years reduced by the amount of basis recovered
with respect to such rights in preceding taxable
years.

“(III) APPLICATION OF PARAGRAPH (1).—Para-
graph (1) shall apply to payments described in
subclause (I) in a taxable year only to the extent
such payments exceed the amount of basis recov-
ered in such taxable year.

“(D) TREATMENT OF REPAYMENTS.—If a taxpayer repays
an amount to which paragraph (1) applied in a p i
taxable year, there shall be allowed as a deduction for the
taxable year of repayment an amount equal to the reduc-
tion in tax attributes under paragraph (1) attributable to
the amount repaid.

‘(E) CarrYoVERS.—If 50 percent of the amount exclud-
able under subsection (a) for any taxable year exceeds the
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26 USC 597 note.

26 USC 597 note.

26 USC 6655
note.

amount of the tax attributes described in paragraph (2) for
such taxable year, then, for purposes of this subsection, the
amount excludable under subsection (a) for the succeeding
taxable year shall be increased by an amount equal to twice
the amount of such excess.

“(F) Recurations.—The Secretary shall prescribe such
regulations as _may be necessary to carry out the provisions
of this subsection.

(2) APPLICATION OF SECTION 265.—Subparagraph (B) of section
904(c)(2) of the Reform Act is amended by striking out “Section
265(a)(1)” and inserting in lieu thereof “Section 265".

(3) EFFecTivE DATE.—The amendments made by this subsec-
tion shall apply to any transfer—

(A) after December 31, 1988, and before January 1, 1990,
unless such transfer is pursuant to an acquisition occurring
before January 1, 1989, and

(B) after December 31, 1989, if such transfer is pursuant
to an acquisition occurring after December 31, 1988, and
before January 1, 1990.

In the case of a t.axrayer to which the amendments made by

subsection (bX1) app Ve subparagraphs (A) and (B) shall be ap-

plled by substltutmﬁ ‘the date of the enactment of this Act” for
‘December 31, 1988”.

TITLE V—-REVENUE INCREASE
PROVISIONS

Subtitle A—Corporate Estimated Taxes

SEC. 5001. CORPORATE ESTIMATED TAX PAYMENTS.

(a) GENERAL RuLE.—Paragraph (1) of section 6655(e) of the 1986
COdt?a (relating to annualization) is amended by striking out the last
sentence.

(b) EFFecTivE DATE.—The amendment made by subsection (a)
%g apply to installments required to be made after December 31,

Subtitle B—Insurance Provisions

SEC. 5011. LIMITATION ON UNREASONABLE MORTALITY AND OTHER EX-
PENSE CHARGES UNDER SECTION 7702.

(a) GENERAL RuLE.—Subparagraph (B) of section 7702(cX3) of the

1986 Code (relating to guideline premium requirements) is amended

by striking out clauses (i) and (ii) and inserting in lieu thereof the

following:
“(i) reasonable mortality charges which meet the
requirements (if any) prescribed in regulations and

which (except as ided in tions) do not exceed
the mortality c¢ specified in the prevailing
commissioners’ stan tables (as defined in section

807(dX5)) as of the time the contract is issued,
“(ii) any reasonable charges (other than mortality
charges) which (on the basis of the company’s experi-
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ence, if any, with respect to similar contracts) are
reasonably expected to be actually paid, and”.

(b) SpeciAL RuLes.—Paragraph (3) of section 7702(c) of the 1986
Code is amended by adding at the end thereof the following new
subparagraph:

“(D) SPECIAL RULES FOR SUBPARAGRAPH (B)(ii).—

‘(i) CHARGES NOT SPECIFIED IN THE CONTRACT.—If any
charge is not specified in the contract, the amount
taken into account under subparagraph (B)ii) for such
charge shall be zero.

“(i1) NEw compaNIEs, ETC.—If any company does not
have adequate experience for purposes of the deter-
mination under sugeparaﬁraph (E)(ii), to the extent pro-
vided in regulations, such determination shall be made
on the basis of the industry-wide experience.”

(c) INTERIM RULES.— 26 USC 7702

(1) REcurLAaTIONS.—Not later than January 1, 1990, the Sec- note.
retary of the Treasury (or his delegate) shall issue regulations
under section 7702(c§(¥3)(B)(i) of the 1986 Code (as amended by
subsection (a)).

(2) STANDARDS BEFORE REGULATIONS TAKE EFFECT.—In the case
of any contract to which the amendments made by this section
apply and which is issued before the effective date of the
regulations uired under agraph (1), mortality charges
which do not differ materially from the charges actually ex-
pected to be imposed by the company (taking into account any
relevant characteristic of the insured of which the company is
aware) shall be treated as meeting the requirements of clause (i)
of sez:t)i)on T702(c)X3XB) of the 1986 Code (as amended by subsec-
tion (a)).

(d) EFFecTIVE DATE.—The amendments made by this section shall 26 USC 7702
apply to contracts entered into on or after October 21, 1988. note.
SEC. 5012. TREATMENT OF MODIFIED ENDOWMENT CONTRACTS.

(a) DisTRIBUTION RULES.—

(1) IN cENERAL.—Subsection (e) of section 72 of the 1986 Code
(relating to amounts not received as annuities) is amended by
adding at the end thereof the following new paragraph:

“(10) TREATMENT OF MODIFIED ENDOWMENT CONTRACTS.—

“(A) IN GENERAL.—Notwithstanding paragraph (65XC), in
the case of any modified endowment contract (as defined in
moq“g(}m}— hs (2)X(B) and (4XA) shall appl d

i) paragra an s apply, an
“(ii) in appll;ring paragraph (4XA), ‘any person’ shall
be substituted for ‘an individual’.

“(B) TREATMENT OF CERTAIN BURIAL CONTRACTS.—Not-
withstanding subparagraph (A), aph (4XA) shall not
apply to any assignment (or pledge) of a modified endow-
ment contract if such assignment (or pledge) is solely to
cover the payment of expenses referred to in section
7702(eX2)CXii1) and if the maximum death benefit under
such contract does not exceed $25,000.”

(2) TECHNICAL AMENDMENT.—Sub aph (C) of section
T2(e)5) of the 1986 Code is amended by striking out “Except to
the extent” and inserting in lieu thereof ‘“Except as provided in
paragraph (10) and except to the extent”.

(b) ApprTioNAL TAx.—
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(1) IN cENErRAL—Section 72 of the 1986 Code (relating to
annuities; certain proceeds of endowment and life insurance
contracts) is amended by redesignating subsection (v) as subsec-
tion (w) and by inserting after subsection (u) the following new
subsection:

“(v) 10-PErcENT ADDITIONAL TAX FPOR TAXABLE DISTRIBUTIONS
FroM Mobiriep ENDOWMENT CONTRACTS.—

“(1) IMPOSITION OF ADDITIONAL TAX.—If any taxpayer receives
any amount under a modified endowment contract (as defined
in section 7702A), the taxpayer’s tax under this chapter for the
taxable year in Which suc{ amount is received shall be in-
creased by an amount equal to 10 percent of the portion of such
amount which is includible in gross income.

“(2) SUBSECTION NOT TO APPLY TO CERTAIN DISTRIBUTIONS.—
Paragraph (1) shall not apply to any distribution—

“(A) made on or after the date on which the taxpayer
attains 59%,
“(B) which is attributable to the taxpayer’s becoming
dlsabled (within the meaning of subsection (m)7)), or
“(C) which is part of a series of substantially equal peri-
odic payments (not less frequently than annually) made for
the life (or life expectancy) of the taxpayer or the joint lives
g.-r joint life expectancies) of such taxpayer and his bene-
c
2) Tncmcu AMENDMENT.—Subparagraph (C) of section
26(b)2) of the 1986 Code is amended by striking out “or (g)” and
inserting in lieu thereof “(q), or (v)”.
(c) Mopiriep ENDowMENT CONTRACT DEFINED.—

(1) IN geNERAL.—Chapter 79 of the 1986 Code is amended by

inserting after section 7702 the following new section:

“SEC. 7702A. MODIFIED ENDOWMENT CONTRACT DEFINED.

“(a) GENERAL RULE.—For purposes of section 72, the term ‘modi-
fied endowment contract’ means any contract meeting the require-
ments of section 7702—

“(1) which—

“(A) is entered into on or after June 21, 1988, and
‘“(B) fails to meet the T-pay test of subsection (b), or

“(2) which is received in exchange for a contract described in
paragraph (1). ' )

“(b) T-Pay Test.—For purposes of subsection (a), a contract fails to
meet the 7-pay test of this subsection if the accumulated amount
paid under the contract at any time during the 1st 7 contract years
exceeds the sum of the net level premiums which would have been

id on or before such time if the contract l)rovu:led for paid-up
ture benefits after the payment of 7 level annual premiums.

"(c] CoMPUTATIONAL RULES.—

“(1) In GeNeraL.—Except as provided in this subsection, the
determination under subsection (b) of the 7 level annual pre-
miums shall be made—

“(A) aa of the time the contract is issued, and

“(B) applying the rules of section 7702(bX2) and of
section ’IUZ(e (other than pargrﬂph (2XC) thereof), except
that the death benefit provided for the 1st contract year
shall be deemed to be provided until the maturity date
without regard to any scheduled reduction after the 1st 7
contract years.
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*2) REDUCTION IN BENEFITS DURING 1ST 7 YEARS.—

“(A) IN GENERAL.—If there is a reduction in benefits
under the contract within the 1st 7 contract years, this
section shall be applied as if the contract had originally
been issued at the reduced benefit level.

“(B) REDUCTIONS ATTRIBUTABLE TO NONPAYMENT OF PRE-
MIuMms.—Any reduction in benefits attributable to the
nonpayment of premiums due under the contract shall not
be taken into account under subparagraph (A) if the bene-
fits are reinstated within 90 days after the reduction in
such benefits.

“(3) TREATMENT OF MATERIAL CHANGES.—

“(A) INn geNERAL.—If there is a material change in the
benefits under (or in other terms of) the contract which was
not reflected in any previous determination under this
section, for purposes of this section—

“(i) such contract shall be treated as a new contract
entered into on the day on which such material change
takes effect, and

“(ii) appropriate adjustments shall be made in deter-
mining whether such contract meets the 7-pay test of
subsection (b) to take into account the cash surrender
value under the contract.

‘(B) TREATMENT OF CERTAIN INCREASES IN FUTURE BENE-
FITs.—For purposes of subparagraph (A), the term ‘material
change’ includes any increase in future benefits under the
contract.

Such term shall not include—

“(i) any increase which is attributable to the pay-
ment of premiums necessary to fund the lowest level of
future benefits payable in the lst 7 contract years
(determined after taking into account death benefit
increases described in subparagraph (A) or (B) of sec-
tion 7702(eX2)) or to crediting of interest or other earn-
ings (including policyholder dividends) in respect of
such premiums, and

““(ii) to the extent provided in regulations, any cost-of-
living increase based on an established broad-based
index if such increase is funded ratably over the
remaining life of the the contract.

“(4) SPECIAL RULE FOR CONTRACTS WITH DEATH BENEFITS UNDER
$10,000.—In the case of a contract—

“(A) which provides an initial death benefit of $10,000 or
less, and

“(B) which requires at least 7 nondecreasing annual pre-
mium payments,

each of the 7 level annual premiums determined under subsec-
tion (b) (without regard to this paragraph) shall be increased by
$75. For purposes of this paragraph, the contract involved and
all contracts previously issued to the same insurer by the same
company shall be treated as one contract.

“(5) REGULATORY AUTHORITY FOR CERTAIN COLLECTION EX-
PENSES.—The Secretary may by regulations prescribe rules for
taking into account expenses solely attributable to the collec-
tion of premiums paid more frequently than annually.
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“(d) DisTriBUTIONS AFFECTED.—If a contract fails to meet the T-pay

test of subsection (b), such contract shall be treated as failing to
meet such requirements only in the case of—

“(1) distributions during the contract year in which the fail-
ure takes effect and during any subsequent contract year, and
“(2) under regulations prescribed by the Secretary, distribu-
}:‘;ci)lns (not described in paragraph (1)) in anticipation of such
ure.

For purposes of the preceding sentence, any distribution which is
made within 2 years before the failure to meet the 7-pay test shall
be treated as made in anticipation of such failure.

“(e) DEFINTTIONS.—For purposes of this section—

“(1) AMOUNT PAID.—
“(A) IN GENERAL.—The term ‘amount paid’ means—
“(i) the premiums paid under the contract, reduced

y
“(ii) amounts to which section 72(e) applies (deter-
mined without regard to paragraph (4)A) thereof) but
not including amounts includible in gross income.

“(B) TREATMENT OF CERTAIN PREMIUMS RETURNED.—If, in
order to comply with the requirements of subsection (b),
any portion of any premium paid during any contract year
is returned by the insurance company (with interest) within
60 days after the end of such contract year, the amount so
returned (excluding interest) shall be deemed to reduce the
sum of the premiums paid under the contract during such
contract year.

“(C) INTEREST RETURNED INCLUDIBLE IN GROSS INCOME.—
Notwithstanding the provisions of section 72(e), the amount
of any interest returned as provided in subparagraph (B)
shall be includible in the gross income of the recipient.

“(2) ConTrACT YEAR.—The term ‘contract year’ means the 12-
month period beginning with the 1lst month for which the
contract is in effect, and each 12-month period beginning with
the corresponding month in subsequent calendar years.

“(3) OTHER TERMS.—Except as otherwise provided in this sec-
tion, terms used in this section shall have the same meaning as
when used in section 7702.”

(2) CLericAL AMENDMENT.—The table of sections for chapter
79 of the 1986 Code is amended by inserting after the item
relating to section 7702 the following new item:

“Sec. TT02A. Modified endowment contract defined.”

(d) OTHER MODIFICATIONS.—

(1) TREATMENT OF LOANS.—Subparagraph (A) of section
T2(e)4) of the 1986 Code (relating to loans treated as distribu-
tions) is amended by adding at the end thereof the following
new sentence: “The preceding sentence shall not apply for
purposes of determining investment in the contract, except that
the investment in the contract shall be increased by any
amount included in gross income by reason of the amount
treated as received under the preceding sentence.”

(2) ANTI-ABUSE RULES.—Subsection (e) of section 72 of the 1986
Code is amended by adding at the end thereof the following new

agraph:

“(11) ANTI-ABUSE RULES.—
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“(A) IN GENERAL.—For purposes of determining the
amount includible in gross income under this subsection—
‘() all modified endowment contracts issued by the
same company to the same policyholder during any 12-
month period shall be treated as 1 modified endowment
contract, and
“(ii) all annuity contracts issued by the same com-
pany to the same policyholder during any 12-month
period shall be treated as 1 annuity contract.

“(B) REGULATORY AUTHORITY.—The Secretary may by
regulations prescribe such additional rules as may be nec-
essary or appropriate to };lrevent avoidance of the purposes
of this subsection through serial purchases of contracts or
otherwise.”

(e) EFFECTIVE DATES.— 26 USC 7702A

(1) In ceNErAL.—Except as otherwise provided in this subsec- note.
tion, the amendments made by this section shall apply to
contracts entered into on or after June 21, 1988.

(2) SPECIAL RULE WHERE DEATH BENEFIT INCREASES BY MORE
THAN $150,000.—If the death benefit under the contract
increases by more than $150,000 over the death benefit under
the contract in effect on October 20, 1988, the rules of section
T702A(cX3) of the 1986 Code (as added by this section) shall ap&l!y
in determining whether such contract is issued on or after
June 21, 1988. The preceding sentence shall not apply in the case
of a contract which, as of June 21, 1988, required at least 7 level
annual premium payments and under which the policyholder
continues to make level annual premium payments over the life
of the contract.

(3) CERTAIN OTHER MATERIAL CHANGES TAKEN INTO ACCOUNT.—
A contract entered into before June 21, 1988, shall be treated as
entered into after such date if—

(A) on or after June 21, 1988, the death benefit under the
contract is increased (or a qualified additional benefit is
increased or added) and before June 21, 1988, the owner of
the contract did not have a unilateral right under the
contract to obtain such increase or addition without provid-
ing additional evidence of insurability, or

(B) the contract is converted after June 20, 1988, from a
term life insurance contract to a life insurance contract
providing coverage other than term life insurance coverage
without regard to any right of the owner of the contract to
such conversion.

(4) CERTAIN EXCHANGES PERMITTED.—In the case of a modified
endowment contract which—

(A) required at least 7 annual level premium payments,

(B) is entered into after June 20, 1988, and before the date
of the enactment of this Act, and

(C) is exchanged within 3 months after such date of
enactment for a life insurance contract which meets the
requirements of section TT02A(b),

the contract which is received in exchange for such contract
shall not be treated as a modified endowment contract if the
taxpayer elects, notwithstanding section 1035 of the 1986 Code,
to recognize gain on such exchange.



102 STAT. 3666 PUBLIC LAW 100-647—NOV. 10, 1988

26 USC 79 note.

26 USC 1504
note.

(5) SPECIAL RULE FOR ANNUITY CONTRACTS.—In the case of
annuity contracts, the amendments made by subsection (d) shall
apply to contracts entered into after October 21, 1988.

SEC. 5013. VALUATION OF GROUP-TERM LIFE INSURANCE.

(a) GENERAL RUuLE.—Subsection (c) of section 79 of the 1986 Code
(relating to the determination of the cost of insurance) is amended
by striking out the last sentence.

(b) EFFecTivE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.

SEC. 5014. STUDY.

(a) GENERAL RuULE.—The Secretary of the Treasury and the
Comptroller General of the United States shall each conduct a study
on—

(1) the effectiveness of the revised tax treatment of life insur-
ance and annuity products in preventing the sale of life insur-
ance primarily for investment purposes, and

(2) the policy justification for, and the practical implications
of, the present-law treatment of the earnings on the cash
surrender value of life insurance and annuity contracts in light
of the reforms made by the Tax Reform Act of 1986.

(b) ReportT.—Not later than June 1, 1989, the Secretary of the
Treasury and the Comptroller General of the United States shall
each submit a report to the Committee on Ways and Means of the
House of Representatives and the Committee on Finance of the
Senate on the study conducted under subsection (a), together with
such recommendations as they may deem advisable.

Subtitle C—Loss Transfer Rules for Alaska
Native Corporations

SEC. 5021. REPEAL OF RULES PERMITTING LOSS TRANSFERS BY ALASKA
NATIVE CORPORATIONS.

(a) GENERAL RuLE.—Nothing in section 60(b)X5) of the Tax Reform
Act of 1984 (as amended by section 1804(e)(4) of the Tax Reform Act
of 1986)—

(1) shall allow any loss (or credit) of any corporation which
arises after April 26, 1988, to be used to offset the income (or
tax) of another corporation if such use would not be allowable
without regard to such section 60(b)5) as so amended, or

(2) shall allow any loss (or credit) of any corporation which
arises on or before such date to be used to offset disqualified
income (or tax attributable to such income) of another corpora-
tion if such use would not be allowable without regard to such
section 60(b)5) as so amended.

(b) ExceEPTION FOR EXISTING CONTRACTS.—

(1) In GENERAL.—Subsection (a) shall not apply to any loss (or
credit) of any corporation if—

(é\) such corporation was in existence on April 26, 1988,
an

(B) such loss (or credit) is used to offset income assigned
(or attributable to property contributed) pursuant to a bind-
ing contract entered into before July 26, 1988.
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(2) $40,000,000 LimMiTaTION.—The aggregate amount of losses
(and the deduction equivalent of credits as determined in the
same manner as under section 469(G)5) of the 1986 Code) to
which paragraph (1) applies with respect to any corporation
shall not exceed $40,000,000. For purposes of this paragraph, a
Native Corporation and all other corporations all of the stock of
which is owned directly by such corporation shall be treated as
1 corporation.

(3) SPECIAL RULE FOR CORPORATIONS UNDER TITLE 11.—In the
case of a corporation which on April 26, 1988, was under
the jurisdiction of a Federal district court under title 11 of the
United States Code—

(A) paragraph (1XB) shall be applied by substituting the
date 1 year after the date of the enactment of this Act for
“July 26, 1988”7,

(B) paragraph (1) shall not apply to any loss or credit
which arises on or after the date 1 year after the date of the
enactment of this Act, and

(C) paragraph (2) shall be applied by substituting
“$99,000,000" for “$40,000,000".

(c) SPECIAL ADMINISTRATIVE RULES.—

(1) NOTICE TO NATIVE CORPORATIONS OF PROPOSED TAX ADJUST-
MENTS.—Notwithstanding section 6103 of the 1986 Code, the
Secretary of the Treasury or his delegate shall notify a Native
Corporation or its designated representative of any proposed
adjustment—

(A) of the tax liability of a taxpayer which has contracted
with the Native Corporation (or other corporation all of the
stock of which is owned directly by the Native Corporation)
for the use of losses of such Native Corporation (or such
other corporation), and

(B) which is attributable to an asserted overstatement of
losses by, or misassignment of income (or income attrib-
utable to property contributed) to, an affiliated group of
which the Native Corporation (or such other corporation) is
a member.

Such notice shall only include information with respect to the
transaction between the taxpayer and the Native Corporation.

(2) RIGHTS OF NATIVE CORPORATION.—

(A) In GENEraL—If a Native Corporation receives a
notice under paragraph (1), the Native Corporation shall
have the right to—

(i) submit to the Secretary of the Treasury or his
delegate a written statement regarding the proposed
adjustment, and

(ii) meet with the Secretary of the Treasury or his
delegate with respect to such proposed adjustment.

The Secretary of the Treasury or his delegate may discuss
such proposed adjustment with the Native Corporation or
its designated representative.

(B) EXTENSION OF STATUTE OF LIMITATIONS.—Subpara-
graph (A) shall not apply if the Secretary of the Treasury or
his delegate determines that an extension of the statute of
limitation is necessary to permit the participation described
in subparagraph (A) and the taxpayer and the Secretary or
his delegate have not agreed to such extension.



102 STAT. 3668 PUBLIC LAW 100-647—NOV. 10, 1988

(3) JupiciAL PROCEEDINGS.—In the case of any proceeding in a
Federal court or the United States Tax Court involving a pro-
posed adjustment under paragraph (1), the Native Corporation,
subject to the rules of such court, may file an amicus brief
concerning such adjustment.

(4) FaiLures.—For purposes of the 1986 Code, any failure by
the Secretary of the Treasury or his delegate to comply with the
provisions of this subsection shall not ﬁaect the valia‘;ty of the
determination of the Internal Revenue Service of any adjust-
ment of tax liability of any taxpayer described in paragraph (1).

(d) DisquaLiFieDp INcoME DeEFINED.—For purposes of subsection (a),
the term ‘“disqualified income” means any income assigned (or
attributable to property contributed) after April 26, 1988, by a
person who is not a Native Corporation or a corporation all the stock
of which is owned directly by a Native Corporation.

(e) Basis DeTerRMINATION.—For purposes of determining basis for
Federal tax purposes, no provision in any law (whether enacted
before, on, or after the date of the enactment of this Act) shall affect
the date on which the transfer to the Native Corporation is made.
The preceding sentence shall apply to all taxable years whether

inning before, on, or after such date of enactment.

Subtitle D—Estate and Gift Tax Provisions

SEC. 5031. VALUATION TABLES.

(a) GENERAL RuLE.—Chapter 77 of the 1986 Code (relating to
miscellaneous provisions) is amended by adding at the end thereof
the following new section:

“SEC. 7520. VALUATION TABLES.

“(a) GENERAL RULE.—For purposes of this title, the value of any
annuity, any interest for life or a term of years, or any remainder or
reversionary interest shall be determined—

“(1) under tables prescribed by the Secretary, and

“(2) by using an interest rate (rounded to the nearest %oths
of 1 percent) equal to 120 percent of the Federal midterm rate in
effect under section 1274(dX1) for the month in which the
valuation date falls.

If an income, estate, or gift tax charitable contribution is allowable
for any part of the property transferred, the taxpayer may elect to
use such Federal midterm rate for either of the 2 months preceding
the month in which the valuation date falls for purposes of para-
graph (2). In the case of transfers of more than 1 interest in the
same property with res; to which the tAxFayer may use the same
rate under paragraph (2), the taxpayer shall use the same rate with
Tes to each such interest.

B o e e G o i
8 not a; T part 1 of s rDofc r 1 or
any other ggzisionpspeciﬁed in regulations. e

‘(c) TABLES.—

“(1) In ceNERAL.—The tables prescribed by the Secre for
purposes of subsection (a) shall contain valuation factors for a
series of interest rate categories.

“(2) INrTIAL TABLE.—Not later than the day 3 months after the
date of the enactment of this section, the shall pre-
scribe initial tables for purposes of subsection (a). Such es
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may be based on the same mortality experience as used for
purposes of section 2031 on the date of the enactment of this
section.

“(3) REVISION FOR RECENT MORTALITY CHARGES.—Not later
than December 31, 1989, the Secretary shall revise the initial
tables prescribed for purposes of subsection (a) to take into
account the most recent mortality experience available as of the
time of such revision. Such tables shall be revised not less
frequently than once each 10 years thereafter to take into
account the most recent mortality experience available as of the
time of the revision.

“(d) VarLuatioNn Date.—For purposes of this section, the term
‘valuation date’ means the date as of which the valuation is made.

“(e) TasLes To INcLUDE ForMuLAs.—For purposes of this section,
the term ‘tables’ includes formulas.”

(b) CLericAL AMENDMENT.—The table of sections for chapter 77 of
the 1986 Code is amended by adding at the end thereof the following
new item:

“Sec. 7520. Valuation tables.”

(c) ErFecTIVE DATE.—The amendments made by this section shall 26 USC 7520
apply in cases where the date as of which the valuation is to be note.
made occurs on or after the lst day of the 6th calendar month
beginning after the date of the enactment of this Act.

SEC. 5032. RATE SCHEDULE FOR TAX ON ESTATES OF NONRESIDENTS
NOT CITIZENS.

(a) GENERAL RuLE.—Subsection (b) of section 2101 of the 1986 Code
(relating to computation of tax) is amended by striking out “a
tentative tax computed in accordance with the rate schedule set
forth in subsection (d)” each place it appears and inserting in lieu
thereof “a tentative tax computed under section 2001(c)”.

(b) AMounT oF UNIFIED CREDIT.—

(1) INn GENERAL.—Subsection (c) of section 2102 of the 1986
Code is amended—
(A) by striking out “$3, 600” in p. hs (1) and (2XA)
and inserting in lieu thereof “$13, 000" g
_ (B) by striking out “$15,075” in paragraph (2XB) and
in lieu thereof “$46,800".

(2) COORDINATION WITH TREATIES, ETC.—Paragraph (3) of sec-
tion 2102(c) of the 1986 Code is amended to read as follows:
“(3) SPECIAL RULES.—

“(A) COORDINATION WITH TREATIES.—To the extent re-
quired under any treaty obligation of the United States, the
credit allowed under this subsection shall be equal to the
amount which bears the same ratio to $192,800 as the value
of the part of the decedent’s gross estate which at the time
of his death is situated in the United States bears to the
value of his entire gross estate wherever situated.

“(B) COORDINATION WITH GIFT TAX UNIFIED CREDIT.—If a
credit has been allowed under section 2505 with respect to
any gift made by the decedent, each dollar amount con-
tained in paragraph (1) or (2) or subparagraph (A) of this
paragraph (wluchever applies) shall be reduced by the
amount so allowed.”

(c) TecuNicAL AMENDMENT.—Subsection (d) of section 2101 of the
1986 Code is hereby repealed.
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26 USC 2101
note.

(d) EFFecTivE DATE.—The amendments made by this section shall
apply to the estates of decedents dying after the date of the enact-
ment of this Act.

SEC. 5033. DISALLOWANCE OF MARITAL DEDUCTION WHERE SPOUSE I8
NOT CITIZEN OF UNITED STATES.

(a) EsTaTE TAX.—

(1) In cENERAL.—Section 2056 of the 1986 Code is amended by

adding at the end thereof the following new subsection:
“(d) DisALLOWANCE OF MARrTaL DebpucTioN WHERE SURVIVING

Spouss Not UnNrTED STATES CITIZEN.—

“(1) In GeNERAL.—Except as provided in paragraph (2), if the
%ut;mmg spouse of the decedent is not a citizen of the United
"(AJ no deduction shall be allowed under subsection (a),

ﬂ.ll

“(B) section 2040(b) shall not apply.

“(2) MARITAL DEDUCTION ALLOWED FOR CERTAIN TRANSFERS IN
TRUST.—

“(A) IN GENERAL.—Paragraph (1) shall not apply to any
roperty passing to the surviving spouse in a qualifi
omestic trust.

“(B) PROPERTY PASSING OUTSIDE OF PROBATE ESTATE.—If
any property passes from the decedent to the surviving
spouse of the deoedent outside of the decedent’s probate
estate, for p of su paragraph (A), such pro
shall be trea as passing to such use in a qu
domestic trust if such property is erred to such a trust
before the day on which the return of the tax imposed by

section 2001 is made.

“3) %wmc: rt(;r CREDIT tT: E}llmmm SPOUSES.—If— 2 3

property passes e surviving spouse of the de-
cedent (hereinafter in this paragraph referred to as the
‘first decedent’),

“(B) without reﬁard to this subsection, a deduction would
be a]lowable er subsection (a) with respect to such
property, and

“(C) such surviving spouse dies and the estate of such
mmg spouse is subject to the tax imposed by section
the Federal estate tax paid (or treated as paid under section
2056A(bX6)) by the first decedent with respect to such property
shall be allowed as a credit under section 2013 to the estate of
such surviving spouse and the amount of such credit shall be
determined under such section without regard to when the first
decedent died.”

(2) TREATMENT OF QUALIFIED DOMESTIC TRUST.—Part IV of
subchapter A of chapter 11 of the 1986 Code is amended by
inserting after section 2056 the following new section:

“SEC. 2056A. QUALIFIED DOMESTIC TRUST.

“(a) QuaLFiEp DoMesTic TrusT DEFINED.—For purposes of this
section and section 2056(d), the term °‘qualified domestic trust’
means, with respect to any decedent, any trust if—

‘(1) the trust instrument requires that all trustees of the
trust be individual cmzens of the United States or domestic
corporations,
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“(2) the surviving spouse of the decedent is entitled to all the
income from the property in such trust, payable annually or at
more uent intervals,

“(3) such trust meets such requirements as the Secretary may
by regulations prescribe to ensure the collection of any tax
:m'posed by subsection (b), and

(4) an election under this section by the executor of the
decedent applies to such trust.
“(b) TaAx TREATMENT OF TRUST.—

“(1) ImPOSITION OF ESTATE TAX.—There is hereby imposed an
estate tax on—

“(A) any distribution before the date of the death of the
surviving spouse from a qualified domestic trust other than
a tcilistribuhon of income required under subsection (a)2),
an

“(B) the value of the property remaining in a qualified
domestic trust on the date of the death of the surviving
spouse.

“(2moun'r OF TAX.—

“(A) IN GENERAL.—In the case of any taxable event, the
amount of the estate tax imposed by paragraph (1) shall be
the amount equal to—

“(i) the tax which would have been im under
section 2001 on the estate of the decedent if the taxable
estate of the decedent had been increased by the sum

of—
l“(l) the amount involved in such taxable event,
plus
“(Ig{ the agg‘reg:}.]e amount involved in previous
taxable events with respect to qualified domestic
trusts of such decedent, reduced by

“(ii) the tax which would have been im under
section 2001 on the estate of the decedent if the taxable
estate of the decedent had been increased by the
amount referred to in clause (iXII).

“(B) TENTATIVE TAX WHERE TAX OF DECEDENT NOT FINALLY
DETERMINED.—

“(i) In cENERAL.—If the tax imposed on the estate of
the decedent under section 2001 is not finally deter-
mined before the taxable event, the amount of the tax
imposed by paragraph (1) on such event shall be deter-
mined by using the highest rate of tax in effect under
section 2001 as of the date of the decedent’s death.

“(ii) REFUND OF EXCESS WHEN TAX FINALLY DETER-
MINED.—If—

“I) the amount of the tax determined under
clause (i), exceeds
“(II) the tax determined under subparagraph (A)
on the basis of the final determination of the tax
imposed by section 2001 on the estate of the
decedent,
such excess shall be allowed as a credit or refund if
claim therefore is filed not later than 1 year after the
date of such final determination.
“(3) TAX IMPOSED WHERE TRUST CEASES TO QUALIFY.—If any
rson other than an individual citizen of the United Statesor a
omestic corporation becomes a trustee of a qualified domestic
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trust (or such trust ceases to meet the requirements of subsec-
tion (a)3)), the tax imposed by paragraph (1) shall apply as if the
surviving spouse died on the date on which such person became
such a trustee or the date of such cessation, as the case may be.

“(4) Due pATE.—The estate tax imposed by paragraph (1) shall
be due and payable on the 15th day of the 4th month following
the calendar year in which the taxable event occurs.

“(6) LiasiLity ror TAX.—Each trustee shall be personally
liable for the amount of the tax imposed by paragraph (1). Rules
similar to the rules of section 2204 shall apply for purposes of
the preceding sentence.

“(6) TREATMENT OF TAX.—For pu of section 2056(d), any
tax paid under paragraph (1) shall be treated as a tax paid
under section 2001 with respect to the estate of the decedent.

“7) LiIEN For TAX.—For pu of section 6324, any tax
imposed by paragraph (1) shall be treated as an estate tax
imposed under this chapter with respect to a decedent dying on
the date of the taxable event (and the property involved shall be
treated as the gross estate of such decedent).

“(8) TaxaBLE EVENT.—The term ‘taxable event’ means the
event resulting in tax being imposed under paragraph (1).

“‘(c) DEFINTTIONS.—FoOr purposes of this section—

“(1) PROPERTY INCLUDES INTEREST THEREIN.—The term ‘prop-
erty’ includes an interest in Jproperty.

“(2) IncoME.—The term ‘income has the meaning given to
such term by section 643(b).

“(d) ELECcTION.—An election under this section with respect to any
trust shall be made by the executor on the return of the tax imposed
by section 2001. Such an election, once made, shall be irrevocable.”

(3) CLEricAL AMENDMENT.—The table of sections for part IV of
subchapter A of chapter 1 of the 1986 Code is amended by
inserting after the item relating to section 2056 the following
new item:

“Sec. 2056A. Qualified domestic trusts.”

(b) Grer Tax.—Section 2523 of the 1986 Code is amended by adding
at the end thereof the following new subsection:

“(i) DISALLOWANCE OF MARITAL DeEpuctioN WHERE SPOUSE NOT
gmnmnm .—If the spouse of the donor is not a citizen of the United

“(1) no deduction shall be allowed under this section,

“(2) section 2503(b) shall be applied with respect to gifts made
by the donor to such spouse by substituting ‘$100,000" for
‘$v10,000’, and

“(3) the i!Frinciplm of sections 2515 and 2515A (as such sections
were in effect before their repeal by the Economic Recovery Tax
Act of 1981) shall apply, except that the provisions of such
section 2515 providing for an election shall not apply.”

(c) EstaTes oFr NoNRresIDENTS WHo ARE Nort CiTizeNs Butr HAVE
Crmizens As Spouses.—Subsection (a) of section 2106 of the 1986
Code is amended by adding at the end thereof the following new
paragraph:

“(3) MARITAL DEDUCTION ALLOWED WHERE SPOUSE IS CITIZEN.—
The amount which would be deductible with respect to propert
situated in the United States at the time of the decedent’s deat
under the principles of section 2056.”

(d) EFFEcTIVE DATE.—
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(1) The amendments made by subsections (a) and (c) shall 26 USC 2056
apply to estates of the decedents dying after the date of the note.
enactment of this Act.

(2) The amendments made by subsection (b) shall apply to 26 USC 2523
gifts on or after July 14, 1988. note.

Subtitle E—Long-Term Contract Provisions

SEC. 5041. LONG-TERM CONTRACT PROVISIONS.

(a) GENERAL RuLE.—Subsection (a) of section 460 of the 1986 Code
ismeagef_nkmg £ “70 t” each place it (includ

y st out “70 percent” each place it appears (includ-

ing in the headlr:f of paragraph (2)) and inserting in lieu thereof
“90 percent

(2) by striking out “30 percent” in paragraph (1XB) and
inserting in lieu thereof “10 percent”.

(b) SpEciaL RuLES FOR RESIDENTIAL CONSTRUCTION CONTRACTS.—

(1) EXCEPTION FOR HOME CONSTRUCTION CONTRACTS.—Para-
%rﬁph (1) of section 460(e) of the 1986 Code is amended to read as
OwWS:
“(1) IN GENERAL.—Subsections (a), (b), and (c) (1) and (2) shall
not apPly to—

‘(A) any home construction contract, or

“(B) any other construction contract entered into by a
taxpayer—

‘(i) who estimates (at the time such contract is en-
tered into) that such contract will be completed within
the 2-year period beginning on the contract commence-
ment date of such contract, and

“Yii) whose average annual gross receipts for the 3
taxable years preceding the taxable year in which such
contract is entered into do not exceecf $10,000,000.

In the case of a home construction contract with respect to
which the requirements of clauses (i) and (ii) of subparagraph
(B) are not met, section 263A shall apply notwithstanding
subsection (c)4) thereof.”

(2) SPECIAL TREATMENT FOR OTHER RESIDENTIAL CONSTRUCTION
CONTRACTS.—Subsection (e) of section 460 of the 1986 Code
is amended by adding at the end thereof the following new
paragraph:

“(5) SPECIAL RULE FOR RESIDENTIAL CONSTRUCTION CONTRACTS
WHICH ARE NOT HOME CONSTRUCTION CONTRACTS.—In the case of
any residential construction contract which is not a home
construction contract, subsection (a) shall be apghed—

“(A) by substituting ‘70 percent’ for ‘90 percent’ each
place it appears, and
“(B) by substituting ‘30 percent’ for ‘10 percent’.

(3) DeFiNtTIONS.—Subsection (e) of section 460 of the 1986

Code is amended by adding at the end thereof the following new

pn:
“(2 DEFINITIONS RELATING TO RESIDENTIAL CONSTRUCTION CON-
TRACTS.—For purposes of this subsection—
“(A) HOME CONSTRUCTION CONTRACT.—The term ‘home
construction contract’ means any construction contract if
80 percent or more of the estimated total contract costs (as
of the close of the taxable year in which the contract was
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entered into) are reasonably expected to be attributable to
tl;e building, construction, reconstruction, or rehabilitation
0 —
‘(1) dwelling units contained in buildings containing
4 or fewer dwelling units, and
“(ii) improvements to real property directly related
to such dwelling units and located on the site of such
dwelling units.
For purposes of clause (i), each townhouse or rowhouse
shall be treated as a separate building.

‘“(B) RESIDENTIAL CONSTRUCTION CONTRACT.—The term
‘residential construction contract’ means any contract
which would be described in subparagraph (A) if clause (i) of
such subparagraph reads as follows:

':i‘(i) dwelling units (as defined in section 167(k)),
an !.”

(4) CERTAIN HOME CONSTRUCTION CONTRACTS NOT SUBJECT TO
MINIMUM TAX.—Paragraph (3) of section 56(a) of the 1986 Code
is amended by adding at the end thereof the following new
sentence: “The preceding sentence shall not apply to any home
construction contract (as defined in section 460(e)(6)) with re-
spect to which the requirements of clauses (i) and (ii) of section
460(e)X1)XB) are met.”

(¢) RecurAaTorRY AuTHORITY.—Section 460 of the 1986 Code is

amended by adding at the end thereof the following new subsection:

“(h) RecuraTiONs.—The Secretary shall prescribe such regula-

tions as may be necessary or appropriate to carry out the purposes
of this section, including regulations to prevent the use of related

parties, pass-thru entities, intermediaries, options, or other similar
arrangements to avoid the application of this section.”

(d) SimpLIFIED LooOK-BACK METHOD FOR PASs-THRU ENTITIES.—

Subsection (b) of section 460 of the 1986 Code is amended by adding
at the end thereof the following new paragraph:

“(5) SIMPLIFIED LOOK-BACK METHOD FOR PASS-THRU ENTITIES.—

“(A) IN GeNERAL.—In the case of a pass-thru entity—
“(i) the look-back method of paragraph (3) shall be
applied at the entity level,
“(il) in determining overpayments and underpay-
ments for purposes of applying paragraph (3XB)—

“(I) any increase in the income under the con-
tract for any taxable year by reason of the alloca-
tion under paragraph (3XA) shall be treated as
giving rise to an underpayment determined 131'
applying the highest rate for such year to suc
increase, and

“(II) any decrease in such income for any taxable
year by reason of such allocation shall be treated
as giving rise to an overpayment determined by
applying the highest rate for such year to such
decrease, and

“(iii) any interest required to be paid by the taxpayer
under paragraph (3) shall be paid by such entity (and
any interest entitled to be received by the taxpayer
under paragraph (3) shall be paid to such entity).

“(B) EXCEPTIONS.—
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‘(i) CLOSELY HELD PASS-THRU ENTITIES.—This para-
gr%ph shall not apply to any closely held pass-thru
entity.

“(g) ForeIGN coNTRACTS.—This paragraph shall not
apply to any contract unless substantially all of the
income from such contract is from sources in the
United States.

“((131) OTHER DEFINITIONS.—For purposes of this para-
e “(i) HicHEST RATE.—The term ‘highest rate’ means—

‘(I) the highest rate of tax specified in section 11,
or

“(I0) if at all times during the year involved more
than 50 percent of the interests in the entity are
held by individuals directly or through 1 or more
other pass-thru entities, the highest rate of tax

ified in section 1.
‘“(i1) Pass-THRU ENTITY.—The term ‘pass-thru entity’
4D partnershi
a“ ers .P,
‘(1) S corporation, or
“(III) trust.
“(iii)) CLOSELY HELD PASS-THRU ENTITY.—The term
‘closely held pass-thru entity’ means any thru
entity if, at any time during any taxable year for which
there is income under the contract, 50 percent or more
(by value) of the beneficial interests in such entity are
held (directly or indirectly) by or for 5 or fewer persons.
For purposes of the preceding sentence, rules similar to
the lco:,:!atructive ownership rules of section 1563(e) shall
apply.
(e) Errmvn]i)am.—

(1) SussecTiONS (a), (b), AND (¢).—

(A) IN GENERAL.—Except as otherwise provided in this
paragraph, the amendments made by subsections (a), (b),
and (c) shall apply to contracts entered into on or after
June 21, 1988.

(B) Binping Bins.—The amendments made by subsections
(a), (b), and (c) shall not apply to contract resulting from
the acceptance of a bid made before June 21, 1988. The

receding sentence shall apply only if the bid could not

ve been revoked or alte at any time on or after
June 21, 1988.

(C) SPECIAL RULE FOR CERTAIN SHIP CONTRACTS.—The
amendments made by subsections (a), (b), and (c) shall not
apply in the case of a qualified ship contract (as defined in
section 10203(b)2)XB) of the Revenue Act of 1987).

(2) SussecTiON (d).—The amendment made by subsection (d)
shall a&)ly as if included in the amendments made by section
804 of the Reform Act; except that such amendment shall not
:ﬁly to contract completed in a taxable year ending before

date of the enactment of this Act, if the due date (deter-

mined with regard to extensions) for the return for such year is
before such date of enactment.

(d) Stupy.—The Secretary of the Treasury or his delegate shall

conduct a study of the revenue realization method of accounting for

long-term contracts and of improvements to the percentage of

26 USC 460 note.
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Reports.

completion method of accounting for such contracts. Not later than
the date 6 months after the date of the enactment of this Act, the
Secretary shall submit a report on such study to the Committee on
Ways and Means of the House of Representatives and the Commit-
tee on Finance of the Senate.

Subtitle F—Tax-Exempt Bond Provisions

SEC. 5051. TREATMENT OF CERTAIN POOLED FINANCING BONDS.

(a) IN GENERAL.—Section 149 of the 1986 Code is amended by
adding at the end thereof the following new subsection:
“(f) TREATMENT OF CERTAIN PoOoLED FINANCING BoNDS.—
“(1) In GENERAL.—Section 103(a) shall not apply to any pooled
financing bond unless, with respect to the issue of which such
bond is a part, the requirements of paragraphs (2) and (3) are

et.
“(2) REASONABLE EXPECTATION REQUIREMENT.—

‘“(A) In GENErRAL.—The requirements of this paragraph
are met with respect to an issue if the issuer reasonably
expects that as of the close of the 3-year period beginning
on the date of issuance of the issue, at least 95 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 fi-
nance loans to ultimate borrowers.

“(B) CERTAIN FACTORS MAY NOT BE TAKEN INTO ACCOUNT
IN DETERMINING EXPECTATIONS.—Expectations as to changes
in interest rates or in the provisions of this title (or in the
regulations or rulings thereunder) may not be taken into
account in determining whether expectations are reason-
able for purposes of this paragraph.

“C) Ner proceeps.—For purposes of subparagraph (A),
the term ‘net proceeds’ has the meaning given such term by
section 150 but shall not include proceeds used to finance
issuance costs and shall not include proceeds necessary to
pay interest (during such period) on the bonds which are
part of the issue.

‘(D) REFuNDING BONDS.—For of subparagraph
(A), in the case of a refunding bond, the date of issuance
taken into account is the date of issuance of the original

bond.
“(3) CosT OF I1SSUANCE PAYMENT REQUIREMENTS.—The require-
ments of this paragraph are met with respect to an issue if—

“(A) t,he &ayment of legal and underwriting costs associ-
e issuance of the issue is not contingent, and

“(B) at least 95 percent of the reasonably expected 1
and underwriting costs associated with the issuance of
issue are paid not later than the 180th day after the date of
the issuance of the issue.

“(4) POOLED FINANCING BOND.—For purposes of this subsec-
tion—

“(A) In GeENERAL—The term ‘pooled financing bond’
means any bond issued as part of an issue more than
$5,000,000 of the proceeds of which are reasonably expected
(at the time of the issuance of the bonds) to be used (or are
intentionally used) directly or indirectly to make or finance
loans to 2 or more ultimate borrowers.
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“(B) Exceprions.—Such term shall not include any bond
“(i) section 146 applies to the issue of which such
bond is a part (other than by reason of section 141(bX5))
or would apply but for section 146(i), or
“(ii) section 143(1X3) applies to such issue.
“(5) DEFINITION OF LOAN; TREATMENT OF MIXED USE ISSUES.—

“(A) Loan.—For jmrposea of this subsection, the term
‘loan’ does not include—

“ti) any loan which is a nonp investment
(within the meaning of section 148(fX6XA), determined
without regard to section 148(bX3)), and

“(ii) any use of proceeds by an agency of the issuer
unless such agency is a political subdivision or
instrumentality of the issuer.

“(B) PORTION OF ISSUE TO BE USED FOR LOANS TREATED AS
SEPARATE ISSUE.—If only a portion of the proceeds of an
issue is reasonably expected (at the time of issuance of the
bond) to be used (or is intentionally used) as described in
paragraph (4XA), such portion and the other portion of such
issue shall be treated as separate issues for purposes of
determining whether such portion meets the requirements
of this subsection.”

(b) EFFECTIVE DATE.—
(1) IN GeNEraL.—The amendment made by subsection (a)
shall apply to bonds issued after October 21, 1988.
(2) SPECIAL RULE FOR REFUNDING BONDS.—In the case of a bond
issued to refund a bond issued before October 22, 1988—

(A) if the 3-year period described in section 149(f)(2XA) of
the 1986 Code would (but for this paragraph) expire on or
before October 22, 1989, such period shall expire on Octo-
ber 21, 1990, and

(B) if such period expires after October 22, 1989, the
portion of the proceeds of the issue of which the refunded
bond is a part which is available (on the date of issuance of
the refunding issue) to provide loans shall be treated as
proceeds of a separate issue (issued after October 21, 1988)
for purposes of applying section 149(f) of the 1986 Code.

SEC. 5052. TREASURY REGULATIONS RELATING TO STUDENT LOAN
BONDS.

If the Secretary of the Treasury or his delegate does not issue
regulations under section 625 of the Tax Reform Act of 1984 and
section 148(g) of the Internal Revenue Code of 1986 before July 1,
1989, the Secretary or his delegate shall before such date submit to
the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate a report explaining
why such regulations were not issued.

SEC. 5053. RESTRICTIONS ON BONDS USED TO PROVIDE RESIDENTIAL
RENTAL PROPERTY FOR FAMILY UNITS.

(a) 501(cX3) Bonps Usep To ProvipE RESIDENTIAL RENTAL Hous-
ING FOR FamiLy Units Must MEET TARGETING REQUIREMENTS.—
Section 145 of the 1986 Code (defining qualified 501(cX8) bond) is
amended by redesignating subsection (d) as subsection (e) and by
inserting after subsection (c) the following new subsection:

26 USC 149 note.

Reports.
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26 USC 145 note.

“(d) RestricTiIONs ON Bonps Usep To ProviDE RESIDENTIAL
RenTaL HousinGg For FamiLy UNiTs.—

“(1) IN ceENEraL.—Except as otherwise provided in this
subsection, a bond which is part of an issue shall not be a
qualified 501(cX3) bond if any portion of the net proceeds of the
issue are to be used directly or indirectly to provide residential
rental property for family units.

“(2) EXCEPTION FOR BONDS USED TO PROVIDE QUALIFIED RESIDEN-
TIAL RENTAL PROJECTS.—Paragraph (1) shall not apply to any
bond issued as part of an issue if the portion of such issue which
is to be used as described in paragraph (1) is to be used to
provide—

“(A) a residential rental property for family units if the
first use of such property is pursuant to such issue,

“(B) qualified residential rental projects (as defined in
section 142(d)), or

“C) property which is to be substantially rehabilitated in
a rehabilitation beginning within the 2-year period ending 1
year after the date of the acquisition of such property

“(3) SUBSTANTIAL REHABILITATION.—

‘“(A) IN GENERAL—Except as provided in subparagraph
(B), rules similar to the rules of section 48(gX1XC) shall
apply in determining for purposes of paragraph (2XC)
whether property is substantially rehabilitated.

“(B) ExceprioN.—For purposes of subparagraph (A),
clause (ii) of section 48(g)1XC) shall not apply, but the
Secretary may extend the 24-month period in section
48(gX1XCXi) where appropriate due to circumstances not
within the control of the owner.”

(b) REsiDENTIAL RENTAL ProsecT Nor LocateEp WITHIN JURISDIC-
TION OF IsSUER TREATED AS INVESTMENT PROPERTY.—Paragraph (2) of
section 148(b) of the 1986 Code (defining investment property) is
amended by striking out “or” at the end of subparagraph (C), by
striking out the period at the end of subparagraph (D) and inserting
in lieu thereof “, or”, and by adding at the end thereof the following
new subparagraph:

“(E) in the case of a bond other than a private activity
bond, any residential rental property for family units which
is not located within the jurisdiction of the issuer and which
ilf not aoti;uired to impltiment. a court ordered or approved

ousing desegregation plan.”

(c) EFFECTIVE DATE.—

(1) IN cENERAL.—The amendments made by this section shall
apply to obligations issued after October 21, 1988.

(2) EXCEPTION FOR CONSTRUCTION OR BINDING AGREEMENT.—

(A) The amendments made by this section shall not apply
;o .lignds (other than refunding bonds) with respect to a

acility—

tJEi)(l) the original use of which begins with the tax-
er, and the construction, reconstruction, or re-
ilitation of which began before July 14, 1988, and

was completed on or after such date, or
(H)theonmna]useofwhxchbegmamththetax
payer and with respect to which a binding contract to
incur significant expenditures for construction, recon-
struction, or rehabilitation was entered into before
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July 14, 1988, and some of such expenditures are in-
curred on or after such date, and

(ii) described in an inducement resolution or other
comparable preliminary approval adopted by an issu-
illégsauthority (or by a voter referendum) before July 14,

For purposes of the preceding sentence, the term “signifi-
cant expenditures” means expenditures greater than 10
percent of the reasonably anticipated cost of the con-
struction, reconstruction, or rehabilitation of the facility
infﬁ;vs?dia h (A) shall 1 bond issued
ubparagraph ( not apply to any bond issu
after December :ﬁ, 1989, and aha]f not apply unless it is
reasonably expected (at the time of issuance of the bond)
ilégto the facility will be placed in service before January 1,
(3) REFUNDINGS.—The amendments made by this section shall
not apply to any bond issued to refund (or which is part of a
gglélgs f?f bonds issued to refund) a bond issued before July 15,
y U—

(A) the average maturity date of the issue of which the
refunding bond is a part is not later than the average
maturity date of the bonds to be refunded by such issue,

(B) the amount of the refunding bond does not exceed the
outstanding amount of the refunded bond, and

(C) the proceeds of the refunding bond are used to redeem
the refunded bond not later than 90 days after the date of

% the issuanc? of ::)he reﬁmd}ilxz%Ab)ond, e
or purposes of subparagrap , average maturity sha
determined in accorcﬂmoe with section 147(b) of the 1986 Code.

Subtitle G—Excise Tax Provisions

SEC. 5061. IMPOSITION OF EXCISE TAX ON MANUFACTURE OR IMPORTA-
TION OF PIPE TOBACCO.

(a) IN GENERAL.—Section 5701 of the 1986 Code (relating to rate of
tax on cigarettes, etc.) is amended by redesignating subsection (f) as
subsection (g) and by inserting after subsection (e) the following new
subsection:

““(H Pree ToBAacco.—On pipe tobacco, manufactured in or imported
into the United States, there shall be imposed a tax of 45 cents per
pound (and a proportionate tax at the like rate on all fractional
parts of a pound).”

(b) Pire ToBacco DerineDp.—Section 5702 of the 1986 Code (relat-
ing to definitions) is amended by adding at the end thereof the
following new subsection:

“(o) Pipe ToBacco.—The term ‘pipe tobacco’ means any tobacco
which, because of its appearance, type, packaging, or labeling, is
suitable for use and likely to be c.~ffezrzeg.3 to, or purchased by, consum-
ers as tobacco to be smoked in a pipe.”

(c) TECHNICAL AMENDMENTS.—

(1) Subsection (c) of section 5702 of the 1986 Code (defining
tobacco products) is amended by striking out “and smokeless
tobacco” and inserting in lieu tgereof “smokeless tobacco, and
pipe tobacco”.

(2) Subsection (d) of section 5702 of the 1986 Code (defining
tobacco products) is amended by striking out “or smokeless
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tobacco” and inserting in lieu thereof “smokeless tobacco, or
pipe tobacco”.

(3) The chapter heading for chapter 52 of the 1986 Code is
amended to read as follows:

“CHAPTER 52—CIGARS, CIGARETTES, SMOKELESS TO-

26 USC 5701
note.

BACCO, PIPE TOBACCO, AND CIGARETTE PAPERS AND
TUBES”.

(4) The table of chapters for subtitle E is amended by striking
the item relating to chapter 52 and inserting in lieu thereof the
following new item:

“Chapter 52. Cigars, cigarettes, smokeless tobacco, pipe tobacco, and ciga-
rette papers and tubes’.

(d) EFFECTIVE DATE.—

(1) IN GeNErAL.—The amendments made by this section shall
apply to pipe tobacco removed (within the meaning of section
5702(k) of the 1986 Code) after December 31, 1988.

(2) TRANSITIONAL RULE.—Any person who—

(A) on the date of the enactment of this Act, is engaged in
business as a manufacturer of pipe tobacco, and
(B) before January 1, 1989, submits an application under
subchapter B of chapter 52 of the 1986 Code to engage in
such business,
may, notwithstanding such subchapter B, continue to engage in
such business pending final action on such application. Pending
such final action, all provisions of chapter 52 of the 1986 Code
shall apply to such applicant in the same manner and to the
same extent as if such applicant were a holder of a permit to
manufacture pipe tobacco under such chapter 52.

(e) FLoOR StToCKS TAX.—

(1) ImposiTION OF TAX.—On pipe tobacco manufactured in or
imported into the United States which is removed before Janu-
ary 1, 1989, and held on such date for sale by any person, there
is hereby imposed a tax of 45 cents per pound (and a propor-
tionate tax at the like rate on all fractional parts of a pound).

(2) LIABILITY FOR TAX AND METHOD OF PAYMENT.—

(A) L1ABILITY FOR TAX.—A person holding pipe tobacco on
January 1, 1989, to which the tax imposed by paragraph (1)
applies shall be liable for such tax.

(B) METHOD OF PAYMENT.—The tax imposed by paragraph
(1) shall be treated as a tax imposed by section 5701 of the
1986 Code and shall be due and payable on February 14,
1989, in the same manner as the tax imposed by such
section is payable with respect to pipe tobacco removed on
or after January 1, 1989.

(C) TREATMENT OF PIPE TOBACCO IN FOREIGN TRADE
zoNEs.—Notwithstanding the Act of June 18, 1934 (48 Stat.
998, 19 US.C. 8la) or any other provision of law, pipe
tobacco which is located in a foreign trade zone on Janu-
ary 1, 1989, shall be subject to the tax im by paragraph
(1) and shall be treated for purposes of this subsection as
held on such date for sale if—

(i) internal revenue taxes have been determined, or
customs duties liquidated, with respect to such pipe
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tobacco before such date pursuant to a request made
under the first proviso of section 3(a) of such Act, or

(i) such pipe tobacco is held on such date under the
supervision of a customs officer pursuant to the second
proviso of such section 3(a).

Under regulations prescribed by the Secretary of the
Treasury or his delegate, provisions similar to sections 5706
and 5708 of the 1986 Code shall apply to pipe tobacco with
respect to which tax is imposed by paragraph (1) by reason
of this subparagraph.

(3) Prre ToBAcco.—For purposes of this subsection, the term

“pipe tobacco” shall have the meani C%;\lren to such term by
subsection (o) of section 5702 of the 198

4) l?axucgnon WHERbE LIABILITY 111:1()% NOT EXCEED §1, zgot{l)-n —No
tax s imposed by paragrap on any person if the tax
which would but for this paragraph be imposed on such person
does not exceed $1,000. For purposes of the preceding sentence,
all persons who are treated as a single taxpayer under section
5{]61(e)(3) of the 1986 Code shall be treated as 1 person.

SEC. 5063. MODIFICATION OF DISTILLED SPIRITS TAX CREDIT FOR
FLAYORS CONTENT.

(a) In GENERAL.—Subparagraph (B) of section 5010(cX2) of the 1986
Code (defining flavors content) is amended by striking out the “and”
at the end of clause (i), by redesignating clause (ii) as clause (iii), and
by inserting after clause (i) the following new clause:

“(ii) alcohol derived from flavors distilled at a dis-
tilled spirits plant, and”.

(b) EFFecTIvE DATE.—The amendments made by this section shall 26 USC 5010
apply with respect to distilled spirits withdrawn from bond after the note.
date of the enactment of this Act.

Subtitle H—Other Revenue Increase Provisions

SEC. 5071. INCREASE IN PENALTY FOR BAD CHECKS.

(a) GENERAL RuLe.—Section 6657 of the 1986 Code (relating to bad
checks) is amended—
1) by striking out “1 percent” and inserting in lieu thereof “2
rcent”,
(2) by stnkmg out “$500”" and inserting in lieu thereof “$750”,

(3) by striking out “$5"” and inserting in lieu thereof “$15".

ErFecTIVE DATE.—The amendment made by subsection (a) 26 USC 6657
shall apply to checks or money orders received after the date of the note.
enactment of this Act.

SEC. 5072. TIME FOR PAYMENT OF TAX ON REVERSION OF PENSION PLAN
ASSETS.

(a) IN GENERAL.—Section 4980(c) of the 1986 Code is amended by
adding at the end thereof the following new paragraph:
“(4) TiIME FOR PAYMENT OF TAX.—For purposes of subtitle F,
the time for payment of the tax imposed by subsection (a) shall
be the last day of the month following the month in which the
employer reversion occurs.’
) DatE.—The amendment made by subsection (a) 26 usc 4980
shall apply to reversions after December 31, 1988. nate.
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26 USC 262 note.

26 USC 6031
note.

26 USC 1091
note.

SEC. 5073. DENIAL OF DEDUCTION FOR CERTAIN RESIDENTIAL TELE-
PHONE SERVICE.

(a) GENErRAL RuLe.—Section 262 of the 1986 Code (relating to
personal, living, and family expenses) is amended to read as follows:

“SEC. 262. PERSONAL, LIVING, AND FAMILY EXPENSES.

‘(a) GENERAL RuLE.—Except as otherwise expressly provided in
this chapter, no deduction shall be allowed for personal, living, or
family expenses.

“(b) TREATMENT OF CERTAIN PHONE ExpPENsEs.—For purposes of
subsection (a), in the case of an individual, any charge (including
taxes thereon) for basic local telephone service with respect to the
1st telephone line provided to any residence of the taxpayer shall be
treated as a personal expense.”

(b) ErFEcTivE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.

SEC. 5074. PARTNERSHIP REPORTING OF UNRELATED BUSINESS TAXABLE
INCOME.

(a) IN GENERAL.—Section 6031 of the 1986 Code is amended by
adding at the end thereof the following new subsection:

“(d) SEPARATE STATEMENT OF ITEMS OF UNRELATED BUSINESS TAx-
ABLE INcoMme.—In the case of any partnership regularly carrying on
a trade or business (within the meaning of section 512(cX1)), the
information required under subsection (b) to be furnished to its
partners shall include such information as is necessary to enable
each partner to compute its distributive share of partnership income
or loss from such trade or business in accordance with section
512(a)X1), but without regard to the modifications described in para-
graphs (8) through (15) of section 512(b).”

(b) EFFEcTIVE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.

SEC. 5075. OPTIONS SUBJECT TO WASH SALE RULES.

(a) IN GENERAL.—Subsection (a) of section 1091 of the 1986 Code
(relating to losses from wash sales of stock or securities) is amended
by adding at the end thereof the following sentence: “For purposes
of this section, the term ‘stock or securities’ shall, except as provided
in regulations, include contracts or options to acquire or sell stock or
securities.”

(b) ErrecTivE DATE.—The amendment made by subsection (a)
shall apply with respect to any sale after the date of enactment of
this Act, in taxable years ending after such date.

SEC. 5076. INTEREST CHARGE ON INSTALLMENT SALES OF CERTAIN
PROPERTY.

(a) GENERAL RuLE.—Paragraph (1) of section 453A(b) of the 1986
Code is amended to read as follows:

(1) In ceNErAL.—This section shall apply to any obligation
which arises from the disposition of any property under the
installment method, but only if the sales price of such property
exceeds $150,000.”

(b) CLERICAL AMENDMENTS.—

(1) The section heading of section 4563A of the 1986 Code is

amended by striking out “OF REAL PROPERTY".
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(2) The table of sections of subpart B of part II of subchapter
A of chapter 1 of the 1986 Code is amended by striking out “of
real property”’ in the item relating to section 453A.

(c) EFFECTIVE DATE.—

(1) IN cENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to sales after
December 31, 1988.

(2) BINDING CONTRACT, ETC.—The amendments made by this
E:Il%thtiloFf shall not apply to any sale on or before December 31,

y H—

(A) such sale is pursuant to a written binding contract in
effect on October 21, 1988, and at all times thereafter before
such sale,

(B) such sale is pursuant to a letter of intent in effect on
October 21, 1988, or

(C) there is a board of directors or shareholder approval
for such sale on or before October 21, 1988.

SEC. 5077. APPLICATION OF NET OPERATING LOSS RULES TO STOCK
ACQUIRED BY AN EMPLOYEE STOCK OWNERSHIP PLAN.

(a) IN GENERAL.—Clause (ii) of section 382(1(3XC) of the 1986 Code
is amended by striking “and” at the end of subclause (I), by striking
the period at the end of subclause (II) and inserting in lieu thereof
“ and”, and by adding at the end thereof the following:

“(ITI) immediately after the acquisition the plan has
a number of participants which is not less than 50
percent of the average number of employees of the loss
corporation during the 3-year period ending with such
acquisition.
for purposes of subclause (III), except as provided in regula-
tions, all members of an affiliated group which includes the
loss corporation and which files a consolidated return shall
be treated as 1 loss corporation.”

(b) EFFECTIVE DATE.—

(1) IN GenNeErAL.—The amendment made by subsection (a)
shall apply to acquisition after December 31, 1988.

(2) ExceprioN.—The amendment made by subsection (a) shall
not apply to acquisitions after December 31, 1988, pursuant to a
l{;’nsgmg written contract entered into on or before October 21,

TITLE VI—OTHER SUBSTANTIVE
REVENUE PROVISIONS

Subtitle A—Provisions Relating to Individuals

SEC. 6001. TREATMENT OF CERTAIN AMOUNTS PAID TO OR FOR THE
BENEFIT OF AN INSTITUTION OF HIGHER EDUCATION.

(a) INn GENERAL.—Section 170 of the 1986 Code is amended by
redesignating subsection (m) as subsection (n) and by inserting after
subsection (1) the following new subsection:

“(m) TREATMENT OF CERTAIN AMOUNTS PAID TO OR FOR THE BENE-
FIT OF INsTITUTIONS OF HIGHER EDUCATION.—

26 USC 453A
note.

26 USC 382 note.
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26 USC 170 note.

26 USC 1034
note.

“(1) In ceNEraL.—For purposes of this section, 80 percent of
any amount described in paragraph (2) shall be treated as a
charitable contribution.

“(2) AMoUNT DESCRIBED.—For purposes of paragraph (1), an
amount is described in this paragraph if—

“(A) the amount is paid by the taxpayer to or for the

benefit of an educational organization—
‘1) which is described in subsection (bX1XAXii), and
“(ii) which is an institution of higher education (as

defined in section 3304(f)), and
“(B) such amount would be allowable as a deduction
under this section but for the fact that the taxpayer re-
ceives (directly or indirectly) as a result of paying such
amount the right to purchase tickets for seating at an
athletic event in an athletic stadium of such institution.
If any portion of a payment is for the purchase of such tickets,
such portion and the remaining portion (if any) of such pay-
ment shall be treated as separate amounts for purposes of this
subsection.”
(b) EFFeCTIVE DATE.—

(1) IN GeNErAL.—The amendment made by this section shall
apply to taxable years beginning after December 31, 1983.

(2) WAIVER OF STATUTE OF LIMITATIONS.—If on the date of the
enactment of this Act (or at any time within 1 year after such
date of enactment) refund or credit of any overpayment of tax
resulting from the application of section 170(m) of the 1986 Code
(as added by subsection (a)) is barred by any law or rule of law,
refund or credit of such overpayment shall, nevertheless, be
made or allowed if claim therefore is filed before the date 1 year
after the date of the enactment of this Act.

SEC. 6002. NONRECOGNITION OF GAIN WHERE 1 SPOUSE DIES BEFORE
OCCUPYING NEW RESIDENCE.

(a) IN GENERAL.—Subsection (g) of section 1034 of the 1986 Code
(relating to rollover of gain on sale of principal residence) is
amended by adding at the end thereof the following: “For purposes of
this subsection, except to the extent provided in regulations, in the
case of an incli\-ridl.l.tatlJ who dies after the date of the sale of the old
residence and is married on the date of death, consent to the
application of paragraph (2) by such individual's spouse and use of
the new residence as the principal residence of such spouse shall be
treated as consent and use by such individual.”

(b) EFFECTIVE DATE.—The amendment made by paragraph (1)
shall apply to sales and exchanges of old residences (within the
meaning of section 1034 of the 1986 Code) after December 31, 1984,
in taxable years ending after such date.

SEC. 6003. MEALS ON CERTAIN VESSELS AND OFFSHORE OIL PLATFORMS
EXEMPT FROM 80 PERCENT LIMITATION ON DEDUCTION FOR
MEALS.

(a) IN GENERAL.—Paragraph (2) of section 274(n) of the 1986 Code
(relating to only 80 percent of meal and entertainment expenses
allowed as deduction), as amended bﬁ title I of this Act, is amended
by striking out “or” at the end of subparagraph (D), by striking out
the period at the end of subparagraph (E) and inserting in lieu
thereof “, or”, and by adding at the end thereof the following new

subparagraph:
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“(F) such expense is for food or beverages—
“(i) required by Federal law to be provided to crew
members of a commercial vessel,
“(iil) provided to crew members of a commercial
vessel—
“(I) which is operating on the Great Lakes, the
Saint Lawrence Seaway, or any inland waterway of
the United States, and
“(II) which is of a kind which would be required
by Federal law to provide food and beverages to
crew members if it were operated at sea,
“(iii) f;rovided on an oil or gas oﬁléat.fonn or drilling rig
if the platform or rig is located offshore, or
“(iv) provided on an oil or gas platform or drilling rig,
or at a support camp which is in proximity and integral
to such platform or rig, if the platform or rig is
llo;:pt%d in the United States north of 54 degrees north
atitude.
Clauses (i) and (ii) of subparagraph (F) shall not apply to vessels
primarily engaged in providing luxury water transportation
(determined under the principles of subsection (m)).”
(b) EFrFeECTIVE DATES.—
(1) Clauses (i) and (ii) of section 274(n}2)(F) of the 1986 Code,
as added by subsection (a), shall apply to taxable years begin-
ing after December 31, 1988.
(2) Clauses (iii) and (iv) of section 274(n)}2)F) of the 1986 Code,
as added by subsection (a), shall apply to taxable years begin-
ning after mber 31, 1987.

SEC. 6004. TREATMENT OF CERTAIN INNOCENT SPOUSES.

Subsection (c) of section 424 of the Tax Reform Act of 1984
(relating to innocent spouse relieved of liability in certain cases) is
amended by adding at the end thereof the following new paragraph:

“3) SITIONAL RULE.—If—

“(A) a joint return under section 6013 of the Internal
Revenue Code of 1954 was filed before January 1, 1985,

‘“B) on such return there is an understatement (as de-
fined in section 6661(b)X2XA) of such Code) which is attrib-
utable to disallowed deductions attributable to activities of
one spouse,

“(C) the amount of such disallowed deductions exceeds
the taxable income shown on such return,

“(D) without l:;iard to any determination before Octo-
ber 21, 1988, the other spouse establishes that in signing the
return he or she did not know, and had no reason to know,
thﬁ%E t)h:lrlg was such all;e ut:demtatel:nent, andte T

marriage een such spouses terminated an

immediately after such termination the net worth of the

other spouse was less than $10,000,
notwithstanding any law or rule of law (including res judicata),
the other spouse shall be relieved of liability for tax (including
interest, penalties, and other amounts) for such taxable year to
the extent such liability is attributable to such understatement,
and, to the extent the liability so attributable has been collected
from such other spouse, it shall be refunded or credited to such
other spouse. No credit or refund shall be made under the
preceding sentence unless claim therefor has been submitted to

26 USC 274 note.

26 USC 6013
note.
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20 USC 1113b
note.

the Secretary of the Treasury or his delegate before the date 1
year after the date of the enactment of this paragraph, and no
interest on such credit or refund shall be allowed for any period
before such date of enactment.”.

SEC. 6005. INTERIM TREATMENT OF CERTAIN AMOUNTS AWARDED TO
CHRISTA McAULIFFE FELLOWS,

(a) IN GENERAL.—In the case of an individual who is a Christa
McAuliffe Fellow (as defined in section 561(b) of the Higher Edu-
cation Act of 1965) and is awarded a fellowship pursuant to section
561 of such Act, for purposes of the 1986 Code, gross income shall not
include any amount of such fellowship award—

(1) which is expended for a project approved by the Secretary
of Education pursuant to section 563(b) of such Act, and

(2) which is not expended directly or indirectly for the per-
sonal use or benefit of such individual.

(b) EFFecTive DATE.—Subsection (a) shall apply to amounts re-
:leived before July 1, 1990, in taxable years beginning before such

ate.

SEC. 6006. ELECTION TO CLAIM CERTAIN UNEARNED INCOME OF CHILD
ON PARENT'S RETURN.

(a) IN GENERAL.—Subsection (i) of section 1 of the 1986 Code
(relating to persons required to make returns of income) is amended
by adding at the end thereof the following new paragraph:

“(7) ELECTION TO CLAIM CERTAIN UNEARNED INCOME OF CHILD
ON PARENT'S RETURN.—
“(A) IN GENERAL.—If—

“(i) any child to whom this subsection applies has
gross income for the taxable year only from interest
and dividends (including Alaska Permanent Fund
dividends),

“(ii) such gross income is more than $500 and less
than $5,000,

“(iii) no estimated tax payments for such year are
made in the name and TIN of such child, and no
amount has been deducted and withheld under section
3406, and

“(iv) the parent of such child (as determined under
pnfu'agraph (5)) elects the application of subparagraph
(B),

such child shall be treated as having no gross income for
such year and shall not be required to file a return under
section 6012.

“(B) INCOME INCLUDED ON PARENT'S RETURN.—In the case
of a parent making the election under this paragraph—

“(i) the gross income of each child to whom such
election applies (to the extent the gross income of such
child exceeds $1,000) shall be included in such parent’s
gross income for the taxable year,

“(ii) the tax imposed by this section for such year
with respect to such parent shall be the amount equal
to the sum of—

“(I) the amount determined under this section
after the application of clause (i), plus
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‘YIT) for each such child, the lesser of $75 or 15
percent of the excess of the gross income of such
child over $500, and

‘(iii) any interest which is an item of tax preference
under section 57(a)5) of the child shall be treated as an
itl?jllré )of tax preference of such parent (and not of such
c ;

“(C) RecuraTioONs.—The Secretary shall prescribe such
regulations as may be necessary or appropriate to carry out
the pu of this paragraph.”

(b) ErrecTivE DATE—The amendment made by this section shall
apply to taxable years beginning after December 31, 1988.

SEC. 6007. JURY DUTY PAY REMITTED TO AN INDIVIDUAL'S EMPLOYER
ALLOWED AS A DEDUCTION IN COMPUTING GROSS INCOME.

(a) In GENERAL.—Part VII of subchapter B of chapter 1 of the 1986
Code (relating to additional itemized deductions for individuals) is
amended by redesignating section 220 as section 221 and by insert-
ing after section 219 the following new section:

“SEC. 220. JURY DUTY PAY REMITTED TO EMPLOYER.
‘llf_
“(1) an individual receives payment for the discharge of jury
duty, and
“(2) the employer of such individual requires the individual to
remit any portion of such payment to the employer in exchange
for payment by the employer of compensation for the period the
individual was performing jury duty,
then there shall be allowed as a deduction the amount so remitted.”.

(b) DepucTioN ALLOWED IN ARRIVING AT ADJUSTED GROSS
INcome.—Subsection (a) of section 62 of the 1986 Code (defining
adjusted gross income) is amended by inserting after paragraph (12)
the following new paragraph:

“(13) JURY DUTY PAY REMITTED TO EMPLOYER.—The deduction
allowed by section 220.”.

(c) CLericAL AMENDMENT.—The table of sections for VII of
subchapter B of chapter 1 of the 1986 Code is amended by striking
out the item relating to section 220 and inserting in lieu thereof the
following new items:

“Sec. 220, Jury duty pay remitted to employer.
“Sec. 221. Cross references.”.

(d) EFFecTivE DATE.—The amendments made by this section shall
apply as if included in the amendments made by section 132 of the
Tax Reform Act of 1986.

SEC. 6008. BUSINESS USE OF AUTOMOBILES BY RURAL MAIL CARRIERS.
(a) GENERAL RuLE.—In the case of any employee of the United

States Postal Service who performs services involvi.n% the collection
and delivery of mail on a rural route, such employee shall be
permitted to compute the amount allowable as a deduction under
chapter 1 of the Internal Revenue Code of 1986 for the use of an
automobile in performing such services by using a standard mileage
rate for all miles of such use equal to 150 percent of the basic
standard rate.

(b) SussecTioN (a) Nor To AppLy 1r EMPLOYEE CLAIMS DEPRECIA-
TION DEDUCTIONS FOR AUTOMOBILE.—Subsection (a) shall not apply
with respect to any automobile if, for any taxable year beginning

26 USC 1 note.

26 USC 62 note.

26 USC 162 note.
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after December 31, 1987, the taxpayer claimed depreciation deduc-
tions for such automobile.

(c) Basic StaNDARD RaTE.—For purposes of this section, the term
“basic standard rate” means the standard mileage rate which is
prescribed by the Secretary of the Treasury or his delegate for
computing the amount of the deduction for the business use of an
automobile and which—

; )(1) is in effect at the time of the use referred to in subsection
a),
(g) applies to an automobile which is not fully depreciated,

an
(3) applies to the first 15,000 miles (or such other number as
the Secre of the Treasury or his delegate may hereafter
prescribe) of business use during the taxable year.
(d) ErFecTIVvE DATE.—The provisions of this section shall apply to
taxable years beginning after December 31, 1987.

SEC. 6009. EXCLUSION FROM GROSS INCOME FOR INCOME FROM UNITED
STATES SAVINGS BONDS USED TO PAY TUITION AND FEES.

(a) INn GENERAL.—Part III of subchapter B of chapter 1 of the 1986
Code (relating to items specifically excluded from gross income) is
amended by redesignating section 135 as section 136 and by insert-
ing after section 134 the following new section:

“SEC. 135. INCOME FROM UNITED STATES SAVINGS BONDS USED TO PAY
HIGHER EDUCATION TUITION AND FEES.

‘(a) GENERAL RuLE.—In the case of an individual who pays quali-
fied higher education expenses durin%the taxable year, no amount
shall be includible in gross income reason of the redemption
during such year of any qualified tfnited States savings bond.

“(b) LIMITATIONS.—

“(1) LIMITATION WHERE REDEMPTION PROCEEDS EXCEED HIGHER
EDUCATION EXPENSES.—

“(A) IN GENERAL.—If—

“(i) the te proceeds of qualified United States
savings bonsz redeemed by the taxpayer during the
taxable exceed

“(ii) the qualified higher education expenses paid by
the taxpayer during such taxable year,

the amount excludable from gross income under subsection
(a) shall not exceed the applicable fraction of the amount
excludable from gross income under subsection (a) without
regard to this subsection.

‘(B) APPLICABLE FRACTION.—For purposes of subpara-
graph (A), the term ‘aiplicable fraction’ means the fraction
the numerator of which is the amount described in subpara-

aph (AXii) and the denominator of which is the amount
gl:cscribed in subparagraph (A)i).
“(2) LIMITATION BASED ON MODIFIED ADJUSTED GROSS INCOME.—
“(A) IN ceENERAL.—If the modified adjusted gross income
of the taxpayer for the taxable year exceeds $40,000
($60,000 in the case of a joint return), the amount which
would (but for this paragraph) be excludable from gross
income under subsection (a) 1 be reduced (but not below
zero) by the amount which bears the same ratio to the
amount which would be so excludable as such excess bears
to $15,000 ($30,000 in the case of a joint return).
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“B) INFLATION ADJUSTMENT.—In the case of any taxable
year beg‘inning in a calendar year after 1990, each dollar
amount contained in subparagraph (A) shall be increased
by an amount equal to—

“(i) such dollar amount, multiplied by

“(ii) the cost-of-living adj}uu:hnent under section 1(fX3)
for the calendar year in which the taxable year ins,
determined by substituting ‘calendar year 1989" for
‘calendar year 1987’ in subparagraph (B) thereof.

“(C) RounpING.—If any amount as adjusted under
subparagraph (A) or (B) 18 not a multiple of $50, such
amount shall be rounded to the nearest multiple of $50 (or
if such amount is a multiple of $25, such amount shall be
rounded to the next highest multiple of $50).

“(c) DerFiNTTIONS.—For purposes of this section—

“1) ALIFIED UNITED STATES SAVINGS BOND.—The term
‘qualified United States savings bond’ means any United States
savings bond issued—

“(A) after December 31, 1989,

“(B) to an individual who has attained age 24 before the
date of issuance,

“(C) at discount under section 3105 of title 31, United
States Code.

“(2) QUALIFIED HIGHER EDUCATION EXPENSES.—

“(A) In GENERAL.—The term ‘qualified higher education
expenses’ means tuition and fees required for the enroll-
ment or attendance of—

‘(i) the taxpayer,
“(i1) the taxpayer’s spouse, or
“(iii) any dependent of the taxpayer with respect to
ghor{%’{he taxpayer is allowed a deduction under sec-
on :
at an eligible educational institution.

“(B) EXCEPTION FOR EDUCATION INVOLVING SPORTS, ETC.—
Such term shall not include expenses with respect to any
course or other education involving sports, games, or hob-
bies other than as part of a degree program.

“(3) ELIGIBLE EDUCATIONAL INSTITUTION.—The term ‘eligible
educational institution’ means—

“(A) an institution described in section 1201(a) or
Bubparag‘raxh (C) or (D) of section 481(a)1) of the Higher
Education Act of 1965 (as in effect on October 21, 1988), and

‘(B) an area vocational education school (as defined in
subpar ph (C) or (D) of section 521(3) of the Carl D.
Perkins %ocat.ional Education Act) which is in any State (as
defined in section 521(27) of such Act), as such sections are
in effect on October 21, 1988.

“(4) MODIFIED ADJUSTED GROSS INCOME.—The term ‘modified
adj income’ means the adjusted gross income of the
taxpayer for the taxable year determined—

“(A) without regard to this section and sections 911, 931,
and 933, and

“(B) after the application of sections 86, 469, and 219.

“(d) SpeciAL RULES.—

“(1) ADJUSTMENT FOR CERTAIN SCHOLARSHIPS AND VETERANS
BENEFITS.—The amount of qualified higher education expenses
otherwise taken into account under subsection (a) respect to the
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26 USC 135 note.

26 USC 86 note.

26 USC 135 note.

education of an individual shall be reduced (betore the applica-
tion of subsection (b)) by the sum of the amounts received with
respect to such individual for the taxable year as—
“(A) a qualified scholarship which under section 117 is
not includable in gross income,
“(B) an educational assistance allowance under chapter
30, 31, 32, 34, or 35 of title 38, United States Code, or
“(C) a payment (other than a gift, bequest, devise, or
inheritance within the meaning of section 102(a)) for edu-
cational expenses, or attributable to attendance at an eli-
gible educational institution, which is exempt from income
taxation by any law of the United States.

“(2) No EXCLUSION FOR MARRIED INDIVIDUALS FILING SEPARATE
RETURNS.—If the taxpayer is a married individual (within the
meaning of section 7703), this section shall apply only if the
taxpayer and his spouse file a joint return for the taxable year.

“(3) REcuLaTIONS.—The Secretary may prescribe such regula-
tions as may be necessary or appropriate to carry out this
section, including regulatlons requiring record keeping and
mformatxon reporting.”

(b) ProMoOTION OF PUBLIC AWARENESS OF PROGRAM.—The Sec-
retary of the Treasury or his delegate shall take such actions as may
be necessary to make the general public aware of the program
established by this section.

(c) TECHNICAL AMENDMENTS.—

(1) Subparagraph (A) of section 86(b)X2) of the 1986 Code is
amended by inserting ‘‘135,” before “911".

(2) Clause (i) of section 219%(gX3XA) of the 1986 Code is
amdegded by striking “section 911" and inserting “sections 135
and 911",

(3) Subparagraph (D) of section 469(iX3) of the 1986 Code 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) the amount excludable from gross income under
section 135,”.

(4) The table of sections for part III of subchapter B of chapter
1 of the 1986 Code is amended by striking the last item and
inserting the following new items:

“Sec. 135. Income from United States savings bonds used to pay higher edu-

cation tuition and fees.

“Sec. 136. Cross references to other Acts.”

(d) EFFEcTIvE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1989.

(e) PARENTAL AssisSTANCE WitTH TurtioN Stamp Stupy.—The Sec-
retary of the Treasury or his delegate, after consultation with the
Secretary of Educatlon or his delegate, shall conduct a study of the
feasibility of using stamps or similar programs to encourage and
facilitate savings by parents towards the purchase of Series EE
bonds eligible for the exclusion provided under the amendments
made by this section. Not later than December 31, 1989, the Sec-
retary of the Treasury or his delegate shall submit the results of
such study, together with recommendations deemed appro-
priate, to the Committee oan{Vays and Means of the House of
Representatives and the Committee on Finance of the Senate.
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SEC. 6010. MODIFICATION OF ADDITIONAL EXEMPTION FOR STUDENT
DEPENDENTS.

(a) IN GENErRAL.—Clause (ii) of section 151(cX1XB) of the 1986 Code
(relating to additional exemption for dependents) is amended bg
inserting “who has not attained the age of 24 at the close of suc
calendar year” before the period.

(b) EFFEcTivE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1988.

SEC. 6011. PRINCIPAL RESIDENCE CAPITAL GAINS EXCLUSION.

(@) IN GeENerAL.—Subsection (d) of section 121 of the Internal
Revenue Code of 1986 (relating to one-time exclusion of gain from
sale of principal residence by individual who has attained age 55) is
amended by adding at the end thereof the following new paragraph:

“(9) DETERMINATION OF USE DURING PERIODS OF OUT-OF-RESIDENCE

CARE.—In the case of a yer who—
“(A) l:lecomes physically or mentally incapable of self-
an

“(B) owns property and uses such property as the
er’s principal residence during the 5-year period de-
scribed in subsection (a)2) for periods aggregating at least 1

year,

then the yer shall be treated as using such sroperty as

the taxpayer’s principal residence during any time during such

5-year period in which the taxpayer owns the property and

resides in any facili%including a nursing home) licensed by a

State or political subdivision to care for an individual in the

taxpayer’s condition.”

(b) ErFEcTivE DATE.—The amendment made by subsection (a)

shall apply with respect to any sale or exchange after September 30,
1988, in taxable years ending after such date.

Subtitle B—Provisions Relating to Accounting
and Agriculture

SEC. 6026. AMENDMENTS TO UNIFORM CAPITALIZATION RULES.

(a) TREATMENT OF CERTAIN PRODUCERS OF CREATIVE PROPERTY.—
Section 263A of the 1986 Code is amended by redesignating subsec-
tion (h) as subsection (i) and by inserting after subsection (g) the
following new subsection:

A:('h) EXEMPTION FOR FREE LANCE AUTHORS, PHOTOGRAPHERS, AND

TISTS.—

“(1) IN geNErRAL.—Nothing in this section shall require the
capitalization of any qualified creative exgense.

‘(2) QUALIFIED CREATIVE EXPENSE.—For purposes of this
subsection, the term °‘qualified creative expense’ means any

expense—

“(A) which is paid or incurred by an individual in the
trade or business of such individual (other than as an
employee) of being a writer, photographer, or artist, and

“(B) which, without regard to this section, would be allow-
able as a deduction for the taxable year.

Such term does not include any ang::e related to printing,
ﬁofngmphic plates, motion picture , video tapes, or simi-
items.

26 USC 151 note.

26 USC 121 note.
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“(3) DeFINTTIONS.—For purposes of this subsection—

“(A) WriTER.—The term ‘writer’ means any individual if
the personal efforts of such individual create (or may
reasonably be expected to create) a literary manuscript,
musical composition (including any accompanying words),
or dance score.

‘“B) ProroGrRAPHER.—The term ‘photographer’ means
any individual if the rsonal efforts of such individual
create (or may reasonably be expected to create) a photo-
grEP(l:x} or photographlc negative or transparency.

“G) IN GENERAL.—The term ‘artist’ means any
individual if the personal efforts of such mdmdual
create (or may reasonably be expected to create) a
picture, painting, sculpture, statue, etching, drawing,
cartoon, graphic design, or original print edition.

“(i1) CriTerIA.—In determining whether any expense
is paid or incurred in the trade or business of being
an artist, the following criteria shall be taken into
account(:n The original d f th

" e originality and uniqueness of the item
created (or to be crea{ed) a

‘(II) The predominance of aesthetic value over
utilitarian value of the item created (or to be
created).

‘(D) TREATMENT OF CERTAIN PERSONAL SERVICE CORPORA-
TIONS.—

“(i) INn cENERAL.—In the case of a personal service
corporation, this subsection shall apply to any expense
of such corporation which directly relates to the activi-
ties of the qualified employee-owner in the same
manner as if such expense were incurred by such
em loyee-owner.

“(ii) QUALIFIED EMPLOYEE-OWNER.—The term ‘quali-
fied employee-owner’ means any individual who is an
employee-owner of the personal service corporation and
who is a writer, photographer, or artist, but only if
substantially all of the stock of such corporation is
owned by such individual and members of his family
(as defined in section 267(c)4)).

“(iii) PERSONAL SERVICE CORPORATION.—For purposes
of this subparagraph, the term ‘personal service cor-
poration’ means any personal service corporation (as
defined in section 269A(b)).”

(b) TREATMENT OF ANIMALS PRODUCED IN FARMING BUSINESS.—

(1) IN GENERAL.—Subparagraph (A) of section 263A(d)X1) of the

1986 Code (relating to exception for farming businesses) is
amended to read as follows:

“(A) IN GeNERAL.—This section shall not apply to any of
the following which is produced by the taxpayer in a farm-
ing business:

“(i) Any animal.

“(i1) Any plant which has a preproductive period of 2
years or less.”

(2) CONFORMING AMENDMENTS.—

(A) The heading of paragraph (1) of section 263A(d) of the

1986 Code is amended to read as follows:
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“(1) SECTION NOT TO APPLY TO CERTAIN PROPERTY.— .

(B) Subsections (dX3) and (e) of section 263A of the 1986
Code are each amended by striking out “or animal” each
place it appears.

(c) TREATMENT OF PisTacHIO TrEES.—Subparagraph (B) of section
263A(dX3) of the 1986 Code (relating to certain persons not eligible)
is amended to read as follows:

“(B) CERTAIN PERSONS NOT ELIGIBLE.—No election may be
made under this ph by a corporation;_&.rtnenhip,
or tax shelter, if such corporation, partnership, or tax
shelter is required to use an accrual method of accounting
under section 447 or 448(a)3).”

(d) EFFecTiVE DATES.—

(1) IN GeENERAL.—Except as otherwise provided in this para-
graph, the amendments made by this section shall take effect as
if included in the amendments made by section 803 of the Tax
Reform Act of 1986.

(2) SuesecTioN (b).—

(A) IN GENERAL.—The amendments made by subsection
(b) shall apply to costs incurred after December 31, 1988, in
taxable years ending after such date.

(B) REvocaTiON OF ELECTION.—If the tax Bger made an
election under section 263A(dX3) of the 1 Code for a
taxable year beginning before January 1, 1989, such tax-
R‘ayer may, without the consent of the Secretary of the

reasury or his delegate, revoke such election effective for
i::ghe taxpayer’s 1st taxable year beginning after December

1, 1988.

SEC. 6027. TREATMENT OF SINGLE PURPOSE AGRICULTURAL OR HORTI-
CULTURAL STRUCTURES.

(a) IN GENERAL.—Paragraph (3) of section 168(e) of the 1986 Code
(relating to classification of property) is amended by redesignating
subparagraphs (D) and (E) as subparagraphs (E) and (F), respec-
tively, and by inserting after subparagraph (C) the following new
subparag‘raph:

“(D) 10-yEAR PROPERTY.—The term ‘10-year property’ in-
cludes any single purpose agricultural or horticultural
structure (within the meaning of section 48(p)).”

(b) TECHNICAL AMENDMENTS.—

(1) Subparagraph (C) of section 168(eX3) of the 1986 Code is
amended by adding “and” at the end of clause (i), by striking
out clause (ii), and by redesignating clause (iii) as clause (ii).

(2) The table contained in subparagraph (B) of section 168(gX3)
of the 1986 Code is amended by striking out all that follows the
item relating to subparagraph (C)i) and inserting in lieu thereof
the following new items:

l‘(D} 15

“(EXi) 24

“(EXii) 24

“(F) 50".
(c) EFFECTIVE DATE—

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to property placed
in service after December 31, 1988.
(2) Exceprion.—The amendmen“s made by this section shall not
apply to any property if such property is placed in service before
January 1, 1990, and if such property—

26 USC 263A
note.

26 USC 168 note.
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26 USC 168 note.

26 USC 168 note.

26 USC 451 note.

(A) is constructed, reconstructed, or acquired by the tax-

Ra er pursuant to a written contract which was binding on
14, 1988, or

) is constructed or reconstructed by the taxpayer and

such construction or reconstruction began by July 14, 1988,

SEC. 6028, TREATMENT OF PROPERTY USED IN A FARMING BUSINESS.

(a) IN GENERAL.—Paragraph (2) of section 168(b) of the 1986 Code
(as amended by title I) is amended by striking out “or” at the end of
subparagraph (A), by redesignating subparagraph (B) as subpara-
graph (C), and by inserting after subparagraph (A) the following new
subparagraph:

“(B) any property used in a farming business (within the
meaning of section 263A(e)4)), or”.

(b) EFFECTIVE DATE.—

(1) In GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to property placed
in service after December 31, 1988.

(2) ExceprioNn.—The amendments made by this section shall
not apply to any property if such property is placed in service
before July 1, 1989, and if such property—

(A) is constructed, reconstructed, or acquired by the tax-
payer pursuant to a written contract which was binding on
July 14, 1988, or

(B) is constructed or reconstructed by the taxpayer and
such construction or reconstruction began by July 14, 1988.

SEC. 6029. TREATMENT OF CERTAIN TREES.

(a) IN GENERAL.—Subparagraph (D) of section 168(e)3) of the 1986
Code (relating to classification of certain property), as amended by
section 6027 of this Act, is amended to read as follows:

“(D) 10-vEar PROPERTY.—The term ‘10-year property’
includes— )
“(i) any single purpose agricultural or horticultural
structure (within the meanin% of section 48(p)), and
“(ii) any tree or vine bearing fruit or nuts.”

(b) ONLY STrRAIGHT-LINE DEPRECIATION ALLOWED.—Paragraph (3)
of section 168(b) of the 1986 Code is amended by adding at the end
thereof the following new subparagraph:

“(D) Property described in subsection (eX3)DXii).”

(c) CLass Lire DETERMINATION.—The table contained in subpara-
graph (B) of section 168(g)3) of the 1986 Code, as amended by section
6027 of this Act, is amended by striking out the item relating to
subparagraph (D) and inserting in lieu thereof the following new
item:

“(DXi) L T ; 15
“(DXii) : '

(d) ErrecTivE DATE.—The amendments made by this section shall

apply to property placed in service after December 31, 1988.

SEC. 6030. ONE-YEAR DEFERRAL OF PROCEEDS FROM LIVESTOCK SOLD
ON ACCOUNT OF DROUGHT.

(a) IN GENERAL.—Paragraph (1) of section 451(e) of the 1986 Code
(relating to special rule for proceeds from livestock sold on account
of drought) is amended by striking out “(other than livestock de-
scribed in section 1231(b)3))”.

(b) ErFEcTive DATE.—The amendment made by subsection (a)
shall apply to sales or exchanges occurring after December 31, 1987.
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SEC. 6031. CERTAIN REPLEDGES PERMITTED.

(a) GENERAL RULE.—Section 453A(d) of the 1986 Code (relating to
pledges, etc., of installment obligations) shall not apply to any
pledge after December 17, 1987, of an installment obligation to
secure any indebtedness if such indebtedness is incurred to
refinance indebtedness which was outstanding on Decem-
ber 17, 1987, and which was secured on such date and all times
thereafter before such refinancing by a pledge of such installment
obligation.

(b) LimrraTiON.—Subsection (a) shall not apply to the extent that
the principal amount of the indebtedness resulting from the
refinancing exceeds the principal amount of the refinanced indebted-
ness immediately before the refinancing.

_(c)((in:zf'mm ReFINANCINGS PErRMITTED.—For purposes of subsec-
tion (a), if—
(1) a refinancing is attributable to the calling of indebtedness
by the creditor, and
(2) such refinancing is not with the creditor under the re-
financed indebtedness or a person related to such creditor,
such refinancing shall, to the extent the refinanced indebtedness
qualifies under subsections (a) and (b), be treated as a continuation
of such refinanced indebtedness.

SEC. 6032. TREATMENT OF INDIRECT HOLDINGS THROUGH TRUSTS
UNDER SECTION 448 OF THE 1986 CODE.

(a) GENERAL RuLe.—Paragraph (2) of section 448(d) of the 1986
Code (defining qualified personal service corporation) is amended by
adding at the end thereof the following new sentence:

“To the extent provided in regulations which shall be prescribed
by the Secretary, indirect holdings throuﬁh a trust shall be
taken into account under subparagraph (B).

(b) ErrecTivEé DATE.—The amendment made by subsection (a)

shall apply to taxable years beginning after December 31, 1986.

SEC. 6033. DISASTER ASSISTANCE ACT PAYMENTS INCLUDED IN SPECIAL
RULE FOR TAXABLE YEAR OF INCLUSION.

(a) DisasTER AssisTANCE PaymENTS.—The second sentence of sec-
tion 451(d) of the 1986 Code (relating to special rule for crop insur-
ance proceeds or disaster payments) is amended by inserting “or
title II of the Disaster Assistance Act of 1988,” after “the Agricul-
tural Act of 1949, as amended,”.

(b) ErFecTiVE DATE.—The amendment made by paragraph (1)
shall apply to payments received before, on, or after the date of
enactment of this Act.

Subtitle C—Pensions and Employee Benefits

SEC. 6051. PROVISIONS RELATING TO BENEFITS UNDER DISCRIMINA-
TORY PLANS.

(a) Provisions Not 1o APPLY TO CHURCH PLANS.—Section 89(i) of
the 1986 Code is amended by adding at the end thereof the following
new ph:

“(4) CaurcH pLANS.—The term ‘statutory employee benefit
plan’ shall not include a plan maintained by a church for
church employees. For purposes of this Earagraph, the term
‘church’ has the meaning given such term by section

26 USC 453A
note.

26 USC 448 note.

26 USC 451 note.
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26 USC 89 note.

26 USC 403 note.

26 USC 403 note.

26 USC 401 note.

3121(w)3XA), including a qualified church-controlled organiza-
tion {as defined in section 3121(w)3)B)).”

(b) CAFETERIA PrLANs MAaINTAINED BY EbpucaTtioNaL INsTITU-
TIONS.—Section 125(c)(2)(C) of the 1986 Code is amended by adding at
the end thereof the following new sentence: “In applying section 89
to a plan described in this subparagraph, contributions under the
plan shall be tested as of the time the contributions were made.”

(c) ErFecTivE DATE.—The amendments made by this section shall
take effect as if included in the amendments made by section 1151 of
the Reform Act.

SEC. 6052. MODIFICATIONS OF DISCRIMINATION RULES APPLICABLE TO
CERTAIN ANNUITY CONTRACTS.

(a) ExcLupED EMPLOYEES.—

(1) In GeENERAL.—The last sentence of section 403(b)(12)A) of
the 1986 Code is amended to read as follows: “Subject to the
conditions applicable under section 410(b)4), there may be ex-
cluded for purposes of this subparagraph employees who are
students performing services described in section 3121(b)(10) and
em luyees who normally work less than 20 hours per week.”

(2) EFFECTIVE DATE.—The amendment made by wm (1)
shall take effect as if included in the amendment
section 1120(b) of the Reform Act.

(b) SAMPLING.—In the case of plan years beginning in 1989, 1990,
or 1991, determinations as to whether a plan meets the require-
ments of section 403(b)(12) of the 1986 Cog e may be made on the
basis of a statistically valid random sample. The preceding sentence
shall apply only if—

(1) the sampling is conducted by an independent person in a
manner not inconsistent with regulations prescri by the
Secretary, and

(2) the statistical method and sample size result in a 95
percent probability that the results will have a margin of error
not greater than 3 percent.

SEC. 6053. REQUIRED DISTRIBUTION BEGINNING DATE FOR GOVERN-
MENTAL AND CHURCH PLANS.

(a) IN GENERAL.—Section 401(a)9)XC) of the 1986 Code is amended
by adding at the end thereof the following new sentence: “In the
case of a governmental plan or church plan (as defined in section
89(1X4)), the required beginning date shall be the later of the date
determined under the preceding sentence or April 1 of the calendar
year following the calendar year in which the employee retires.”

(b) ErFecTivE DATE.—The amendment made by subsection (a)
shall take effect as if included in the amendments made by section
1121 of the Reform Act.

SEC. 6054. SECTION 415 LIMITATION FOR STATE AND LOCAL PLANS.

(a) MopiFiep LimrraTions.—Section 415(b) of the 1986 Code is
amended by adding at the end thereof the following new paragraph:
“(10) SPECIAL RULE FOR STATE AND LOCAL GOVERNMENT

(A) LIMITATION TO EQUAL ACCRUED BENEFIT.—In the case
of a plan maintained for its employees by any State or
political subdivision thereof, or by any agency or
instrumentality of the foregomg, e limitation with
respect to a qualified participant under this subsection shall
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not be less than the accrued benefit of the participant
under the plan (determined without regard to any amend-
ment of the plan made after October 14, 1987).

“(B) QUALIFIED PARTICIPANT.—For purposes of this para-
graph, the term ‘qualified participant’ means a participant
who first became a participant in the plan maintained by
the employer before January 1, 1990.

“(C) ErEctioN.—This paragraph shall not apply to any

lan unless each employer maintaining the plan elects
fore the close of the 1st plan year beginning after Decem-
ber 31, 1989, to have this subsection (other than A)aragraph
(2X()) applied without regard to paragraph (2XF).
(b) EFFeECTIVE DATES.—

(1) IN GeENERAL.—Except as provided in this subsection, the
amendment made by this subsection apply to years beginning
after December 31, 1982.

(2) ELecTioN.—Section 415(bX10XC) of the 1986 Code (as added
by subsection (a)) shall not apply to any year beginning before
January 1, 1990.

SEC. 6055. MINIMUM PARTICIPATION STANDARDS.

(a) IN GENERAL.—Section 401(a)(26) of the 1986 Code, as amended
by this Act, is amended by redesignating subparagraph (H) as
subparagraph (I) and by inserting after subparagraph (G) the follow-
ing new subparagraph:

“(H) SPECIAL RULE FOR CERTAIN POLICE OR FIREFIGHTERS.—
“(i) IN GENERAL.—An employer may elect to have this
paragraph applied separately with respect to any classifica-
tion of quahﬁ" ed public safety employees for whom a sepa-
ra!;‘((e. !;;lanuis maintained. - .
i1) QUALIFIED PUBLIC SAFETY EMPLOYEE.—For purposes o
this subparagmph, the term ‘qualified pug'lic safety
employee’ means any employee of any police department or
fire department organized and operated by a State or politi-
cal subdivision if the employee provides police protection,
firefighting services, or emergency medical services for
any area within the jurisdiction of such State or political
subdivision.”

(b) ErFEcTIVE DATE.—The amendment made by this section shall
take effect as if included in the amendments made by section 1112(b)
of the Reform Act.

SEC. 6056. STUDY OF EFFECT OF MINIMUM PARTICIPATION RULE ON
EMPLOYERS REQUIRED TO PROVIDE CERTAIN RETIREMENT
BENEFITS.

(a) Stupy.—The Secretary of the Treasury or his delegate shall
conduct a study on the application of section 401(a}26) of the
Internal Revenue Code of 1986 to Government contractors who—

(1) are required by Federal law to provide certain employees
specified retirement benefits, and
(2) establish a separate plan for such employees while
maintaining a separate plan for employees who are not entitled
to such benefits.
Such study shall consider the Federal requirements with respect to
employee benefits for employees of Government contractors,
whether a special minimum participation rule should apply to such

26 USC 415 note.

26 USC 401 note.
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26 USC 408 note.

employees, and methods by which plans may be modified to satisfy
minimum partu’:rgatlon requirements.

(b) REPORT tary of the Treasury or his delegate shall
report the results of the stud under subsection (a) to the Committee
on Finance of the Senate and the Committee on Ways and Means of
the House of Representatives not later than September 1, 1989.

SEC. 6057. PROHIBITION ON COLLECTIBLES NOT TO INCLUDE STATE
COINS.

(a) IN GENERAL.—Paragraph (3) of section 408(m) of the 1986 Code
is amended to read as follows:
“(3) EXCEPTION FOR CERTAIN COINS.—In the case of an individ-
ual retirement account, agraph (2) shall not ap ly to—
“(A) any gold coin cf::cnbes in paragraph (7), (8), (9), or
(10) of section 5112(a) of title 31,
“(B] any silver coin described in section 5112(e) of title 31,

“(C) B coin issued under the laws of any State.”
(b) EFFECTIVE .—The amendments made by subsection (a)
sAhall apply to acquisitions after the date of the enactment of this
ct.

SEC. 6058. APPLICATION OF FUNDING RULES TO MULTIPLE EMPLOYER
PLANS.

(a) IN GENERAL.—Paragraph (4) of section 413(c) of the 1986 Code
is amended to read as follows:
“(4) FUNDING.—

“(A) IN GENERAL.—In the case of a plan established after
December 31, 1988, each emgooyer shall be treated as
maintaining a separate plan for pu of section 412
unless such plan uses a method for rmining required
contributions which provides that any employer contributes
not less than the amount which would be required if such
employer maintained a separate plan.

) OTHER PLANS.—In the case of a plan not described in
suhpmgraph (A), the requirements of section 412 shall be
determined as if all participants in the plan were employed
by a single employer unless the plan administrator elects
notlaterthanthecloaeoftheﬁmtplanyearoftheplan
beginning after the date of enactment of the Technical and
Miscellaneous Revenue Act of 1988 to have the provisions of
subparagraph (A) apgfly An election under the preceding
sentence shall take effect for the plan year in which made
gdsggrc:t::;de, may be revoked only with the consent of

e

(b) DEDUCTION LiMITATIONS.—Paragraph (6) of section 413(c) of the
1986 Code is amended to read as follows:
“(6) DEDUCTION LIMITATIONS.—

“(A) IN GENERAL.—In the case of a plan established after
December 31, 1988, each applicable limitation provided by
section 404(a) shall be determined as if each employer were

tammg a separate plan.
‘(B) OTHER PLANS.—
“(i) IN GENERAL.—In the case of a plan not described
m sub agraph (A), each applicable limitation
y section 404(a) shall be determined as
partlc:panta in the plan were employed by a single
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employer, except that if an election is made under
plaragraph (4XB), subparagraph (A) shall apply to such
an

“(ii) Spec1AL rRuLE.—If this sub raS;raph applies, the
amounts contributed to or under the plan by each
employer who maintains the plan (for the portion of
the taxable year included within a plan year) shall be
considered not to exceed any such limitation if the
anticipated employer contributions for such plan year
(determined in a reasonable manner not inconsistent
with regulations prescribed by the Secretary) do not
exceed such limitation. If such anticipated contribu-
tions exceed such a limitation, the portion of each such
employer’s contributions which is not deductible under
section 404 shall be determined in accordance with
regulations prescribed by the Secretary.”

(c) ConFORMING AMENDMENT.—Section 413(c) of the 1986 Code is
amended by striking out the last sentence and by inserting after
paragraph (6) the following new paragraph:

“(T) ALLOCATIONS.—

“(A) IN GENERAL.—Except as provided in subparagraph
(B), allocations of amounts under paragraphs (4), (5), and (6)
among the employers maintaining the plan shall not be
inconsistent with regulations prescribed for this purpose by
the Secretary.

“(B) ASSET AND LIABILITIES OF PLAN.—For purposes of
applying para%'raphs (4XA) and (6)XA), the assets and liabil-
ities of each plan shall be treated as the assets and liabil-
ities which would be allocated to a plan maintained by the
employer if the employer withdrew from the multiple em-
ployer plan.”

(d) ErFecTivE DATE.—Except as E%1::,~1wided in paragraph (2), the 26 USC 413 note.
amendments made by this section 1 apply to plan years begin-
ning after the date of the enactment of this Act.

SEC. 6059. APPLICATION OF SECTION 415 LIMITATIONS TO POLICE AND
FIREFIGHTERS.

(a) IN GENERAL.—Clause (ii) of section 415(b)2XH) of the 1986 Code
;glgmend?::l by striking out “20 years” and inserting in lieu thereof
rs”.

(b) ErFEcTIivE DATE.—The amendment made by this section shall 26 USC 415 note.
agpl ?a if included in the amendments made by section 1106(bX2) of
the orm Act.

SEC. 6060. EXCISE TAX ON DISPOSITION OF STOCK BY AN ESOP NOT TO
APPLY TO CERTAIN FORCED DISPOSITIONS.

(a) IN GENERAL.—Subsection (e) of section 4978A of the 1986
Code is amended by adding at the end thereof the following new
paragraph:

"&) FORCED DISPOSITION OCCURRING BY OPERATION OF A STATE
LAw.—Any forced disposition of qualified employer securities by
the employee stock ownership plan of a corporation occurring

operation of a State law shall not be treated as a disposition.

is paragraph shall only apply to securities which, at the time
such securities were urchueﬁ by the employee stock owner-
ship lJ;alan, were regularly traded on an established securities
market.”
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26 USC 4978
note.

26 USC 133 note.

26 USC 415 note.

26 USC 415 note.

26 USC 125 note.

Government
organization
and employees,

(b) ErrFEcTIVE DATE.—The amendment made by subsection (a)
shall take effect as if included in the amendment made by section
10413 of the Revenue Act of 1987.

SEC. 6061. LOANS TO ACQUIRE EMPLOYER SECURITIES.

Notwithstanding the last sentence of section 111B(h)5XA) of this
Act, the amendments made by paragraphs (1) and (2) of section
111B(h) of this Act shall not apply to any loan used to refinance a
loan described in section 133(b)X1XA) of the 1986 Code which is made
before October 22, 1986, if the terms of the refinanced loan do not
extend the total commitment period beyond the later of—

(1) the term of the original securities acquisition loan, or

(2) the amortization period used to determine the regular
payments (prior to any final or balloon payment) applicable to
the original securities acquisition loan.

SEC. 6062. EFFECTIVE DATE OF SECTION 415 LIMITATIONS OF COLLEC-
TIVELY BARGAINED AGREEMENTS.

(a) In GENERAL.—Paragraph (2) of section 1106(i) of the Reform
Act is amended to read as follows:

“(2) COLLECTIVE BARGAINING AGREEMENTS.—In the case of a
plan in effect before March 1, 1986, pursuant to 1 or more
collective bargaining agreements between employee representa-
tives and 1 or more employers, the amendments made by this
section (other than subsection (d)) shall not apply to contribu-
tions or benefits pursuant to such agreement in years beginning
before October 1, 1991.”

(b) ErFecTIVE DATE.—The amendment made by this section shall
tﬁ;‘e eﬁ‘;ct as if included in the provisions of section 1106 of the
orm Act.

SEC. 6063. TREATMENT OF PRE-1989 ELECTIONS FOR DEPENDENT CARE
ASSISTANCE UNDER CAFETERIA PLANS.

For purposes of section 125 of the 1986 Code, a plan shall not be
treated as failing to be a cafeteria plan solely because under the
plan a participant elected before Jan 1, 1989, to receive re-
imbursement under the plan for dependent care assistance for
periods after December 31, 1988, and such assistance is includible in
%‘;gass income under the provisions of the Family Support Act of

SEC. 6064. MODIFICATIONS TO SECTION 457.

(a) ConIFICATION OF ExCEPTION FOR CERTAIN PLANS.—

(1) Subsection (e) of section 457 of the 1986 Code (as amended
by section 1107 of the Reform Act) is amended by adding at the
end thereof the following new paragraph:

“(11) CERTAIN PLANS EXCEPTED.—Any bona fide vacation
leave, sick leave, compensatory time, severance pay, disability
pay, or death benefit plan shall be treated as a plan not
providing for the deferral of compensation.”

(2) Subsection (d) of section 457 of the 1986 Code (as in effect
on the day before the date of the enactment of the Reform Act)
is amendl:d by adding at the end thereof the following new

“10) CERTAIN PLANS EXCEPTED.—Any bona fide vacation
leave, sick leave, compensatory time, severance pay, disability
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pay, or death benefit plan shall be treated as a plan not
providing for the deferral of compensation.”

(b) TREATMENT OF NONELECTIVE DEFERRED COMPENSATION OF
NONEMPLOYEES.—

(1) Subsection (e) of section 457 of the 1986 Code (as amended
by section 1107 of the Reform Act) is amended by adding at the
end thereof the following new paragraph:

“(12) EXCEPTION FOR NONELECTIVE DEFERRED COMPENSATION OF
NONEMPLOYEES.—

“(A) INn gENErRAL—This section shall not apply to
nonelective deferred compensation attributable to services
not performed as an employee.

“B) Fogm hn(mnmm - no&mmsnﬂm:i—For ul:.e
poses of subparagrap! , defe compensation
treated as nonelective only if all individuals (other than
those who have not satisfied any applicable initial service
requirement) with the same relationship to the payor are
covered under the same plan with no individual variations

or options under the plan.”

2) Sugection (d) of section 457 of the 1986 Code (as in effect
on the day before the date of the enactment of the Reform Act)
is amendgd by adding at the end thereof the following new

aragraph:

“(11) EXCEPTION FOR NONELECTIVE DEFERRED COMPENSATION OF
NONEMPLOYEES.—

“(A) IN GENERAL.—This section shall not apply to
nonelective deferred compensation attributable to services
not performed as an employee.

“(B) NONELECTIVE DEFERRED COMPENSATION.—For pur-
poses of subparagraph (a), deferred compensation shall be
treated as nonelective only if all individuals (other than
those who have not satisfied any applicable initial service
requirement) with the same relationship to the payor are
covered under the same plan with no individual variations
or options under the plan.”

(c) SectioN Nor To ArpLy To CHURCH PLANS.—Section 457(e) of
the 1?123 I?Oda‘:i (as angiﬁded E{hserc;i)c;_lzh lllf}'?uof the Reform Act) ]i:.ls
amen y adding at the en e e following new paragraph:

“(13) ExcepTION FOR CHURCH PLANS.—The term ‘eligible de-
ferred comﬂenmtion plan’ shall not include a plan maintained
by a church for church emplo . For purposes of this para-
graph, the term ‘church’ has the meani ven such term by
section 3121(wX3)A), including a quali church-controlled
organization (as defined in section 3121(w)3)XB)).”

(d) EFFEcTIVE DATE.— 26 USC 457 note.

(1) In cENERAL.—The amendments made by this section shall
apply to taxable years beginning after December 381, 1987.

(2) EXCEPTION FOR CERTAIN COLLECTIVELY BARGAINED PLANS.—

(A) IN GENERAL.—Section 457 of the 1986 Code (as in
effect before and after the amendments made by section
1107 of the Reform Act) shall not apply to nonelective
deferred compensation provided under a plan in existence
on December 31, 1987, and maintained pursuant to a collec-
tive bargaining agreement.

(B) NoneLECTIVE PLAN.—For purposes of this paragraph,
a nonelectimlan is a plan which covers a broad group of
employees under which the covered employees earn
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nonelective deferred compensation under a definite, fixed
and uniform benefit formula.

(C) TerMiNATION.—This paragraph shall cease to apply to
a plan as of the effective date of the first material modifica-
tion of the plan agreed to after December 31, 1987.

(3) TREATMENT OF CERTAIN NONELECTIVE DEFERRED COMPENSA-
TION.—Section 457 of the 1986 Code shall not apply to amounts
deferred under a nonelective deferred compensation plan main-
tained by an eligible employer described in section 457(e}1XA)
of the 1986 Code (as in effect after the Reform Act)—

(A) if such amounts were deferred from periods before
July 14, 1988, or
(B) if—
(i) such amounts are deferred from periods on or
after such date pursuant to an agreement which—
(I) was in writing on such date, and
(II) on such date provides for a deferral for each
taxable year covered by the agreement of a fixed
amount or of an amount determined pursuant to a
fixed formula, and
(ii) the individual with respect to whom the deferral
ilsa made was covered under such agreement on such
te.
Subparagraph (B) shall not apply to any taxable year ending
after the date on which any modification of the amount or
formula described in subparagraph (B)iXII) agreed to in writing
before January 1, 1989, is effective. The preceding sentence
shall not apply to a modification agreed to in writing before
January 1, 1989, which does not increase any benefit of a
participant. Amounts described in the first sentence of this
paragraph shall be taken into account for purposes of applying
section 457 of the 1986 Code to other amounts deferred under
any eligible deferred compensation plan.

(4) Stupy.—The Secretary of the Treasury or his delegate
shall conduct a study on the tax treatment of deferred com-
pensation paid by State and local governments and tax-exempt
organizations (including deferred compensation paid to
independent contractors). Not later than January 1, 1990, the
Secretary shall submit to the Committee on Ways and Means of
the House of Representatives and the Committee on Finance of
the Senate a report on the study conducted under this para-
% t-logether with such recommendations as he may deem
a e.

26 USC 401 note.  SEC. 6065. EXCEPTION FOR GOVERNMENTAL PLANS,

In the case of plan years beginning before January 1, 1993, section

401(a)26) of the 1986 Code shall not apply to any governmental plan
(within the meaning of section 414(d) of such Code) with respect to
employees who were participants in such plan on July 14, 1988.

SEC. 6066. AIR TRANSPORTATION OF CARGO AND OF PASSENGERS

TREATED AS SAME SERVICE FOR PURPOSES OF FRINGE
BENEFITS INCLUSION.

(a) In GENERAL.—Subsection (h) of section 132 of the 1986 Code is

amended by adding at the end thereof the following new paragraph:
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“(8) AR carRGO.—For purposes of subsection (b), the transpor-
tation of cargo by air and the transportation of passengers by
air shall be treated as the same service.”
(b) ErFectiveé DATE—The amendment made by subsection (a) 26 USC 132 note.
shall apply to transportation furnished after December 31, 1987, in
taxable years ending after such date.

SEC. 6067. SPECIAL RULE FOR APPLYING SPIN-OFF RULES TO BRIDGE
BANKS.

(a) IN GENERAL.—Section 414(1X2) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:

“(G) SPECIAL RULES FOR BRIDGE BANKS.—For purposes of this
paragraph, in the case of a bridge bank established under
?gcét.li?r)l)_ll(i) of the Federal Deposit Insurance Act (12 U.S.C.

1
“(i) such bank shall be treated as a member of any
controlled group which includes any insured bank (as
defined in section 3(h) of such Act (12 U.S.C. 1813(h)))—
‘“I) which maintains a defined benefit plan,
“(II) which is closed by the appropriate bank regu-
latory authorities, and
“(III) any asset and liabilities of which are received
by the bridge bank, and
“(ii) the requirements of this ]}:mgraph shall not be
treated as met with respect to such plan unless during the
llﬁot-;'lgy period beginning on the date such insured bank is

“(I) the bridge bank has the right to require the plan
to transfer (subject to the provisions of this paragraph)
not more than 50 percent of the excess assets (as
defined in subpar ph (C)) to a defined benefit plan
maintained by the ﬁ idge bank with respect to partici-
g:nts or former participants (including retirees and
neficiaries) in the original plan employed by the
bn&lge bank or formerly employed by the closed -
an
‘YII) no other merger, spin-off, termination, or simi-
lar transaction involving the portion of the excess
assets described in subclause (I) may occur without the
prior written consent of the bridge bank.”
(b) Stupy.—The Secretary of the Treasury or his delegate, in 96 USC 414 note.
consultation with the Federal Deposit Insurance C(L?oration, shall
conduct a study with respect to the proper method of allocating
assets in the case of a transaction to which the amendment made by
this subsection applies. The Secretary of the Treasury shall not later Reports.
than January 1, 1990, report the results of such study to the
Committee on Ways and Means of the House of Representatives and
to the Committee on Finance of the Senate.
(c) ErFecTIVE DATE.—The amendment made by this section shall 26 USC 414 note.
t?_ktﬁizﬁ:ctct as if included in the amendments made by section 205(c)
4 .

SEC. 6068. INCOME AVERAGING ALLOWED TO LUMP-SUM DISTRIBUTIONS
OF ALTERNATE PAYEES.

(a) IN GENERAL.—Section 402(e)4) of the 1986 Code is amended by
adding at the end thereof the following new subparagraph:
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“(0) LuMP-SUM DISTRIBUTIONS OF ALTERNATE PAYEES.—If
any distribution or payment of the balance to the credit of
an employee would be treated as a lump-sum distribution,
then, for purposes of this subsection, the payment under a
qualified domestic relations order (within the meaning of
section 414(p)) of the balance to the credit of an alternate
payee who is the spouse or former spouse of the employee
shall be treated as a lump-sum distribution. For purposes of
this subparagraph, the balance to the credit of the alternate
payee shall not include any amount payable to the
employee.”

(b) ErrecTivE DATE.—The amendment made by this section shall

apply to taxable years ending after December 31, 1984.
SEC. 6069. INCREASE IN EMPLOYER REVERSION TAX.

(a) IN GENERAL.—Section 4980(a) of the 1986 Code is amended by

striking out “10 percent” and inserting in lieu thereof 15 percent”.

26 USC 4980
note.

(b) EFFECTIVE DATE.—
(1) In GeNErRAL.—The amendment made by subsection (a)
shall apply to reversions occurring on or after October 21, 1988.
(2) ExceprrioN.—The amendment made by subsection (a) shall
not apply to any reversion on or after October 21, 1988, pursu-
ant to a plan termination if—

(A) with respect to plans subject to title IV of the Em-
ployee Retirement Income Security Act of 1974, a notice of
intent to terminate required under such title was provided
to participants (or if no participants, to the Pension Benefit
Guaranty Corporation) before October 21, 1988,

(B) with respect to plans subject to title I of such Act, a
notice of intent to reduce future accruals required under
section 204(h) of such Act was provided to participants in
connection with the termination before October 21, 1988,

(C) with respect to plans not subject to title I or IV of such
Act, the Board of Directors of the employer approved the
termination or the employer took other binding action
before October 21, 1988, or

(D) such plan termination was directed by a final order of
a court of competent jurisdiction entered before October 21,
1988, and notice of such order was provided to participants
before such date.

26 USC 89 note.  SEC. 6070. DEFINITION OF PART-TIME EMPLOYEE FOR PURPOSES OF

SECTION 89.

For purposes of section 89(f) of the 1986 Code, in the case of a plan

maintained by an employer which employs fewer than 10 employees
on a normal working day during a plan year, section 83(h)X1)B) of
such Code shall be applied—

(1) by substituting “35 hours” for “17% hours” in the case of a
plan year beginning in 1989, and

(2) by substituting “25 hours” for “17% hours” in the case of
plan years beginning in 1990.

All persons treated as 1 employer for purposes of subsection (b), (c),
(m), (n), or (o) of section 414 of the 1986 Code shall be treated as 1

employer for purposes of the preceding sentence.
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SEC. 6071. RURAL TELEPHONE COOPERATIVES PERMITTED TO HAVE
QUALIFIED CASH OR DEFERRED ARRANGEMENTS.

(a) IN GENERAL.—Paragraphs (1) and (2) of section 401(k) of the
1986 Code (relating to cash or deferred arrangements) are each
amended by striking out “or a rural electric cooperative plan” and
inserting in lieu thereof “‘or a rural cooperative plan”.

(b) RURAL COOPERATIVE PLAN DEFINED.—

(1) Paragraph (7) of section 401(k) of the 1986 Code (as
amended by title I) is amended to read as follows:
“(7T) RURAL COOPERATIVE PLAN.—For purposes of this sub-
section—
‘“(A) IN GENERAL.—The term ‘rural cooperative plan’
means any pension plan—
“(i) which is a defined contribution plan (as defined
in section 414(i)), and
“(ii) which is established and maintained by a rural
cooperative.
‘B) RURAL COOPERATIVE DEFINED.—For purposes of
subparagraph (A), the term ‘rural cooperative’ means—
“(i) any organization which—

“(I) is exempt from tax under this subtitle or
which is a State or local government or political
subdivision thereof (or agency or instrumentality
thereof), and

“(Il) is engaged primarily in providing electric
service on a mutual or cooperative basis,

“(ii) any organization described in paragraph (4) or
(6) of section 501(c) and at least 80 percent of the
members of which are organizations described in clause
(i),

‘(iii) a cooperative telephone company described in

section 501(cX12), and
“(iv) an organization which is a national association
of organizations described in clause (i), (ii), or (iii).”
(2) Subparagraph (B) of section 401(kX4) of the 1986 Code (as
amended by title I) is amended by striking out “rural electric
plan” and inserting in lieu thereof “rural cooperative plan”.

(c) AMENDMENTS TO SECTION 457.—Section 457 of the 1986 Code
(as amended by section 1107 of the Reform Act) is amended by
striking out “rural electric cooperative plan” in auhsectlon (cX2) and
inserting in lieu thereof “rural cooperative plan”.

(d) ErFEcTIVE DATE.—The amendments made b this section shall 26 USC 401 note.
:ll:pli to taxable years beginning after the date uf the enactment of

is Act.

SEC. 6072. STUDY OF TREATMENT OF CERTAIN TECHNICAL PERSONNEL.

The Secretary of the Treasury or his delegate shall conduct a
study of the treatment provided by section 1706 of the Reform Act
(relating to treatment of certain technical personnel). The report of Reports.
such study shall be submitted not later than September 1, 1989, to
the Committee on Ways and Means of the House of Representatives
and the Committee on Finance of the Senate.
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Subtitle D—Insurance Provisions

26 USC 801 note. SEC. 6076. TREATMENT OF CERTAIN WORKERS' COMPENSATION FUNDS.

(a) TREATMENT FOR TAxABLE YEARS BEGINNING BeForE 1987.—In
the case of any taxable year beginning before January 1, 1987, a
deficiency shall not be assessed against (and if assessed, shall not be
collected from) any qualified group self-insurers’ fund to the extent
such deficiency is attributable to the timing of policyholder dividend
deductions.

(b) QuaLiFiED GrOUP SELF-INSURERS' FuND.—For purposes of this
section, the term “qualified group self-insurers’ fund” means any
group of 2 or more employers which has been in existence for not
less than 2 years, and who enter into agreements to pool their
liabilities under the State workers’ disability compensation laws for
the purpose of qualifying as a self-insurer under such laws, if—

(1) the group has received a certificate of approval from, and
is subject to regulation by, the State board or agency that is
responsible for administering the State workers’ disability com-
pensation laws,

(2) each employer who is a member of the group, by written
agreement, is jointly and severally bound to assume and dis-
charge, by payment, any lawful judgment or award entered by a
court of competent jurisdiction or by the State agency respon-
sible for administering the State workers’ disability compensa-
tion laws against a member of the group,

(3) the group is prohibited by State law or regulation from
using the monies collected for a purpose other than to pay, or to
reserve against, claims under the State workers’ disability com-
pensation laws and expenses,

(4) the group is prohibited by State law or regulation from
taking projected investment income into account in determining
members’ premiums,

(5) the group is required by State law or regulation to submit
to the State board or agency that is responsible for administer-
ing the State workers’ disability compensation laws an audited
financial statement,

(6) the group’s investments are limited by State law or regula-
tion to bonds, notes, or other evidences of indebtedness issued,
assumed or guaranteed by the United States of America, or by
an agency or instrumentality thereof, certificates of deposit in a
federally insured bank, shares or savings deposits in a federally
insured savings and loan association or credit union, and certifi-
cates of deposit issued by a commercial bank duly chartered
under State law, and other investments which are approved by
the State board or agency that is responsible for administering
the State workers’ disability compensation laws, and

(7) the group exclusively covers workers’ compensation liabil-
ity, is not a commercial insurance carrier or company licensed
by the State board, agency, or commissioner responsible for
negulatmg and licensing insurance carriers and companies; and
is not subject to filing under the regulatory statements of the
National Association of Insurance Commissioners.
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SEC. 6077. SPECIAL ESTIMATED TAX PAYMENTS.

(a) GENERAL RuLeE.—Part III of subchapter L of chapter 1 of the
1986 Code (relating to provisions of general application) is amended
by adding at the end thereof the following new section:

“SEC. 847. SPECIAL ESTIMATED TAX PAYMENTS.

“In the case of taxable years beginning after December 31, 1987, of
an insurance company required to discount unpaid losses (as defined
in section 846)—

“(1) ApprrioNAL DEDUCTION.—There shall be allowed as a
deduction for the taxail:egaa.r, if separate estimated tax pay-
ments are made as req by paragraph (2), an amount not to
exceed the excess of—

“(A) the amount of the undiscounted, unpaid losses (as
defined in section 846(b)) attributable to losses incurred
after December 31, 1986, over

“(B) the amount of the related discounted, unpaid losses
determined under section 846,

to the extent such amount was not deducted under this para-
graph in a preceding taxable year. Section 6655 shall be applied
to any taxable without regard to the deduction allowed
under the p ing sentence.

“(2) SPECIAL ESTIMATED TAX PAYMENTS.—The deduction under
paragraph (1) shall be allowed only to the extent that special
estimated tax pa; mﬂmentaaremademanamount equal to the tax
benefit attributable to such deduction, on or before the date that
any taxes (determined without regard to this section) for the
taxable year for which the deduction is allowed are due to be
paid. If a deduction would be allowed but for the fact that
special estimated tax payments were not timely made, such
deduction shall be allowed to the extent such payments are
made within a reasonable time, as determined by the Secretary,
if all interest and penalties, computed as if this sentence did not
apply, are paid. If amounts are included in gross income under
paragraph (5) or (6) for any taxable year and an additional tax is
due for such year (or any other year) as a result of such
inclusion, an amount of special estimated tax payments equal to
such additional tax shall be  applied against such additional tax.
If, after any such payment is so applied, there is an adjustment
reducing the amount of such additional tax, in lieu of any credit
or refund for such reduction, a special estimated tax payment
shall be treated as made in an amount to the amount
otherwise allowable as a credit or refund. To the extent that a
special estimated tax payment is not used to offset additional
tax due for any of the first 15 taxable years beginning after the
year for which the payment was made, such special estimated
tax payment shall be treated as an estimated tax payment made
under section 6655 for the 16th year after the year for which the
payment was made.

‘(3) SPECIAL LOSS DISCOUNT ACCOUNT.—Each company which is
allowed a deduction under paragraph (1) shall, for purposes of
establish and maintain a special loss discount account.

“ ) ADDITIONS TO SPECIAL LOSS DISCOUNT ACCOUNT.—There
shall be added to the special loss discount account for each
taxable year an amount equal to the amount allowed as a
deduction for the taxable year under paragraph (1).
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“(5) SUBTRACTIONS FROM SPECIAL LOSS DISCOUNT ACCOUNT AND
INCLUSION IN GROSS INCOME.—After applying paragraph (4),
there shall be subtracted for the taxable year from the special
loss discount account and included in gross income:

‘(A) The excess (if any) of the amount in the special loss
discount account with respect to losses incurred in each
taxable year over the amount of the excess referred to in
pal:iagraph (1) with respect to losses incurred in that year,
an

“(B) Any amount improperly subtracted from the special
loss discount account under subparagraph (A) to the extent
special estimated tax payments were used with respect to
such amount.

“(6) RULES IN THE CASE OF LIQUIDATION OR TERMINATION OF
TAXPAYER'S INSURANCE BUSINESS.—

“(A) In GENERAL—If a company liquidates or otherwise
terminates its insurance business and does not transfer or
distribute such business in an acquisition of assets referred
to in section 381(a), the entire amount remaining in such
special loss discount account shall be subtracted and in-
cluded in gross income. Except in the case where a company
transfers or distributes its insurance business in an acquisi-
tion of assets, referred to in section 381(a), if the company is
not subject to the tax imposed by section 801 or section 831
for any taxable year, the entire amount in the account at
the close of the preceding taxable year shall be subtracted
from the account in such preceding taxable year and in-
cluded in gross income.

“(B) ELIMINATION OF BALANCE OF PAYMENTS.—In any case
to which subparagraph (A) applies, any special estimated
tax payment remaining after the credit attributable to the
inclusion under subparagraph (A) shall be voided.

“(7) MODIFICATION OF THE AMOUNT OF SPECIAL ESTIMATED TAX
PAYMENTS IN THE EVENT OF SUBSEQUENT MARGINAL RATE REDUC-
TION OR INCREASE.—In the event of a reduction in any tax rate
provided under section 11 for any tax year after the enactment
of this section, the Secretary shall prescribe regulations provid-
ing for a reduction in the amount of any special estimated tax
payments made for years before the effective date of such
section 11 rate reductions. Such reduction in the amount of such
payments shall reduce the amount of such payments to the
amount that they would have been if the special deduction
permitted under paragraph (1) had occurred during a year that
the lower marginal rate under section 11 applied. Similar rules
shall be applied in the event of a marginal rate increase.

“(8) TAX BENEFIT DETERMINATION.—The tax benefit attrib-
utable to the deduction under ﬂamgra h (1) shall be determined
under regulations prescribed by the retary, by taking into
account tax benefits that would arise from the carryback of any
net operating loss for the year, as well as current year tax
benefits. Tax benefits for the current year and carryback years
shall include those that would arise from the filing of a consoli-
dated return with another insurance company required to
determine discounted, unpaid losses under section 846 without
11‘35%%(“% to the limitations on consolidation contained in section

c).
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“(9) REcurATiONs.—The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the
purposes of this section, including regulations—

“(A) providing for the separate application of this section
with respect to each accident year, and
“(B) such adjustments in the application of this section as
may be necessary to take into account the tax imposed by
section 55.”
(b) CLEricAL. AMENDMENT.—The table of sections for part III of
subchapter L of cha tpt»er 1 of the 1986 Code is amended by adding at
the end thereof the following new item:

“‘Sec. 847. Special estimated tax payments.”

(c) ErFEcTIVE DATE.—The amendments made by this section shall 26 USC 847 note.
apply to taxable years beginning after December 31, 1987.

SEC. 6078. CHURCH SELF-FUNDED DEATH BENEFIT PLANS TREATED AS
LIFE INSURANCE.

(a) In GEnErAL.—Section 7702 of the 1986 Code (defining life
insurance contract) is amended by redesignating subsection (j) as
subsection (k) and by inserting after subsection (i) the following new
subsection:

“(j) CertaiN CHurcH SeELF-FUNDED DeaTH BENEFIT PLANS
TREATED AS LIFE INSURANCE.—

“(1) In cGENERAL.—In determining whether any plan or
arrangement described in paragraph (2) is a life insurance
contract, the requirement of subsection (a) that the contract be
a life insurance contract under applicable law shall not apply.

“(2) DescriprioN.—For purposes of this subsection, a plan or
arrangement is described in this paragraph if—

“(A) such plan or arrangement provides for the payment
of benefits by reason of the death of the individuals covered
under such plan or arrangement, and

“(B) such plan or arrangement is provided by a church for
the benefit of its employees and their beneficiaries, directly
or through an organization described in section 414(e)(3XA)
or an organization described in section 414(e)3)(B)(ii).

“(3) DEFiNTTIONS.—For purposes of this subsection—

“(A) CHurcH.—The term ‘church’ means a church or a
convention or association of churches.

“(B) EmpLovEE.—The term ‘employee’ includes an em-
ployee described in section 414(e)3)B).”

(b) ErFective DAaTE.—The amendment made by subsection (a) 26 USsC 7702
shall take effect as if included in the amendment made by section note.
221(a) of the Tax Reform Act of 1984.

SEC. 6079. TREATMENT OF STRUCTURED SETTLEMENTS.

(a) TREATMENT UNDER MINIMUM TAXx.—
(1) The last sentence of section 56(g)(4)B)iii) of the 1986 Code
(as amended by title I) is amended to read as follows: “The
preceding sentence shall not apply to any annuity contract
which is held under a plan described in section 403(a) or which
is described in section 72(u)(3XC).”
(2) ErrecTivE DATE.—The amendment made by paragraph (1) 26 USC 56 note.
shall take effect as if included in the amendments made by
section 701 of the Reform Act.
(b) CERTAIN CREDITOR RIGHTS PERMITTED.—
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26 USC 130 note.

26 USC 81T note.

26 USC 5041
note.

(1) IN GENERAL.—Subsection (¢) of section 130 of the 1986 Code
(relating to certain personal injury liability assignments) is
amended—

(A) by striking out subparagraph (C) of paragraph (2) and
redesignatin%l subparagraphs (D) and (E) of paragraph (2) as
subparagraphs (C) and (D), respectively, and

(B) by adding at the end thereof the following new sen-
tence:

“The determination for purposes of this chapter of when the recipi-
ent is treated as having received any payment with respect to which
there has been a qualified assignment shall be made without regard
to any provision of such assignment which grants the recipient
rights as a creditor greater than those of a general creditor.”

(2) ErFecTIVE DATE.—The amendment made by paragraph (1)
shmhallAapply to assignments after the date of the enactment of
this Act.

SEC. 6080. VARIABLE CONTRACTS INVESTED IN GOVERNMENT SECURI-
TIES PERMITTED.

(a) INn GENERAL.—Subsection (h) of section 817 of the 1986 Code
(relating to treatment of certain nondiversified contracts) is
amended by adding at the end thereof the following new paragraph:

“(6) GOVERNMENT SECURITIES FUNDS.—In determining
whether a segregated asset account is adequately diversified for
purposes of paragraph (1), each United States Government
agency or instrumentality shall be treated as a separate issuer.”

(b) ErFFEcTiveé DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1987

Subtitle E—Excise Tax Provisions

SEC. 6101. AUTHORITY TO PRESCRIBE TOLERANCES FOR THE VOLUME
OF WINE IN BOTTLES FOR PURPOSES OF THE EXCISE TAX ON
WINE.

(a) In GENERAL.—Section 5041 of the 1986 Code (relating to imposi-
tion and rate of tax on wine) is amended by redesignating subsection
(d) as subsection (e) and by inserting after subsection (c) the follow-
i.ng new subsection:

‘(d) ToLeraANCES.—Where the Secretary finds that the revenue
will not be endangered thereby, he may by regulation prescribe
tolerances (but not greater than % of 1 percent) for bottles and other
containers, and, if such tolerances are prescribed, no assessment
shall be made and no tax shall be collected for any excess in any
case where the contents of a bottle or other container are within the
limit of the applicable tolerance prescribed.”

(b) ErrFecrive DaTte.—The amendment made El,")gr subsection (a)
shall apply to wine removed after December 31, 1988.

SEC. 6102. WHOLESALE DISTRIBUTORS TO ADMINISTER CLAIMS FOR
REFUND OF GASOLINE TAX.

(a) In GENERAL.—Subsection (a) of section 6416 of the 1986 Code
(relating to certain taxes and services) is amended by adding at the
end thereof the following new paragraph:

“(4) WHOLESALE DISTRIBUTORS TO ADMINISTER CREDITS AND
REFUNDS OF GASOLINE TAX,—
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“(A) IN GeENERAL.—For purposes of this subsection, a
wholesale distributor who purchases any product on which
tax imposed by section 4081 has been paid and who sells the
product to its ultimate purchaser shall be treated as the
person (and the only person) who paid such tax.

“(B) WHOLESALE DISTRIBUTOR.—For purposes of subpara-
graph (A), the term ‘wholesale distributor’ has the meaning
given such term by section 4092(b)X2) (determined by
substituting ‘any product taxable under section 4081’ for ‘a
taxable fuel’ therein).”

(b) ErrecTive DATE.—The amendment made by this section shall 25 USC 6416
apply to fuel sold by wholesale distributors (as defined in section note.
6416(a)4)(B) of the 1986 Code, as added by this section) after Septem-
ber 30, 1988.

SEC. 6103. AUTHORITY TO EXEMPT ARTICLES FROM EXCISE TAX ON
HEAVY TRUCKS AND TRAILERS WHERE BENEFIT ACCRUES
TO UNITED STATES.

(a) In GENErAL.—Section 4293 of the 1986 Code is amended by
inserting “section 4051,” after “section 4041,”.

(b) ErFecTivE DATE.—The amendment made by subsection (a) 26 USscC 4293
shall take effect on the date of the enactment of this Act. note,

SEC. 6104. APPLICATION OF REDUCED GASOLINE TAX RATE TO
BLENDERS.

(a) IN GENeErAL.—Paragraph (1) of section 4081(c) of the 1986 Code
(relating to gasoline mixed with alcohol at refinery, ete.) is amended
by adding after the 1st sentence the following new sentence: “Sub-
ject to such terms and conditions as the Secretary may prescribe
(including the application of section 4101), the treatment under the
preceding sentence also shall apply to use in producing gasohol after
the time of such removal or sale.”.
(b) ErrecTive DaTE.—The amendment made by this section shall 26 USC 4081
take effect on October 1, 1989. note,

SEC. 6105. CERTAIN EDUCATIONAL INSTITUTIONS EXEMPT FROM USER
FEES ON PERMITS FOR INDUSTRIAL USE OF SPECIALLY DE-
NATURED DISTILLED SPIRITS.

(a) IN GeENEraL.—Section 5276 of the 1986 Code (relating to
occupational tax) is amended by adding at the end thereof the
following new subsection:

“(c) ExempTiON FOR CERTAIN EDUCATIONAL INSTITUTIONS.—SUubsec-
tion (a) shall not apply with respect to any scientific university,
college of learning, or institution of scientific research which—

“(1) is issued a permit under section 5271(a)2), and

“(2) with respect to any calendar year during which such
permit is in effect, procures less than 25 gallons of specially
denatured distilled spirits for experimental or research use but
not for consumption (other than organoleptic tests) or sale.”

(b) ConFORMING AMENDMENT.—Section 5276(a) of the 1986 Code is
amended by striking out “A permit” and inserting in lieu thereof
““Except as provided in subsection (c), a permit”.

(c) EFFecTIVE DATE.—The amendments made by this section shall 26 Usc 5276
take effect on July 1, 1989. note.
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26 USC 5081
note.

26 USC 6302
note.

26 USC 4462
note.

SEC. 6106. SMALL PRODUCERS EXEMPT FROM OCCUPATIONAL TAX ON
DISTILLED SPIRITS PLANTS.

(a) IN GENERAL.—Section 5081 of the 1986 Code (relating to imposi-
tion and rate of occupational tax) is amended by adding at the end
thereof the following new subsection:

“(c) ExeMPTION FOR SMALL PrRODUCERS.—Subsection (a) shall not
amgﬁ with respect to any taxpayer who is a proprietor of an eligible
distilled spirits plant (as defined in section 5181(c)4)).”

(b) ConFORMING AMENDMENT.—Paragraph (1) of section 5081(b) of
the 1986 Code (relati.ng to reduced rates for small proprietors) is
amenged by inserting “not described in subsection (c)”’ after “‘tax-
payer”.

(c) EFFeECTIVE DATE.—The amendments made by this section shall
take effect on July 1, 1989.

SEC. 6107. QUARTERLY PAYMENT OF ARCHERY EXCISE TAX.

(a) IN GENERAL.—Subsection (d) of section 6302 of the 1986 Code
(relating to mode or time of collection) is amended to read as follows:

‘“‘d) TiMe ror PAYMENT OF MANUFACTURERS' Excise TAX oN
SporTING Goops.—The taxes imposed by subsections (a) and (b) of
section 4161 (relating to taxes on sporting goods) shall be due and
payable on the date for filing the return for such taxes.”

(b) EFFEcTIVE DATE.—The amendment made by subsection (a)
shall apply with to articles sold by the manufacturer, pro-
ducer, or importer r December 31, 1988.

SEC. 6108, EXTENSION OF TIME FOR ENACTING AUTHORIZING LEGISLA-
TION RELATING TO THE OIL SPILL LIABILITY TRUST FUND.

Subpamgmﬁh (B) of section 4611(fX2) of the 1986 Code (defining
qualiﬁed authorizing legislation) is amended by striking out
;gggiember 1, 1987” and inserting in lieu thereof “December 31,

SEC. 6109. DONATED CARGO EXEMPT FROM HARBOR MAINTENANCE TAX.

(a) GENERAL RULE.—Section 4462 of the 1986 Code (relating to
definitions and special rules) is amended by redesignating subsec-
tion (h) as subsection (i) and by inserting after subsection (g) the

following new subsection:

i ‘;ugmumou FOR HUMANITARIAN AND DEVELOPMENT ASSIST-
ANCE Carcos.—No tax shall be imposed under this subchapter on
any nonprofit organization or cooperative for cargo which is owned
or financed by such nonprofit organization or cooperative and which
is certified by the United States Customs Service as intended for use
in humanitarian or development assistance overseas.”

(b) Errective DATE.—The amendment made by subsection (a)
shall take effect on April 1, 1987.

SEC. 6110. RELAY CARGO.

(a) In GENERAL.—Subsection (g) of section 4462 of the 1986 Code is
amended by adding at the end thereof the following new paragraph:
“3) Y CARGO.—Only 1 tax shall be imposed under section
4461(a) on cargo (moving under a single bill of lading) which is
unloaded from one vessel and loaded onto another vessel at any
port in the United States for relay to or from any port in
Alaska, Hawaii, or any possession of the United States. For
purposes of this paragraph, the term ‘cargo’ does not include
any item not treated as cargo under subsection (bX2).”
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(b) ErFecTIVE DATE.—The amendment made by this section shall 26 USC 4462
take effect on the date of the enactment of this Act. note.

SEC. 6111. CLARIFICATION OF MEANING OF MANUFACTURE UNDER
TRUCK EXCISE TAX.

(a) IN GENERAL.—Paragraph (1) of section 4052(a) of the 1986 Code
(defining first retail sale) is amended by striking out “manufacture,
production” and inserting in lieu thereof “production, manufac-
ture”.

(b) ErrecTive DATE.—The amendment made by subsection (a) 26 USC 4052
shall take effect on January 1, 1988. note.

Subtitle F—Foreign Provisions

SEC. 6126. DUAL RESIDENT COMPANIES. 26 USC 1502

(a) GENERAL RULE.—In the case of a transaction which— nete.
(1) involves the transfer after the date of the enactment of
this Act by a domestic corporation, with respect to which there
is a qualified excess loss account, of its assets and liabilities to a
foreign corporation in exchange for all of the stock of such
foreign corporation, followed by the complete liquidation of the
domestic corporation into the common parent, and
(2) qualifies, pursuant to Revenue Ruling 87-27, as a reorga-
az;tion which is described in section 368(a)}1XF) of the 1986
e,
then, solely for purposes of applying Treasury Regulation section
1.1502-19 to such qualified excess loss account, such foreign corpora-
tion shall be treated as a domestic mﬁrmﬁon in determining
whether such foreign corporation is a member of the affiliated group
of the common parent.
(b) TREATMENT OF INcOME oF NEw FOREIGN CORPORATION.—
(1) In cENERAL.—In any case to which subsection (a) applies,
for purposes of the 1986 Czde—

(A) the source and character of any item of income of the
foreign corporation referred to in subsection (a) shall be
determined as if such foreign corporation were a domestic
corporation,

) the net amount of any such income shall be treated as
subpart F income (without regard to section 952(c) of the
1986 Code), and

(C) the amount in the qualified excess loss account re-
ferred to in subsection (a) shall—

(i) be reduced by the net amount of any such income,

and

St mtiad Hiestiiy G Tkroriiy (6 e i nevent
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income only to the extent the net ampclb’unt of sugh income
does not exceed the amount in the qualified excess loss account
after being reduced under paragraph (1XC) for prior income.
(3) BASIS ADJUSTMENTS NOT APPLICABLE.—To the extent para-
graph (1) applies to any item of income, there shall be no
increase in basis under section 961(a) of such Code on account of
such income (and there shall be no reduction in basis under



102 STAT. 3714

PUBLIC LAW 100-647—NOV. 10, 1988

section 961(b) of such Code on account of an exclusion attrib-
utable to the inclusion of such income).

(4) RECoGNITION OF GAIN.—For purposes of paragraph (1), if
the foreign corporation referred to in subsection (a) transfers -
any property acquired by such foreign corporation in the trans-
action referred to in subsection (a) (or transfers any other
property the basis of which is determined in whole or in part by
reference to the basis of property so acquired) and (but for this
paragraph) there is not full recognition of gain on such transfer,
the excess (if any) of—

(A) the fair market value of the property transferred,
over
(B) its adjusted basis,
shall be treated as gain from the sale or exchange of such
property and shall be recognized notwithstanding any other
provision of law. Proper adjustment shall be made to the basis
of atgy such property for gain recognized under the preceding
sentence.

(c) DEFINITIONS.—For purposes of this section—

(1) ComMoN PARENT.—The term “common parent” means the
common parent of the affiliated group which included the
domestic corporation referred to in subsection (a)(1).

(2) QUALIFIED EXCESS L0SS ACCOUNT.—The term “qualified
excess loss account” means any excess loss account (within the
meaning of the consolidated return regulations) to the extent
such account is attributable—

(A) to taxable years beginning before January 1, 1988,

and

(B) to periods during which the domestic corporation was
subject to an income tax of a foreign country on its income
on a residence basis or without regard to whether such
income is from sources in or outside of such foreign country.

The amount of such account shall be determined as of imme-
diately after the transaction referred to in subsection (a) and
without, except as provided in subsection (b), diminution for any
future adjustment.

(3) Ner aAMoUNT.—The net amount of any item of income is
the amount of such income reduced by allocable deductions as
determined under the rules of section 954(b)5) of the 1986 Code.

(4) SECOND SAME COUNTRY CORPORATION MAY BE TREATED AS
DOMESTIC CORPORATION IN CERTAIN CASES.—If—

(A) another foreign corporation acquires from the
common parent stock of the E)oreign corporation referred to
;.nil su(bs)lection (a) after the transaction referred to in subsec-

on (a),

(B) both of such foreign corporations are subject to the
incgme tax of the same foreign country on a residence basis,
an

(C) such common g:crent complies with such reporting
requirements as the Secretary of the Treasury or his dele-
gate prescribe for purposes of this paragraph,

such other oreign corporation shall be treated as a domestic
corporation in determining whether the foreign corporation
referred to in subsection (a) is a member of the affiliated grou
referred to in subsection (a) (and the rules of subsection (b) s
apply (i) to any gain of such other foreign corporation on mcﬂ
disposition of such stock, and (ii) to any other income of su
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other foreign corporation except to the extent it establishes to
the satisfaction of the Secretary of the Treasury or his delegate
that such income is not attributable to property acquired from
the foreign corporation referred to in subsection (a)).

SEC. 6127. ELECTION TO BE TREATED AS QUALIFIED ELECTING FUND TO
BE MADE BY TAXPAYER.

(a) GENERAL RuLE.—Section 1295 of the 1986 Code (defining quali-
fied electing fund) is amended to read as follows:

“SEC. 1295. QUALIFIED ELECTING FUND.

“(a) GENERAL RuLE.—For purposes of this part, any passive for-
eign investment company shall be treated as a qualified electing
fund with respect to the taxpayer if—

“(1) an election by the taxpayer under subsection (b) applies to
such company for the taxable year, and

“(2) such company complies with such requirements as the
Secretary may prescribe for purposes of—

“(A) determining the ordinary earnings and net capital
gain of such company, and
“(B) otherwise carrying out the purposes of this subpart.

“(b) ELECTION.—

‘(1) IN GENERAL.—A taxpayer may make an election under
this subsection with respect to any passive foreign investment
company for any taxable year of the taxpayer. Such an election,
once made with respect to any company, shall apply to all
subsequent taxable years of the taxpayer with respect to such
company unless revoked by the taxpayer with the consent of the
Secretary.

“(2) WHEN MADE.—An election under this subsection may be
made for any taxable year at any time on or before the due date
(determined with regard to extensions) for filing the return of
the tax imposed by this chapter for such taxable year. To the
extent provided in regulations, such an election may be made
later than as required in the preceding sentence where the
taxpayer fails to make a timely election because the taxpayer
reasonably believed that the company was not a passive foreign
investment company.”

(b) CONFORMING AMENDMENTS.—

(1) Paragraph (1) of section 1291(d) of the 1986 Code (as
amended by title I) is amended by striking out “for each” in the
material preceding subparagraph (A) and inserting in lieu
thereof “with respect to the taxpayer for each”.

(2) Subparagraphs (A)Xi) and (BXi) of section 1291(dX2) of the
1986 Code (as amended by title I) are each amended by striking
out “for a taxable year” and inserting in lieu thereof “with

to the taxpayer for a taxable year”.

(c) EFFeCTIVE DATE.— 26 USC 1295

(1) In geNErAL.—The amendments made by this section shall note.
take effect as if included in the amendments made by section
1235 of the Reform Act.

(2) TimME FOR MAKING ELECTION.—The period during which an
election under section 1295(b) of the 1986 Code may be made
shall in no event expire before the date 60 days after the date of
the enactment of this Act.



102 STAT. 3716 PUBLIC LAW 100-647—NOV. 10, 1988

26 USC 871 note.

26 USC 871 note.

26 USC 964 note.

SEC. 6128. TREATMENT OF CERTAIN UNITED STATES AFFILIATE OBLIGA-
TIONS.

(a) GENERAL RULE.—Subparagraph (B) of section 127(g)3) of the
Tax Reform Act of 1984 is amended by inserting before the period at
the end thereof the following: “as such principles are applied in
Revenue Ruling 86-6, except that the maximum debt-to-equity ratio
ggsicribed in such Revenue Rulings shall be increased from 5-to-1 to

to-1".

(b) ErFrFecTIVE DATE.—The amendment made by subsection (a)
s}fmlhll agply to taxable years ending after the date of the enactment
of this Act.

SEC. 6129. TREATMENT OF CERTAIN INSURANCE BRANCHES OF FOREIGN
CORPORATIONS.

(a) GENERAL RULE.—Section 964 of the 1986 Code (relating to
miscellaneous provisions) is amended by adding at the end thereof
the following new subsection:

“(d) TREATMENT OF CERTAIN BRANCHES.—

“(1) In GeNErRAL.—For purposes of this chapter, section 6038,
section 6046, and such other provisions as may be specified in
regulations—

“(A) a qualified insurance branch of a controlled foreign
corporation shall be treated as a separate foreign corpora-
tion created under the laws of the foreign country with
reellpect to which such branch qualifies under paragraph (2),
an

‘(B) except as provided in regulations, any amount di-
rectly or indirectly transferred or credited from such
branch to one or more other accounts of such controlled
foreign corporation shall be treated as a dividend paid to
such controlled foreign corporation.

“(2) QUALIFIED INSURANCE BRANCH.—For purposes of para-
graph (1), the term ‘qualified insurance branch’ means any
branch of a controlled foreign corporation which is licensed and
predominantly engaged on a permanent basis in the active
conduct of an insurance business in a foreign country if—

““(A) separate books and accounts are maintained for such
branch,

“(B) the principal place of business of such branch is in
such foreign country,

“(C) such branch would be taxable under subchapter L if
it were a separate domestic corporation, and

‘D) an election under this paragraph applies to such
branch.

An election under this paragraph shall apply to the taxable
year for which made and all subsequent taxable years unless
revoked with the consent of the Secretary.

“(3) REGULATIONS.—The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the
purposes of this subsection.”

(b) ErFecTivE DATE.—The amendment made by subsection (a)
shall apply to taxable years of foreign corporations beginning after
December 31, 1988.



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3717

SEC. 6130. TREATMENT OF CERTAIN INSTRUMENTS UNDER FOREIGN CUR-
RENCY RULES.

(a) GENERAL RuLe.—Clause (iii) of section 988(c)X1XB) of the 1986
Code (as amended by title I) is amended by striking out “unless such
instrument would be marked to market under section 1256 if held
on the last day of the taxable year".

(b) SeeciaL RuLes.—Paragraph {1) of section 988(c) of the 1986
Code is amended by adding at the end thereof the following new
subparagraphs:

“(D) EXCEPTION FOR CERTAIN INSTRUMENTS MARKED TO
MARKET.—

‘i) In ceNERAL.—Clause (iii) of subparagraph (B)
shall not apply to any regulated futures contract or
nonequity option which would be marked to market
under section 1256 if held on the last day of the taxable

year.

“(ii) ELECTION OUT.—

‘) In GeENERAL.—The taxpayer may elect to
have clause (i) not apply to such taxpayer. Such an
election shall apply to contracts held at any time
during the taxable year for which such election is
made or any succeeding taxable year unless such
election is revoked with the consent of the
Secretary.

“(II) TIME FOR MAKING ELECTION.—Except as pro-
vided in regulations, an election under subclause
(I) for any taxable year shall be made on or before
the 1st day of such taxable year (or, if later, on or
before the 1st day during such year on which the
taxpayer holds a contract described in clause (i)).

“(III) SPECIAL RULE FOR PARTNERSHIPS, ETC.—In
the case of a ership, an election under
subclause (I) be made by each partner sepa-
rately. A similar rule shall apply in the case of an
S corporation.

“(iii) TREATMENT OF CERTAIN PARTNERSHIPS.—This
subparagraph shall not apply to any income or loss of a
partnership for any taxable year if such partnership
made an election under subparagraph (E)iiiXV) for

“(E) SPECIAL RULES FOR CERTAIN FUNDS.—

“(i) IN GENERAL.—In the case of a qualified fund,
clause (iii) of subparagraph (B) shall not apply to any
instrument which would be marked to market under
section 1256 if held on the last day of the taxable year
(determined after the application of clause (iv)).

“(ii) SPECIAL RULE WHERE ELECTING PARTNERSHIP DOES
NoT QUALIFY.—If any partnership made an election
under clause (iiiXV) for any taxable year and such
partnership has a net loss for such year or any
ing year from instruments referred to in clause (i), the
rules of clauses (i) and (iv) shall apply to any such loss
year whether or not such partnership is a qualified
fund for such year.
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“(iii) QUALIFIED FUND DEFINED.—For purposes of this
subparagraph, the term ‘qualified fund’ means any
partnership if—

“(D at all times during the taxable year (and
during each preceding taxable year to which an
election under subclause (V) applied), such partner-
ship has at least 20 partners and no single partner
owns more than 20 percent of the interests in the
capital or profits of the partnership,

‘) the principal activity of such partnership
for such taxable year (and each such preceding
taxable year) consists of buying and selling options,
futures, or forwards with res to commodities,

“(ITI) at least 90 percent of the gross income of
the partnership for the taxable year (and for each
such preceding taxable year) consisted of income or
gains described in subparagraph (A), (B), or (G) of
section 7704(d)1) or gain from the sale or disposi-
tion of capital assets held for the production of
interest or dividends,

“(IV) no more than a de minimis amount of the
gross income of the partnership for the taxable
year (and each such preceding taxable ) was
derived from buying and selling commodities, and

“(V) an election under this subclause applies to
the taxable year.

An election under subclause (V) for any taxable year
shall be made on or before the 1st day of such taxable
year (or, if later, on or before the 1st day during such
year on which the partnership holds an instrument
referred to in clause (i)). Any such election shall apply
to the taxable year for which made and all succeeding
Secretaxm:le years unless revoked with the consent of the

“(iv) TREATMENT OF CERTAIN CURRENCY CONTRACTS.—

“(I) IN GENERAL.—Except as provided in la-
tions, in the case of a qualified fund, any
forward contract, any foreign currency futures con-
tract traded on a foreign exchange, or to the extent
provided in regulations any similar instrument,
which is not otherwise a section 1256 contract shall
be treated as a section 1256 contract for purposes
of section 1256.

“(II) GAINS AND LOSSES TREATED AS SHORT-TERM.—
In the case of any instrument treated as a section
1256 contract under subclause (I), subparagraph
(A) of section 1256(aX3) shall be applied by
substituting ‘100 percent’ for ‘40 percent’ (and
subparagraph (B) of such section shall not apply).

“(v) SPECIAL RULES FOR CLAUSE (iii}I).—

‘1) CERTAIN GENERAL PARTNERS.—The interest of
a general partner in the partnership shall not be
treated as failing to meet the 20-percent ownership
requirements of clause (iii)}I) for any taxable t.j.rem'
of the partnership if, for the taxable year of the
partner in which such partnership taxable year
ends, such partner (and each corporation filing a
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consolidated return with such partner) had no ordi-
nary income or loss from a section 988 transaction
which is foreign currency gain or loss (as the case
may be).

“(II) TREATMENT OF INCENTIVE COMPENSATION.—
For purposes of clause (iiiXI), any income allocable
to a general partner as incentive compensation
based on profits rather than capital shall not be
taken into account in determining such partner’s
interest in the profits of the partnership.

“(III) TREATMENT OF TAX-EXEMPT PARTNERS.—
Except as provided in regulations, the interest of a
partner in the partnership shall not be treated as
failing to meet the 20-percent ownership require-
ments of clause (iii)(I) if none of the income of such
partner from such partnership is subject to tax
under this chapter (whether directly or through 1
or more thru entities).

“av) K-THRU RULE.—In determining whether
the requirements of clause (iiiXI) are met with
respect to any partnership, except to the extent
provided in regulations, any interest in such part-
nership held by another partnership shall be
treated as held proportionately by the partners in
such other partnership.

“(vi) OTHER SPECIAL RULES.—For purposes of this
subpara aph—

‘I) RELATED PERSONS.—Interests in the partner-
ship held by persons related to each other (within
the meaning of sections 267(b) and 707(b)) shall be
treated as held by 1 person.

“(II) PrEpECESSORS.—References to any partner-
ship shall include a reference to any predecessor
thereof.

“(IIT) INADVERTENT TERMINATIONS.—Rules simi-
lar to the rules of section 7704(e) shall apply.

“IV)  TREATMENT OF  CERTAIN  DEBT
INSTRUMENTS.—For purposes of clause (iiiXIV), any
debt instrument which is a secﬁon 988 transaction
shall be treated as a commodity.”

) AMENDMENT OF SecTioN 1092(b).—Paragraph (2) of section
1092(]:) of the 1986 Code is amended by adding at the end thereof the
following new subparagraph:

“(D) TIMING AND CHARACTER AUTHORITY.—The regula-
tions prescribed under paragraph (1) shall include regula-
tions relating to the timing and character of gains and
losses in case of straddles where at least 1 position is
ordinary and at least 1 position is capital.”

(d) ErFEcTIVE DATE.— 26 USC 988 note.

(1) IN GeNERAL.—The amendments made by this section shall
apply with res to forward contracts, future contracts, op-
tions, and similar instruments entered into or acquired after
October 21, 1988.

(2) TIME FOR MAKING ELHCI‘ION —The time for making any
election under subparagraph (D) or (E) of section 988(cX1) of the
1986 Code shall not expire before the date 30 days after the date
of the enactment of this Act.
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(3) TRANSITIONAL RULES.—

(A) The requirements of subclause (IV) of section
988(cX1XEXiii) of the 1986 Code (as added by subsection (b))
shall not apply to periods before the date of the enactment
of this Act.

(B) In the case of any partner in an existing partnership,
the 20-percent ownership requirements of subclause (I) of
such section 988(cX1XEXiii) shall be treated as met during
any period during which such partner does not own a
percentage interest in the capital or profits of such partner-
ship greater than 33% percent (or, if lower, the lowest such
percentage interest of such partner during any prior period
after October 21, 1988, during which such partnership is in
existence). For purposes of the preceding sentence, the term
“existing partnership” means any partnership if—

(i) such partnership was in existence on October 21,
1988, and principally engaged on such date in buying
and selling options, futures, or forwards with respect to
commodities, or

(ii) a registration statement was filed with respect to
such partnership with the Securities and Exchange
Commission on or before such date and such registra-
tion statement indicated that the principal activity of
such partnership will consist of buying and selling
instruments referred to in clause (i).

SEC. 6131. TREATMENT OF INSURANCE COMPANIES UNDER CHAIN DEFI-
CIT RULE.

(a) In GENERAL.—Subparagraph (B) of section 952(cX1) of the 1986
d‘Ct?de is amended by adding at the end thereof the following new
use:
“/(vii) SPECIAL RULES FOR INSURANCE INCOME.—

“D IN GENERAL.—ARN election may be made under this
clause to have section 953(a) applied for purposes of this
title without regard to the same country exception under
paragraph (1XA) thereof. Such election, once made, may be
revoked only with the consent of the Secretary.

“(II) SPECIAL RULES FOR AFFILIATED GROUPS.—In the case
of an affiliated group of corporations (within the meaning of
section 1504 but without regard to section 1504(b)3) and by
substituting ‘more than 50 percent’ for ‘at least 80 percent’
each place it appears), no election may be made under
subclause (I) for any controlled foreign corporation unless
such election is made for all other controlled foreign cor-
porations who are members of such group and who were
created or organized under the laws of the same country as
such controlled foreign corporation. For purposes of clause
(v), in determining whether any controlled corporation de-
scribed in the preceding sentence is a qualified insurance
company, all such corporations shall be treated as 1 cor-
poration.”

26 USC 952 note. (b) Errective DATE.—The amendment made by this section shall
take effect as if included in the amendments made by section 1221(f)
of the Reform Act.
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SEC. 6132. VIRGIN ISLANDS TREATED AS QUALIFIED BASIN COUNTRY.

(a) IN GENERAL.—Subparagraph (B) of section 936(dX4) of the 1986
Code is amended by inserting “and the Virgin Islands” after “sec-
tion 274(h)(6XA)”.

(b) ErFecTivE DATE.—The amendment made by this section shall 26 USC 936 note.
aApply to investments made after the date of the enactment of this

ct.

SEC. 6133. TREATMENT OF CERTAIN UNITED STATES OBLIGATIONS HELD
BY POSSESSION BANKS.

(a) ?ﬁGmm—Subeection (e) of section 882 of the 1986 Code is
amen
(1) by inserting ‘“which is not portfolio interest (as defined in
section 881(cX2))” before “shall”, an:
(2) by striking out the last sent.enee thereof.
(b) ExcrLusioN From BrancH ProriTs Tax.—Paragraph (2) of sec-
tion 884(d) of the 1986 Code is amended by striking out “or” at the
end of subp. ph ©), by striking out the period at the end of
subparagraph :5 in lieu thereof ke , or’” and by insert-
ing after sul agraph (D) the following new subparagraph:
“(E) income treated as effectively connected with the conduct Business and
gg 5; §1:ade or business within the United States under section industry.
e ’
(c) ErrFecTive DATE.—The amendments made by this subsection 26 USC 882 note.
shall apply to taxable years beginning after December 31, 1988.

SEC. 6134. TREATMENT OF CERTAIN GAMBLING WINNINGS RECEIVED BY
NONRESIDENT ALIENS.

(a) ExemprioN FrROM TAX.—

(1) Section 871 of the 1986 Code (relating to tax on non-
resident alien individuals) is amended by redeew subsec-
tion (j) as subsection (k) and by inserting after s ion (i) the
following new subsection:

“(j) ExemPTION FOR CERTAIN GAMBLING WINNINGS.—No tax shall
be imposed under paragraph (1)XA) of subsection (a) on the
from a wager placed in any of the following games: b ack,
baccarat, craps, roulette, or bli—ﬁ wheel. The preceding sentence
shall not apply in where the Secretary determines by
reﬁulatlen that the co ectlon of the tax is administratively fea-
sible
by(2;§ubeectii;m€h(c) of morr;olfﬂti offtlille 1986 Code is amendeh-d
ding at the e e following new paragrap

“(11) CERTAIN GAMBLING WINNINGS.—No tax shall be
to be deducted and withheld under subsection (a) from any
amount exempt from the tax imposed by section 871(a)(1XA) by
reason of section 87 lqzh

(b) ErFecTiVE DATE.—The amendments made by subsection (a) 26 USC 871 note.
shall take effect on the date of the enactment of this Act.

SEC. 6135. ELECTION TO BE TREATED AS DOMESTIC CORPORATION,

(a) IN GENERAL.—Section 953 of the 1986 Code is amended by
adding at the end thereof the following new subsection:
“(d) ELecTiOoN BY FOREIGN INSURANCE COMPANY T0o BE TREATED AS
DomesTic CORPORATION.—
e e st trolled foreign corpara-
a foreign corpora is a con ore!
tion (as defined in section 957(a) by eubehtuting]qn 25 percent
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or more’ for ‘more than 50 percent’ and by using the
definition of United States shareholder under 953(c)1)(A)),
“(B) such foreign corporation would qualify under part I
or II of subchapter L for the taxable year if it were a
domestic corporation,
“(C) such foreign corporation meets such requirements as
the Secretary shall prescribe to ensure that the taxes im-
pozed by this chapter on such foreign corporation are paid,
an
“(D) such foreign corporation makes an election to have
this paragraph apply and waives all benefits to such cor-
poration granted by the United States under any treaty,
for purposes of this title, such corporation shall be treated as a
domestic corporation.

“(2) PERIOD DURING WHICH ELECTION 1S IN EFFECT.—

“(A) IN GENErRAL.—Except as provided in subparagraph
(B), an election under paragraph (1) shall apply to the
taxable year for which made and all subsequent taxable
years unless revoked with the consent of the Secretary.

“(B) TErRMINATION.—If a corporation which made an elec-
tion under paragraph (1) for any taxable year fails to meet
the requirements of subparagraphs (A), (B), and (C), of

paragraph (1) for any subsequent taxable year, such elec-
tion shall not apply to any taxable year beginning after
such subsequent taxable year.

“(3) TREATMENT OF LOSSES.—If any corporation treated as a
domestic corporation under this subsection is treated as a
member of an affiliated group for purposes of chapter 6 (relating
to consolidated returns), any loss of such corporation shall be
treated as a dual consolidated loss (as defined in section 1503(d)).

“(4) EFFECT OF ELECTION.—

“(A) INn GeNEraL.—For purposes of section 367, any for-
eign corporation making an election under paragraph (1)
shall be treated as transferring (as of the 1st day of the 1st
taxable year to which such election applies) all of its assets
to a domestic corporation in connection with an exchange
to which section 354 applies.

“(B) EXCEPTION FOR PRE-1988 EARNINGS AND PROFIT.—

“(i) IN GENERAL.—Earnings and profits of the foreign
corporation accumulated in taxable years
before January 1, 1988, shall not be included in the
gross income of the persons holding stock in such cor-
poration by reason of subparagraph (A).

“(ii) TREATMENT OF DISTRIBUTIONS.—For purposes of
this title, any distribution made by a corporation to
which an el:lctmn t%md@r tﬂl 1) apphea out of
earmngn and profits accumula in
beginning before January 1, 1988, shall be traate!ean
distribution made by a forexg‘n corporation.

“(iii) CERTAIN RULES TO CONTINUE TO APPLY TO PRE-
1983 mnmas.—'l‘he provisions specified in clause (iv)

be applied without regard to pa.rﬂmh 1), except
that,m e case of a corporation to w!
under paragraph (1) applies, only earnings a.m:l proﬁta
accumulated in taxable years beginning before Janu-
ary 1, 1988, shall be taken into account.
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“(iv) SpeciFiEp PrROVISIONS.—The provisions specified
in this clause are:

“(T) Section 1248 (relating to gain from certain
sales or exchanges of stock in certain foreign cor-
porations).

‘YI1) Subpart F of part III of subchapter N to the
extent such subpart relates to earnings invested in
United States property or amounts referred to in
clause (ii) or (iii) of section 951(a)1)A).

“(IIT) Section 884 to the extent the foreign cor-
poration reinvested 1987 earnings and profits in
United States assets.

“(5) EFFECT OF TERMINATION.—For purposes of section 367,
“(A) an election is made by a corporation under para-
graph (1) for any taxable year, and
“(B) such election ceases to apply for any subsequent
taxable year,
such corporation shall be treated as a domestic corporation
transferring (as of the 1st day of such subsequent taxable year)
all of its property to a foreign corporation in connection with an
exchange to which section 354 applies.
“(6) ADDITIONAL TAX ON CORPORATION MAKING ELECTION.—
“(A) IN GENERAL.—If a corporation makes an election
under paragraph (1), the amount of tax imposed by this
chapter for the lst taxable year to which such election
applies shall be increased by the amount determined under
subparagraph (B).
“(B) AMOUNT oF TAX.—The amount of tax determined
under this paragraph shall be equal to the lesser of—
“(i) % of 1 percent of the ate amount of capital
and accumulated surplus of the corporation as of
December 31, 1987, or
“(ii) $1,500,000.”
(b) ErFEcTivE DATE.—The amendment made by subsection (a) 25 USC 953 note.
shall apply to taxable years beginning after December 31, 1987.

SEC. 6136. TAX EXEMPTION FOR ENJEBI COMMUNITY TRUST FUND. 48 USC 1681

(a) IN GENERAL.—Any earnings on, and distributions from, the "'
Enjebi Community Trust Fund created under section 103 of the
Compact of Free Association Act of 1985 shall be exempt from all
Federal, State, or local taxation.

(b) ErrecTive DaTE.—The provisions of subsection (a) shall apply
to all taxable years whether beginning before, on, or after the date
of the enactment of this Act.

SEC. 6137. APPLICATION OF SECTION 912 TO JUDICIAL EMPLOYEES.

(a) IN GENERAL.—Section 912(2) of the 1986 Code is amended by
inserting “(or in the case of judicial officers or employees of the
United States, in accordance with rules similar to such regulations)”
after “President”.
(b) ErrecTive DATE—The amendment made by subsection (a) 26 USC 912 note.
shall apply to allowances received after October 12, 1987, in taxable
years ending after such date.
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48 USC 1424c
note.

26 USC 2032A
note.

SEC. 6138. STUDY OF DEFINITION OF UNITED STATES RESIDENT.

(a) IN GENERAL.—The Secretary of the Treasury or his delegate
shall conduct a study of section 7701(b) of the Internal Revenue Code
of 1986, relating to the determination as to whether a person is a
United States resident for purposes of Federal tax laws. Such study
shall include an examination of—

(1) the effect such determination has on Federal tax adminis-
tration and investment flows between the United States and
other countries,

(2) the coordination of such determination with any treaty
obligations of the United States,

(3) how such determination compares with the way such
determination is made by our major trading partners, and

(4) any estimated revenue gain or loss which would result
from modifying such determination.

(b) REPORT.—The Secretary of the Treasury or his delegate shall

before May 1, 1989, the results of the study conducted under
ggectmn (a) to the Committee on Finance of the Senate and the
Commttee on Ways and Means of the House of Representatives.

SEC. 6139. SUNSET OF TREATY PROVISIONS.

(a) IN GENErAL.—No provisions of the Tax Convention with the
United Kingdom (on behalf of Bermuda) or the Tax Convention with
Barbados, whether entered into on, before, or after the date of
enactment of this Act shall prevent application of any provision of
the Internal Revenue Code of 1986 imposing insurance excise taxes.
In the case of a treaty entered into after the date of enactment of
this Act, the preceding sentence shall not apply if such treaty by
specific reference to this section of this Act clearly expresses the
intent to override the provisions of this section.

(b) SpEcIAL RULE FOR CERTAIN TREATIES.—In the case of any treaty
in effect on December 31, 1989, subsection (a) shall not apply to any
prenililiglg 3llocable to insurance coverage for periods before Janu-
ary 1, 4

SEC. 6140. TREATMENT OF CERTAIN AWARDS BY THE DISTRICT COURT OF
GUAM.

For purposes of the internal revenue laws of the United States
and Guam, gross income shall not include any amount received
pursuant to any claim over which the District Court of Guam has
jurisdiction by reason of section 204 of Public Law 95-134 (com-
monly referred to as the Omnibus Territories Act of 1977). This
ie:tisoln iasl;élsll be effective for taxable years beginning after Decem-

r81, 1

Subtitle G—Estate Tax Provisions

SEC. 6151. TREATMENT OF CERTAIN RENTS UNDER SECTION 2032ZA.

(a) GENERAL RULE.—Subparagraph (A) of section 2032A(b)5) of the
1986 Code (relating to special rules for surviving spouse) is amended
by adding at the end thereof the following new sentence: “For
purposes of subsection (c), such surviving spouse shall not be treated
as failing to use such property in a qualified use solely because such
spouse rents auch property to a member of such spouse’s family on a
net cash basis.”

(b) EFFECTIVE DATE.—
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(1) In GENERAL.—The amendment made by subsection (a)
ails%l apply with respect to rentals occurring after December 31,

(2) WAIVER OF STATUTE OF LIMITATIONS.—If on the date of the
enactment of this Act (or at any time within 1 year after such
date of enactment) refund or credit of any overpayment of tax
resulting from the application of the amendment made by
subsection (a) is barred by any law or rule of law, refund or
credit of such overpayment shall, nevertheless, be made or
allowed if claim thereg.?e is filed before the date 1 year after
the date of the enactment of this Act.

SEC. 6152. CLARIFICATION OF TREATMENT OF JOINT AND SURVIVOR
ANNUITIES UNDER QTIP RULES.

(a) EstaTe Tax.—Paragraph (7) of section 2056(b) of the 1986 Code
is a.n;lended by adding at the end thereof the following new subpara-
graph:

“(C) TREATMENT OF SURVIVOR ANNUITIES.—In the case of
an annuity where only the surviving spouse has the right to
receive payments before the death of such surviving

spouse—
‘@) the interest of such surviving spouse shall be
treated as a qualifying income interest for life, and

“(ii) the executor s be treated as having made an
election under this subsection with respect to such
annuity unless the executor otherwise elects on the
return of tax imposed by section 2001.

Anhcilection under clause (ii), once made, shall be irrev-

ocable.”

(b) Grrr Tax.—Subsection (f) of section 2523 of the 1986 Code is

amended by adding at the end thereof the following new paragraph:

“(6) TREATMENT OF JOINT AND SURVIVOR ANNUITIES.—In the

case of a joint and survivor annuity where only the donor

spouse and donee spouse have the rlght. to receive payments
before the death of last spouse to die—

“(A) the donee spouse’s interest shall be treated as a
qualifying income interest for life,

“(B) the donor spouse shall be treated as having made an
election under this subsection with respect to such annuity
unless the donor spouse otherwise elects on or before the
date specified in paragraph (4X(A),

“C) paragraph (5) and section 2519 shall not apply to the
donor spouse’s interest in the annuity, an

‘(D) if the donee spouse dies before the donor sguse no
amount shall be includible in the gross estate of the donee
spouse under section 2044 with respect to such annuity.

An ellet':}'.ion under subparagraph (B), once made, shall be irrev-
ocable.
(c) EFFECTIVE DATES.— 26 USC 2056
(1) IN cENERAL.—Except as otherwise provided in this subsec- note.
tion—

(A) the amendment made by subsection (a) shall apply
wi\:.ih respect to decedents dying after December 31, 1981,
an

(B) the amendment made by subsection (b) shall apply to
transfers after December 31, 1981.
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26 USC 144 note.

(2) Nor TO APPLY TO EXTENT INCONSISTENT WITH PRIOR
RETURN.—In the case of any estate or gift tax return filed before
the date of the enactment of this Act, the amendments made by
this section shall not apply to the extent such amendments
would be inconsistent with the treatment of the annuity on such
return unless the executor or donor (as the case may be) other-
wise elects under this paragraph before the day 2 years after
the date of the enactment of this Act.

(3) EXTENSION OF TIME FOR ELECTION ouT.—The time for
making an election under section 2056(bX7XCXii) or 2523(fX6XB)
of the 1986 Code (as added by this subsection) shall not expire
before the day 2 years after the date of the enactment of this
Act (and, if such election is made within the time permitted
under this paragraph, the requirement of such section
2056(bXTXCXii) that it be made on the return shall not apply).

Subtitle H—Tax-Exempt Bond Provisions

SEC. 6176. CLARIFICATION OF SMALL ISSUE BOND DEFINITION OF MANU-
FACTURING FACILITY.

(a) IN GeENErRAL.—Subparagraph (C) of section 144(a)12) of the
1986 Code (defining manufacturing facility) is amended by adding at
the end thereof the following new sentence: “For purposes of the 1st
sentence of this subparagraph, the term ‘manufacturing facility’'
includes facilities which are directly related and ancillary to a
ir?anufacturing facility (determined without regard to this sentence)

‘(i) such facilities are located on the same site as the
manufacturing facility, and
“(ii) not more than 25 percent of the net proceeds of
the issue are used to provide such facilities.”
(b) ErFective DATE.—
(1) IN GENERAL.—The amendment made subsection (a)
:ElAapply to bonds issued after the date of the enactment of

(2) RerunDINGS.—The amendment made by subsection (a)
shall not apply to any bond issued to refund (or which is part of
a series of bonds issued to refund) a bond issued on or before the
date of the enactment of this Act if—

(A) the average maturity date of the issue of which the
refunding bond is a is not later than the average
maturity date of the bonds to be refunded by such issue,

and
(B) the amount of the refunding bond does not exceed the
outstanding amount of the refu bond.
For purposes of sub ph (A), average maturity shall be
determined in acco; ce with section 147(b) of the 1986 Code.

SEC. 6177. RULES APPLICABLE TO TAX AND REVENUE ANTICIPATION
BONDS.

(a) CHANGE IN PERIOD UsEp To DeTERMINE CUMULATIVE CASH FLOW
DEericir.—Subclause (III) of section 148(f)4)XBXiii) of the 1986 Code
(relating to safe harbor for determining when proceeds of tax and
revenue anticipation bonds are expended) is amended by striking
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out “the earliest of the maturity date of the issue, the date 6 months
after such date of issuance,” and inserting in lieu thereof “the
earlier of the date 6 months after such date of issuance.”

(b) Duk DATE FOR LAST INSTALLMENT OF ARBITRAGE REBATE.—Para-
graph (3) of section 148(f) of the 1986 Code is amended by adding at
the end thereof the following new sentence: “In the case of a tax and
revenue anticipation bond, the last installment shall not be required
to be made before the date 8 months after the date of issuance of the
issue of which the bond is a part.”

(¢) EFFecTIvE DATE.—The amendments made by this section shall 26 USC 148 note.
apply to bonds issued after the date of the enactment of this Act.

SEC. 6178. AMENDMENT TO MORTGAGE BOND PURCHASE PRICE REGULA-
TIONS.

The Secretary of the Treasury or his delegate shall amend the
regulations relating to mortgage bond purchase price requirements,
with respect to any lease with a remaining term of at least 35 years
and a specified ground rent for at least the first 10 years of such
term but not for the entire term, to for a capitalized value of
auehleaaeequaltothepment ue of the current ground rent
projected over the remaining term of the lease and discounted at 3
percent or such other discount rate as the Secretary establishes. If
snchamendmentmnotmadeheforethedateoftheenactmentof
this Act, such regulations shall be considered to include such
amendment with respect to bonds issued after such date.

SEC. 6179. APPLICATION OF SECURITY INTEREST TEST TO BOND FINANC- 26 USC 141 note.
ING OF HAZARDOUS WASTE CLEAN-UP ACTIVITIES.

Before January 1, 1989, the Secretary of the Treasury or his
delegate shall issue g‘mdanee concerning the application of the
private security or payment test under section 141(bX2) of the
Internal Revenue Code of 1986 to tax-exempt bond financing by
State and local governments of hazardous waste clean-up activities
conducted by such governments where some of the activities occur
on privately owned land.

SEC. 6180. TAX-EXEMPT FINANCING FOR CERTAIN RAIL FACILITIES.

(a) IN GENERAL—Subsection (a) of section 142 of the 1986 Code
(relating to exempt facility bonds) is amended—
(l)gmwtx’ﬁnod“mmm&mph(lﬂ) d
oul a an
in lieu thereof “, or”, an:

“(1) For purposes of subsection (a)11), the term ‘high-speed

intercity rail facilities’ means any facility (not including rolling
m&)fortheﬁxedguﬂewnymﬂ&amporhmnnfpamengm
and their baggage between metropolitan statistical areas
(mthmthenl:neamngofs?‘otmn 143(kX2XB)) using vehlcle:ftll:;;
are reasonably expected to operate at speeds in excess
miles per hour between scheduled stops, but only if such facility
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will be made available to members of the general public as
ngers.

“(2) ELECTION BY NONGOVERNMENTAL OWNERS.—A facility
shall be treated as described in subsection (a)11) only if any
owner of such facility which is not a governmental unit irrev-
ocably elects not to claim—

“(A) any deduction under section 167 or 168, and

“(B) any credit under this subtitle,
with respect to the property to be financed by the net proceeds
of the issue.

“(3) Use oF PROCEEDS.—A bond issued as part of an issue
described in subsection (a)11) shall not be considered an exempt
facility bond unless any proceeds not used within a 3-year
period of the date of the issuance of such bond are used (not
later than 6 months after the close of such period) to redeem
bonds which are part of such issue.”

(2) Usk oF raciLITiEs.—Subsection (c) of section 142 of the 1986
Code (relating to special rules for airport, docks and wharves,
and mass commuting facilities) is amended—

(A) by striking out “paragraph (1), (2), or (3) of subsection
(a)” each place it appears in paragraphs (1) and (2) thereof
and inserting in lieu thereof “paragraph (1), (2), (3) or (11) of
subsection (a)”’, and

(B) by striking out “Anp Mass CoMMUTING FACILITIES” in
the heading thereof and inserting in lieu thereof ‘“Mass
CommuTING Faciumies ANp HigH-SPEED INTERCITY RAIL
FAciLITIEs”.

(3) PARTIAL EXCLUSION FROM VOLUME CAP.—Subsection (g) of
section 146 of the 1986 Code (relating to an exception for certain
bonds) is amended—

(A) by striking out “and” at the end of paragraph (2),

(B) by striking out the period at the end of paragraph (3)
and inserting in lieu thereof “, and”, and

(C) by adding at the end thereof the following new para-

graph:

“(3) 75 percent of any exempt facility bond issued as part of
an issue described in paragraph (11) of section 142(a) (relating to
high-speed intercity rail facilities).”

(4) LIMITATION REMOVED ON USE OF BOND PROCEEDS FOR LAND
AcQuISITION.—Paragraph (3) of section 147(c) of the 1986 Code
(relating to limitation on use for land acquisition) is amended by
inserting "hlgh-speed intercity rail facility” after ‘“‘mass
commuting facility” each place it appears.

(5) SPECIAL RULE FOR PUBLIC APPROVAL.—Paragraph (3) of
section 147(f) of the 1986 Code (relating to public approval
required for private activity bonds) is amended—

(A) by inserting “or high-speed intercity rail facilities”
after “airport” each Place it appears, and

(B) by inserting “OR HIGH-SPEED INTERCITY RAIL FACILI-
TiES” after “AIRPORTS” in the heading thereof.

26 USC 142 note. (c) ErFEcTIVE DATE.—The amendments made by this section shall
apply to bonds issued after the date of enactment of this Act.
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SEC. 6181. RULES RELATING TO REBATE ON EARNINGS ON BONA FIDE
DEBT SERVICE FUND.

(a) No ReBate WHERe EarNINGs Do Nor Exceep $100,000.—
Clause (ii) of section 148(f)(4XA) of the 1986 Code is amended by
striking “unless the issuer otherwise elects,”.

(b) $100,000 Limir Nor To AppLy TO CERTAIN Issues.—Subpara-
graph (A) of section 148(f)(4) of the 1986 Code is amended by adding
at the end thereof the following new sentence:

“In the case of an issue no bond of which is a private
activity bond, clause (ii) shall be applied without regard to
the dollar limitation therein if the average maturity of the
issue (determined in accordance with section 147(b)2)XA)) is
at least 5 years and the rates of interest on bonds which are
part of the issue do not vary during the term of the issue.”

(c) ErrecTIvE DATE; SPECIAL RULES.— 26 USC 148 note.

(1) In GENERAL.—The amendments made by this section shall
prly to bonds issued after the date of the enactment of this
ct

(2) ELECTION FOR OUTSTANDING BONDS.—Any issue of bonds
other than private activity bonds outstanding as of the date of
the enactment of this Act shall be allowed a 1-time election to
apply the amendments made by subsection (b) to amounts
gzp(égited after such date in bona fide debt service funds of such

nas.

(3) DEFINITION OF PRIVATE ACTIVITY BOND.—For purposes of
this section and the last sentence of section 148(f}(4XA) of the
1986 Code (as added by subsection (b)), the term ‘private activity
bond’ shall include any qualified 501(c)3) bond (as defined
under section 145 of the 1986 Code).

SEC. 6182. BONDS ISSUED BY VOLUNTEER FIRE DEPARTMENTS.

(a) OverLAPPING AReAas.—Paragraph (2) of section 150(e) of the
1986 Code (relating to bonds of certain volunteer fire departments) is
amended by adding at the end thereof the following new sentence:

“For purposes of subparagraph (A), other firefighting services
provided in an area shall be disregarded in determining
whether an organization is a qualified volunteer fire depart-
ment if such other firefighting services are provided by a quali-
fied volunteer fire department (determined with the application
of this sentence) and such organization and the provider of such
other services have been continuously providing firefighting
services to such area since January 1, 1981."

(b) AcquisiTION OF LAND Pmumzn.—Subparag'ra?h (B) of section
150(eX1) of the 1986 Code is amended by inserting “(including land
which is functionally related and subordinate thereto)’ after “a
firehouse”.

(c) ErFecTIVE DATE.—The amendments made by this section shall 26 USC 150 note,
apply to bonds issued after the date of the enactment of this Act.

SEC. 6183. DISREGARD OF POOLED FINANCINGS IN DETERMINATION OF
QUALIFICATION FOR SMALL ISSUER EXCEPTION.

(a) GENERAL.—Clause (ii) of section 148(f)}(4)(C) of the 1986 Code (as
amended bﬂ title I of this Act) is amended by redesignating
subclauses (IT) and (III) as subclauses (III) and (IV), respectively, an
by inserting after subclause (I) the following new subclause:

“(II) all bonds issued by a governmental unit on
behalf of other governmental units with general
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26 USC 148 note.

26 USC 513 note.

26 USC 501 note.

26 USC 501 note.

26 USC 4940
note.

Omnibus
Taxpayer
Bill of Rights.
26 USC 1 note.

taxing powers not subordinate to such unit shall,
for purposes of applying such subclause to such
unit, be treated as not issued by such unit,”.
(b) Errective Date.—The amendment made by subsection (a)
shall apply to bonds issued after December 31, 1988.

Subtitle I—Provisions Relating to Exempt
Organizations

SEC. 6201. CERTAIN GAMES OF CHANCE NOT TREATED AS UNRELATED
TRADE OR BUSINESS.

Section 1834 of the Reform Act is amended by adding at the end
thereof the following new sentence: “The amendment made by this
section shall apply to games of chance conducted after October 22,
1986, in taxable years ending after such date”.

SEC. 6202. PURCHASE OF INSURANCE BY COOPERATIVE HOSPITAL SERV-
ICE ORGANIZATIONS.

(a) IN GENERALﬁSUbP&!’&El'aph (A) of section 501(e)(1) of the 1986
Code is amended by inserting (mclud.mg the purchasing of insur-
ance on a group basis)” after “purchasing”’.

(b) ErrecTive DaTE.—The amendment made by subsection (a)
shall apply to purchases before, on, or after the date of the enact-
ment of this Act.

SEC. 6203. CANCELLATION OF CERTAIN DEBTS ORIGINATED BY OR
GUARANTEED BY THE UNITED STATES NOT TAKEN INTO AC-
COUNT IN DETERMINING TAX EXEMPT STATUS OF CERTAIN
ORGANIZATIONS.

Subparagraph (A) of section 501(c)12) of the 1986 Code shall be
applied without taking into account any income attributable to the
cancellation of any loan originally made or guaranteed by the
United States (or any agency or instrumentality thereof) if such
cancellation occurs after 1986 and before 1990.

SEC. 6204. DETERMINATION OF OPERATING FOUNDATION STATUS FOR
CERTAIN PURPOSES.

For purposes of section 302(c)3) of the Deficit Reduction Act of
1984, a private foundation which constituted an operating founda-
tion (as defined in section 4942(jX3) of the Internal Revenue Code of
1986) for its last taxable year ending before January 1, 1983, shall be
ig%&:l;ted as constituting an operating foundation as of January 1,

Subtitle J—Taxpayer Rights and Procedures

SEC. 6226. SHORT TITLE.

This subtitle may be cited as the “Omnibus Taxpayer Bill of
Rights”.
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PART I—-TAXPAYER RIGHTS

SEC. 6227. DISCLOSURE OF RIGHTS OF TAXPAYERS. 26 USC 7801

(a) INn GENERAL.—The Secretary of the Treasury shall, as soon as o
practicable, but not later than 180 days after the date of the
enactment of this Act, prepare a statement which sets forth in
simple and nontechnical terms—

(1) the rights of a taxpayer and the obligations of the Internal
Revenue Service (hereinafter in this section referred to as the
“Semee")d:wanaudlt,

(2) the p which a r may appeal any

vemedemmonoftheServwe(mcl administrative and

(S)thep;ﬁ;:mf:;‘rmhngrefundclamandﬁhngof

hxmmmplamta,

procedures which the Service may use in enforcing the
internal revenue laws (including assessment, jeopardy assess-
ment, levy and distraint, and enforcement of liens).

(b) TraNsMissiON T0 CommrTTEES OF CONGREsSS.—The Secretary of
the Treasury shall transmit drafts of the statement required under
subsection (a) (or proposed revisions of any such statement) to the
Committee on Ways and Means of the House of Representatives, the
Committee on Finance of the Senate, and the Joint Committee on

qeeemary €
tiple statements being sent to any one taxpayer.
SEC. 6228. PROCEDURES INVOLVING TAXPAYER INTERVIEWS.

(a) In GeneraL.—Chapter 77 of the 1986 Code (relating to mis-
cellaneous provisions) is amended by adding at the end thereof the
following new section:

“SEC. 7520. PROCEDURES INVOLVING TAXPAYER INTERVIEWS.

“(a) RECORDING OF INTERVIEWS.—
“(1) RECORDING BY TAXPAYER.—Any officer or employee of the
Internal Revenue Service in connection with any in-person
interview with any taxpayer relntmg to the determination or

mtexﬂewntthetaxpayer’amexpenaeandmththetax
pa‘yer’sowneqmpment.

(2) RECORDING BY IRS OFFICER OR EMPLOYEE.—An officer or
emplnyea of the Internal Revenue Service may record any

int;lr;iewdeacribedinpamgmph (1) if officer or
em
‘(A)mformsthetaxpayerofsuchrecordmgpnortothe

“(B)uponrequeatof taxpayer, provides the taxpayer
with a transcript or copy of such recording but only if the
taxpayer es reimbursement for the cost of the tran-
scription and reproduction of such transcript or copy.

“(b) SAFEGUARDS.—
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‘(1) EXPLANATIONS OF PROCESSES.—An officer or employee of
the Internal Revenue Service shall before or at an initial inter-
view provide to the taxpayer—

“(A) in the case of an in-person interview with the tax-
payer relating to the determination of any tax, an expla-
nation of the audit process and the taxpayer’s rights under
such process, or

‘(B) in the case of an in-person interview with the tax-
payer relating to the collection of any tax, an explanation of
the collection process and the taxpayer’s rights under such
process.

“(2) RigHT OF CONSULTATION.—If the taxpayer clearly states to
an officer or employee of the Internal Revenue Service at any
time during any interview (other than an interview initiated by
an administrative summons issued under subchapter A of chap-
ter 78) that the taxpayer wishes to consult with an attorney,
certified public accountant, enrolled agent, enrolled actuary, or
any other person permitted to represent the taxpayer before the
Internal Revenue Service, such officer or employee shall sus-
pend such interview regardless of whether the taxpayer may
have answered one or more questions.

“(c) RePRESENTATIVES HOLDING POWER OF ATTORNEY.—Any attor-
ney, certified public accountant, enrolled agent, enrolled actuary, or
any other person permitted to represent the taxpayer before the
Internal Revenue Service who is not disbarred or suspended from
practice before the Internal Revenue Service and who has a written
power of attorney executed by the taxpayer may be authorized by
such taxpayer to represent the taxpayer in any interview described
in subsection (a). An officer or employee of the Internal Revenue
Service may not require a taxpayer to accompany the representative
in the absence of an administrative summons issued to the taxpayer
under subchapter A of chapter 78. Such an officer or employee, with
the consent of the immediate supervisor of such officer or employee,
may notify the taxpayer directly that such officer or employee
believes such representative is responsible for unreasonable delay or
hindrance of an Internal Revenue Service examination or investiga-
tion of the taxpayer.

“(d) SecrioNn Notr To ArpLY TO CERTAIN INVESTIGATIONS.—This
section shall not apply to criminal investigations or investigations
relating to the mtegnty of any officer or employee of the Internal
Revenue Service.”

26 USC 7605 (b) RecurLATiONs WiTH RESPECT TO TIME AND PLACE OF ExaMINA-

note, TIoON.—The Secretary of the Treasury or the Secretary’s delegate
shall issue regulations to implement subsection (a) of section 7605 of
the 1986 Code (relating to time and place of examination) within
1 year after the date of the enactment of this Act.

(c) CLericAL. AMENDMENT.—The table of sections for chapter 77 of
the 1986 Code is amended by adding at the end thereof the following

new item:
“Sec. 7520. Procedures involving taxpayer interviews.”
26 USC 7520 (d) EFFecrive DaTe.—The amendments made by subsections (a)
note. and (c) shall apply to interviews conducted on or after the date

which is 90 days after the date of the enactment of this Act.
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SEC. 6229. TAXPAYERS MAY RELY ON WRITTEN ADVICE OF INTERNAL
REVENUE SERYICE.

(a) In GENERAL.—Section 6404 of the 1986 Code (relating to abate-
ments) is amended by adding at the end thereof the following new
subsection:

“(f) ABATEMENT OF ANY PENALTY OR ADDITION T0 TAX ATTRIB-
g'rum 10 ERRONEOUS WRITTEN ADVICE BY THE INTERNAL REVENUE

ERVICE.—

“(1) In ceNERAL.—The Secretary shall abate any portion of
any penalty or addition to tax attributable to erroneous advice
furnished to the taxpayer in writing by an officer or em-
ployee of the Internal Revenue Service, acting in such officer’s
or employee’s official capaci

“(2) LIMITATIONS. —Paragraph (1) shall ag y only if—

“(A) the written advice was reasonably relied upon by the
tax yer and was m response to a apeclfic written request
e taxpayer, an
“(B) the portion nf the penalty or addition to tax did not
result from a failure by the taxpayer to provide adequate or
accurate information.

“(3) IntrIAL REGULATIONS.—Within 180 days after the date of
the enactment of this subsection, the Secretary shall prescribe
such untlal regulations as may be necessary to carry out this
subsection.”

(b) ErrecTivEe DATE.—The amendment made by subsection (a) 26 USC 6404
:ls;g’!l apply with respect to advice requested on or after January 1, note.

SEC. 6230. TAXPAYER ASSISTANCE ORDERS.

(a) In GeENErAL.—Subchapter A of chapter 80 of the 1986 Code
(relating to general rules for application of the internal revenue
laws) is amended by adding at the end thereof the following new
section:

“SEC. 7811. TAXPAYER ASSISTANCE ORDERS.

“(a) AurHORITY ToO Issue.—Upon apﬁhcanon filed by a taxpayer Regulations.
with the Office of Ombudsml;a; (in such form, manbx‘:;r, tﬁnd 0:: l:ué::
time as the Secretary shall regulations prescri e Il
man may issue a Taxpayer Assistance Order if, in the determination
of the Ombudsman, the taxpayer is suffermg or about to suffer a
significant hardship as a result of the manner in which the internal
revenue laws are being administered by the Secretﬂ.rﬁ
“(b) TerMS OF A TAXPAYER AssISTANCE ORDER.—The terms of a

Taxpayer Assistance Order may require the Secretary—

‘(1) to release property of the taxpayer levied upon, or

“2) to cease any action, or refram m taking any action,

with res| tﬂx;pr:irer
hapter 64 o collaetioe)
“(B) subchapter B of chapter 70 (relating to bankruptcy

and receiverships),
“C) chapter 78 (relating to discovery of liability and
en‘t“o(g):ement of title), or - -
any other provision of law w is specifically
%}r the Ompbudaman in such order.
“c) Aurroriry To MopIFy OrR RESCIND.— Taxpayer Assist-
ance Order issued by the Ombudsman undertKnsechonmaybe
modified or rmnd only by the Ombudsman, a district director, a
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26 USC 7811
note.

26 USC 7811
note.

26 USC 7803
note.

femmrvice u:_nt;;eah, director, a mmphanfce centeﬁ- director, a regional
r of a or superior of any such person.
“(d) SusPENSION OF Pﬂnmmc ofF Periop or LivrraTion.—The
running of any period of limitation with respect to any action
(l)mtlf . nognb((l:g}mnmgbe gy S5y wringe T
i e pe on te e taxpayer’s ap-
lication under subsection (a) and ending on the date of the
P)mhudamans decision with respect to such application, and
“(2) any specified by the Ombudsman in a Taxpayer
Assistance issued pursuant to such application.

“(e) INDEPENDENT AcTION OF OMBUDSMAN.—Nothing in this sec-
tion shall prevent the Ombudsman from taking any action in the
ahaence of an application under subsection (a).

(ﬂ OmBUDSMAN.—For of this section, the term ‘Ombuds-
man’ includes any designee of the Ombudsman.”

(b) CLErICAL AMENDMENT.—The table of sections for subchapter A
of chapter 80 of the 1986 Code is amended by adding at the end
thereof the following new item:

“Sec. T811. Taxpayer Assistance Orders.”

(c) Issuance oF RecuLaTIONS.—The Secretary of the Treasury or
theSecretm-y’sdelegnteshallmuesuch ions as the Sec-
retary deems necessary within 90 days of the date of the enactment
ofthisActinordertoearryoutthepurposeaofnection?Sllofthe
198600de(asaddedbythmaectmn)andtoensumtaxpayersuniform
aeeesstoadministmtive'ﬁle

(d) ErFecTivE DATE.— amendmentsmadebythmsechonshall
take effect on January 1, 1989.

SEC. 6231. BASIS FOR EVALUATION OF INTERNAL REVENUE SERVICE
EMPLOYEES.

(a) IN GeneErAL—The Internal Revenue Service shall not use
reeordsll;fhl:v:lnfo lE)yeeati;h:-octl lved in collection
(1) to ly invo in co activi-
tm;;z)antgthelnmnmgmte supervr:i)m, or -
impose or suggest uction quot.u or goals wi
mspectiomdmdualsdesm'medmclauae

(b) AppLiCATION OF IRS PoLicy STATEMENT.—The Internal Reve-
nue Service shall not be treated as to meet the requirements
of subsection (a) if the Service follows statement of the
Service regarding emp! evaluation (as in on the date of
the enactment of this ) in a manner which does not violate
subsection (a).

(c) CertiFicATION.—Each district director shall certify quarterly
by letter to the Commissioner of Internal Revenue that tax enforce-
ment results are not used in a manner prohibited by subsection (a).

(d) Errective DATE.—The provisions of this section shall apply to
evaluations conducted on or after January 1, 1989.

SEC. 6232. PROCEDURES RELATING TO INTERNAL REVENUE SERVICE
REGULATIONS.

(a) In GENERAL—Section 7805 of the 1986 Code (relating to rules
and regulations) is amended by adding at the end thereof the
fe ing new subsections:

“(1) IssuANCE.—Any temporary regulation issued by the Sec-
mtzryahaﬂahuben:uedaaapmpmdmu]m w
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“(2) 8-YEAR DURATION.—Any temporary regulation shall
expire within 3 years after the date 0?0 issuance of such regula-
tion.
“(f) Iﬁ.&mc; lor Rmug.:mons ON SMALL Bgsmlv;ssﬂll%mvsrenéwngr—y
After the publication of any proposed regulation by the re
and beforel:'.he promulgation ofEany final regulation by the Secrim
which does not supersede a pro regulation, the tary
submit such regulation to the Administrator of the Small Business
Administration for comment on the impact of such regulation on
small business. The Administrator shall have 4 weeks from the date
of submission to respond.”
(b) ErFecTivE DATE.—The amendments made by this section shall 26 USC 7805
apply to any regulation issued after the date which is 10 days after note.
the d‘;ate of the enactment of this Act.

SEC. 6233. CONTENT OF TAX DUE, DEFICIENCY, AND OTHER NOTICES.

(a) In GENERAL.—Chapter 77 of the 1986 Code (relating to mis-
cellaneous provisions) is further amended by adding at the end
thereof the following new section:

“SEC. 7521. CONTENT OF TAX DUE, DEFICIENCY, AND OTHER NOTICES.

“(a) GENERAL RULE.—Any notice to which this section applies
shall describe the basis for, and identify the amounts (if any) of, the
tax due, interest, additional amounts, additions to the tax, and
assessable penalties included in such notice. An inadequate descrip-
tion under the preceding sentence shall not invalidate such notice.

“(b) Norices To WHicH Section ArpLies.—This section shall apply

to—
“(1) any tax due notice or deficiency notice described in
section 6155, 6212, or 6303,
“(2) any notice generated out of any information return
matching program, and
“(3) the 1st letter of proposed deficiency which allows the
taxpayer an op rtunitgéor administrative review in the In-
ternal Revenue Service Office of Appeals.”
(b) CLEricAL AMENDMENT.—The table of sections for chapter 77 of
the 1986 Code is further amended by adding at the end thereof the
following new item:
“Sec. T621. Content of tax due, deficiency, and other notices.”
(c) EFFecTIVE DATE.—The amendments made by this section shall 26 USC 7521
apply to mailings made on or after January 1, 1990. note.
(d) ReporT.—Not later than July 1, 1989, the Secretary of the
Treasury or his delegate shall submit a report to the Committee on
Ways and Means of the House of Representatives and the Commit-
tee on Finance of the Senate on the steps taken to carry out the
amendments made by this section.

SEC. 6234. INSTALLMENT PAYMENT OF TAX LIABILITY.

(a) IN GENERAL.—Subchapter A of chapter 62 of the 1986 Code
(relating to place and due d%te for payment of tax) is amended by
adding at the end thereof the following new section:

“8EC. 6159. AGREEMENTS FOR PAYMENT OF TAX LIABILITY IN INSTALL-

MENTS,
“(a) AUTHORIZATION OF AGREEMENTS.—The Secretary is au-
thorized to enter into written ents with any taxpayer under

which such taxpayer is allowed to satisfy liability for payment of
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any tax in installment payments if the Secretary determines that
such agreement will facilitate collection of such liability.
“(b) ExTENT TO WHICH AGREEMENTS REMAIN IN EFFECT.—

“(1) IN GeENERAL—Except as otherwise provided in this
subsection, any agreement entered into by the Secretary under
subsection (a) shall remain in effect for the term of the agree-
ment.

“(2) INADEQUATE INFORMATION OR JEOPARDY.—The Secretary
may terminate any agreement entered into by the Secretary
under subsection (a) if—

““(A) information which the taxpayer provided to the
Secretary prior to the date such agreement was entered
into was inaccurate or incomplete, or

“(B) the Secretary believes that collection of any tax to
;vlléichanagreementunderthissectionrelateeisinjeop-

“3 Sg'nmunn' CHANGE IN FINANCIAL CONDITIONS.—

“(A) In cenNERAL—If the Secretary makes a determina-
tion that the financial condition of a taxpayer with whom
the Secretary has entered into an agreement under subsec-
hon(a)hasmgmﬁmntlychanged,theSeaetarymayaltar,

“B) Ntmc:..—Achon may be taken by the Secretary
under subparagraph (A) only if—

“(i) notice of such determination is provided to the
taxpayer no later than 30 days prior to the date of such
action, and

“(ii) such notice includes the reasons why the Sec-
retary believes a significant change in the financial
condition of the taxpayer has occurred.

“(4) FAILURE TO PAY AN INSTALLMENT OR ANY OTHER TAX
mmmwmnmonmmvm:mummmmm

INFORMATION.—The Secretary alter, modify, or terminate
an agreement e tered mtobythe under subsection (a)
in the case of the failure of the taxpaye:
“(A)topayanymsta]]mentatthehmesuchmstallment
payment is due under such agreement,
_“(B) to pay any other tax liability at the time such
(C)tymm financial condition update as requested
“wC) to p a n u as
by the Secretary.”
(b)comnlma

AMENDMENTS.—
ﬂ]Paragmph(l)ofaechonﬁGOl(b}ofthe IQSSCode(mlahng
to last day prescribed for payment) is amended by inserting “or
any installment agreement entered into under section 6159”
after “time for payment”.
(2) The table of sections for subchapter A of chapter 62 of the
1986 Code is amended by adding at the end thereof the following
new item:
“Sec. 6159. Agreements for payment of tax liability in installments.”
26 USC 6159 (c) Errecrive DATE.—The amendments made by this section shall
note. apply to agreements entered into after the date of the enactment of
this Act.
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SEC. 6235. ASSISTANT COMMISSIONER FOR TAXPAYER SERVICES.

(a) IN GeneraL—Section T802 of the 1986 Code (relating to
Commissioner of Revenue; Assistant Commissioner (Employee Plans
and Exempt Organizations) is amended by adding at the end thereof
the following new subsection:

“(c) AssistaNT CoMmmissiONER (TAxpAvER SERVICES).—There is Establishment.
established within the Internal Revenue Service an office to be
known as the ‘Office for Taxpayer Services’ to be under the super-
vision and direction of an Assistant Commissioner of the Internal
Revenue. The Assistant Commissioner shall be responsible for tax-
payer services such as telephone, walk-in, and taxpayer educational
?ervice’:’s, and the design and production of tax and informational

orms.

(b) ANNUAL RePORTS TO CONGRESS.—The Assistant Commissioner 26 USC 7802
(Taxpayer Services) and the Taxpayer Ombudsman for the Internal note.
Revenue Service shall jointly make an annual report regarding the
quality of taxpayer services provided. Such report shall be made to
the Committee on Finance of the Senate and the Committee on
Ways and Means of the House of Representatives.

(c) EFFEcTIVE DATE.—The amendment made by subsection (a) shall 26 USC 7802
ﬁe :ﬂ‘ect on the date 180 days after the date of the enactment of note.

is Act.

PART II—LEVY AND LIEN PROVISIONS

SEC. 6236. LEVY AND DISTRAINT.

(a) Norice.—Section 6331(d) of the 1986 Code (relating to levy and
distraint) is amended—
(1) by atnkmg out “10 days” in paragraph (2) and inserting in
lieu thereof “30 days”,
(2) by striking out “10-DAY REQUIREMENT” in the heading of
parag'raph (2) and inserting in lieu thereof “30-DAY REQUIRE-
', and
(3) by adding at the end thereof the following new paragraph:
“(4) INFORMATION INCLUDED WITH NOTICE.—The notice re-
quired under paragraph (1) shall include a brief statement
which sets forth in simple and nontechnical terms—

“(A) the provisions of this title relating to levy and sale of
property,

“(B) the procedures applicable to the levy and sale of
property under this title,

“C) administrative appeals available to the taxpayer
with respect to such levy and sale and the procedures
relating to such appeals,

‘(D) the alternatives available to taxpayers which could
prevent levy on the property (including installment agree-
ments under section 6159),

“(E) the provisions of this title relating to redemption of
property and release of liens on property, and

“(F) the procedures applicable to the redemption of prop-
erty and the release of a lien on property under this title.”

(b) EFFECT OF LEVY ON SALARY AND WAGES.—
(1) IN GENERAL.—Subsection (e) of section 6331 of the 1986
t(:Jl:ﬁle (relating to levy and distraint) is amended to read as
ollows:
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“(e) ConTINUING LEVY ON SALARY AND WAGES.—The effect of a
levy on salary or wages payable to or received by a taxpayer shall be
continuous from the date such levy is first made until such levy is
released under section 6343.”

(2) Cross REFERENCE.—Section 6331(f) of the 1986 Code (relat-
ing to cross references) is amended by adding at the end thereof
the following new paragraph:

“(3) For release and notice of release of levy, see section 6343.”

(c) INcrEASE IN AMOUNTS OF CERTAIN PrOPERTY ExEmrr FROM

(1) FUEL, PROVISIONS, FURNITURE, PERSONAL EFFECTS.—Para-
graph (2) of section 6334(a) of the 1986 Code (relating to
exempt from levy) is amended by striking out “$1,500” and
maerhngmheuthemf“$1650($1550mthecaseoflev1ea
issued during 1989)".

(2) Books AND TooLS.—Paragraph (3) of section 6334(a) of the
1986 Code is amended i at.nkmgout “$1,000” and inserting in
lllgusg)l’:!lemf “$1,100 ($1 050 in the case of levies issued during

(3) WAGES, SALARY, AND OTHER INCOME.—

(A) INCREASE IN AMOUNT EXEMPT.—Paragraph (1) of sec-
tion 6334(d) of the 1986 Code (relating to exempt amount of
wages, salary, or other income) is amended to read as
follows:

‘(1) INDIVIDUALS ON WEEKLY BASIS.—In the case of an individ-
ual who is paid or receives all of his wages, salary, and other
income on a weekly basis, the amount of the wages, salary, and
other income payable to or received by him during any week
which is exempt from levy under subsection (aX9) shall be the
exempt amount.”

(B) ExEmMPT AMOUNT DEFINED.—Subsection (d) of section
6334 of the 1986 Code (relating to property exempt from
levy) is amended by redesignating paragraph (2) as para-
graph (3) and by inserting after paragraph (1) the following
new paragraph:

‘(2) Exempr AMOUNT.—For purposes of paragraph (1), the
term ‘exempt amount’ means an amount equal to—

“(A) the sum of—

“(i) the standard deduction, and

“(ii) the aggregate amount of the deductions for per-
sonal exemptions allowed the taxpayer under section
151 in the taxable year in which such levy occurs,

“(B)52
Unless the taxpayer submits to the Secretary a written and
properly verified statement specifying the facts necessary to
determine the proper amount under subparagraph (A), subpara-
graph (A) shall be applied as if the taxpayer were a married
@myMﬂngammmMmmOMylmmm exemp-

(4) ADDITIONAL PROPERTY EXEMPT FROM LEVY.—

(A) IN GENERAL.—Subsection (a) of section 6334 of the
1986 Code (relating to property exempt from levy) is
amended by adding at the end thereof the following new
paragraphs:
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“(11) CERTAIN PUBLIC ASSISTANCE PAYMENTS.—Any amount
pa,ﬁable to an individual as a recipient of public assistance
under—

“(A) title IV (relating to aid to families with dependent
children) or title XVI (relating to supplemental security
income for the aged, blind, and disabled) of the Social
Security Act, or

“(B) State or local government public assistance or public
welfare programs for which eligibility is determined by a
needs or income test.

“(12) ASSISTANCE UNDER JOB TRAINING PARTNERSHIP ACT.—
Any amount payable to a participant under the Job Training
Partnership Act (29 U.S.C. 1501 et seq.) from funds appropriated
pursuant to such Act.

“(13) PRINCIPAL RESIDENCE EXEMPT IN ABSENCE OF CERTAIN
APPROVAL OR JEOPARDY.—Except to the extent provided in
subsection (e), the print:)iﬁ.l residence of the taxpayer (within
the meaning of section 1034).”

(B) LEVY PERMITTED ON PRINCIPAL RESIDENCE IN CASE OF
JEOPARDY OR APPROVAL BY CERTAIN OFFICIALS.—Section 6334
of the 1986 Code is amended by adding at the end thereof
the following new subsection:

“(e) LEvy ALLowED ON PrINCIPAL RESIDENCE IN CASE OF JEOPARDY
OorR CERTAIN APPROVAL.—Property described in subsection (aX13)
shall not be exempt from levy if—

“(1) a district director or assistant district director of the
Internal Revenue Service personally approves (in writing) the

levy of such property, or
. ‘9(’2) thﬁ gecretary finds that the collection of tax is in

jeo :

(d) UneconomicaL Levy; LEvy oN APPEARANCE DATE oF Sum-
Mons.—Section 6331 of the 1986 Code (relating to levy and distraint)
is amended by redesignating subsection (f) as subsection (h) and by
inserting after subsection (e) the following new subsections:

“(f) UnecoNomMicAL Levy.—No levy may be made on any property
if the amount of the expenses which the gecretary estimates (at the
time of levy) would be incurred by the Secretary with res to the
levy and sale of such property exceeds the fair market value of such
property at the time of levy.

“(g) LEvY oN APPEARANCE DATE OF SUMMONS.—

“(1) IN ceNeEraL.—No levy may be made on the property of
any person on any day on which such person (or og'fcer or
employee of such person) is required to appear in response to a
summons issued by the Secretary for the purpose of collecting
any underpayment of tax.

“(2) No APPLICATION IN CASE OF JEOPARDY.—This subsection
shall not apply if the Secretary finds that the collection of tax is
in jeopardy.”’

21(%) SURRENDER OF BANK ACCOUNTS SuBJEcT TO LEVY ONLY AFTER
AYS.—

(1) In GENERAL.—Section 6332 of the 1986 Code (relating to
surrender of proge subject to levy), as amended by title I of
this Act is amended by redesignating subsections (c), (d), and (e)
as subsections (d), (e), and (f), respectively, and by inserting after
subsection (b) the following new subsection:

*"(c) SpEcIAL RULE FOR BANKS.—Any bank (as defined in section
408(n)) shall surrender (subject to an attachment or execution under
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26 USC 6331
note.

ma] ) any depomts (including interest thereon) in such
onlgm after service of levy.”

2) Commmm AMENDMENTS.—

Subsection (a) of section 6332 of the 1986 Code is
amended by striking out “subsection (b)” and inserting in
lieu thereof “subsections (b) and (c)”,

(B) Subsection (e) of sel.(:t;i};l 6332 of dgniebISSB E;)de,
redesignated by y paragrap is amen y striking out
( Won (cX1)” and inserting in lieu thereof “‘subsection

() ReLease or LEvy.—Subsection (a) of section 6343 of the 1986
Code (relating to release of levy) is amended to read as follows:
“(a) ReELEASE oF LEvy AND NoTICE OF RELEASE.—

“(1) In ceNeErAL.—Under regulations prescribed by the Sec-
retary, the Secretary shall release the levy upon all, or part of,
the property or rights to property levied upon and shall
promptly notify the person upon whom such levy was made (if
any) that such levy has been released if—

“(A) the liability for which such levy was made is satis-
fied or becomes unenforceable by reason of lapse of time,

“(B) release of such levy will facilitate the collection of
such liability,

‘“C) the taxpayer has entered into an agreement under
section 6159 to satisfy such liability by means of install-
ment payments, unless such agreement provides otherwise,

“(D) the Secretary has determined that such levy is creat-
ing an economic hardship due to the financial condition of
the taxpayer, or

“(E) the fair market value of the property exceeds such
liability and release of the levy on a part of such property
could be made without hindering the collection of such

For urpoees of subparagraph (C), the Secretary is not required
release such levy if such ll-’elease would jeopardize the secured
credxtor status of the Secretary.

‘2) EXPEDITED DETERMINATION ON CERTAIN BUSINESS PROP-

erTY.—In the case of any tangible personal property essential in
on the trade or business of the taxpayer, the Secre!
ﬁfmg provide for an expedited determination under paragra
(1) if levy on such tangible personal property would prevent the
taxpayer yer from carrying on such trade or business.

“(3) SusseQUENT LEVY.—The release of levy on any property
under pa.mgra,;:h (1) shall not prevent any subsequent levy on
such property.

(® Ricar oF Taxpaver To Request THAT SEizEp PROPERTY BE
SoLp WrrsaiN 60 Davs.—Section 6335 of the 1986 Code (relating to
sale of seized property) is amended by redesignating subsection (f) as
suh:ectmn (g) and by inserting after subsection (e) the following new
sul

“n Rmn'r To Request SALE oF Sgizep PropErTY WITHIN 60
Davs.—The owner of any property seized by levy may request that
the Secretary sell such property within 60 days after such request
(or within such longer period as may be specified by the owner). The

shall oompre uest unless the Secrem.rﬁ
determines (and notifies the owner wi such period) that suc
wmphancewou]dnotbemthebeatmtemstaoftheUmtedStatea"

(h) ErFecrivE DaTE.—
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(1) IN GENERAL—The amendments made by this section
(other than subsection (g)) shall apply to levies issued on or after
July 1, 1989.

(2) SussecrioN (g).—The amendment made by subsection (g)
shall apply to requests made on or after January 1, 1989.

SEC. 6237. REVIEW OF JEOPARDY LEVY AND ASSESSMENT PROCEDURES.

(a) In GENERAL.—Subsection (a)(1) of section 7429 of the 1986 Code

(relating to review of jeopardy assessment procedures) is amended—

(1) by inserting “or levy is made under section 6331(a) less

than 30 days after notice and demand for payment is made
under section 6331(a),” after “6862,”, and

(2) by inserting “or levy” after “such assessment”.

(b) ApmiNiSTRATIVE DETERMINATIONS.—Paragraph (3) of section
7429(a) of the 1986 Code (relating to redetermination by the Sec-
retary) is amended to read as follows:

“(3) REDETERMINATION BY SECRETARY.—After a request for
review is made under paragraph (2), the Secretary shall deter-
mine—

“(A) whether or not—

“(i) the making of the assessment under section 6851,
6861, or 6862, as the case may be, is reasonable under
the circumstances, and

“(ii) the amount so assessed or demanded as a result
of the action taken under section 6851, 6861, or 6862 is
appropriate under the circumstances, or

‘B) whether or not the levy described in subsection (a)1)
is reasonable under the circumstances.”

(¢) Tax Court ReEviEw JurispictioNn.—Subsection (b) of section
7429 of the 1986 Code is amended to read as follows:

“(b) JupiciAL REVIEW.—

“(1) ProOCEEDINGS PERMITTED.—Within 90 days after the
earlier of—

“(A) the day the Secretary notifies the taxpayer of the
Secretary’s determination described in subsection (aX3), or

“(B) the 16th day after the request described in subsection
(a)2) was made,

the taxpayer may bring a civil action against the United States
for a determination under this subsection in the court with
jurisdiction determined under paragraph (2).

“(2) JURISDICTION FOR DETERMINATION.—

“(A) In cENERAL.—Except as provided in subparagraph
(B), the district courts of the United States shall have
exclusive jurisdiction over any civil action for a determina-
tion under this subsection.

“(B) Tax court.—If a petition for a redetermination of a
deficiency under section 6213(a) has been timely filed with
the Tax Court before the making of an assessment or levy
that is subject to the review procedures of this section, and
1 or more of the taxes and taxable periods before the Tax
Court because of such petition is also included in the writ-
ten statement that is provided to the taxpayer under
subsection (a), then the Tax Court also shall have jurisdic-
tion over any civil action for a determination under this
subsection with respect to all the taxes and taxable periods
included in such written statement.
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‘(3) DETERMINATION BY COURT.—Within 20 days after a
proceeding is commenced under paragraph (1), the court shall
determine—

“‘(A) whether or not—
“(i) the making of the assessment under section 6851,
6861, or 6862, as the case may be, is reasonable under
the circumstances, and
“(ii) the amount so assessed or demanded as a result
of the action taken under section 6851, 6861, or 6862 is
appropriate under the circumstances, or
“(B) whether or not the levy described in subsection (a)1)
is reasonable under the circumstances.
If the court determines that proper service was not made on the
United States or on the Secretary, as may be appropriate,
within 5 days after the date of the commencement of the
proceeding, then the running of the 20-day period set forth in
the preceding sentence shall not in before the day on which
proper service was made on the United States or on the Sec-
retary, as may be appropriate.

“(4) OrpErR OF COURT.—If the court determines that the
making of such levy is unreasonable, that the making of such
assessment is unreasonable, or that the amount assessed or
demanded is inappropriate, then the court may order the Sec-
retary to release such levy, to abate such assessment, to redeter-
mine (in whole or in part) the amount assessed or demanded, or
to take such other action as the court finds appropriate.”

(d) VENUE.—Section 7429(e) of the 1986 Code (relating to venue) is

amended to read as follows:

“(e) VENUE.—

“(1) DisTrICT COURT.—A civil action in a district court under
subsection (b) shall be commenced only in the judicial district
described in section 1402(a) (1) or (2) of title 28, United States

e.

“2) TraANSFER OF AcTioNs.—If a civil action is filed under
subsection (b) with the Tax Court and such court finds that
there is want of jurisdiction because of the jurisdiction provi-
sions of subsection (bX2), then the Tax Court shall, if such court
determines it is in the interest of justice, transfer the civil
action to the district court in which the action could have been
brought at the time such action was filed. Any civil action so
transferred shall proceed as if such action had been filed in the
district court to which such action is transferred on the date on
which such action was actually filed in the Tax Court from
which such action is transferred.”

(e) CONFORMING AMENDMENTS.—

(1) Section 7429(c) of the 1986 Code (relating to extension of
20-day period where taxpayer so requests) and section 7429(f)
(relating to finality of determination) are amended by striking
out “district” each place it appears.

(2) Section 7429(g) of the 1986 Code (relating to burden of
proof) is amended—

(A) by inserting “the making of a levy described in
subsection (a)(1) or” after “whether” in paragraph (1),

(B) by striking out “TERMINATION” in the heading of
paragraph (1) and inserting in lieu thereof “LEvVY, TERMI-
NATION, ', and
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th(?-)eo?y striking out “an action’l'waixla)d u&srzx)tmg in lieu
e “a proceeding” in p and (2).
(3) The heading of section 74% o? the 1936 Code is amended by

inserting “LEVY OR" after “JEOPARDY".

(4) The table of sections for subchapter B of chapter 76 of the
1986 Code is amended by inserting “levy or” after “jeopardy” in
the item relating to section 7429.
(f) EFFecTivE DATE.—The amendments made by this section shall 26 USC 7429
sgflyl tclagjses;)pardy levies issued and assessments made on or after note.
y i, -

SEC. 6238. ADMINISTRATIVE APPEAL OF LIENS.

(a) ESTABLISHMENT OF ADMINISTRATIVE APPEAL FOR DISPUTED
Liens.—Subchapter C of cr;fter 64 of the 1986 Code (relating to lien
for taxes) is amended by redesignating section 6326 as section 6327
and inserting after section 6325 the following new section:

“SEC. 6326. ADMINISTRATIVE APPEAL OF LIENS.

“(a) IN GENERAL.—In such form and at such time as the Secretary Regulations.
shall prescribe by regulations, any person shall be allowed to appeal
to the Secretary after the filing of a notice of a lien under this
subchapter on the property or the rights to property of such person
for a release of such lien alleging an error in the filing of the notice
of such lien.

“(b) CerTIFiCATE OF RELEASE.—If the Secretary determines that
the filing of the notice of any lien was erroneous, the Secretary shall
expeditiously (and, to the extent practicable, within 14 days after
such determination) issue a certigcate of release of such lien and
shall include in such certificate a statement that such filing was
erroneous.”

(b) RecuraTiONS.—The Secretary of the Treasury or the Sec- 26 USC 6326
retary’s delegate shall prescribe the regulations necessary to imple- note.
ment the administrative appeal provided for in the amendment
made by subsection (a) within 180 days after the date of the enact-
ment of this Act.

(c) CLEricAL AMENDMENT.—The table of sections for subchapter C
of chapter 64 of the 1986 Code is amended by striking out the item
relating to section 6326 and inserting in lieu thereof the following:

“Sec. 6326. Administrative appeal of liens.
“Sec. 6327. Cross references.

(d) EFFecTivE DATE.—The amendments made by this section shall 26 USC 6326

take effect on the date which is 60 days after the date regulations note.
are issued under subsection (b).

PART III—PROCEEDINGS BY TAXPAYERS

SEC. 6239. AWARDING OF COSTS AND CERTAIN FEES IN ADMINISTRATIVE
AND COURT PROCEEDINGS.

(a) IN GENERAL.—Section 7430 of the 1986 Code is amended to read
as follows:

“SEC. 7430. AWARDING OF COSTS AND CERTAIN FEES.

“(a) IN GENERAL.—In any administrative or court proceeding
which is brought by or against the United States in connection with
the determination, collection, or refund of any tax, interest, or
penalty under this title, the prevailing party may be awarded a
Jjudgment or a settlement for—
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“(1) reasonable administrative costs incurred in connection
with such administrative proceeding within the Internal Reve-
nue Service, and

“(2) reasonable litigation costs incurred in connection with
such court p ;

“(b) LIMITATIONS.—

‘1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE
EXHAUSTED.—A judgment for reasonable litigation costs shall
not be awarded under subsection (a) in any court proceeding
unless the court determines that the prevailing party has
exhausted the administrative remedies available to such party
within the Internal Revenue Service.

“(2) ONLY COSTS ALLOCABLE TO THE UNITED STATES.—An award
under subsection (a) shall be made only for reasonable litigation
and administrative costs which are allocable to the United
States and not to any other party.

“(3) EXCLUSION OF DECLARATORY JUDGMENT PROCEEDINGS.—

“(A) In GENErRAL—No award for reasonable litigation
costs may be made under subsection (a) with respect to any
declaratory judgment p: .

‘“B) EXCEPTION FOR SECTION 501(CX3) DETERMINATION
REVOCATION PROCEEDINGS.—Subparagraph (A) shall not
apply to any proceeding which involves the revocation of a
determination that the organization is described in section
501(cX3).

“(4) Costs DENIED WHERE PARTY PREVAILING PROTRACTS
PROCEEDINGS.—No award for reasonable litigation and adminis-
trative costs may be made under subsection (a) with respect to
any portion of the administrative or court proceeding during
which the prevailing party has unreasonably protracted such

proceeding. ) )
“(c) DeFiNrTIONS.—FOr purposes of this section—

“(1) REASONABLE LITIGATION cosTs.—The term ‘reasonable
litigation costs’ includes—

“(A) reasonable court costs, and

“(B) based upon prevailing market rates for the kind or

quality of services furnished—

“(i) the reasonable expenses of expert witnesses in
connection with a court proceeding, except that no
expert witness shall be compensated at a rate in excess
of the highest rate of compensation for expert wit-
nesses paid by the United States,

*  *(ii) the reasonable cost of any study, analysis,
engineering report, test, or project which is found by
the court to be necessary for the preparation of the

’s case, and

“(ui1) reasonable fees paid or incurred for the services
of attorneys in connection with the court proceeding,
except that such fees shall not be in excess of $75 per
hour unless the court determines that an increase in
the cost of living or a special factor, such as the limited
availability of qualified attorneys for such proceeding,
justifies a higher rate.

“(2) REASONABLE ADMINISTRATIVE C0sTS.—The term ‘reason-
able administrative costs’ means—

“(A) any administrative fees or similar charges imposed

by the Internal Revenue Service, and
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‘(B) expenses, costs, and fees described in paragraph
(1XB), except that any determination made by the court
under clause (i) or (iii) thereof shall be made by the
Internal Revenue Service in cases where the determination
under paragraph (4XB) of the awarding of reasonable
administrative costs is made by the Internal Revenue Serv-
ice.

Suchtermaballonlymdudeowlxmcurredonoraﬂerthe
ead:erof(n)thedateofthemwpt the taxpayer of the notice
f the decision of the Internal ue Service Office of
Appeals, or (ii) the date of the notice of deficiency.

‘(3) ATTORNEY'S FEES.—For of paragraphs (1) and (2),
fees for the services of an i ual (whether or not an attor-
) who is authorized to practice before the Tax Court or
the Internal Revenue Service shall be treated as fees for

the services of an attorney.

“(4) PREVAILING PARTY.—

“(A)Irlﬂm—'lhefarm ing party’ means any
{mrty to which suhsectlon (a) applies
otherthant.heUmted tes or any creditor of the tax-

involved)—
“(i) which establishes that the position of the United
Stﬁ{:;)smthepmedlngwmnotmmnhaﬂyjumﬁad,
w
“(I) has substantially prevalled with respect to
the amount in controversy, o
“(ID has substantially pmva:led with respect to
%mmtmgmﬁmtmneorsetofmuesprmted,

“(iii) which meets the requirements of the 1st sen-
tence of section 2412(dX1XB) of title 28, United States

and meets req
241%1)(2)(3) of such title 28 (as so in effect).
ATION AS TO PREVAILING PARTY.—Any
detemmahon under subparagraph (A) as to whether a
pnrtymapmvnﬂmgpartyahallbemadebyagmementuf

“(i) mtotl:;ehe mt:; whge restte final determmatlonatw:thﬂ;
respect in! or penal made
admmlstrahve level, by the In ternaltﬁeven

“(‘u}mthecnnewhemwchﬁnaldetermmatmnm
made by a court, the court.

“(5) ADMINISTRATIVE PROCEEDINGS.—The term N%Mmm

roceeding’ means any procedure or other action before
fntemalRevenueServz:e.

“(6) Court PROCEEDINGS.—The term ‘court proceeding’ means
any civil action t in a court of the United States (includ-
mgtheTaxCourt the United States Claims Court).

(7) PosrrioN oF Unrrep StaTes.—The term ‘position of the
UmtetlStates means—
“(A) the position taken by the United States in a judicial
proceeding to which subsection (a) apphes,and
“(B) the position taken in an administrative Froceedmgto
which aubsectlon (a) applies as of the earlier o

[
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26 USC 7430
note.

“(i) the date of the receipt by the taxpayer of the
notice of the decision of the Internal Revenue Service
Office of Appeals, or
“(ii) the date of the notice of deficiency.
“(d) SpeciAL RuLks For PAYMENT OF CosTS.—

‘(1) REASONABLE ADMINISTRATIVE cCOSTS.—An award for
reasonable administrative costs shall be payable out of funds
appropriated under section 1304 of title 31, United States Code.

“(2) REASONABLE LITIGATION COSTS.—An award for reasonable
litigation costs shall be payable in the case of the Tax Court in
the same manner as such an award by a district court.

“(e) MurLTiPLE AcTions.—For purposes of this section, in the case

of—
da“&), multiple actions which could have been joined or consoli-
or
“(2) a case or cases involving a return or returns of the same
taxpayer (including joint returns of married individuals) which
could have been joined in a single court proceeding in the same

court,
such actions or cases shall be treated as 1 court proceeding regard-
less of whether such joinder or consolidation actually occurs, unless
the court in which such action is brought determines, in its discre-
tion, that it would be inappropriate to treat such actions or cases as

Jjoined or consolidated.

“(f) RiGHT OF APPEAL.—
“(1) CourT PROCEEDINGS.—An order granting or denying (in
whole or in part) an award for reasonable litigation or adminis-
trative costs under subsection (a) in a court proceeding, may be

mcorpomtegn?lsapargeofthedemm;e:lrj t in the court
proceeding subject to ap in same manner as
the decision or judgment.

“2) ADMINISTRATIVE PROCEEDINGS.—A decision granting or
denying (in whole or in part) an award for reasonable adminis-
trative costs under subsection (a) by the Internal Revenue
Service shall be subject to appeal to the Tax Court under rules
similar to the rules under section 7463 (without regard to the
amount in dispute).”

(b) ConForMING AMENDMENT.—Section 504 of title 5, United
States Code, is amended by adding at the end thereof the following
new subsection:
“(ﬂNoawnrdmayhemadeunderthmsechonformlx,fees,or

which may be awarded under section 7430 of the
Internal ue Code of 1986.”

(c) CLEricAL AMENDMENT.—The table of sections for subchapter B
of chapter 76 of the 1986 Code is amended by striking out “court” in
the item relating to section 7430.

(d) ErFecTivE DATE.—The amendments made by this section shall
gil;lymt:pmcauﬁmmmmmcingaﬂerthedateoftheenmhnemof

SEC. 6240. CIVIL CAUSE OF ACTION FOR DAMAGES SUSTAINED DUE TO
FAILURE TO RELEASE LIEN.

(ré:)mcprmedmgs o dthud’rmlm ded
ting to taxpayers an is amen
by redesignating section 7432 as section 7433 and by inserting after
awhm?ﬁlthefoﬂowmgnewaecﬁun.
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“SEC. 7432. CIVIL DAMAGES FOR FAILURE TO RELEASE LIEN.

“(a) IN GENERAL—If any officer or employee of the Internal
Revenue Service knowingly, or by reason of negligence, fails to
release a lien under section 6325 on property of the taxpayer, such
taxpayer may bring a civil action for damages against the United
States in a district court of the United States.

“(b) DAMAGES.—In any action brought under subsection (a), upon

of liability on the part of the defendant, the defendant

ahal.l be liable to the plaintiff in an amount equal to the sum of—

“(1) actual, direct economic damages sustained by the plaintiff

which, but for the actions of the defendant, would not have been
sustained, plus

“(2) the costs of the action.

“c) PAYMENT AuTHORITY.—Claims pursuant to this section shall
be payable out of funds appropriated under section 1304 of title 31,
United States Code.

“{d) LIMITATIONS.—

‘1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE
EXHAUSTED.—A judgment for damages shall not be awarded
under subsection (b) unless the court determines that the plain-
tiff has exhausted the administrative remedies available to such
plaintiff within the Internal Revenue Service.

“(2) MrricatioN oF Damages.—The amount of damages
awarded under subsection (bX1) shall be reduced by the amount
of such damages which could have reasonably been mitigated by
the plaintiff.

“(3) PERIOD FOR BRINGING ACTION.—Notwithstanding any
other provision of law, an action to enforce liability created
under this section may be brought without regard to the
amount in controversy and may be brought only within 2 years
after the date the right of action accrues.

“(e) Norice oF FAILURE To ReLease LieN.—The Secretary shall by Regulations.
regulation prescribe reasonable procedures for a taxpayer to notify
the Secretary of the failure to release a lien under section 6325 on
property of the taxpayer.”

“(b) CLericAL AMENDMENT.—The table of sections for subchapter
B of chapter 76 of the 1986 Code is amended by striking out the item
relating to section 7432 and inserting in lieu thereof the following
new items:

“Sec. T432. Civil damages for failure to release lien.

“Sec. T433. Cross references.”

(c) EFFEcTIvE DATE.—The amendments made by this section shall 26 Usc 7432
apply to notices provided by the taxpayer of the failure to release a note.
lien, and damages arising, after December 31, 1988.

SEC. 6241. CIVIL CAUSE OF ACTION FOR DAMAGES SUSTAINED DUE TO
CERTAIN UNAUTHORIZED ACTIONS BY INTERNAL REVENUE
SERVICE.

(a) IN GENERAL.—Subchapter B of chapter 76 of the 1986 Code
(relating to proceedings by taxpayers and third parties) is further
amended by redesignating section 7433 as section 7434 and by
inserting after section 7432 the following new section:



102 STAT. 3748 PUBLIC LAW 100-647—NOV. 10, 1988

“SEC. 7433. CIVIL DAMAGES FOR CERTAIN UNAUTHORIZED COLLECTION
ACTIONS.

“(a) INn GENERAL.—IS, in connection with any collection of Federal
tax with respect to a taxpayer, any officer or employee of the
Internal Revenue Service recklessly or intentionally disregards any
provision of this title, or any regulation promulgated under this
title, such taxpayer may bring a civil action for damages against the
United States in a district court of the United States. Except as
provided in section 7432, such civil action shall be the exclusive
remedy for recovering damages resulting from such actions.

“(b) DamaGes.—In any action brought under subsection (a), upon
a finding of liability on the part of the defendant, the defendant
shall be liable to the plaintiff in an amount equal to the lesser of
$100,000 or the sum of—

“(1) actual, direct economic damages sustained by the plaintiff
as a proximate result of the reckless or intentional actions of
the officer or employee, and

“(2) the costs of the action.

“(c) PAYMENT AUuTHORITY.—Claims pursuant to this section shall
be payable out of funds appropriated under section 1304 of title 31,
United States Code.

“(d) LIMITATIONS.—

‘(1) REQUIREMENT THAT ADMINISTRATIVE REMEDIES BE
EXHAUSTED.—A judgment for damages shall not be awarded
under subsection (b) unless the court determines that the plain-
tiff has exhausted the administrative remedies available to such
plaintiff within the Internal Revenue Service. _

“(2) MITIGATION OF DAMAGES.—The amount of damages
awarded under subsection (b)1) shall be reduced by the amount
of such damages which could have reasonably been mitigated by
the plaintiff.

“(3) PERIOD FOR BRINGING ACTION.—Notwithstanding any
other provision of law, an action to enforce liability created
under this section may be brought without regard to the
amount in controversy and may be brought only within 2 years
after the date the right of action accrues.”

(b) DAMAGES FOR FrRIvOoLOUS OR GROUNDLESS CLAIMS.—

(1) In GENERAL.—Section 6673 of the 1986 Code (relatmg to
damages assessable for instituting proceedings before the Tax
Court primarily for delay, etc.) is amended by msertmg “(a) IN
GeNERAL.—" before ‘“Whenever” and by adding at the end
thereof the following new subsection:

“(b) CramMs UNDER SECTION 7433.—Whenever it appears to the
court that the taxpayer’s position in proceedings before the court
instituted or maintained by such taxpayer under section 7433 is
frivolous or groundless, damages in an amount not in excess of
$10,000 shall be awarded to the United States by the court in the
court’s decision. Damages so awarded shall be assessed at the same
time as the decision and shall be paid upon notice and demand from
the Secretary.”

(2) CLEricAL AMENDMENT.—The heading for section 6673 of
the 1986 Code is amended by striking out “TAX".

(c) CLERICAL AMENDMENT.—The table of sections for subchapter B
of chapter 76 of the 1986 Code is further amended by striking out
the item relating to section 7433 and inserting in lieu thereof the
following new items:
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“Sec. 7433. Civil damages for certain unauthorized collection actions.
“‘Sec. 7434. Cross references.”
(d) ErFecTive DATE.—The amendments made by this section shall 26 USC 6673
apply to actions by officers or employees of the Internal Revenue note.
Service after the date of the enactment of this Act,

SEC. 6242. ASSESSABLE PENALTY FOR IMPROPER DISCLOSURE OR USE
OF INFORMATION BY PREPARERS OF RETURNS.

(a) IN GENERAL.—Part I of subchapter B of chapter 68 of the 1986
Code (relating to assessable penalties) is amended by adding at the
end thereof the following new section:

“SEC. 6712. DISCLOSURE OR USE OF INFORMATION BY PREPARERS OF
RETURNS

“(a) ImposITION OF PENALTY.—If any person who is engaged in the
business of preparing, or providing services in connection with the
preparation of, returns of tax imposed by chapter 1, or any person
who for comﬂensation prepares any such return for any other
person, and who—

“(1) discloses any information furnished to him for, or in
connection with, the preparation of any such return, or
“/2) uses any such information for any purpose other than to
prepare, or assist in preparing, any such return,
shall pay a penalty of $250 for each such disclosure or use, but the
total amount imposed under this subsection on such a person for
any calendar year shall not exceed $10,000.

‘(b) Exceprions.—The rules of section 7216(b) shall apply for
purposes of this section.

“(c) Dericiency Procepures Nor To AppLy.—Subchapter B of
chapter 63 (relating to deficiency procedures for income, estate, gift,
and certain excise taxes) shall not apply in respect of the assessment
or collection of any penal’tly imposed by this section.”

(b) CriMINAL PENALTY To APPLY ONLY WHERE KNOWING OR RECK-
LEss DiscLosure or Use.—The material preceding paragraph (1) of
section 7216(a) of the 1986 Code is amended by stﬁ.k.inﬁyout “and
;;E:l—”,gnd inserting in lieu thereof “and who knowingly or reck-

y—".

(c) CLEricAL. AMENDMENT.—The table of sections for part I of
subchapter B of chapter 68 of the 1986 Code is amended by adding at
the end thereof the g)llowi.ng new item:

“Sec. 6T12. Disclosure or use of information by preparers of returns.”

(d) EFFecTIVE DATE.—The amendments made by this section shall 95 ysc 6712
apply to disclosures or uses after December 31, 1988. note.

PART IV—TAX COURT JURISDICTION

SEC. 6243. JURISDICTION TO RESTRAIN CERTAIN PREMATURE ASSESS-
MENTS.

(a) IN GENERAL.—Section 6213(a) of the 1986 Code (relating to time
for filing petition and restriction on assessment) is amended by
striking out the period at the end of the last sentence and inserting
in lieu thereof “, including the Tax Court. The Tax Court shall have
no jurisdiction to enjoin any action or proceeding under this subsec-
tion unless a timely petition for a redetermination of the deficiency
has been filed and then only in respect of the deficiency that is the
subject of such petition.”
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note.

26 USC 6214
note.

(b) AprpEAL OF ORDER RESTRAINING ASSESSMENT, ETc.—Section
7482(a) of the 1986 Code (relating to jurisdiction on appeal) is
amended by adding at the end thereof the following new paragraph:

“(3) CERTAIN ORDERS ENTERED UNDER SECTION 6213(a).—An
order of the Tax Court which is entered under authority of
section 6213(a) and which resolves a proceeding to restrain
assessment or collection shall be treated as a decision of the Tax
Court for purposes of this section and shall be subject to the
same review by the United States Court of Appeals as a similar
order of a district court.”

(c) ErFecTivE DATE.—The amendments made by this section shall
apply to orders entered after the date of the enactment of this Act.

SEC. 6244. JURISDICTION TO ENFORCE OVERPAYMENT DETERMINA-
TIONS.

(a) IN GeENERAL.—Section 6512(b) of the 1986 Code (relating to
overpayment determined by the Tax Court) is amended by striking
out “paragraph (2)” and inserting in lieu thereof “paragraph (3)” in
gamg‘raph (1), by redesignating paragraph (2) as paragraph (3), and

y inserting the following new paragraph after paragraph (1)

“(2) JurispicTioN TO ENFORCE.—If, after 120 days after a
decision of the Tax Court has become final, the Secretary has
failed to refund the overpayment determined by the Tax &urt,

with the interest thereon as provided in subchapter B
of chapter 67, then the Tax Court, upon motion by the taxpayer,
shall have jurisdiction to order the refund of su.cﬁ overpayment
and interest.”

(b) AMENDMENTS ADDING CROSS REFERENCES.—

(1) Section 6214(e) of the 1986 Code is amended by striking out
‘Rsrmmthe he:'nfm_g la:nd inserting mhlleu ::lhereof ;ﬁusuuc:sh—
n y designating the un paragraph as
paragraph (1), and by adding at the end E:reof thengrllowmg
new paragraph:

“(2) For provision giving Tax Court jurisdiction to order a refund of an
overpayment and to award sanctions, see section 6512(bN2).”

(2) Section 6512(c) of the 1986 Code is amended by striking out
“REFERENCE.—” and msemng in lieu thereof “REFERENCES.—
in the heading, by designating the undesignated paragraph as
paragraph (1), and by addmg at the end thereof the following
new paragraph:

“(2) For provision giving the Tax Court jurisdiction to award reason-
able litigation costs in pmedln;s to enforce an overpayment

by such court, see section 7430.

(c) Errective DaTe.—The amendments made by this section shall
apply to overpayments determined by the Tax Court which have not
yet been refunded by the 90th day after the date of the enactment of
this Act.

SEC. 6245. JURISDICTION TO REVIEW CERTAIN SALES OF SEIZED PROP-
ERTY.

(a) JurispicTioN To REviEw CERTAIN SALES OF PROPERTY.—Section
6863(bX3) of the 1986 Code (relating to stay of sale of seized property
pending Tax Court decision) is amended by adding at the end
thereof the following new subparagraph:

‘C) REVIEW BY TAX COURT. —If but for the application of
subparagraph (B), a sale would be prohibited by subparagratﬂe
(AXiii), then the Tax Court shall have jurisdiction to review
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Secretary’s determination under subparagraph (B) that the
property may be sold. Such review may be commenced upon
motion by either the Secretary or the taxpayer. An order of the
Tax Court disposing of a motion under this paragraph shall be
reviewable in the same manner as a decision of the Tax Court.”
(b) Errective Date.—The amendments made by this section shall 95 ysc 6863
ﬁeﬁmtonthe%dayaﬁerthedateoftheemctmentofthis note.

SEC. 6246. JURISDICTION TO REDETERMINE INTEREST ON DEFICIENCIES.

(a) INn GENERAL.—Section 7481 of the 1986 Code (relating to date
when Tax Court decision becomes final) is amended by adding at the
end thereof the following new subsection:

“tc) JumispicrioN Over INTEREST DETERMINATIONS.—Notwith-
standing subsection (a), if—

‘(1) an assessment has been made by the Secretary under
section 6215 which includes interest as imposed by this title,

“42) the taxpayer has paid the entire amount of the deficiency
plus interest claimed by the Secretary, and

‘43) within 1 year after the date the decision of the Tax Court
becomes final under subsection (a), the taxpayer files a petition
in the Tax Court for a determination that the amount of
interest claimed by the Secretary exceeds the amount of
interest imposed by this title,

then the Tax Court may reopen the case solely to determine
whether the taxpayer has made an overpayment of such interest
and the amount of any such overpayment. If the Tax Court deter-
mines under this subsection that the taxpayer has made an overpay-
ment of interest, then that determination shall be treated under
section 6512(b)1) as a determination of an ove ent of tax. An
order of the Tax Court redetermining the interest due, when entered
upon the records of the court, shall be reviewable in the same
manner as a decision of the Tax Court.”

(b) CONFORMING AMENDMENTS.—

(1) Section 6512(a) of the 1986 Code (relating to effect of
petition to Tax Court) is amended by inserting after “section
6213(a)” the following: “(or 7481(c) with respect to a determina-
tion of statutory interest)”.

(2) Subsection (a) of section 7481 of the 1986 Code is amendc1
by striking out “subsection (b)” and inserting in lieu thereof
“subsections (b) and (c)”.

(c) ErFecTivE DATE.—The amendments made by this section shall 925 Usc 6512
apply to assessments of deficiencies redetermined by the Tax Court note.
made after the date of the enactment of this Act.

SEC. 6247. JURISDICTION TO MODIFY DECISIONS IN CERTAIN ESTATE TAX
CASES.

(a) IN GEnNErAL.—Section 7481 of the 1986 Code (relating to date
when Tax Court decision becomes final), as amended by section
783(a), is further amended by adding at the end thereof the following
new subsection:

“(d) Decisions RerATING To EsTaTtE Tax ExteEnpEp UNDER SEc-
TiIoN 6166.—If with respect to a decedent’s estate subject to a
decision of the Tax Court—

“(1) the time for payment of an amount of tax imposed by
chapter 11 is extended under section 6166, and
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26 USC 61 note.

26 USC 471 note.

26 USC 936 note.

“(2) there is treated as an administrative expense under
section 2053 either—

“(A) any amount of interest which a decedent’s estate
pays on any portion of the tax imposed by section 2001 on
such estate for which the time of payment is extended
under section 6166, or

“(B) interest on any estate, succession, legacy, or inheri-
tance tax imposed by a State on such estate during the
gtle&od of the extension of time for payment under section

then, upon a motion by the petitioner in such case in which such
time for payment of tax has been extended under section 6166, the
Tax Court may reopen the case solely to modify the Court’s decision
to reflect such estate’s entitlement to a deduction for such adminis-
tration expenses under section 2053 and may hold further trial
solely with respect to the claim for such deduction if, within the
discretion of the Tax Court, such a hearing is deemed necessary. An
order of the Tax Court disposing of a motion under this subsection
shall be reviewable in the same manner as a decision of the Tax
Co&ln" ’but only with respect to the matters determined in such
oraer.
(b) CONFORMING AMENDMENTS.—

(1) Section 6512(a) of the 1986 Code (relating to effect of
petition to Tax Court), as amended by this part, is further
amended by striking out “interest)’ and inserting in lieu
thereof “interest or section 7481(d) solely with respect to a
determination of estate tax by the Tax Court)”.

(2) Subsection (a) of section 7481 of the 1986 Code, as amended
by this part, is further amended by striking out “subsections (b)
aar;d (¢)” and inserting in lieu thereof “subsections (b), (c), and
( "

(c) ErFecTIVE DATE.—The amendments made by this section shall
be effective with respect to Tax Court cases for which the decision is
not final on the date of the enactment of this Act.

Subtitle K—Other Administrative Provisions

SEC. 6251. EXCHANGE OF INFORMATION.

Clause (i) of section 6103(b)}5)(B) of the 1986 Code (defining State)
is amended by striking out ““2,000,000” and inserting in lieu thereof
#250,000".

SEC. 6252. PROVISIONS RELATING TO PREVIOUSLY REQUIRED STUDIES.

(a) REPEAL OF REQUIREMENT FOR CERTAIN STUDIES.—
(1) PIK sTupYy.—Section 6 of the Payment-in-Kind Tax Treat-
ment Act of 1983 is hereby repealed.
(2) ACCOUNTING METHODS FOR INVENTORY.—Section 238 of the
Economic Recovery Tax Act of 1981 is hereby repealed.
(b) Cuanges IN Due DATEs ror CERTAIN ODIC STUDIES.—
(1) REPORTS ON POSSESSIONS CORPORATIONS.—Effective for
reports for calendar years after 1982, subsection (a) of section
441 of the Tax Reform Act of 1984 is amended by striking out
“‘shall,” and all that follows through “setting forth”” and insert-
ing in lieu thereof ‘“‘shall, during 1988 and each fourth calendar
year thereafter, submit a report to the Congress (using the most
recent information available) setting forth”.
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(2) REPORTS ON FSC PROVISIONS.—
(A) Subsection (a) of section 804 of the Tax Reform Act of
1984 is amended b iking out “shall,” and all that follows 26 USC 921 note.
through “setting forth” and inserting in lieu thereof “shall,
during 1990 and each fourth calendar year thereafter,
submit a report to the Congress (using the most recent
information available) setting forth”.
(B) The amendment made by subparagaph (A) shall take ggfective date.
effect as if included in the amendments made by section 26 USC 921 note.
804(a) of the Tax Reform Act of 1984.

SEC. 6253. REPEAL OF SECRETARIAL AUTHORITY TO PRESCRIBE CLASS
LIVES.

Eaflamph (1) of section 168(i) of the 1986 Code is amended to read
as follows:
“(1) Crass Lire.—Except as provided in this section, the term
‘class life’ means the class life (if any) which would be applicable
with respect to any roper? as of January 1, 1986, under
subsection (m) of sect.zon 167 (determined without regard to
paragraph (4) and as if the taxpayer had made an election under
such subsection). The Secretary, through an office established in
the Treasury, shall monitor and analyze actual experience with
respect to all depreciable assets.”

SEC. 6254. AMENDMENTS RELATED TO CRUDE OIL WINDFALL PROFIT 26 USC 4997
TAX ACT OF 1980. note.

The reporting requirements of section 4997 of former chapter 45 of
subtitle D of the Internal Revenue Code of 1986, and the related
regulations thereunder, are repealed: Provided, That this repeal is
effective only for crude oil removed after December 31, 1987, for
which no tax is due or withheld under former chapter 45 ‘of subtitle
D of the Internal Revenue Code of 1986.

Subtitle L—Provisions Relating to
Corporations and Personal Holding Companies

SEC. 6276. AUTHORITY TO PAY REFUNDS TO CERTAIN FIDUCIARIES OF
INSOLVENT MEMBERS OF AFFILIATED GROUPS.

Section 6402 of the 1986 Code (relating to authority to make
credits or refunds) is amended by adding at the end thereof the
following new subsection:

“(i) REFUNDS T0 CERTAIN FIDUCIARIES OF INSOLVENT MEMBERS OF
AFFILIATED Groups.—Notwithstanding any other provision of law,
in the case of an insolvent corporation which is a member of an
affiliated group of corporatlonsr%img a consolidated return for any
taxable year and which is subject to a statutory or court-appointed
fiduciary, the Secretary may by regulation provide that any refund
for such taxable year may be paid on behalf of such insolvent
corporation to such fiduciary to the extent that the Secretary deter-
mines that the refund is attributable to losses or credits of such
insolvent corporation.”

SEC. 6277. APPLICATION OF NET OPERATING LOSS LIMITATIONS TO
BANKRUPTCY REORGANIZATIONS.

(a) TmMe rFor DETERMINING WHETHER OWNERSHIP CHANGE
Occurs.—Section 621(f)5) of the Tax Reform Act of 1986 is amended 26 USC 382 note.



102 STAT. 3754 PUBLIC LAW 100-647—NOV. 10, 1988

26 USC 382
note.

26 USC 382
note.

26 USC 7503

note.

26 USC 543 note.

26 USC 543 note.

by adding at the end thereof the following new sentence: “The
determination as to whether an ownership change has occurred
during the period beginning January 1, 1987, and ending on the
final settlement of any reorganization or proceeding described in the
preceding sentence shall be redetermined as of the time of such final
settlement.”

(b) ELEcTioN To HAvE NEw RULES AppLy.—Section 621(fX5) of the
Tax Reform Act of 1986 is amended by striking out “In” and
inserting in lieu thereof “Unless the taxpayer elects not to have the
provisions of this paragraph apply, in”.

(c) EFFecTivE DATE.—The amendments made by this section shall
ta;léeé effect as if included in section 621(f)(5) of the Tax Reform Act of
1986.

SEC. 6278. APPLICATION OF SECTION 7503 OF 1986 CODE FOR PURPOSES
OF SECTION 10222(b) OF REVENUE ACT OF 1987.

Section 7503 of the 1986 Code shall apply for purposes of deter-
mining whether any disposition meets the requirements of section
10222(bX2XB) of the Revenue Act of 1987. If any disposition meets
the requirements of such section by reason of the preceding sen-
tence, for all purposes of the 1986 Code, such disposition shall be
deemed to have occurred on December 31, 1988.

SEC. 6279. INTEREST EARNED BY BROKERS OR DEALERS NOT TAKEN
INTO ACCOUNT AS PERSONAL HOLDING COMPANY INCOME.

(a) In GENEML.—Paragraph (1) of section 543(a) of the 1986 Code
is amended by striking out “and” at the end of subparagraph (B), by
striking out the period at the end of subparagraph (C) and inserting
in lieu thereof “, and” and by adding at the end thereof the
following new subparagraph:

‘(D) interest received by a broker or dealer (within the mean-
ing of section 3(a) (4) or (5) of the Securities and Exchange Act of
1934) in connection with—

‘(i) any securities or money market instruments held as
property described in section 1221(1),

“(ii) margin accounts, or

“(iii) any financing for a customer secured by securities or
money market instruments.”

(b) ErFEcTIVE DATE.—The amendments made by this section shall
apply to interest received after the date of the enactment of this Act,
in taxable years ending after such date.

SEC. 6280. TREATMENT OF CERTAIN BANK HOLDING COMPANIES.

(a) GENERAL RULE.—For purposes of subtitle A of the 1986 Code,
the term “personal holding company income’ shall not include any
dividend received by a qualified bank holding company from a
%ggaement owned bank during any taxable year ending in 1989 or

(b) $3,000,000 LimrraTioNn.—The aggregate amount excluded from
the personal holding company income of any qualified bank holding
company under subsection (a) for the taxable year shall not exceed
$3,000,000.

(c) Quaririep BAnk Horpine Company.—For pur of this
section, the term “qualified bank holding company”’ means any
bank holding company (as defined in section 2(a) of the Bank
Holding Company Act of 1956) if 80 percent or more (by value) of the
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assets of such company at all times during the taxable year consist
of stock in 1 or more 25-percent owned bani:a.

(d) 25-PerceNT OWNED BANK.—For purposes of this section, the
term “25-percent owned bank” means any bank (as defined in
section 581 of the 1986 Code) if at least 25 percent of the stock of
such bank (by vote and value) is owned by the bank holding com-
pany.

SEC. 6281. AUTHORITY TO WAIVE APPRAISAL REQUIREMENT FOR CER-
TAIN CHARITABLE CONTRIBUTIONS OF PROPERTY.

Notwithstanding paragraph (2) of section 155(a) of the Tax Reform
Act of 1984, the Secretary of the Treasury or his delegate may in the
regulations prescribed pursuant to such section waive the require-
ment of a qualified appraisal in the case of a qualified contribution
(within the meaning of section 170(eX3XA) of the 1986 Code) of
ptz:% {ft'% described in section 1221(1) with a claimed value in excess
of $5,000.

SEC. 6282. DISTRIBUTIONS BY COOPERATIVE HOUSING CORPORATIONS.

(a) In GENERAL.—Section 216 of the 1986 Code is amended by
adding at the end thereof the following new subsection:

“(e) DisTrIBUTIONS BY COOPERATIVE HOUSING ASSOCIATIONS.—
Except as provided in regulations, no gain or loss shall be recognized
on the distribution by a cooperative housing association of a dwelling
unit to a stockholder in such corporation if such distribution is
in exchange for the stockholder’s stock in such corporation and such
exchange qualifies for nonrecognition of gain under section 1034(f).”

(b) EFFEcTIVE DATE.—The amendment made by this section shall
take effect as if included in the amendments made by section 631 of
the Tax Reform Act of 1986.

Subtitle M—Miscellaneous Provisions

SEC. 6301. REPEAL OF LIMIT ON LONG-TERM BONDS.

The last sentence of section 3102(a) of title 31, United States Code,
is hereby repealed.

SEC. 6302. ONE-YEAR EXTENSION OF CREDIT FOR PRODUCING FUEL
FROM A NONCONVENTIONAL SOURCE.

Clauses (i) and (ii) of section 29(f)(1)(A) of the 1986 Code (relating to
application of section) are each amended by striking out “January 1,
1990” and inserting in lieu thereof “January 1, 1991”.

SEC. 6303. CERTAIN DISCHARGE OF DEBT INCOME NOT INCLUDED IN
ADJUSTED BOOK INCOME.

(a) GENERAL RuLE.—Paragraph (2) of section 56(f) of the 1986 Code
(defining adjusted net book income) is amended by redesignating
subparagraph (I) as subparagraph (J) and by inserting after subpara-
graph (H) the following new subparagraph:

‘) EXCLUSION OF CERTAIN INCOME FROM TRANSFER OF

STOCK FOR DEBT.—In determining adjusted net book income,

there shall not be taken into account any income resulting

from the transfer of stock by the corporation issuing such

stock to a creditor in satisfaction of its indebtedness. The
preceding sentence shall apply only in the case of a debtor

in a title 11 case (as defined in section 108(d)X2)) or to the

26 USC 170 note.

26 USC 216 note.
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26 USC 56 note.

26 USC 53 note.

26 USC 3121
note.

State and local
governments.

%ts(e:lniz}:l’l’e debtor is insolvent (as defined in section
(b) Errecrive Date—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1986.

SEC. 6304. NONCONVENTIONAL FUELS CREDIT.

(a) In GeNERAL.—Section 53(dX1XB) of the 1986 Code (relating to
credit not allowed for exclusion preferences) is amended by adding
at the end thereof the following new clause:

“(iii) SreciIAL RULE.—The adjusted net minimum tax
for the taxable year shall be increased by the amount
of the credit not allowed under section 29 (relating to
credit for producing fuel from a nonconventional
source) solely by reason of the application of section
29(bX5XB).”

(b) ErFecTivE DATE.—The amendment made by this section shall
take effect as if included in the amendments made by section 701 of
the Tax Reform Act of 1986.

SEC. 6305. TREATMENT OF CERTAIN FAMILY SERVICES PROVIDERS.

(a) IN GENERAL.—A State may treat a person who renders depend-
ent care or similar services as other than an employee employment
tax purposes for the applicable period if all of the following condi-
bonsodJm satisfied with respect to such person for such applicable
peri

(i) The person does not provide any dependent care or similar
services in any facility owned or operated by the State.

(ii) The person is compensated by the State for such services,
directly or indirectly, out of funds provided pursuant to chapter
T of title 42 of the United States Code, or the provisions and
amendments made by the Family Security Act of 1988.

(iii) The State does not treat the person, with respect to the
provision of dependent care or similar services, as an employee
for employment tax purposes.

(iv) The State files all Federal income tax returns (including
information returns) required to be filed with respect to such
person on a basis consistent with the State’s treatment of such
person as other than an employee beginning on the date of the
enactment of this section.

(v) No more than ten percent of the State’s employees are
provided with insurance under title II of the Social Security Act
pursuant to voluntary agreements with the Secretary of Health
and Human Services under section 218 of such title.

(b) Srate—For purposes of this section, the term “State” shall
mean the government of the United States, District of Columbia,
any State or political subdivision thereof and any agency or
instrumentality of any of the foregoing.

(c) EmprrLoYyMENT Tax.—For purposes of this section, the term
“employment tax” means any tax imposed by subtitle C of the
Internal Revenue Code of 1986.

(d) APPLICABLE Pmuon —For purposes of this section, the term

“applicable period” means the period beginning on January 1, 1984
and ending on December 31, 1990.

(e) REporT.—The Secretary of the Treasury shall report to the
Senate Committee on Finance and the House Committee on Ways
and Means on the text status of day care providers compenstated
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pursuant to the program described in this section no later than
December 31, 1989.

TITLE VII—RAILROAD UNEMPLOYMENT it o

AND RETIREMENT PROGRAMS Kgrcs g
Improvement
SEC. 7001. SHORT TITLE. éAé:tUc&lg%%.mm-

This title may be cited as the “Railroad Unemployment Insurance
and Retirement Improvement Act of 1988,

SEC. 7002. REFERENCES TO RAILROAD UNEMPLOYMENT INSURANCE ACT.

Except as otherwise expressly provided, whenever in this title an
amendment or repeal is expressed in terms of an amendment to, or
repeal of, a section or provision, the reference shall be considered to
be made to a section or other provision of the Railroad Unemploy-
ment Insurance Act.

Subtitle A—Financing Provisions

SEC. 7101. AMENDMENTS RELATING TO DEFINITION OF “COMPENSA-
TION".

(a) In GENERAL.—Section 1(i) is amended— 45 USC 351.

(1) by inserting “(1) IN GENERAL —" after “()";

(2) by striking out ““: Provided, however, That in comput-
ing” and all that follows through “1983, shall be recognized.”
and inserting in lieu thereof “, except that in computing the
compensation paid to any employee, no part of any month’s
compensation in excess of the monthly compensation base (as
degned in subdivision (2)) for any month shall be recognized.”;
an

(3) by adding at the end thereof the following new subdivision:

“(2) MonTHLY COMPENSATION BASE.—

“(A) In GENERAL—For purposes of subdivision (1), the term
‘monthly compensation base’ means the amount—

(i) of $400 for calendar months before January 1, 1984,

“(i1) of $600 for calendar months after December 31, 1983
and before January 1, 1989; and

“(iii) computed under subparagraph (B) for months after
December 31, 1988.

“(B) COMPUTATION.—

“(i) IN GENERAL.—The amount of the monthly compensa-
tion base for each calendar year beginning after December
31, 1988, is the greater of—

““(I) $600; or
‘“II) the amount, as rounded under clause (iii) if
applicable, computed under the formula:
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45 USC 351.

45 USC 3852.

45 USC 354.

45 USC 362.

A—37,800
3.

B=am(1+
56,700

“(il) MEANING OF SYMBOLS.—For the purposes of the for-
mula in clause (i)—

“D ‘B’ is the dollar amount of the monthly com-
pensation base; and

‘“(I) ‘A’ is the amount of the applicable base with
respect to tier 1 taxes, for the calendar year for which
the monthly compensation base is being computed, as
determined under section 3231(eX2) of the Internal
Revenue Code of 1986.

“(iil) RoUNDING RULE.—If the monthly compensation base
computed under this formula is not a multiple of $5, it shall
be rounded to the nearest multiple of $5, with such round-
ing being upward in the event the amount computed is

equidistant between two multiples of $5.”.

(b) CoNFORMING AMENDMENT WITH Igmrm T0 SUBSIDIARY REMU-
NERATION RuLe.—Section 1(k) is amended by striking out “$1,500”
and inserting in lieu thereof “an amount that is equal to 2.5 times
the monthly compensation base for months in such base year as
computed under section 1(i) of this Act”.

(c) ConrormMiNG AMENDMENT WITH RESPECT TO LIMITATION ON
TagiING Account oF MonNeEy REMUNERATION.—Section 2(c) is
amended by striking out “not in excess of $775 in any month shall
be taken into account:” and inserting in lieu thereof “shall be taken
into account that is not in excess of $775 in any month before 1989
and, in any month in a base year after 1988, is not in excess of an
amount that bears the same ratio to $775 as the monthly compensa-
tion base for that year as computed under section 1(i) of this Act
bears to $600:”.

(d) ConrorminG AMENDMENTS WiTH REsPecT TO REQUIRED CoMm-
PENSATION AMOUNT.—Section 4(a-2)i)A) is amended by striking out
the semicolon at the end and inserting in lieu thereof “and before
1989 or, if any part of such compensation is paid in a calendar year
after 1988, not less than an amount that is equal to 2.5 times the
monthly compensation base for months in such calendar year, as
computed under section 1(i) of this Act;”.

(e) Dury oF Boarp To Make CeErTAIN COMPUTATIONS.—Section 12
is amended by adding at the end the following new subsection:

“(r) DuTY oF BoAarD To MAkE CERTAIN COMPUTATIONS.—

“(1) CoMPENSATION BASE.—On or before December 1, 1988, and
on or before December 1 of each year thereafter, the Board shall
compute—

“(A) in accordance with section 1(i), the monthly com-
pensation base which shall be applicable with respect to
months in the next succeeding calendar year; and

“(B) the amounts described in section 1(k), section 2(c),
section 3, and section 4(a-2)Xi)A) that are related to changes
in the monthly compensation base.

“2) MAXIMUM DAILY BENEFIT RATE.—On or before June 1,
1989, and on or before June 1 of each year thereafter, the Board
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shall compute in accordance with section 2(a)3) the maximum

daily benefit rate which shall be applicable with respect to days

of unemployment and d:iys of sickness in registration periods
inning after June 30 of that year.

(3) NOTICE IN FEDERAL REGISTER AND TO EMPLOYERS.—Not
later than 10 days after each computation made under this
subsection, the Board shall publish notice in the Federal Reg-
ister and shall notify each employer and employee representa-
tive of the amount so computed.”.

(f) EFrFecTivE DATE.—The amendments made by this section shall 45 USC 351 note.
take effect upon the date of the enactment of this Act.

SEC. 7102, CONTRIBUTION ADJUSTMENTS.

(a) EMPLOYER CONTRIBUTIONS AND EXPERIENCE RATING.—Section 8 45 USC 358
is amended by striking out “(a) Every employer” and all that follows
through the end of subsection (a) and inserting in lieu thereof the
following:

“(a) EMPLOYER CONTRIBUTION.—

“(1) IN GENERAL.—
“(A) GENERAL RULE.—

“(i) CONTRIBUTION RATE GENERALLY.—Every employer
shall pay a contribution, with respect to having
employees in his service, equal to the percentage deter-
mined under aubparagrafph (B), (C), or (D), whichever is
applicable, of so much of the compensation paid in any

endar month by such employer to any employee as is
not in excess of the monthly compensation base for that
month as computed under section 1(i).

“(ii)) MULTIPLE EMPLOYER LIMITATION.— If compensa-
tion is paid to an employee by more than one employer
in any calendar month—

“(I) the contributions required by this subsection
shall not apply to any amount of the aggregate
compensation paid to such employee by all such
employers in such calendar month wzich is in
excess of such monthly compensation base; and

“(Il) each employer (other than a subordinate
unit of a national-railway-labor-organization
employer) shall be liable for that portion of the
contribution with respect to such compensation
paid by all such employers which the compensation
paid by him to such employee bears to the total
compensation paid in such month by all such em-
ployers to such employee.

In the event that the compensation paid by such
employers to the employee in such month is less than
such monthly compensation base, each subordinate
unit of a national-railway-labor-organization employer
shall be liable for such portion of any additional con-
tribution as the compensation paid by such employer to
such employee in such month bears to the total com-
pensation paid by all such employers to such employee
in such month.
*(B) TRANSITIONAL RULE.—

“(i) 1sT, 2D, AND 3D CALENDAR YEARS.—Except as pro-

vided in clause (vi), with respect to compensation paid
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in calendar years 1988, 1989, and 1990, the contribution
rate shall be 8 percent.

“(ii) 4TH CALENDAR YEAR.—With respect to compensa-
tion paid in calendar year 1991, the contribution rate
shall be the smaller of—

“(D the maximum contribution limit computed
under paragraph (20); or

“(II) the percentage computed pursuant to the
following formula:

2A+B
3

R=

“(iii) 5TH CALENDAR YEAR.—With respect to com-
pensation paid in calendar year 1992, the contribution
rate shall be the smaller of—

“(I) the maximum contribution limit computed
under paragraph (20); or

“(I) the percentage computed pursuant to the
following formula:

A+2C
3

“(iv) MEANING OF symBoLs.—For purposes of the for-
mulas in clauses (ii) and (iii)— o

‘I ‘R’ is the applicable contribution rate
expressed as a percentage for months in the
calendar year;

“aI ‘A’ is the contribution rate determined
under clause (i);

“(IID) ‘B’ is the percentage rate for the employer,
as determined under subparagraph (C), for cal-
endar year 1991; and

“(IV) ‘C’ is the percentage rate for the employer,
as determined under subparagraph (C), for cal-
endar year 1992.

“(v) SPECIAL RULE FOR CERTAIN COMPUTATIONS.—For
purposes of computing B and C in such formulas—

“I) the percentage rate computed under
subparagraph (C), if more than the maximum con-
tribution limit computed under paragraph (20)
shall not be reduced to that limit; and

“(II) any computations which under subpara-
graph (C) are to be made on the basis of a 4-quarter
ollia?l Lze-quadrter pfﬁlog epdi?g on %d given June 30
8 made on the basis of a period beginning on
January 1, 1990, and ending on that June 30, and
the amount so computed shall be increased to an
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amount that bears the same ratio to the amount so
computed as 4 or 12, as appropriate, bears to the
number of calendar quarters in the period on
which the computation was based.

“(vi) SPECIAL TRANSITION RULE FOR PUBLIC COMMUTER
RAILROADS.—With respect to each of calendar years
1989 and 1990, the contribution of an emﬂloyer which
on the date of the enactment of the Railroad
Unemployment Insurance and Retirement Improve-
ment Act of 1988 is a publicly funded and publicl
operated carrier providing rail commuter service s
be equal to the amount of benefits attributable to such
carrier, plus an amount equal to 0.65 percent of the
total compensation paid by that employer in that year
on which that employer’s contribution would be based
under clause (i) it such employer’s contribution were
determined under that clause.

“(C) EXPERIENCE-RATED CONTRIBUTIONS.—With respect to
compensation paid in a calendar year that begins after
December 31, 1992, the contribution rate for each employer
shall be determined as follows: )

“(i) Step 1.—Compute the employer’s benefit ratio as
of the preceding June 30 to 4 decimal points in accord-
ance with paragraph (2).

““(ii) SteEP 2.—Subtract the employer’s reserve ratio as
of the preceding June 30 as computed to 4 decimal
points in accordance with paragraph (4).

“(iii) SteP 3.—Subtract the pooled credit ratio for the
calendar year, if any, as computed to 4 decimal points
in accordance with parﬂfraph (12).

“(iv) Step 4.—Multiply by 100 the total arrived at
under the steps set forth in clauses (i) through (iii) so as
to obtain a percentage rate, which shall be rounded to
the nearest 100th of 1 percent. If the total arrived at
under such steps is 0 or less than 0, the percentage rate
as so compu 0.

“(v) SteP 5.—Add 0.65 to the percentage rate arrived
at under clause (iv), representing the portion of the
employer’s contribution which is to be deposited to the
cregit of the fund under subsection (i).

“(vi) Strep 6.—Add the surcharge rate for the cal-
endar year, if any, as computed under paragraph (14).

“(vii) Step 7.—Add the pooled charge ratio for the
calendar year, if any, as computed to 4 decimal points
under paragraph (13) and multiplied by 100.

“(viil) STEP 8.—Reduce the precentage rate computed
in accordance with the preceding steps to the maxi-
mum contribution limit computed under paragraph
(20), if such rate is higher than such limit. The rate
computed in accordance with the preceding steps, after
ang; reduction under this clause, is the contribution
rate.

“(D) NEW-EMPLOYER CONTRIBUTION RATES.—Notwithstand-
ing subparagraphs (B) and (C), the contribution -ate ap-
plicable to a new employer who does not become subject to
thigoﬁct until after mber 31, 1989, shall be determined
as follows:
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“(i) 1sT cALENDAR YEAR.—With respect to compensa-
tion paid in calendar months before the end of the first
full calendar year in which the employer is subject to
this Act, the contribution rate shall be the average
contribution rate paid by all employers during the 3
calendar years preceding the calendar year before the
calendar year in which the compensation is paid. The
average contribution rate shall be determined—

““I) by dividing the aggregate contributions paid
by all employers under this subsection in those 3
calendar years by the aggregate compensation with
respect to which such contributions were paid; and

“(II) by multiplying the resulting ratio as com-
puted to 4 decimal points by 100.

“(ii) 2p CALENDAR YEAR.—With respect to compensa-
tion paid in calendar months in the next calendar year,
the contribution rate shall be the smaller of—

“(I) the maximum contribution limit computed
under paragraph (20); or

“(II) the percentage rate computed pursuant to
the following formula:

R=( 2(A2::+B )

“(iii) 30 CALENDAR YEAR.—With respect to compensa-
tion paid in calendar months in the third full calendar
year in which the employer is subject to the coverage of
this Act, the contribution rate shall be the smaller of—

“(I) the maximum contribution limit computed
under paragraph (20); or

“(II) the percentage rate computed pursuant to
the following formula:

A3+2C
3

R=

““(iv) SUBSEQUENT CALENDAR YEARS.—With respect to
all calendar months in calendar years subsequent to
that calendar year, the contribution rate shall be deter-
mined under subparagraph (C).

“(v) MEANING OF syMBoLS.—For purposes of the for-
mulas in clauses (ii) and (iii)—

“I ‘R’ is the applicable contribution rate
expressed as a percentage for months in the
calendar year;
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‘““II) ‘A1’ is the contribution rate determined
under clause (i) for such employer’s first full cal-
endar year;

5 ‘A2’ is the contribution rate which would
have been determined under clause (i) if the
employer’s second calendar year had been its first
full calendar year;

“IV) ‘A3’ 1s the contribution rate which would
have been determined under clause (i) if the
employer’s third calendar year had been such
employer’s first full calendar year;

“(V) ‘B’ is the contribution rate for the employer
as determined under subparagraph (C) for the
empl r's second full calendar year; and

: ‘C’ is the contribution rate for the employer
as determined under subparagraph (C) for the
employer’s third full calendar year.

“(vi) RULE FOR CERTAIN COMPUTATIONS.—For
purposes of computing B and C in such formulas—

“(I) the percentage rate computed under
subparagraph (C), shall not be reduced under
clause (viii) of that suhparagraph; and

‘) any computations which under subpara-
graph (C) are to be made on the basis of a 4-quarter
or 12-quarter period ending on a given June 30
shall be made on the basis of a period commencing
with the first day of the first calendar quarter that
begins after the date on which the employer first
commenced paying compensation subject to this
Act and ending on that June 30, and the amount so
computed be increased to an amount that
bears the same ratio to the amount so computed as
4 or 12, as appropriate, bears to the number of
calendar quarters in the period on which the com-
putation was based.

“(2) BENEFIT RATIO.—An employer’s benefit ratio as of any
Sstnd h the ot AL e L O ey 12
c employer er paragrap uring the
calendar quarters ending on aucgafluna 30 by the employer’s
3-year oot}:lu()%nsation base as of such June 30 as computed under
par ph (3).

‘3) 3-YEAR COMPENSATION BASE.—An employer’s 3-year com-
pensation base as of any given June 30 is the aggregate com-
pensation with res; to which contributions were paid by the
employer under this subsection in the 12 calendar quarters
ending on such June 30.

“(4) RESERVE RATIO.—An employer’s reserve ratio as of an
given June 30 shall be computed by dividing the employer’s
reserve balance as of such June 30, as computed under para-
gragh (6), by that employer’s 1-year compensation base as of
such June 30, as computed under paragraph (5). The employer’s
reserve ratio may be either a positive or a negative figure,
depending upon whether the employer’s reserve balance is a

itive or negative

“(5) 1-YEAR COMPENSATION BASE.—An employer’s 1-year com-
pensation base as of any given June 30 is the aggregate com-
pensation with respect to which contributions were paid by the
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employer under this subsection in the 4 calendar quarters
ending on such June 30.

“(6) RESERVE BALANCE.—An employer’s reserve balance as of
any given June 30 shall be determined by subtracting the
employer’'s cumulative benefit balance as of such June 30,
computed under paragraph (7), from the employer’s net cumu-
lative contribution balance as of such June 30, computed under

aph (8). An employer’s reserve balance may be either
positive or negative, depending upon whether or not that
employer’s net cumulative contribution balance exceeds the
employer’s cumulative benefit balance.

“(7) CUMULATIVE BENEFIT BALANCE.—An employer’s cumu-
lative benefit balance as of any given June 30 shall be deter-
mined by adding—

“(A) the net amount of the benefits charged to the
n,m(i:loyer under paragraph (15) on or after January 1, 1990;
an

‘“B) the cumulative amount of the employer’s
unallocated charges for the same period, if any, as com-
puted under paragraph (9).

“(8) NET CUMULATIVE CONTRIBUTION BALANCE.—An employer’s
net cumulative contribution balance as of any given June 30
shall be determined as follows:

‘(A) SteP 1.—Compute the sum of
‘(i) all contributions paid by the employer pursuant
to this subsection;
“(i1) that portion of the tax im under section

3321(a) of the Internal Revenue e of 1986 that is
attributable to the surtax rate under section 516(b) of
the Railroad Unemployment Insurance and Retirement
Improvement Act of 1988; and
“(iii) any taxes paid by the employer pursuant to
section 3321(a) of the Internal Revenue Code of 1986
(after the outstanding balance of loans made under
section 10(d) before October 1, 1985, plus interest, have
been paid);
on or after Jan 1, 1990.

“(B) Step 2.—Subtract an amount equal to the amount of
such contributions deposited to the credit of the fund under
subsection (i).

“(C) Step 3.—Add an amount equal to the aggregate
amount by which such contributions were reduced in prior
calendar years as a result of pooled credits, if any, under

Pﬁmph (IXCXiid).
“(9) UNALLOCATED CHARGE.—An employer’s unallocated
charge as of any given June 30 is the amount that as of such
June 30 bears the same ratio to the system unallocated ¢
balance, computed under paragggh (10), as the employer’s
l-year compensation base, computed under paragraph (5), bears
gsnthe system compensation base computed under paragraph
“(10) SYSTEM UNALLOCATED CHARGE BALANCE.—The system
unallocatedchm]-febalanceasofanygivenJune%shnllbe
determined as follows:
“(A) Step 1.—Compute the afgregabe amount of all
interest paid by the account on loans from the Railroad
Retirement Account after September 30, 1985, pursuant to
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Jseci;it.mmlﬂ(i:l). during the 4 calendar quarters ending on that
une 30.

“(B) SteP 2.—Add the ate amount of any additions
to the system unallocated balance specified in para-
graphs (15) and (16}, during that period.

Add the te amount of any other
ex{:and.ltl.lm:nz t.ha account during that period not charge-
ividual employer under paragraph (15) or to

the ﬁmd under section 11.

‘D) Srep 4.—Subtract the aggregate amount of all

i%(m)la.;ﬂ u:l the munt, under section 10(aXiv) or section
a 0 & uring period.
‘“(E) SteP 5.—Subtract the aggregate amount of all trans-
femotg' the acwunt, pursuant to section 11(d), during that

o o resditis of the BOAAl’ Suting fhat pecicd.
income recei account, during
which are not aé:tgsned to individual employer baf::cgg’

““G) Step 7.—Subtract the net cumulative contribution
balance of each emp whose balance has been cancelled
pursuant to paragraph (16), during that period, calculated
as of the date of such cancellation.

“(11) SysTEM COMPENSATION BASE.—The system compensation
base as of any given June 30 shall be determined by
together the amounts of the 1-year compensation bases of
employers and employee representatives subject to this Act,

fu with paragraph (5), as of such June 30.

“12) Poo:.m crEDIT RATIO.—The pooled credit ratio, if any,
for a calendar year shall be determined as follows:

“(A) Step 1.—Compute the balance to the credit of the
account as of the close of business on the preceding June 30,
including any amounts in the account attributable to loans
made under section 10(d) before October 1, 1985, but dis-

ing the obligation to repay such loans and interest

thereon. In determining such ba]fmce as of June 30 of any
year, so much of the balance to the credit of the railroad
unemployment insurance administration fund as of the
close of business on such date as is in excess of $6,000,000
shallbedeemedtobepartofthebalancebnthe credit of
such account. There will be a pooled credit ratio for the
calendaro(i)earonlylf tbalanoeisinexcessofthegmater
of $250,000,000 or of the amount that bears the same ratio
to$250000000asthesystemoompemtionbaseasofﬁmt
June 30 bears to the system compensation base as of
Juneh3(0f1}1991, as computed in accordance with para-
grap !

“(B) Step 2.—If there is such an excess amount, divide
that excess amount by the system compensation base as of
the June 30 preceding the calendar year. The result is the
foolsd credit ratio for the calendar year.

“(13) PooLED CHARGE RATIO.—The pooled charge ratio, if any,
for a calendar year shall be determined as follows:

“(A) StEP 1.—With res to each employer whose con-
tribution rate for that ndar year as computed through
step 6 under paragraph (1XC) was greater tga.n the maxi-
mum contribution limit computed under paragraph (20),
multiply the employer’s 1-year compensation base as of the
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preceding June 30, as computed in accordance with para-
graph (5), by the difference between—

“(i) the percentage rate determined under subpara-
graph (B), (C), or (D) of paragraph (1) before the reduc-
tion to the maximum contribution limit; and

“(ii) the maximum contribution limit.

“(B) Step 2.—Add the amounts arrived at under step 1 so
as to obtain an aggregate amount for all such employers.

‘C) Ster 3.—For each employer whose contribution rate
as computed through step 3 under paragraph (1XC) was less
than 0, the percentage rate by which such employer’s rate
was raised in order to bring that rate to 0 shall be multi-
plied by that employer’s 1-year compensation base as of the
preceding June 30. Subtract the total of the amounts com-
puted under the preceding sentence for all employers from
the amount arrived at in step 2.

“(D) Ster 4.—Divide the aggregate amount arrived at
under step 3 by the system compensation base as of the
preceding June 30 as computed under paragraph (11) minus
the one-year compensation base of those employers whose
rates computed through step 6 of paragraph (1)(C) exceeded
the maximum contribution rate computed under paragraph
(20). The result is the pooled charge ratio for the calendar
year.

“(14) SurcHARGE RATE.—The surcharge rate for a calendar

year, if any, shall be determined as follows:

‘“A) Step 1.—Compute the balance to the credit of the
account as of the close of business on the preceding June 30,
including any amounts in the account attributable to loans
made under section 10(d) before October 1, 1985, but dis-
regarding the obligation to repay such loans and interest
thereon. In determining such balance as of June 30 of any
year, so much of the balance to the credit of the railroad
unemployment insurance administration fund as of the
close of business on such date as is in excess of $6,000,000
shall be deemed to be part of the balance to the credit of
such account. There will be a surcharge rate for the cal-
endar year only if that balance is less than the greater of
$100,000,000 or of the amount that bears the same ratio to
$100,000,000 as the system compensation base as of that
June 30 bears to the system compensation base as of
June 30, 1991, as computed in accordance with para-
graph (11).

“(B) Step 2.—(i) If the balance to the credit of the account
is less than the greater of the amounts referred to in the
2nd sentence of step 1 but is equal to or more than the
greater of $50,000,000 or of the amount that bears the same
ratio to $50,000,000 as the system compensation base as of
that June 30 bears to the system compensation base as of
June 30, 1991, then the surcharge rate for the calendar year
shall be 1.5 percent.

“(ii) If the balance to the credit of the account is less than
the greater of the amounts referred to in the clause (i), but
greater than or equal to zero, then the surcharge rate for
the calendar year shall be 2.5 percent.
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“(iii) If the balance to the credit of the account is less

téhsan zero, the surcharge rate for the calendar year shall be
“(15) um.n BENEFITS.—

“(A) IN GENERAL. —Beg'mnmg January 1, 1990, all bene-
fits paid to an employee for days of uneml)loyment or days
of slckness shall Ee charged to that employee’s base year
employer by adding amounts equal to the amounts of such
benefits to the employer’s cumulative benefit balance
except that benefits paid by reason of strikes or work
stop growing out of labor disputes shall not be added
to the employer’s cumulative benefit balance but instead
shall be added to the system unallocated balance.

“(B) ApJUSTMENTS.—A sum equal to amount
realized in recovery for overpayment, erroneous payment,
or reimbursement of benefits and credited to the account
g-orsuant to section 10(a)v) or 10(a)(viii) shall be subtracted

m the cumulative benefit balances of the employers of
the employees to whom such an amount was paid as a
benefit in the proportion to the amount by which each such
employer’s cumulative benefit balance was increased as a
result of the payment of the benefit.

‘(C) MULTIPLE EMPLOYERS,

“) In GENEML.—AH benefits paid to an employee
who had more than 1 base-year employer shall be
chm'g'edtothe cumulative efit balances of the
employee’s base year employers—

“(I) in reverse chronological order of the employ-
ee’s employment with each such emplo t_yer in the
base year if the employer at the time of the claim
was the last base year employer, and the amount

charged to each employer not exceed the
tion paid by that employer to the
Eoyee m the base year; an

all other cases, in the same ratio as the

nsatmn paid to such em ﬁloyee by the
emp yer bears to the total of such compensation
id to such employees by all such employers in the

ase year.
“(ii) SPECIAL RULE FOR EMPLOYER WITH CANCELLED
BALANCES.—All benefits chargeable under this subpara-
graph to an employer for which the Board has can-
celled balances under agra h(lﬁ)shallbaaddedbo
the system unalloca
“(16) DEFUNCT EMPLOYER. —Whenever the Board determines,
pursuant to such regulations as the Board may prescribe, that
an employer has permanently ceased to pay compensation with
respect to which contributions are payable pursuant to this
subsection, the Board shall, effective on the date of the Board’s
determination, transfer the employer’s net cumulative contribu-
tion balance as a subtraction from, and cumulative benefit
balance as an addition to, themtem unallocated charge bal-
ance and cancel all other accumulations of the employer.
“(17) INDIVIDUAL EMPLOYER RECORD.—
“(A) IN GENERAL.—As of January 1, 1990, the Board shall
commence maintaining an individual employer record with
respect to each employer, and the reco necessary to
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determine pooled charges, pooled credits and unallocated
charge balances for the system. Whenever a new employer
begins paying compensation with respect to which contribu-
tions are payable pursuant to this subsection, the Board
shall establish xmd maintain an individual employer record
for such employe

“B) Dmmon.—-—As used in this paragraph, the term
‘individual employer record’ means a record of an individ-
ual employer’s benefit ratio, reserve ratio, 1-year compensa-
tion base, 3-year compensation base, unallocated charge,
reserve balance, net cumulative contribution balance, and
cumulative benefit balance.

“(18) JOINT EMPLOYER RECORDS.—Pursuant to regulations pre-
scribed by the Board, the Board may allow 2 or more employers,
upon application, to establish and maintain, or to discontinue, a
joint individual employer record for such emrloyers as though
such joint record constituted a single employer’s individual
employer record.

“(19) MERGERS, CONSOLIDATIONS, OR OTHER CHANGES IN
EMPLOYER IDENTITY.—

“(A) WrTH OTHER EMPLOYERS.—In the event of a merger,
consolidation, unification, or reorganization in which an
employer combines with another employer and the com-
bination entails no partitioning of the property of the
employer, the individual employer records of the 2 emf:loy-
ers shall be combined into a joint individual employer
record if the parties request such joint treatment pursuant
to parag‘mph (18) or if the Board otherwise determines,
pursuant to regulations rescrlbed by the Board, that such
Jjoint treatment is

‘“B) WrrH Nonmlm.mrms.—ln the event of a merger,
consolidation, unification, or reorganization in which an
employer combines with another entity that is not an
employer, the employer’s individual employer record shall
attach to the combined enti

“C) SALE OF ASSETS.— | the event property of an
employer is sold or transferred to another employer or other
entity, or is partitioned among 2 or more employers or
entities, the cumulative benefit balance, net cumulative
contribution balance, 1-year compensation base, and 3-year
compensation base of the employer shall be prorated among
the employers which receive the property, including any
entities which become employers by virtue of such transfer
or partition, in such equitable manner as the Board by
regulatmn shall prescribe.

‘(D) REmNCcORPORATION.—The cumulatwe benefit balance,
net cumulative contribution balance, 1-year compensation
base, and 3-year compensation base of an employer that
reincorporates or otherwise alters its corporate identity in a
transaction not involving a merger, consolidation, or unifi-
cation shall attach to the reincorporated or altered entity.

“(E) ABANDONMENT.—If an employer abandons property
or discontinues service but continues to operate as an
employer, the employer’s individual employer record shall
continue to be calculated as provided in this subsection
without retroactive adjustment.
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‘420) MAXIMUM CONTRIBUTION LIMIT.—The maximum con-
tribution limit with respect to a calendar year is 12 percent,
unless a 3.5 percent surcharge under paragraph (14) is in effect
with respect to that calendar year. If such a surcharge is in
effect the maximum contribution limit with respect to that
calendar year is 12.5 percent.

“/21) SPECIAL RULES FOR CERTAIN COMPUTATIONS UNDER PARA-
GRAPH (1) (c).—(A) Any computation that is to be made under
paragraph (1XC) on the basis of a 12-quarter period ending on a
given June 30 shall be made on the basis of a period—

on the later of—

“(I) January 1, 1990;

“(II) the first day of the first calendar quarter that
begins after the date on which the employer first began
to pay compensation subject to this Act; or

(III) July 1 of the tl:urd calendar year preceding that
June 30; and

“(i) ending on that June 30.

“(B) The amount computed under subparagraph (A) shall be
increased to an amount that bears the same ratio to the amount
so computed as 12 bears to the number of calendar quarters on
which the computation is based.”.

(b) EmMpLOYEE REPRESENTATIVE CONTRIBUTION.—Subsection (b) of
section 8 is amended to read as follows: 45 USC 358.

“(b) EmMPLOYEE REPRESENTATIVE CoNTRIBUTION.—Each employee
representative shall pay a contribution with respect to so much of
the compensation paid to him for services performed as an employee
representative as is not in excess of the monthly compensation base
computed in accordance with section 1(i), at a rate which shall be
determined under subsection (a) in the same manner and with the
same effect as if the employee organization by which such employee
iepreaentative is employed were an employer as defined in this

ct.”.

(c) ExTEnsiON oF REMEDIES.—Section 8(h) is amended by adding at
the end the following: “The remedies available under the first
sentence of this subsection for an employer or employee representa-
tive who contests the amount of contributions payable by him shall
also apply with res to a contention that contribution rate
determined by the under subsection (a) or (b) to be applicable
to such employer or employee representative is inaccurate or other-
wise improper.’

(d) BoARD PROCLAMATION OF BALANCE.—Section 8 is amended—

(1) by redesignating subsections (c¢) through (h) as subsections
(f) through (k), respectively; and

(2) by inserting after subsection (b) the following new
subsections:

*(c) BoARD PROCLAMATION OF BALANCE.—

“(1) In cENERAL.—Not later than October 15, 1990, and Octo-
ber 15 of each year thereafter the Board shall proclaim—

“(A) the balance to the credit of the account as of the
preceding June 30 for purposes of paragraphs (12) and (14)
of subsection (a);

“(B) the balance of any advances to the account under
section 10(d) after September 30, 1985, that has not been
repaid with interest as provided in such section as of
September 30 of that year;
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45 USC 358 note.

“(C) the system compensation base as of that June 30 as
computed in accordance with paragraph (11) of that
subsection;

‘D) the system unallocated charge balance as of that
June 30, as computed in accordance with paragraph (10) of
that subsection; and

‘(E) the pooled credit ratio, the pooled charge ratio, and
the surcharge rate, if any, as determined under paragraph
(12), (13), or (14) of that subsection and applicable in the
following calendar year.

‘(2) PUBLICATION OF NOTICE.—AS soon as is practicable after
such proclamation, the Board shall publish notice in the Fed-
eral Register of the amounts so determined and proclaimed.

“(d) NotiFicaTioNs BY Boarp.—(1) Not later than the last day of
any calendar quarter that begins after March 31, 1990, the Board
shall notify each employer and employee representative of its net
cumulative contribution balance and cumulative benefit balance as
of the end of the preceding calendar quarter, as computed in accord-
ance with paragraphs (7) and (8) of subsection (a) as of the last day of
such preceding calendar quarter rather than as of a given June 30 if
such last day is not a June 30.

“(2) Not later than October 15, 1990, and October 15 of each year
thereafter, the Board shall notify each employer and employee
representative of its benefit ratio, reserve ratio, 1-year compensation
base, 3-year compensation base, unallocated charge, and reserve
balance as of the preceding June 30 as computed in accordance with
paragraphs (2), (3), (4), (5), (6), and (9) of subsection (a), and of the
contribution rate applicable to the employer or employee represent-
ative in the following calendar year as computed under paragraphs
(1) (B), (O), or (D) of that subsection.

“(e) INFORMATION To VERIFY AccUrACY TO BE MADE AVAILABLE.—
Notwithstanding any other provision of law, upon request by an
employer or employee representative, the Boa.rci shall make avail-
able to such employer or employee representative any information
available to the Board which may be necessary to verify the
accuracy of a contribution rate determined by the Board to be
applicable to such employer or employee representative, or of any
component of that contribution rate including the aocura% of the
employer’s individual employer record, upon payment by such
employer or employee representative to the Board of the cost
incurred by the in making such information available. The
all:mfl:;ntg so paid to the Board shall be credited to and deposited in
the fund.”.

(e) EFFecTivE DATE.—The amendments made by this section shall
take effect upon the date of the enactment of this Act.

SEC. 7103. ADMINISTRATIVE EXPENSES.

(a) CHANGE IN PERCENTAGE To B DerosiTEp IN Funp.—Section
8(i), as so redesignated by section 512(d), is amended by striking out
0.5” and inserting in lieu thereof “0.65”.

(b) ConFORMING AMENDMENTS.—(1) Section 10(a) is amended by
striking out “0.5” and inserting in lieu thereof “0.65".

(2) Section 11(a) is amended by striking out “0.5” and inserting in
lieu thereof “0.65”.

(c) EFFeECTIVE DATE.—The amendments made by this section shall
apply with respect to compensation paid in months beginning after
September 30, 1988.
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SEC. 7104. NOTIFICATION TO EMPLOYER.

(a) In ConnectioN WirtH Crama.—Section 5(b) is amended by 45 USC 355.
adding at the end thereof the following: “When a claim for benefits
is filed with the Board, the Board shall provide notice of such claim
to the claimant’s base-year employer or employers and afford such
employer or employers an mapE)rtumt.y to submit information rel-
evant to the claim before ng an initial determination on the
claim. When the Board initi determines to pay benefits to a
claimant under this Act, the shall provide notice of such
determination to the claimant’s base-year employer or employers.”.
(b) In ConnecTiON WiTH ADMINISTRATIVE REVIEW.—Section 5(c) is

(1) by inserting “(1)” after “(¢)”;

(2) by inserting at the end of the first paragraph the following:
“In any such case the Board or the person or reviewing body so
established or assigned shall, by publication or otherwise, notify
allpartwsproperlymberestadofthelrnghttoparhclpatemthe
heanngandot‘thehmeandplaoeofthehearmg

(3) by inserting “(2)” at the beginning of the second

paragraph;

(4) by inserting after the second paragraph the following:

“(3) Any base-year employer of a claimant whose claim for bene-
fits has been granted in whole or in part, either in an initial
determination with respect thereto or in a determination after a
hearing pursuant to paragraph (1), and who contends that the
determination is erroneous for a reason or reasons other than a
reason that is reviewable under paragraph (4), may appeal to the
Board for review of such determination. Despite such an appeal, the
benefits awarded shall be paid to such claimant, subject to recovery
by the Board if and to the extent found on the appeal to have been
erroneously awarded. The Board shall take such action as is appro-
pnatetoreeuvertheamnuntofauchbeneﬁtsmcludmglffeamble

adjustment in ymentapursuanttotheﬁrsttwopara
graphsofsectmnz( of Upon an the Board shall
review determmatlonappealedfmm for such review may

designate one of its officers or employees to receive evidence and
report to the Board thereof together with recommendations. In any
such case the Board or the person so designated shall, by publication
or otherwise, notify all parties properly interested of their right to
m:tmpatemtheg:ceedmgand,lfaheanngmwbeheld,oﬂhe
Attharequeatofanﬂ);‘sartypmpe;ly
the Board shall provide for a 2 may provide
foraheanngunltsownmotmn.'lheBoard prescribe regula- Regulations.
taomgovemmgtheappalspmndedformthupamgmphandfor
e B b Inserting May" s the beginning of the third h;
' a paragrap
[6}bymnerhng“(5)"atth.ebegmnmgofthefourth paragraph,
bystnhngout “two” in the first sentence of the fourth
paragraph and inserting in lieu thereof “three”;
)bymserhngbefomtheﬁnalparagmphthofoﬂowmg-
“(6) For of this subsection and subsections (d) and (f), , any
andbase-yearemp quft.hec]amntmapmpeﬂymterutedparty

9 lmerhng"m”atthebegmnmgoftheﬁnal
© In NNECTION Wita JupiciaAL ReviEw.—Section
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(1) by inserting after “member,” in the first sentence “or any
base—year employer of the clmma.nt,”,
(2) by inserting after the second sentence the following: “A
of such petition also shall forthwith be served upon any
rmeerlymtereated'party and such party shall be a party
to e review proceeding.”.
(d) CONPORMING AMENDMENTS WiTH RESPECT TO LIMITATION ON
ApMINISTRATIVE DiscLosure.—Section 12(d) is amended—
(1) by striking out “and” where it appears before “(iii)’; and
(2) by sl:nkmg out the period at the end of the first sentence
and inserting in lieu thereof the following: “; and (iv) the Board
shall disclose to any base-year employer of a claimant for
benefits any information, including information as to the claim-
ant’s identity, that is nmﬂ or appropriate to notify such
employer of the claim for benefits or to full and fair participa-
tion by such employer in an appeal, hearing, or other proceed-
ing relative to the claim pursuant to section 5 of this Act.”.
(e) CONFORMING AMENDMENT WITH RESPECT T0 COURT PROCEED-
INGS LiMiTATION.—Section 12(n) is amended by striking out “court”
in the proviso to the second paragraph.
(f) ErFective DATE.—The amendments made by this section shall
take effect on January 1, 1990.

SEC. 7T105. ANNUAL REPORT.

On or before July 1 of 1989, and of each calendar year thereafter,
Railroad Retirement Board shall submit to the Congress a
report on the financial status of the railroad unemployment insur-
ance system under various economic and employment assumptions.
Such report shall include any recommendation for financing
changes which might be advm]vjle, including any adjustment the
Railroad Retirement Board recommends regarding the rates of
employer contributions.

SEC. 7106. AMENDMENTS RELATING TO RAILROAD UNEMPLOYMENT
REPAYMENT TAX.

(a) IN GENeraL.—Chapter 23A of the 1986 Code (relating to rail-
road unemployment repayment tax) is amended to read as follows:

“CHAPTER 23A. RAILROAD '}IANII‘EMPLOYMENT REPAYMENT

“Sec. 3321. Imposition of tax.
“Sec. 3322. itions.

“SEC. 3321. IMPOSITION OF TAX.

‘“(a) GENERAL RuLE.—There is hereby imposed on every rail
employer for each calendar month an excise tax, with respect to
having individuals in his employ, equal to 4 percent of the total rail
wi by him during such month.

“(b) Tax oN EMPLOYEE ATIVES.—

“(1) IN GeNERAL.—There is hereby uflu.roﬂed on the income of
each employee representative a tax equal to 4 percent of the rail

wages paid to him during the calendar month.

"(2) DETERMINATION OF WAGES.—The rail wages of an
employee representative for purposes of ph (1) shall be
determined in the same manner and with the same effect as if
the employee organization by which such employee representa-
tive is employed were a rail employer.
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“c) TERMINATION IF LOANS TO RArLroAD UNEmMPLOYMENT FUND

Repamn.—The tax imposed by this section shall not apply to rail

wages paid on or after the 1st day of any calendar month if, as of
such 1st day, there is—

“(1) no balance of transfers made before October 1, 1985, to
the railroad unemployment insurance account under section
10(d) of the Railroad Unemployment Insurance Act, and

“(2) no unpaid interest on such transfers.

“SEC. 3322. DEFINITIONS.

“(a) RaiL EMpPLOYER.—For purposes of this chapter, the term ‘rail
employer’ means any person who is an employer as defined in
section 1 of the Railroad Unemployment Insurance Act.

“(b) Ram. Waces.—For purposes of this chapter, the term ‘rail
wages’ means, with respect to any calendar month, so much of the
remuneration paid during such month which is subject to contribu-
t;'ggs under section 8(a) of the Railroad Unemployment Insurance

“(c) EMPLOYEE REPRESENTATIVE.—For purposes of this chapter, the
term ‘employee representative’ has the meaning given such term by
section 1 of the Railroad Unemployment Insurance Act.

“(d) CerTaIN RULES MADE ApPPLICABLE.—For purposes of this chap-
ter, rules similar to the rules of section 3307 and 3308 shall apply.”

(b) CONTINUATION OF SURTAX RATE THROUGH 1990.— 26 USC 3321

(1) In GeNERAL.—In the case of any calendar month beginning note.
before January 1, 1991—

(A) there shall be substituted for “4 percent” in subsec-
tions (a) and (b) of section 3321 of the 1986 Code the
percentage equal to the sum of—

(i) 4 percent, plus
(cili) the surtax rate (if any) for such calendar month,
an

(B) subsection (c) of such section shall not apply to so
much of the tax imposed by such section as is attributable
to the surtax rate.

(2) Surtax rRATE.—For purposes of paragraph (1), the surtax
rate shall be—

(A) 3.5 percent for each month during a calendar year if,
as of September 30, of the preceding calendar year, there
was a balance of transfers (or unpaid interest thereon)
made after September 30, 1985, to the railroad unemploy-
ment insurance account under section 10(d) of the Railroad
Unemployment Insurance Act, and

(B) zero for any other calendar month.

(c) TEcHNICAL AND CONFORMING AMENDMENTS.—

(1) Subsection (d) of section 6157 of the 1986 Code (relating to
quarterly payment of railroad unemployment repayment tax) is
hereby repealed.

(2) Paragraph (2) of section 6201(b) of the 1986 Code (relating
to amount not to be assessed) is amended by striking out “or tax
imposed by section 3321”.

(3) Section 6317 of the 1986 Code (relating to payments of
Federal unemployment tax for calendar quarter) is amended—

(A) by striking out “or tax imposed by section 3321”, and

(B) by striking out “and 23A, as the case may be,”.
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(4) Subsection (e) of section 6513 of the 1986 Code (relating to
payments of Federal unemployment tax) is amended by striking
out the last sentence.

(56) Subsection (i) of section 6601 of the 1986 Code (relating to
exception as to Federal unemployment tax) is amended by
striking out “or 3321”.

(6) Subparagraph (A) of section 232(a¥2) of the Railroad
Retirement Revenue Act of 1983 is amended by striking out “is
attributable to the basic rate under section 3321(cX1XA) of the
Internal Revenue Code of 1954” and inserting in lieu thereof “is
not attributable to the surtax rate under section 516(b) of the
Railroad Unemployment Insurance and Retirement Improve-
ment Act of 1988".

(7) Subparagraph (B) of section 232(a)2) of such Act is
amended gy striking out “section 3321(cX1XB) of such Code” and
inserting in lieu thereof “section 516(b) of such Act”.

(d) ErrecTIVE DATE.—The amendments made by this section, and
the provisions of subsection (b), shall apply to remuneration paid
after December 31, 1988,

SEC. 7107. GAO STUDY OF FRAUD AND PAYMENT ERRORS.

The Comptroller General shall study the frequency of fraud and
payment errors in the railroad unemployment compensation pro-
Tm' Not later than 1 year after the date of the enactment of this

ct, the Comptroller General shall report to Congress the results of
such study. Such report shall include—

(1) estimates of rates and amounts of annual losses due to
fraud and overpayment;

(2) comparisons of such rates with the rates of losses in other
Federal programs which experience such losses;

(3) recommendations for legislative measures that could be
taken to reduce the losses in the railroad unemployment com-
pensation program arising from fraud and payment errors; and

(4) such other matters relating to such fraud and payment
errors as the Comptroller General determines are appropriate.

SEC. 7108. ONE-YEAR EXTENSION OF TIME LIMIT FOR FILING REPORT BY
COMMISSION ON RAILROAD RETIREMENT REFORM.

Section 9033(f) of the Omnibus Budget Reconciliation Act of 1987
(101 Stat. 1330-298) is amended by striking “October 1, 1989” and
inserting “October 1, 1990”.

Subtitle B—Benefit and Other Adjustments

SEC. 7201. WAITING PERIOD FOR BENEFITS AND BENEFIT INCREASES.

(a) IN GENERAL.—Section 2(a) is amended—

(1) by inserting “(1)” after “(a)”’;

(2) by striking out “Benefits” the first place it appears and all
that follows through the end of the first paragraph, and insert-
ing in lieu thereof the following:

“(AXi) Except as otherwise provided in this subparagraph, benefits
shall be payable to any qualified employee for each day of
unemployment in excess of 4 during any registration period.

*(ii) No benefits shall be payable for days of unemployment during
the first registratiofi period within a benefit year in which the
employee has more than 4 days of unemployment.
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“(iii) In any case in which the Board finds that an emplo ees
unemployment was due to a stoppage of work because of a stri
the establishment, premises, or enterprise at which such employee
was last employed, no benefits shall be payable for the first 14 days
of unemployment due to such stoppage of work. However, for subse-
quent days of unemployment due to such stoppage of work, benefits
shall be payable to days in excess of 4 during any registration

period.

“(BXi) Except as otherwise provided in this subparagraph, benefits
shall be payable to any qualified employee for each day of sickness
aﬂ:erthetltheonsemhvednyofsmkneasmapenodofmnhnmng
sickness but excluding 4 days of sickness in any registration period.

“(ii) No benefits shall be payable for days of sickness in the first
registration period within a benefit year in which the employee has
both 4 consecutive days of sickness and more than 4 days of sickness.

“(iii) For the purposes of this subparagraph, a period of continuing
sickness means (I) a period of consecutive days of sickness, whether
from one or more causes, or (Il) a period of successive days of
sickness due to a single cause without mterruptmn of more than 90
consecutive days which are not days of sickness.”;

(3) by inserting “(2)” at the beginning of the second para-

graph;

(4) by striking out “and” after “shall not exceed $24 per day of
such unemployment or sickness” in the second paragraph and
inserting in lieu thereof a comma;

(5) by inserting “but before July 1, 1988,” after “June 30,
1976,” in the second paragraph;

(6) by striking out the period ‘at the end of the first sentence of
the second paragraph and inserting in lieu thereof “, that for
registration periods beginning after June 30, 1988, but before
July 1, 1989, suchamountshallnotexeeedﬂoperdayof
unemployment or sickness, and that for registration periods
beginning after June 30, 1989, such amount shall not exceed the
maximum daxly benefit rate p:tmded in paragraph (3) of this
subsection.”

(7) by lg_sert.mg after the second paragraph the following new

paragrap
‘““3XA) The maximum daily benefit rate which the Board is
required to compute under sectmn 12(rX2) shall be the amount com-
ggoted pursuant to the following formula, but shall be not less than

““B) For pu rh of such formula—
“(1) ‘BR’ represents the maximum daily benefit rate;
“(ii) ‘A’ represents the amount obtained by dividing the
amount of the ‘applicable base’ with respect to tier 1 taxes as
determined under section 3231(eX2) of the Internal Revenue

E
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Code of 1986 for the calendar year in which the benefit year
begins by 60, with this quotient being rounded down to the
nearest multiple of $100.

‘“(C) If the maximum daily benefit rate computed under such
formula is not a multiple of $1, it shall be rounded to the nearest
multiple of $1, with such rounding being upward in the event the
amount computed is eguidistant between two multiples of $1.”; and

(8) by inserting “(4)” at the beginning of the last paragraph.

(b) ErrecTIVE DATES.—(1) Except as ided in aﬂh (2), the
amendments made by subsection (a) shall take effect on the date of
the enactment of this Act.

(2) The amendments made by parag‘rg.gil (2) of subsection (a) shall
zllggéy with respect to registration periods beginning after June 30,

SEC. 7202. QUALIFYING CONDITION.

(a) IN GENERAL.—Section 3 is amended—
(1) by inserting “with respect to the base year” after “his
compensation’’; and
(2) by striking “$1,500 with respect to the base year” and
inserting in lieu thereof “2.5 times the monthly compensation
base for months in such base year as computed under section
1(i) of this Act”.
(b) EFFECTIVE DATE.—The amendments made by this section shall
take effect on the date of the enactment of this Act.

SEC. 7203. INCREASE IN MAXIMUM PERMITTED SUBSIDIARY REMUNERA-
TION.

(a) IN GENERAL.—The second paragraph of section 1(k) is amended
by striking out “$10” and inserting “$15” in lieu thereof.

(b) EFFECTIVE DATE.—The amendment made by this section shall
take effect on July 1, 1988,

Subtitle C—Retirement Act Amendments

SEC. 7301. ADDITIONAL LUMP SUM PAYMENT IN CERTAIN CASES.

Section 6 of the Railroad Retirement Act of 1974 is amended by
adding at the end thereof the following new subsection:

“(eX1) Every individual who will have completed ten years of
service at the time of his retirement or death, who will have
received compensation in the nature of separation or severance paﬂ};
on or after January 1, 1985, and who would have been credited wi
additional months of service pursuant to section 3(iX4) of this Act
except for the fact that such individual was not in an employment
relation to one or more employers nor an employee representative
in such months, shall, at the time his annuity under section 2(a)1) of
this Act begins to accrue, be entitled to a lump sum in the amount
provided under subdivision (2) of this subsection. If the full amount
of a lump sum under this subsection cannot be determined at the
time an individual's annuity under section 2(a)1) begins to accrue,
such lump sum shall be able at such time thereafter as such
amount can be determined. If an individual otherwise eligible for a
lump sum under this section dies before he becomes entitled to an
annuity under section 2(a)1), or before he receives payment of such
lump sum, such lump sum shall be able to the person, if any,
who is determined by the Board to be such individual's widow or
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widower and who will not have died before receiving payment of
such lump sum. If there be no such widow or widower, such lump
sum shall be payable to the children, grandchildren, parents, broth-
ers and sisters, or the estate of the deceased individual in the same
manner as if such lump sum were a lump sum payable under
subsection (cX1) of this section.

“(2) The lump sum provided under subdivision (1) of this subsec-
tion shall be in an amount equal to the product of (A) the compensa-
tion attributable to the additional months of service which would
have been credited to the individual due to the receipt of payments
in the nature of separation or severance pay pursuant to section
3(iX4) of this Act if such individual had remained in an employment
relation to one or more employers or had continued to be an
employee representative and (B) the rate of tax, or rates of tax
meosedontheoompensanondeacrlbedmclmmem}ofthmsubdlw
sion by section 3201(b) of the Internal Revenue Code of 1986.”.

SEC. 7302. DELETION OF LAST PERSON SERVICE AS A DISQUALIFICATION.

(a) IN GENERAL—Section 2(e) of the Railroad Retirement Act of
1974 is amended— 45 USC 231a.
(1XA) in subdivision (1), by striking out “any person, whether
or not”’; and
B b striking out “(but with the” and all that follows
through “political subdivision of a State”;
(2) in subdivision (2), striking out “and of the person, or
persons, by whom hewasﬂstemployed” and
(3) in subdivision (3), by striking out “or to the last person, or
persons, by whom he was employed prior to the date on which
the annuity under subsection (aX1) began to accrue”.
(b) DEDUCTION FOR WoORE.—Section 2(f) of such Act is amended by
adding at the end thereof the following new subdivision:
“(6XA) Except as provided in subparagraph (B)}— .
“(i) that portion of the annuity for any month of an individual
as is computed under section 3(b) and as adjusted under section
plus any supplemental amount for such month under
aect:o‘nﬂe),andthatrorhon’ of the annuity for any month of a
spouse as is computed under section 4(b) and as adjusted under
section 4(d), shall each be subject to a deduction of $1 for each $2
of compensation received by such mdlndualﬁ'omcompensated
service rendered in such month to the last person, or persons,
whom such individual was employed before the date on wh.mi
the annuity of such individual under subsection (a)1) began to
accrue; and
“(ii) that portion of the annuity for any month of a spouse as
is computed under section 4(b) and as adjusted under section
4(d) shall be subject to a deduction of $1 for each $2 of com-
pensation received by such spouse from compensated service
rendered in such month to the last person, or persons, by whom
auchspomewasemployedbeforethednteonwhmhtheannuity
m:mundarsulnachon(c)(l)hegantom
“CB)Any uctions imposed by this subdivision for any month
shall not exceed 50 percent of the annuity amount for such month to

which such deductions apply.”.

(c) Errecrive DaTe—The amendments made by this section shall 45 USC 231a
ns?lytoannmnespa\yableunderthaltmh'oad t Act of note.

4 for months beginning after the date of enactment of this Act.



102 STAT. 3778 PUBLIC LAW 100-647—NOV. 10, 1988

45 USC 231a.

45 USC 231a
note.

45 USC 231.

45 USC 231 note.

SEC. 7303. EARNINGS OF DISABILITY ANNUITANTS.

(a) INn GENERAL.—Section 2(eX4) of the Railroad Retirement Act of
1974 is amended—

(1) by striking out “$200 in earnings” and inserting in lieu
thereof “$400 in earnings (after deduction of disability related
work expenses)”’;

(2) by striking out ‘“$2,400” each place it appears and insert-
ing in lieu thereof “$4,800 (after deduction of disability related
work expenses)”’;

(3) by striking out “$200"” each place it appears and inserting
in lieu thereof “$400”; and

(4) by striking out “$100” and inserting in lieu thereof “$200”.

(b) EFFecTivE DATE.—The amendments made by this section shall
apply with resg:ect to months in calendar years beginning after
December 31, 1988.

SEC. 7304. ALLOWANCE OF CREDIT FOR MILITARY SERVICE.

(a) In GENERAL.—Section 1(g)2) of the Railroad Retirement Act of
1974 is amended by adding at the end thereof the following:
“For purposes of section 3(iX2) of this Act, the period beginning on
June 15, 1948, and ending on December 15, 1950, shall be deemed to
be a war service period with respect to any individual who without
intervening employment not covered by this Act rendered service as
an employee to an emFloyer under this Act in the year such
individual was released from active military service or in the year
immediately following such year.”.

(b) EFrFeECcTIVE DATE.—The amendment made by this section shall
apply with respect to annuities accruing in months after the date of
enactment of this Act.

TITLE VIIINAMENDMENTS RELATING TO
SOCIAL SECURITY ACT PROGRAMS

Subtitle A—Old-Age, Survivors, and Disability
Insurance and Related Provisions

SEC. 8001. INTERIM DISABILITY BENEFITS IN CASES OF DELAYED FINAL
DECISIONS.

(a) DisaBiLiTy BENEFITS UNDER TiTLE II.—Section 223 of the Social
Security Act (42 U.S.C. 423) is amended—
1 bg redesignating subsection (h) as subsection (i); and
(2) by inserting after subsection (g) the following new
subsection:

“Interim Benefits in Cases of Delayed Final Decisions

“thX1) In any case in which an administrative law judge has
determined after a hearing as provided under section 205(b) that an
individual is entitled to disability insurance benefits or child's,
widow’s, or widower’s insurance benefits based on disability and the

has not issued his final decision in such case within 110
days after the date of the administrative law judge's determination,
such benefits shall be currently paid for the months during the
period beginning with the month preceding the month in which
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such 110-day period expires and ending with the month preceding
the(g;o#th in which sutt_:h final detlzlis?l);l is m;ute;d Ll ST

o 'or purposes of paragrap , in determining whether the
110-day period referred to in paragraph (1) has elapsed, any period
of time for which the action or inaction of such individual or such
individual’s representative without good cause results in the delay
in the issuance of the Secretary’s final decision shall not be taken
into account to the extent that such period of time exceeds 20
calendar days.

“(3) Any g:neﬁts currently paid under this title pursuant to this
subsection (for the months geecnbed in paragraph (1)) shall not be
considered overpayments for any purpose of this title (unless pay-
ment of such benefits was fraudulently obtained), and such benefits
%gbﬁ?t”be treated as past-due benefits for purposes of section

(b) BenErFrrs UnpER TrtLE XVI.—Section 1631(a) of such Act (42
U.S.C. 1383(a)) is amended by adding at the end the following new

para?a?h:

“(8XA) In any case in which an administrative law judge has
determined after a hearing as provided in subsection (c) that an
individual is entitled to benefits based on disability or blindness
under this title and the Secretary has not issued his final decision in
such case within 110 days after the date of the administrative law
judge’s determination, such benefits shall be currently paid for the
months duri.g the period beginning with the month in which such
110-day period expires and ending with the month in which such
final decision is issued.

“(B) For purposes of subparagraph (A), in determining whether
the 110-day period referred to in subparagraph (A) has elapsed, any
period of time for which the action or inaction of such individual or
such individual’s representative without good cause results in the
delay in the issuance of the Secretary’s final decision shall not be
taken into account to the extent that such period of time exceeds 20
calendar daz:

“(C) Any benefits currently paid under this title pursuant to this
gragraph (for the months described in subparagra'g’l:am)) shall not

considered overpayments for any purposes of this title, unless
payment of such benefits was fraudu{eutly obtained.”.

(c) EFFECcTIVE DATE.—The amendments made by this section shall
apply to determinations by administrative law judges of entitlement
to benefits made after 180 days after the date of the enactment of
this Act.

SEC. 8002. APPLICATION OF EARNINGS TEST IN YEAR OF INDIVIDUAL'S
DEATH.

(a) YEAR 1N WHicH INDIViIDUAL WourLp Have ArraiNep RETIRE-
MENT AGE BUT FOR THE INDIVIDUAL’S DEATH 1N SucH YEAR TREATED
AS A YEAR THROUGHOUT WHICH THE EARNINGS TEST FOR INDIVIDUALS
WHo HAVE ATTAINED RETIREMENT AGE Is AppLicABLE—Paragraph
(3) of section 203(f) of the Social Security Act (42 U.S.C. 403(fX3)) is
amended by inserting “(or, but for the individual’s death, would
have attained)” after “who has attained”.

(b) ELIMINATION OF THE SHORT TAXABLE YEAR IN THE YEAR OF
DeatH rorR Purposes oF THE EARNINGS Test.—Paragraph (3) of
section 203(f) of such Act is further amended—

(1) by inserting after the first sentence the following new
sentence: “For purposes of the preceding sentence, notwith-

Blind persons.

42 USC 423 note.
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standing section 211(e), the number of months in the taxable
year in which an individual dies shall be 12.”; and
(2) in the last sentence, by striking "preoedmg sentence” and
inserting “first sentence of this paragraph”.
(c) EFFecTivE DATE.—The amendments made by this section shall
apply to deaths after the date of the enactment of this Act.

42 USC 403 note. SEC. 8003. PHASEOUT OF REDUCTION IN WINDFALL BENEFITS.

42 USC 415 note.

42 USC 402 note.

(a) In GENERAL.—Section 215(a)X7XD) of the Social Security Act (42
U.S.C. 415(aX7XD)) is amended—
(1) by striking &norethan%yearsofcovemge in the second
sentenceandmserting ‘more than 20 years of coverage”; and
(2) by striking * ahall(lfmmhpementmsmallertlmnthe
percent specified in whichever of the following clauses applies)
be deemed to be—" and inserting “shall (if such percent is
smaller than the applicable percent specified in the following
table) be deemed to be the applicable percent specified in the
following table:"”; and
. G:-:Elem clauses (i) through (iv) and inserting the follow-
ing %
“If the number of such individual's
years of coverage (as so The applicable
defined) is: percent is:
85 percent
80 percent
T5 percent
70 percent
65 percent
60 percent
55 percent
50 percent
45 percent.”.

(b) ErFecriveé DATE.—The amendments made by subsection (a)
shall apply to benefits payable for months after December 1988.

SEC. 8004. DENIAL OF BENEFITS TO INDIVIDUALS DEPORTED OR
ORDERED DEPORTED ON THE BASIS OF ASSOCIATIONS WITH
THE NAZI GOVERNMENT OF GERMANY DURING WORLD WAR
IL

(a) IN GENERAL.—Section 202(nX1) of the Social Security Act (42
US.C. 402(nX1)) is amended by striking “or (18)” in the matter
preceding subparagraph (A) and inserting “(18), or (19)".

(b) TiME oF DerorTATION.—Section 202(n) of such Act is further
amended by adding at the end the following new paragraph:

““3) For purposes of paragraphs (1) and (2) of this subsection, an
individual against whom a final order of deportation has been issued
under paragraph (19) of section 241(a) of the Immigration and
Nationality Act (relating to persecution of others on account of race,
religion, national origin, or political opinion, under the direction of
or in association with the Nazi government of Germany or its allies)
shall be considered to have been deported under auch paragraph (19)
as of the date on which such order became final.”

(c) ErrecTivE DaTE.—The amendments made by this section shall
apply only in the case of deportations occurring, and final orders of
deportation issued, on or after the date of enactment of this Act, and
only to benefits for months beginning (and deaths occurring) on or
after such date.

EREESENRRS
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SEC. 8005. MODIFICATIONS IN THE TERM OF OFFICE OF PUBLIC MEM-
BERS OF THE BOARD OF TRUSTEES OF THE SOCIAL SECU-
RITY TRUST FUNDS.

(a) In GeNErAL.—Sections 201(c), 1817(b), and 1841(b) of the Social
Security Act (42 U.S.C. 401(c), 13951(b) 1395t(bXi)) are each amended
by inserting after the first sentence the following: “A member of the
Board of Trustees serving as a member of the public and nominated
and confirmed to fill a vacancy occurring during a term shall be
nominated and confirmed only for the remainder of such term. An
individual nominated and confirmed as a member of the public may
serve in such position after the expiration of such member’s term
until the earlier of the time at which the member’s successor takes
office or the time at which a report of the Board is first issued under
paragraph (2) after the expiration of the member’s term.”.

(b) ErrecTivE DATE. e%ﬂe amendments made by this section shall 42 USC 401 note.
apply to members of the Boards of Trustees of the Federal Old-Age
and Survivors Insurance Trust Fund and the Federal Disability
Insurance Trust Fund, of the Federal Hospital Insurance Trust
Fund, and of the Federal Supplementary Medical Insurance Trust
Fund serving on such Boards of Trustees as members of the public
on or after the date of the enactment of this Act.

SEC. 8006. CONTINUATION OF DISABILITY BENEFITS DURING APPEAL.

Subsection (g) of section 223 of the Social Security Act (42 U.S.C.
}](lf')amen ph (1Xiii), by striking “J 1989 and
in iii), by “June 2 inserting
“June 1990°; and
(2) in pa.rag‘raph (3)(]3), by striking “January 1, 1989” and
inserting “January 1, 1990

SEC. 8007. EXEMPTION FROM SOCIAL SECURITY FOR EMPLOYERS AND
EMPLOYEES WHO ARE BOTH MEMBERS OF CERTAIN RELI-
GIOUS FAITHS.

(a) ExemptioN FROM COVERAGE UNDER SOCIAL SECURITY.—

(1) In genErAL—Subchapter C of chapter 21 of the Internal
Revenue Code of 1986 (general provisions under Federal Insur-
ance Contributions Act) is amended by redesignating section
3127 as section 3128, and by inserting after section 3126 the
following new section:

“SEC. 3127. EXEMPTION FOR EMPLOYERS AND THEIR EMPLOYEES
WHERE BOTH ARE MEMBERS OF RELIGIOUS FAITHS OP-
POSED TO PARTICIPATION IN SOCIAL SECURITY ACT PRO-
GRAMS.

“(a) In GENEraL.—Notwithstanding any other provision of this
chapter (and under regulations prescribed to carry out this section),
manycas)ewhere;— ber of a recognized religious

“(1) an employer is a member of a sect or
division the described in section 1402(gX1) and an adherent
of established tenets or teachings of such sect or division as
described in such section, and has filed and had approved under
subsection (b) an application (in such form and manner, and
with such official, as may be prescribed by such regulations) for
an exempt.mn from the taxes imposed by section 3111, and

“(2) an employee of such employer who is also a member of

a religious sect or division and an adherent of its estab-
1|Bhedtenets0rteaclungshasﬁledﬂndhadappmvedunder
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subsection (b) an identical application for exemption from the
taxes imposed by section 3101,
such employer shall be exempt from the taxes imposed by section
3111 witg respect to wages paid to each of his employees who meets
the requirements of paragraph (2) and each such employee shall be
exempt from the taxes imposed by section 3101 with respect to such
wages paid to him by such employer.

“(b) APPROVAL OF APPLICATION.—An application for exemption
filed by an employer under subsection (a)(1) or by an employee
under subsection (a)(2) shall be approved only if—

*(1) such application contains or is accompanied by the evi-
dence described in section 1402(g)(1)(A) and a waiver described
in section 1402(g)(1)XB),

“(2) the Secretary of Health and Human Services makes the
findings (with res to such sect or division) described in
section 1402(g)X1) (C), (D), and (E), and

“(3) no benefit or other payment referred to in section
1402§§)(1)(B) became payable (or, but for section 203 or 222(b) of
the ial Security Act, would have become payable) to the
%plc_iividual filing the application at or before the time of such

iling.

“(c) ErrFecTivE PERIOD OF EXEMPTION.—An exemption granted
under this section to any employer with respect to wages paid to an[\:
of his employees, or granted to any such emploglr‘ie, shall apply wit
respect to wages paid by such employer during the period

“(1) commencing with the first day of the first calendar
quarter, after the quarter in which such application is filed,
throughout which such employer or employee meets the ap-
plicable requirements specified in subsections (a) and (b), and

“(2) ending with the last day of the calendar quarter preced-
ing the first calendar quarter thereafter in which (A) such
employer or the employee involved ceases to meet the ap-
plicable requirements of subsection (a), or (B) the sect or division
thereof of which such employer or employee is a member is
found by the Secretary of Health and Human Services to have
ceased to meet the requirements of subsection (b)2).”.

(2) CrericAL AMENDMENT.—The table of sections for such
subchapter C of such Code is amended by striking the last item
and inserting the following:

“Sec. 3127 Exemption for employers and their employees where both are
members of religious faiths opposed to participation in Social
Security Act programs.

“Sec. 3128. Short title.”.

(b) ConrormMING ExemprioN FroM ELIGIBILITY FOR BENEFITS.—
Section 202(v) of the Social Security Act (42 U.S.C. 402(v)) is
amended—

(1) by inserting “(1)” after “(v)"”;

(2) by inserting “and subject to ﬂaragrash (3),” after “title,”;

(3) by striking “waiver; except that” and all that follows and
inserting “waiver.”; and

(4) by adding at the end the following new paragraphs:

“(2) Notwithstanding any other provision of this title, and subject
to paragraph (3), in the case of any individual who files a waiver
pursuant to section 3127 of the Internal Revenue Code of 1986 and is
granted a tax exemption thereunder, no benefits or other payments
shall be payable under this title to him, no payments s be made
on his behalf under part A of title XVIII, and no benefits or other
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payments under this title shall be payable on the basis of his wages
and self-employment income to any other person, after the filing of
such waiver.

“(3) If, after an exemption referred to in paragraph (1) or (2) is
granted to an individual, such exemption ceases to be effective, the
waiver referred to in such paragraph shall cease to be applicable in
the case of benefits and other payments under this title and part A
of title XVIII to the extent based on—

“(A) his wages for and after the calendar year following the
calendar year in which occurs the failure to meet the require-
ments of section 1402(g) or 3127 on which the cessation of such
exemption is based, and

‘“B) his self-employment income for and after the taxable
year in which occurs such failure.”.

(c) ConFORMING AMENDMENTS REMovING TiMe Livrrs oN SECA
ExempTioN APPLICATIONS.—Section 1402(g) of the Internal Revenue
Code of 1986 is amended—

(1) by striking paragraphs (2) and (4); and

(2) by redesignating paragraphs (3) and (5) as paragraphs (2)
and (3), respectively.

(d) Errective DaTEs.—The amendments made by subsection (a) 26 USC 1402
shall apply to wages paid after December 31, 1988. The amendments %
made by subsection (b) shall apply to benefits paid for (and items
and services furnished in) months after December 1988. The amend-
ments made by subsection (c) shall apply to applications for exemp-
tions filed on or after the date of the enactment of this Act.

SEC. 8008. BLOOD DONOR LOCATOR SERVICE.

(a) ExpLICIT AUTHORIZATION OF USE OF SOCIAL SECURITY ACCOUNT
Numeer To Assist IN IDENTIFICATION OF BLooD Donors.—Section
205(c)2) of the Social Security Act (42 U.S.C. 405(c)(2)) is amended—

{(}) by redesignating subparagraph (D) as subparagraph (E);
an

(2) by inserting after subparagraph (C) the following new
subparagraph:

“(D)i) It is the policy of the United States that—

“(I) any State (or any political subdivision of a State) and any
authorized blood donation facility may utilize the social security
account numbers issued by the Secretary for the purpose of
identifying blood donors, and

“(II) any State (or political subdivision of a State) may require
any individual who donates blood within such State (or political
subdivision) to furnish to such State (or political subdivision), to
any agency thereof having related administrative responsibility,
or to any authorized blood donation facility the social security
account number (or numbers, if the donor has more than one
such number) issued to the donor by the Secretary.

“(ii) If and to the extent that any provision of Federal law enacted
before the date of the enactment of this subparagraph is inconsist-
ent with the policy set forth in clause (i), such provision shall, on
and after such date, be null, void, and of no effect.

“(iii) For purposes of this subparagraph—

“(I) the term ‘authorized blood donation facility’ means an
entity described in section 1141(hX1XB), and

‘“(II) the term ‘State’ includes the District of Columbia, the
Commonwealth of Puerto Rico, the Virgin Islands, Guam, the
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42 USC
1320b-11.

Regulations.

Records.
Classified

information.

Commonwealth of the Northern Marianas, and the Trust Terri-
tory of the Pacific Islands.”.
(b) EsTABLISHMENT OF BLOOD DONOR LOCATOR SERVICE.—
(1) In GeNERAL.—Part A of title XI of such Act (42 U.S.C. 1301
et :gq.) is amended by adding at the end the following new
section:

“BLOOD DONOR LOCATOR SERVICE

“Sec. 1141. (a) IN GeENERAL.—The Secretary shall establish and
conduct a Blood Donor Locator Service, under the direction of the
Commissioner of Social Security, which shall be used to obtain and
transmit to any authorized person (as defined in subsection (h)1))
the most recent iling address of any blood donor who, as in-
dicated by the donated blood or products derived therefrom or by the
history of the subsequent use of such blood or blood products, has or
may have the virus for acquired immune deficiency syndrome, in
order to inform such donor of the possible need for medical care and
treatment.

“(b) ProviSION OF ADDRESS INFORMATION.—Whenever the Sec-
retary receives a request, filed by an authorized person (as defined
in subsection (h)1)), for the mailing address of a donor described in
subsection (a) and the Secretary is reasonably satisfied that the
requirements of this section have been met with respect to such
request, the Secretary shall promptly undertake to provide the
requested address information from—

“(1) the files and records maintained by the Social Security
Administration, and

“(2) such files and records obtained pursuant to section
6103(m)(6) of the Internal Revenue Code of 1986 as the Secretary
considers necessary to complﬁwith such request.

“lc) MANNER AND ?‘:ORM oF ReqQuUEsTs.—A request for address
information under this section shall be filed in such manner and
form as the Secretary shall by regulation prescribe, shall include the
blood donor’s social security account number, and shall be accom-
panied or supported by such documents as the Secretary may deter-
mine to be necessary.

“(d) PROCEDURES AND SAFEGUARDS.—Any authorized person shall,
as a condition for receiving address information from the Blood
Donor Locator Service—

‘(1) establish and maintain, to the satisfaction of the Sec-
retary, a system for standardizing records with respect to anl\.fl
request, the reason for such uest, and the date of suc
request made by or of it and any disclosure of address informa-
tion made by or to it,

“(2) establish and maintain, to the satisfaction of the Sec-
retary, a secure area or place in which such address information
and all related blood donor records shall be stored,

“(3) restrict, to the satisfaction of the Secretary, access to the
address information and related blood donor records only to
persons whose duties or responsibilities require access and to
whom disclosure may be made under the provisions of this
section,

‘/(4) provide such other safeguards which the Secretary deter-
mines (and which the Secretary prescribes in regulations) to be

necessary or appropriate to protect the confidentiality of the
address information and related blood donor records,
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“(5) furnish amr?port to the Secretary, at such time and Reports.
containing such information as the Secretary may prescnbe
which describes the procedures established and utilized by the
authorized person for e the confidentiality of ad.dreaa
mformahon and related blood ﬂonor records required under
subsection, and

"(6) destroy such address information and related blood donor

mmmplehon of their use in providing the notifica-

tmnforw the information was obtained, so as to make such
information and records undisclosable.

If the Secretary determines that any authorized person has failed to,

or does not, meet the requirements of this subsection, the Secretary

may, after any proceedings for review established under subsection

(P, take such actions as are necessary to ensure such requirements

are met, including refusing to disclose address information to such

authorized person until the Secretary determines that such require-
ments have been or will be met. In the case of any authorized person
who discloses any address information received pursuant to this
section or any related blood donor records to any agent, this subsec-
tion shall apply to such authorized person and each such agent

(exceptthat,inthecnseofanagent,anyreporttothe or

otherad:ionmthreapectto Secretaryahallhemadeor

through such au m). The Secretary
relntedblooddnnorrem t.hepomeamonofthe

Health and Human Servwas upon completion of

transmitting mailing addresses as requi undersulnectmn(aj so

as to make such records undisclosable.

“(e) ARRANGEMENTS WITH STATE AGENCIES AND AUTHORIZED PER-
sons.—The Secretary, in carrying out the Secretary’s duties and
functions under this section, shall enter into arrangements—

“{I)mthStateafgoancmstoaweptandtotmnmttnthe
Secretary r address information under this section
a.ndtoame and to transmit such information to authorized

“(2} with State agencies and authorized persons otherwise to
mmmmmmmmmoutthemof

“(f) ProcEDURES FOR ADMINISTRATIVE REVIEW.—The Secretary Regulations.
uhallhyregulahonprescnbepmeedumwhmhpmv;deforadmnm—
trative review of any determination that any authorized person has
faﬂadtomeetthamqmrementsofthmsechon.

“(g) UnAauTHORIZED DIiscLOSURE oF INFORMATION.—Paragraphs (1),
(2), and (3) of section 7213(a) of the Internal Revenue Code of 1986
shall apply with respect to the unauthorized willful disclosure to
any person of address information or related blood donor records
acquired or maintained by or under the , or pursuant to
this section by any authorized person, or of i rmation derived
ﬂomanywchaddrammformahmormlaudblooddonormords,m
the same manner and to the same extent as such paragraphs apply
mmwmmwpdmmﬁ(ﬁm

rmation described in such paragra aragra section

7213(a) of such Code shall apply with respect to the willful offer of
any item of material value In for any such address
;:ot.he :;tznt. abul:h?d h hu}uthethmpectto;‘;:d
same as paragraph a wi s
uchangeforanymturnorretummflgmahon)deacnbedmsuch
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“(h) DeFiNtTIONS.—FoOr purposes of this section—

“(1) AutHorizEp PERSON.—The term ‘authorized person’
means—

“(A) any agency of a State (or of a political subdivision of
a State) which has duties or authority under State law
relating to the public health or otherwise has the duty or
authority under State law to regulate blood donations, and

“(B) any entity engaged in the acceptance of blood dona-
tions which is licensed or registered by the Food and Drug
Administration in connection with the acceptance of such
blood donations, and which, in accordance with such regula-
tions as may be prescribed by the Secretary, provides for—

“(i) the confidentiality of any address information
received pursuant to this section and related blood
donor records,

“(ii) blood donor notification procedures for individ-
uals with respect to whom such information is re-
quested and a finding has been made that they have or
may have the virus for acquired immune cfeﬁclency
syndrome, and

“(iii) counseling services for such individuals who
have been found to have such virus.

“(2) RELATED BLOOD DONOR RECORD.—The term ‘related blood
donor record’ means any record, list, or compilation which
indicates, directly or indirectly, the identity of any individual
with respect to whom a request for address information has
been made pursuant to this section.

“(3) State.—The term ‘State’ includes the District of Colum-
bia, the Commonwealth of Puerto Rico, the Virgin Islands,
Guam, the Commonwealth of the Nort.hem Marianas, and the
Trust Territory of the Pacific Islands.”.

(2) TIME LIMIT FOR ESTABLISHMENT OF BLOOD DONOR LOCATOR
SErRVICE.—The Secretary of Health and Human Services shall
establish the Blood Donor Locator Service pursuant to section
1141 of the Social Security Act not later than 180 days after the
date of the enactment of this Act.

(c) DiscLosuRE oF TaxrAYER ADDRESSES TO BLoop DoNor LocaTor

SERVICE.—

AIDS.

(1) IN GENERAL.—Subsection (m) of section 6103 of the In-
ternal Revenue Code of 1986 (relating to disclosure of taxpayer
identity information) is amended by adding at the end the
following new paragraph:

“4(6) BLOOD DONOR LOCATOR SERVICE.—

“(A) INn ceEnEraL—Upon written request pursuant to
section 1141 of the Social Security Act, the Secretary shall
disclose the ma.l.l.m%address of taxpayers to officers and
employees of the Blood Donor Locator Service in the

partment of Health and Human Services.

“(B) ResTrICTION ON DISCLOSURE.—The Secre shall
disclose return information under subparagraph (A) only
for purposes of, and to the extent necessary in, assisting
under the Blood Donor Locator Service authorized persons
(as defined in section 1141(h)(1) of the Social Security Act)
in locating blood donors who, as indicated by donated blood
or products derived therefrom or by the history of the
subsequent use of such blood or blood products, have or may

ve the virus for acquired immune deficiency syndrome,
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in order to inform such donors of the possible need for
medical care and treatment.

“C) SarecuArDs.—The Secretary shall destroy all re-
lated blood donor records (as defined in section 1141(hX2) of
the Social Security Act) in the possession of the Department
of the Treasury upon completion of their use in making the
disclosure required under subparagraph (A), so as to make
such records undisclosable.”.

(2) SAFEGUARDS.—
(A) IN GeNErAL.—Paragraph (4) of section 6103(p) of such
Code (relating to eguard.s) is amended—
(i) in sub
() by manner- and" at the end of clause
(i) and inserting “manne
(II) by adding “and” at the end of clause (ii)XIII);

(IID by inserting after clause (iiXIII) the follow-
ing new clause:

‘(iii) in the case of the Department of Health and
Human Services for purposes of subsection (mX6), de-
stroy all such return information upon completion of
its use in providing the notification for which the
information was obtained, so as to make such informa-
tion undisclosable;”’;

(ii) in the last sentence, by striking ‘“subsection (mX2)
or (4)” and inserting “subsection (m) (2), (4), or (6)""; and

(iii) by adding at the end the following new sentence:
“For purposes of applying this paragraph in any case to
which subsection (mX6) applies, the term ‘return
information’ includes related blood donor records (as
gggrﬂed in section 1141(hX2) of the Social Security

(B) CONFORMING AMENDMENT.—Paragraph (2) of section
7213(a) of such Code (relating to unauthorized disclosure of
returns and return information) is amended by striking
“(m) (2) or (4)” and inserting “(m) (2), (4), or (6)”.

SEC. 8009. REQUIREMENT OF SOCIAL SECURITY ACCOUNT NUMBER AS A
CONDITION FOR RECEIPT OF SOCIAL SECURITY BENEFITS.

(a) In G:le..—Sechnn 205(::)(2) of the Social Security Act (42
US.C. 405(cX2)) is amended
(l)maubpa.ragraph )(Omthematterprecedmgsuhclause(l)
e S e 8 Sraea
su paragm as esigna y
e Y i
subparagraj (as y section
w} the fi new subparagraph: - , ¢
Secretary shall require, as a condition for receipt o
benefits under this title, that an individual furnish satisfactory
pmofofamalsecurltymntnumberasmgnedbosuchmdludual
Secretaryor, the case of an individual to whom no such
nnmber has been assigned, that such individual make proper
for assignment of such a number.”.
(b) Errrcrive DaTe—The amendments made by this section shall 42 USC 405 note.
apply to benefits entitlement to which commences after the sixth
month following the month in which this Act is enacted.
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SEC. 8010. SUBSTITUTION OF CERTIFICATE OF ELECTION FOR APPLICA-
TION TO ESTABLISH ENTITLEMENT FOR CERTAIN REDUCED
WIDOW'S AND WIDOWER'S BENEFITS.

(a) Wmow’s INsURANCE BENEFITS.—Section 202(e) of the Social
Security Act (42 U.S.C. 402(e)) is amended—
(1) by redesignating paragraph (1)XCXii) as paragraph
(IX(C)iii);
(2) by striking paragraph (1XCXi) and inserting the following:
“(CXi) has filed application for widow's insurance benefits,
“Aii) was entitled to wife's insurance benefits, on the basis of
the wages and self-employment income of such individual, for
th?:l month preceding the month in which such individual died,
an —
21;&1})@ attained retirement age (as defined in section
“(II) is not entitled to benefits under subsection (a) or
section 223, or
“(III) has in effect a certificate (described in paragraph
(8)) filed by her with the Secretary, in accordance with
regulations prescribed by the Secretary, in which she elects
to receive widow’s insurance benefits (subject to reduction
as provided in subsection (q)), or'’; and
(3) by adding at the end the following new paragraph:
“(8) Any certificate filed pursuant to paragraph (1)C)iiXIII) shall
be effective for purposes of this subsection—
“(A) for the month in which it is filed and for any month
thereafter, and
‘(B) for months, in the period designated by the individual
filing such certlﬁcate of one or more consecutive months (not
exceeding 12) 1mmed1ately preceding the month in which such
certificate is filed;
except that such oert.ificabe shall not be effective for any month
before the month in which she attains age 62.”.
(b) WinowEeR’s INSURANCE BeNEFITS.—Section 202(f) of such Act
(42 U.S.C. 402() is amended—
a }((]éx ]:?' redesignating paragraph (1XCXii) as paragraph
111
(2) by striking paragraph (1)(CXi) and inserting the following:
"(C)(l) has filed application for widower’s insurance benefits,
“(ii) was entitled to husband’s insurance benefits, on the basm
of the wages and self-employment income of such individusl, for
th?:l month preceding the month in which such individual died,
an —_—
21‘&11%1133 attained retirement age (as defined in section
“(II) is not entitled to benefits under subsection (a) or
section 223, or
“(IID has in effect a certificate (described in paragraph
(8)) filed by him with the Secretary, in accordance with
regulations prescnbed by the Secretary, in which he elects
to receive widower’s insurance benefits (subject to reduction
as provided in subsection (g)), or’’; and
3) by adding at the end the followmg new paragraph:
“(8) Any certificate filed pursuant to paragraph (IXC](u)(I]]) shall
be effective for purposes of this subsection—
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“(A) for the month in which it is filed and for any month
thereafter, and
‘B) for months, in the period designated by the individual
filing such certificate, of one or more consecutive months (not
exceedmg12)1mmedmtelyprecedmgthnmonthmwhmhsuch
certificate is filed;
except that such certificate shall not be effective for any month
before the month in which he attains age 62.”.
(c) ErrecrivE DaTE.—The amendments made by this section shall 42 USC 402 note.
apply to benefits payable under section 202(e) or section 202(f) of the
Social Security Act on the basis of the wages and self-employment
income of an individual who dies after the month in which this Act
is enacted.
SEC. 8011. CALCULATION OF THE WINDFALL BENEFIT GUARANTEE
AMOUNT BASED ON PENSION AMOUNTS PAYABLE IN THE
FIRST MONTH OF CONCURRENT ENTITLEMENT RATHER
THAN CONCURRENT ELIGIBILITY.

(a) IN GenErAL—Section 215aX7) of the Social Security Act (42
US.C. 415aX7) is amended—

(1) in subparagraph (A), striking “with to the
he:;}ilm,mynthmwhmhthe vldualheoomea for such
(Z}mthesamndnenteneeofmhpamgrahCB)(l) byst
ehglhlhty for old-age or disability msur!:mce an
inserting “concurrent entitlement to such monthl perlodic
paémentandold-ageor ty insurance benefi an.d
,byﬂtnklnsdause(uﬂandmdemgnat-

ing clause (iv) as clause (iii).
(b) ConrorMING AMENDMENT.—Section 215(dX5Xii) of such Act (42
U.S.C. 415(d)5)Xii)) is amended by stnking “his or her ehglbihty for
old-age or disability insurance benefits” and inserting “such concur-
rent entitlement”.
(c) ErFEcTivE DATE.—The amendments made by this section shall 42 USC 415 note.

apply to benefits based on applications filed the month in
ich this Act is enacted.
SEC. 8012. CONSOLIDATION OF REPORTS ON CONTINUING DISABILITY
REVIEWS.

(a) IN GENERAL.—Section 221(iX3) of the Social Security Act (42
U.SC 42‘}‘5})1(3))lsamendedbyatnhng“semmnnnall ’ and insert-
ing “anni
(b) Errecrive DATE.—The amendment made by this section shall 42 USC 421 note.
apply to reports required to be submitted after the date of the
enactment of this Act.

SEC. 8013. EXCLUSION OF EMPLOYEES SEPARATED FROM EMPLOYMENT
BEFORE JANUARY 1, 1989, FROM RULE INCLUDING AS WAGES
TAXABLE UNDER FICA CERTAIN PAYMENTS FOR GROUP-
TERM LIFE INSURANCE.

(a) IN GENERAL.—Subsection (b) of section 9003 of the Omnibus
Budget Reconciliation Act of 1987 (101 Stat. 1330—28?) is amended by 26 USC 3121
oy gl M e ey e S
ts not apply with respect to 3
mentslz the employm' (or a successor of sncl{ employer) for grg:g-
insurance for such employer’s former employees who
separated from employment with the employer on or before Decem-
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26 USC 3121

note.

42 USC 402 note.

42 USC 402 note.

ber 31, 1988, to the extent that such payments are not for coverage
for any such employee for any period for which such employee is
employed by such employer (or a successor of such employer) after
the date of such separation.”.

(b) ErrEcTIVvE DATE. —The amendment made by subsection (a)
shall apply as if such amendment had been included or reflected in
section 9003(b) of the Omnibus Budget Reconciliation Act of 1987 at
the time of its enactment.

SEC. 8014. CLARIFICATION OF APPLICABILITY OF GOVERNMENT PEN-
SION OFFSET TO CERTAIN FEDERAL EMPLOYEES.

(a) CLARIFICATION OF TREATMENT OF FOREIGN SERVICE RETIREES.—
Subsections (b)(4X A)ii)II), (CN2WAXiXID), (e)TXA)EID),
(EX2)NA)1iXID), and (g)(4)XA)iiXII) of section 202 of the Social Security
Act (42 US.C. 402 (b)4XAXiXID), (cH2XAXIXID, (eXTXA)iiXID),
(D2NA)ENID), (gN4)A)ii)II)) are each amended by striking “chapter
84 of title 5, United States Code,” and inserting ‘‘the Federal
Employees’ Retirement System provided in chapter 84 of title 5,
United States Code, or the Foreign Service Pension System provided
il?) Ssal’!achapter II of chapter 8 of title I of the Foreign Service Act of

(b) TreaT™™ENT OF EmpLOYEES WHOSE FEDERAL EMPLOYMENT
TerMINATED AFTER MARING AN ErecTion INTO SociaL SecuriTy
CovEraGeE Bur BEFORE THE EFFECTIVE DATE OF THE ELECTION.—
Subsections (b)4)XAXi), (cX2)AXQ), (eXTXA)i), (EX2XAXi), and
(g)(4)A)(i) of section 202 of the Social Security Act (42 U.S.C. 402
(bX4XAXD), (cX2)AXD), (eXTHAXD), (EX2XAX1), (gX4XAX1)) shall not apply
with respect to monthly periodic benefits of any individual based
solely on service which was performed while in the service of the
Federal Government if—

(1) such person made, before January 1, 1988, an election
pursuant to law to become subject to the Federal Employees’
Retirement System provided in chapter 84 of title 5, United
States Code, or the Foreign Service Pension System provided in
subchapter II of chapter 8 of title I of the Foreign Service Act of
1980 (or such person made such an election on or after January
1, 1988, and before July 1, 1988, pursuant to regulations of the
Office of Personnel Management relating to belated elections
and correction of administrative errors (5 CFR 846.204) as in
effect on the date of the enactment of this Act), and

(2) such service terminated before the date on which such
election became effective.

(c) ErFecrive DATE.—The preceding provisions of this section
(including the amendments made by subsection (a)) shall apply as if
they had been included or reflected in the provisions of section 3007
of the Omnibus Budget Reconciliation Act of 1987 (101 Stat. 1330-
289) at the time of its enactment.

SEC. 8015. AMENDMENTS TO RULES GOVERNING SOCIAL SECURITY COV-
ERAGE OF FEDERAL EMPLOYMENT.

(a) CLARIFICATION OF AUTHORITY To MAkE DETERMINATIONS CON-
CERNING THE SocIAL SecurRiTY COVERAGE OF FEDERAL Ewm-
PLOYEES.—

(1) AMENDMENTS THE SOCIAL SECURITY ACT.—Section
2(}5(1:;)((116)d of the Socml Security Act (42 U.S.C. 405(p)1)) is
amended—
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(A) by striking “whether an individual has performed
such service, the periods of such service,” in the first sen-
tence;

(B) by striking “which constitute wages under the provi-
sions of section 209” in the first sentence;

(C) by striking “wages were” in the first sentence and
inserting “remuneration was’’; and

(D) by adding at the end the following new sentence:

“Nothing in this paragraph shall be construed to affect the
Secretary's authority to determine under sections 209 and
210 whether any such service constitutes employment, the
periods of such employment, and whether remuneration
paid for any such service constitutes wages.”.

(2) AMENDMENTS TO FICA.—Section 3122 of the Internal Reve-
nue Code of 1986 (relating to Federal service) is amended—

(A) by striking “the determination whether an individual
has performed service which constitutes employment as
defined in section 3121(b),” in the first sentence;

(B) by striking “which constitutes wages as defined in
section 3121(a)” in the first sentence; and

(C) by inserting after the first sentence the following new
sentence: “Nothing in this paragraph shall be construed to
affect the Sec ‘s authority to determine under subsec-
tions (a) and (b) of section 3121 whether any such service
constitutes employment, the periods of such employment,
and whether remuneration paid for any such service con-
stitutes wages.”.

(3) EFFEcTIVE DATE.—The amendments made by paragraphs 26 USC 3122
(1) and (2) shall apply to determinations relating to service note
commenced in any position on or after the date of the enact-
ment of this Act.

(b) CLARIFICATION OF TREATMENT OF SERVICE COVERED UNDER THE
ForREIGN SERVICE PENSION SYSTEM.—

(1) AMENDMENT TO THE SOCIAL SECURITY Acr.—Subpa.raﬁraph
(H) of section 210(a)5) of the Social Security Act (42 U.S.C.
410(a)5)H)) is amended to read as follows:

““(H) service performed by an individual—

“(i) on or after the effective date of an election by
such individual, under section 301 of the Federal
Employees’ Retirement System Act of 1986 or section
307 of the Central Intelligence Agency Retirement Act
of 1964 for Certain Employees, to become subject to the
Federal Emkploirees’ Retirement System provided in
chapter 84 of title 5, United States e, or

“(ii) on or after the effective date of an election by
such individual, under regulations issued under section
860 of the Foreign Service Act of 1980, to become
subject to the Foreifn Service Pension System i
in subchapter II o cgagrter 8 of title I of such Act;”.

(2) AMENDMENT TO FICA. ubpﬁ'raph (H) of section

3121(bX5) of the Internal Revenue e of 1986 (relating to
employment) is amended to read as follows:

“/(H) service performed by an individual—

‘(i) on or after the effective date of an election by
such individual, under section 301 of the Federal
Employees’ Retirement System Act of 1986 or section
307 of the Central Intelligence Agency Retirement Act
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26 USC 3121
note.

26 USC 3121
note.

42 USC 405.

42 USC 411.

26 USC 3121.

of 1964 for Certain Employees, to become subject to the
Federal Employees’ Retirement System provided in
chapter 84 of title 5, United States Code, or

“(11) on or after the effective date of an election by
such individual, under regulations issued under section
860 of the Foreign Service Act of 1980, to become
subject to the Foreign Service Pension System provided
in subchapter II of chapter 8 of title I of such Act;”.

(3) ErrecTive DATE.—The amendments made by this subsec-
tion shall apply as if such amendments had been included or
reflected in section 304 of the Federal Employees’ Retirement
System Act of 1986 (100 Stat. 606) at the time of its enactment.

(c) CoNTINUATION OF SoCIAL SECURITY COVERAGE OF FEDERAL
Service Arter ANY INTTIAL COVERAGE OF SUCH SERVICE.—

(1) AMENDMENT TO THE SOCIAL SECURITY ACT.—Paragraph (5)
of section 21(a) of the Social Security Act (42 U.S.C. 410(aX5)) is
amended, in the matter following subparagraph (BXii), by
maert.mg after “with respect to” the following: “any such serv-
ice performed on or after any date on which such individual
performs”.

(2) AMENDMENT TO FicA.—Paragraph (5) of section 3121(b) of
the Internal Revenue Code of 1986 (relating to employment) is
amended, in the matter following subparagraph (BXii), by
inserting after “with respect to” the following: “any such serv-
icerfoperformed on or after any date on which such individual
performs”.

(3) ErrecTivE DATE.—The amendments made by this subsec-
tion shall apply to any individual only upon the performance by
such individual of service described in subparagraph (C), (D), (E),
(F), (G), or (H) of section 210(a)5) of the Social Security Act (42
U.S.C. 410(a)X5)) on or after the date of the enactment of this
Act.

SEC. 8016. TECHNICAL CORRECTIONS IN OASDI PROVISIONS.

(a) TecanicaL CorrectioNs.—(1) Section 205(cX2XCXiii) of the
Social Security Act is amended by striking “the Social Security Act”
and inserting “this Act”.

(2) Section 211(aX7) of such Act (as amended by section 9023(bX1)
of Public Law 100-203) is amended by inserting “of the Internal
Revenue Code of 1986” before the semicolon at the end.

(3XA) Subsection (d) of section 3121 of the Internal Revenue Code
of 1986 (as amended by section 9002(b)X2) of Public Law 99-509) is
amended—

(ﬂbyredmgnahngpamgraph(3)asparag‘raph(4) by striking
or"attheendofauchparsgraphandmsemngapenod,and
by moving such paragraph (as so redesignated and amended) to
the end of the subsection; and
(ii) by redesigna hngparagraph(4)aspﬂrasﬂph(3)andby
the period at the end and inse ‘- or”.

(B) Section 3306(i) of such Code (as am bysectionBOO%)(z}

L Lo D A e e 9 e
paragrap ’ inserting “ -
graph (4) and subparagraphs (B) and (C) of paragraph (3)”.
(4) Section 13303(c)2) of Public Law 99-272 is amended—
(A) by striking “312(b)” and inserting “3121(b)”’;



PUBLIC LAW 100-647—NOV. 10, 1988 102 STAT. 3793

(B) by striking “is amended” and inserting “, and paragraph
(20) of section 210(a) of the Social Security Act, are each 42USC 410.
amended”’; and
(C) by striking “after ‘service’ ” and inserting ‘“before ‘per- 26 USC 3121;
formed’ . 42 USC 410.
(5) Section 9006(b)(1) of Public Law 100-203 is amended by striking 26 USC 3111.
“8111(a)” and inserting “3111”.
(b) ErFecTive DATE.—(1) Except as provided in paragraph (2), the 26 USC 3111
amendments made by this section shall be effective on the date of 1ot
the enactment of this Act.
(2) Any amendment made by this section to a provision of a
particular Public Law which is referred to by its number, or to a
provision of the Social Security Act or the Internal Revenue Code of
1986 as added or amended by a gerovision of a particular Public Law
which is so referred to, shall effective as though it had been
included or reflected in the relevant provisions of that Public Law at
the time of its enactment.

SEC. 8017. CERTAIN CASH WAGES PAID TO SEASONAL AGRICULTURAL
LABORERS EXCLUDED FROM OASDI COVERAGE.

(a) SociaL SEcuriTY Act AMENDMENT.—Paragraph (2) of section
209(h) of the Social Security Act is amended to read as follows: 42 USC 409.
“(2) Cash remuneration paid by an employer in any calendar
year to an employee for agricultural labor unless—
“(A) the cash remuneration paid in such year by the
employer to the emgloyee for such labor is $150 or more, or
“(B) the employer’s expenditures for agricultural labor in
such year equal or exceed $2,500,
except that subparagraph (B) shall not apply in dete
whether remuneration paid to an employee constitutes ‘wages
under this section if such employee (i) is employed as a hand
harvest laborer and is paid on a piece rate basis in an operation

which has been, and is customarily and generally as
having been, paid on a piece rate basis in the region of employ-
ment, (ii) commutes daily from his permanent residence to the

farm on which he is so employed, and (iii) has been employed in
agncHIture less than 13 weeks during the preceding calendar

year;”.
(b) FICA AMENDMENT.—Subparagraph (B) of section 3121(a)8) of
the 1986 Code (relating to wages) is amended to read as follows:
“(B) cash remuneration paid by an employer in any calendar
year to an employee for agricultural labor unless—
“(i) the cash remuneration paid in such year by the
employer to the emlyloyee for such labor is $150 or more, or
“(ii) the employer’s expenditures for agricultural labor in
such year equal or exceed $2,500,
except that clause (ii) shall not apply in determining whether
remuneration paid to an employee constitutes ‘wages’ under
this section if such employee (I) is employed as a hand harvest
laborer and is paid on a piece rate basis in an operation which
has been, and is customarily and generally recognized as having
been, paid on a piece rate basis in the region of employment, (II)
commutes daily from his permanent residence to the farm on
which he is so employed, and (III) has been employed in i-
qutu'l:elesst.hanl weeksduringtheprecedingcaleﬁﬁr
Yyear; .
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26 USC 3121
note.

26 USC 3121
note.

AIDS.

(c) ErFecTivE DATE.—The amendments made by this section shall
take effect as if included in the amendments made by section 9002 of
the Omnibus Budget Reconciliation Act of 1987.

SEC. 8018. CERTAIN EMPLOYER PENSION CONTRIBUTIONS NOT IN-
CLUDED IN FICA WAGE BASE.

In the case of any State (within the meaning of section 3121(e)(1)
of the Internal Revenue Code of 1986) or political subdivision thereof
which received a letter ruling of the Internal Revenue Service
issued after December 31, 1983, and before the date of the enactment
of this Act maintaining that any amount treated as an employer
contribution under section 414(hX2) of the Internal Revenue Code of
1986 is excluded from the definition of " for purposes of tax
liability under section 3121(vX1XB) of Code, such State or
political subdivision shall be relieved of any l:ablhty for taxes under
such section 3121(vX1)XB) which, in good faith reliance on such letter
ruling, were not paid and which would otherwise have been required
tobepmd(butforth:ssectton)onorbeforetheearheroftbedateof
the enactment of this Act or the date of the receipt of a notice of
revocation from the Internal Revenue Service of such letter ruling.

SEC. 8019. REPORTS REGARDING CERTAIN DISABILITY-RELATED BENE-
FITS.

(a) ELicisiurTy ¥orR BENEFITS.—Not later than 180 days after the
date of the enactment of this Act, the Secre of Health and
Human Services shall submit to the Committee on Ways and Means
of the House of Representatives and the Committee on Finance of
the Senate a report providing information on—

(1) the number (gﬁmdlvndua]n with ﬁ retliaut:d to
aequ.u'ed immune ci1ency me rei r in sec-
tion referred to as “AIDS-related complex”) who have made
application for disability-related ben ts under titles II and
XVI of the Social Security Act during fiscal years 1988, 1987,
and, to the extent feasible, 1986;

(2) the number of such applications appmved. denied (by
reason of denial), and mvermtf dpon

(3) the rates of allowance an: ial of such applications by
State and region, to the extent feasible;

(4) the criteria, guidelines, or other information used to deter-
mine eligibility (including copies of the documents setting forth
such criteria, guidelines, and information) including informa-
tion about any changes in criteria that are under consideration;

(5) the total costs of disability-related benefits provided to
individuals with AIDS-related oo:;n&lex during fiscal years 1988,
1987, and to the extent feasible, 1

(6) to the extent available, the propcted number of such
applications that will likely be approved and denied and the
estimated costs of such benefits for the next 3 fiscal years.

(b) CoorRDINATION OF FEDERAL AND STATE DisABILITY PROGRAMS.—
Not later than 180 after the date of the enactment of this Act,
the Secretary of th and Human Services shall submit to the

the Social Security Administration and State disability agencies
with respect to the provision of disability-related benefits under
titles II and XVI of the Social Security Act and State disability
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insurance programs to individuals with acquired immune deficiency
syndrome or AIDS-related complex and to make such individuals
applying for any such benefits aware of the full of Federal and
State disability-related benefits for which such individuals may be

eligible.
Subtitle B—Public Assistance Provisions

SEC. 8101. EXTENSION OF PROHIBITION AGAINST IMPLEMENTATION OF
CERTAIN PROPOSED REGULATIONS.

Section 9118 of the Omnibus Budgat Reconciliation Act of 1987 (42
UsScC. 1383c)mamendedby striking “October 1, 1988” and inserting
“September 30, 1989”.

SEC. 8102. REVIEW OF POLICY GOVERNING USE OF AFDC FUNDS TO MEET
EMERGENCY NEEDS OF FAMILIES ELIGIBLE FOR AFDC
THROUGH EMERGENCY ASSISTANCE OR SPECIAL NEEDS
PAYMENTS; REPORT TO CONGRESS.

(a) Review or Pouicy.—The Secretary of Health and Human
shall review the policies in effect, as of the date of the
enactment of this section, with to the use by States of
amounts paid to such States under program of aid to families
with dependent children under part A of title IV of the Social
SeclmtyAct,mtheformofpaymentsofmdtomeetspeaalneedsor
rgencyasamtanceundersectmndﬂﬁ(a}ofmchmmmeet
needs of families who are eligible for such aid.

RT TO CoNGREss.—Not later than July 1, 1989, the Sec-
retaryofHealthandHumanSerneeashallsnbmxtmtheCongmasa

report conmng recommendations for legislative and regulatory

to—
(l)mpravetheab:htyofthe rogramofaidtofamjlies with
dependent children under part A of title IV of the Social
Security Act to to emergency needs of families who are
le for such aid; and
(2) eliminate the use of funds provided to States under such
program to pay for the provision of shelter in commercial or
similar transient facilities.

SEC. 8103. DISREGARD OF CERTAIN HOUSING ASSISTANCE PAYMENTS IN
DETERMINING INCOME AND RESOURCES UNDER SSI PRO-
GRAM.

(a) Income.—Section 1612(b) of the Social Security Act is 42 USC 1382a.
amended

(1)11;{1 striking “and” after the semicolon at the end of para-

iking the period at th d of 13) and
byw;andmn at the en paragraph (13) an
3 by ndding after paragraph (13) the following new

“(14) assistance paid, with respect to the dwelling unit occu-
pied by such individual (or such individual and spouse), under
the United States Housing Act of 1937, the National Housing
Act, section 101 of the Housing and Urban Development Act of
1965, title V of the Housing Act of 1949, or section 202(h) of the
HoumngActof1959 >
(b) Resources.—Section 1613(a) of such Act is amended— 42 USC 1382b.



102 STAT. 3796 PUBLIC LAW 100-647—NOV. 10, 1988

(l)hbéi )striking “and” after the semicolon at the end of para-
grap. H

(2) by striking the period at the end of paragraph (7) and
inserting *“; and”’; and

(3) by inserting after paragraph (7) the following new

paragraph: . . )

‘(8) the value of assistance referred to in section 1612(b)(14),
paid with respect to the dwelling unit occupied by such individ-
ual (or such individual and spouse).”.

42 USC 1382a (c) ErFective DATE.—The amendments made by this section shall

note. be effective as though they had been included in section 162 of the
Housing and Community Development Act of 1987 at the time of its
enactment.

SEC. 8104. FOSTER CARE INDEPENDENT LIVING INITIATIVES.

(a) ExTENSION OF INDEPENDENT LivING PrROGRAM.—Section 477 of
the Social Security Act (42 U.S.C. 677) is amended—

(1) by striking “1987 and 1988” in subsections (a) and (e)1)
and inserting “1987, 1988, and 1989";

(2) by striking “for fiscal year 1988” and all that follows in
subsection (¢) and inserting “for the fiscal year 1988 or 1989,
such description and assurances must be submitted prior to
February 1 of such fiscal year.”; '

(3) by striking “Not later than March 1, 1988” in subsection
(gX1) and inserting “Not later than the first January 1 following
the end of each fiscal year”;

(4) by inserting “during such fiscal year” in subsection (g)1)
after “carried out”’;

(5) by striking “(2) Not later than July 1, 1988,” in subsection
(g)2) and inserting the following:

“(2XA) Not later than July 1, 1988, the Secretary shall submit an
interim report on the activities carried out under this section.

“(B) Not later than March 1, 1989,”; and

(6) by striking “fiscal year 1987 in subsection (gX2) and
inserting “fiscal years 1987 and 1988".

(b) PErMissioN To UNOBLIGATED FUNDS APPROPRIATED FOR
1987 v 1989.—Subsection (f) of section 477 of such Act (42 U.S.C.
677(0) is amended by inserting after and below paragraph (3) the
following:

“Notwithstanding paragraph (3), ents made to a State under
this section for the fiscal year 183%1111 unobligated may be ex-
pended by such State in the fiscal year 1989.”.

(c) INncLusioN IN INDEPENDENT Living ProGrRaAM oF Non-AFDC
Foster CAre CHILDREN.—Subsection (a) of section 477 of such Act
(42U.8.C. 677(a)) is amended—

(1) by inserting “(1)”’ before “Payments”;

(2) by striking “children” and all that follows through “age
16,” and inserting ‘“children described in paragraph (2) who
have attained age 16"; and

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

“2) A m established and carried out under paragraph (1)—

i be designed to assist children with respect to whom
foster care maintenance payments are being made by the State
under this part, and

“(B) may at the option of the State also include any or all
gt&:er children in foster care under the responsibility of the

te.”.
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(d) IncLusioN IN INDEPENDENT LivinG PROGRAM OF CERTAIN
ForMmeR FosTER CARE CHILDREN.—Paragraph (2) of section 477(a) of
the Social Security Act (42 U.S.C. 677(a)2)) (as added by subsection
(c) of tl(lﬁs gect,io-n)-m t‘urtl:ier amaﬁ%ded— ks

y striking “and” in subparagrap :
(2) by stnlu.:ag‘ ing the J)eriod at the end of subparagraph (B) and
inserting “, and”; an

(3) by adding at the end the following new sub h:

“(C) may at the option of the State also include any cﬁﬂ' J) to
whom foster care maintenance payments were previously made
by a State under this and whose payments were discon-
tinued on or after the date such child attained age 16, and any
child who previously was in foster care described in subpara-
graph (B) and for whom such care was discontinued on or after
the date such child attained age 16, but such child may not be so
included after the end of the 6-month period beginning on the
date of discontinuance of such payments or care; and a written
transitional independent living plan of the described in
subsection (d)6) shall be developed for such child as a part of

such program.”.
(e) DETERMINATION OF SERVICES NEEDED FOR TRANSITION TO
INDEPENDENT LiviNg.—Sub; h (C) of section 475(5) of such

Act (42 U.S.C. 675(5XC)) is amended by inserting “and, in the case of
a child who has attained age 16, the services needed to assist the
child to make the transition from foster care to independent living”
before the semicolon.

(f) LimrraTioNn oN Usg oF FuNDs.— ﬁraph (3) of section 477(e)
of such Act (42 U.S.C. 677(e)3)) is amended by adding at the end the
following: “Amounts payable under this section may not be used for
the ision of room or board.”.

(g) EFFecTIvE DATES.—(1) The amendments made by subsections 42 USC 677 note.
(a), (b), and (e) shall take effect on October 1, 1988.

(2) The amendments made by subsections (¢), (d), and (f) shall take
effect on the date of the enactment of this Act.

SEC. 8105. TECHNICAL CORRECTIONS TO FAMILY SUPPORT ACT OF 1988. Effective date.

ofil}g;gﬁve on the date of the enactment of the Family Support Act
(1) section 401(cX1) of such Act is amended by inserting “(as 42 USC 607.
amended by paragraph (4)B) of this subsection)” before “is

amended—";

(2) section 401(cX4)XB) of such Act is amended by striking “(as
amended by ph (1) of this subsection)””;

(3)hs(elc$:}ion 203&) of such Act is amended by striking para- 42 ysc 6o7.
gra s

(4) section 111(eX1) of such Act is amended by striking 42 USC 666.
“before”’ and inserting in lieu thereof “after’’;

(5) section 407(bX1)XBXiiiXI) of the Social Security Act (as
amended by section 202(b)8XA) of the Family Support Act of
1988 and redesignated by section 401(b)1) of t Act) is 42 USC 607.
amended by striking “409(a)(19)XA)” and inserting in lieu thereof
“402(a)19XA)”;

(6) section 469 of the Social Secunt}r Act (as added by section
129 of the Family Support Act of 1988) is amended— 42 USC 669.

(éﬁ) by striking “of title IV of the Social Security Act”;

an
(B) by striking “of title IV of such Act”; and
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42 USC 617.

26 USC 3304
note.

Records.
Claims.

42 USC 13951
note.

(T) section 418 of the Social Securit *y Act (as added by section
603&&) oflghe Family Support Act of 1988) is redesignated as
section

Subtitle C—National Commission on Children

SEC. 8201. DELAY IN REPORTING DATE FOR NATIONAL COMMISSION ON
CHILDREN.

Sec:.lig(:; 1139 of the Social Security Act (42 U.S.C. 1320b-9) is
amen i
(1) by striking “September 30, 1988” in subsection (d) and
inserting “March 31, 1990”;
(2) by striking “March 31, 1989” in subsection (d) and insert-
ing “September 30, 1990";
(3) by striking “March 31, 1989” in subsection (eX1XA) and
inserting “‘September 30, 1990’
(4) by striking “March 31, 1989" in subsection (eX4)B) and
inserting September 30, 1990"
(5) by inserting “for each of ﬁscal years 1989 and 1990” after
“section” in subsection (j).

Subtitle D—Unemployment Compensation

SEC. 8301. SELF-EMPLOYMENT DEMONSTRATION PROJECT.

Section 9152(g) of the Omnibus Budget Reconciliation Act of 1987
(Public Law 100-203) is amended—
(1) in paragraph (1), by striking “two” in the first sentence
and inserting “three”; and
(2) in paragraph (2) by striking “four” and inserting “six".

Subtitle E—Medicare and Medicaid

PART I—PROVISIONS RELATING TO PART A OF
MEDICARE

SEC. 8401. EXTENSION OF DISPROPORTIONATE SHARE PROVISIONS.

Paragraphs  (2XCXiv), (XC)iiXD), (BXCXuiXID, (5)(B)(u)(l)
(5)XBXiiXII), and (5XFXi) of section 1886(d) of the Social Secunty
(42 U.S.C. 1395ww(d)) are each amended by striking “1990’
inserting “1995”.

SEC. 8402. MAINTENANCE OF BAD DEBT COLLECTION POLICY.

Effective as of the date of the enactment of the Omnibus Budget
Reconciliation Act of 1987, section 4008(c) of such Act is amended !
inserting after “reasonable collection effort” the following: “, inclu;
ing criteria for indigency determination procedures, for record keep-
mf and for determmmg whether to refer a claim to an external

lection agency”.

SEC. 8403. APPLICATION OF WAGE INDICES IN CASE OF AREAS AFFECTED
BY SECTION 4005(A)(1) OF OBRA OF 1987,

(a) CompUTATION OF INDICES FOR FiscaL YEARS 1990 anp 1991.—
Section ‘}ggﬁ(d)(S) of the Social Security Act (42 U.S.C. 1395ww(dX8))
18 amen [
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(1) in subparagraph (C)—
(A) by striking “subparagraph (B)” each place it appears
and inserting “subparagraphs (B) and (C)”, and
(DEB) bg redesignating such subparagraph as subparagraph
; an

(2) by inserting after subparagraph (B) the following new
subparagraph:

“(CXi) If the application of subparagraph (B), by treating hospitals Health care
located in a rural county or counties as being located in an urban facilities.
area, reduces the wage index for that urban area (as applied under Fural areas.
this subsection), the tary shall calculate and apply such wage >
index under this subsection separately to hospitals located in such
urban area (excluding all the hospitals so treated) and to the
hospitals so treated (as if each affected rural county were a separate
urban area). If the application of subparagraph (B), by treating the
hospitals located in a rural county or counties as not being located
in the rural area in a State, reduces the wage index for that rural
area (as applied under this subsection), the Secretary shall calculate
and apply such wage index under this subsection as if the hospitals
so treated had not been excluded from calculation of the wage index
for that rural area.

“(ii) Clause (i) shall only apply to discharges occurring on or after
October 1, 1989, and before October 1, 1991.”.

(b) HHS REerporT ON ADJUSTMENT OF HosPiTAL WAGE INDICES FOR
FiscaL YEAR 1989.—

(1) The Secretary of Health and Human Services shall report
to the Congress, not later than 60 days after the date of the
enactment of this Act, on alternative methods for reimburse-
ment under section 1886(d) of the Social Security Act to hos-
pitals located in affected areas described in paragraph (2) for
hospital discharges occurring in fiscal year 1989 that would
result in aggregate payments under title XVIII of such Act to
hospitals in such areas in an amount no less than would have
been paid without the enactment of the amendments made by
section 4005(aX1) of the Omnibus Budget Reconciliation Act of
1987. In reporting concerning alternative methods, the Sec-
retary shall consider both legislative and administrative actions
that would result in an aggregate increase in payments under
such title and legislative and administrative actions that would
not result in such an aggregate increase.

(2) An affected area described in this paragraph is an area for
which the area wage index for fiscal year 1989 (described in
section 1886(dX3XE) of the Social Security Act) was reduced
below the amount otherwise applicable as a result of the amend-
ments made by section 4005(a)1) of the Omnibus Budget Rec-
onciliation Act of 1987.

(¢) ProPAC Stupy anND REeporT.—The Prospective Payment
Assessment Commission shall study and make a report to
within 9 months after the date of the enactment of this Act on the
appropriate payment for hospitals affected by subparagraphs (B)
and (C) of section 1886(dX8) of the Social Security Act (as amended
by subsection (a) of this section) and the appropriate treatment of
the wage and wage-related costs of such hospitals in computing area
wage indices.
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42 USC 1395b-1
note.

42 USC 1395b-1
note.

42 USC 1395ww
note.

42 USC 1395b-1
note.

Reports.

SEC. 8404. DEMONSTRATION PROJECTS WITH RESPECT TO CHRONIC VEN-
TILATOR-DEPENDENT UNITS IN HOSPITALS.

(a) IN GENERAL.—Section 42%(a) of the Medicare Catastrophic
Coverage Act of 1988 is amended by striking “up to” each place it
appears and inserting “at least”.

(b) ErFecTive DATE.—The amendment made by subsection (a)
shall take effect as if included in the Medicare Catastrophic Cov-
erage Act of 1988.

SEC. 8405. ELECTION OF PERSONNEL POLICY FOR PROPAC EMPLOYEES.

With respect to employees of the Prospective Payment Assess-
ment Commission hired before December 22, 1987, such employees
shall have the option to elect within 60 days of the date of enact-
ment of this Act to be covered under either the personnel policy in
effect with respect to such employees before December 22, 1987, or
under the employees coverage provided under the last sentence of
section 1886(e)X6XD) of the Social Security Act.

PART II—RELATING TO PARTS A AND B OF
MEDICARE PROGRAM

SEC. 8411. TREATMENT OF CERTAIN NURSING EDUCATION PROGRAMS.

(a) DEMONSTRATION OF JOINT NURSING GRADUATE EpucAaTiON PrO-
GRAMS.—

(1) The Secretary of Health and Human Services shall provide
for demonstration programs under this subsection in each of 5
hospitals for cost reporting periods beginning on or after July 1,
1989, and before July 1, 1994.

(2] Under each demonstration project, subject to paragraph
(4), the reasonable costs incurred by a hospital pursuant to a
written nent with an educational institution for the
activities in paragraph (3) conducted as part of an
approved educational program that—

(A) involves a substantial clinical component (as deter-

mined by the Secretary), and

(B) leads to a master’s or doctoral degree in nursing,
ahallbeallcwahleasreasonnbleeostsundertltleXVl]Iofthe
Social Security Act and reimbursed under such title on the
same basis as if they were allowable direct costs of a hospital-
operated approved educational program (other than an
approved graduate medical education program).

(3) The activities described in this paragraph are the activities
for which the reasonable costs of cond such activities are
allowable under title XVIII of the Social ity Act if con-
(t':‘theﬂ;l:n,an“l p]:nrovedgmdt‘ad medlmlefd o ),

an a uate ucation program
but only to the extent such activities are directly related to the

operation of the educational program conducted t to the
mmtbetwmthahmpﬁaland educational
tion.

(4) The amount paid under a demonstration program under
thmmbsechonmahmmtalforamtmpomngpenodmaynot
(SﬁeSeuebryshaﬂmpoﬁto&nmbynotlaterthan
January 1, 1995, on the demonstration programs conducted
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under this subsection and on the supply and characteristics of
nurses trained under such programs.
(b) Joint UNDERGRADUATE EDUCATION PROGRAM.—In the case of a Health care
hospital which (1) was paid under a waiver under section 402 of the facilities.

by such hospital for purposes of title XVIII of the Social Security
Act, and shall be allowable as reasonable costs under such title and
reimbursed under such title on the same basis as if they were
allowable direct costs of a hospital-operated a educational
program (other than an approved graduate ical education pro-
gram), for hospital cost reporting periods beginning in fiscal years
1989, 1990, and 1991.

SEC. 8412. ELIMINATION OF WAIVERS OF 50:50 RULE FOR HMO ENROLL-
MENT.

(a) IN GENERAL-
(1) Section 1876(f) of the Social Security Act (42 U.S.C.
1395mm(f)), as amended by section 4018(a) of the Omnibus
BudgetReeonmliahonActoflE)S? is amended by striking para-
graph (3) and by redesignating paragraph (4) as parasraph 3.
(2) Subsection (c) of section 4018 of the Omnibus Budget
Reconciliation Act of 1987 is repealed. 101 Stat.
() Errecrive Date—The amendments made by subsection (a) 33080
shall not apply to contracts in effect on the date of the enactment of e,
this Act or extensions (not exceeding 90 days) thereof.

SEC. 8413. INCREASE IN AUTHORIZATION FOR THE PATIENT OUTCOME
ASSESSMENT RESEARCH PROGRAM.

Section 1875(cX3) of the Social Security Act (42 U.S.C. 139511(cX3))
is amended to read as follows:
“3XA) For purposes of carrying out the research program, there
are authorized to be appropriated—
“(i) from the Federal Hospital Insurance Trust Fund two-
thirds of the amount specified in subparagraph (B), and
“(i) from the Federal Supplementary Medical Insurance
Trus;:l (gt]md one-third of the amount specified in subpara-
grap
“B) The amount specified in this subparagraph is—
“(i) $7,500,000 for fiscal year 1
“(i1) 810 000 000 for ﬁaml year 1989,
“(iil) m.DN,OOO for fiscal year 1990, and
““(iv) $30,000,000 for fiscal year 1991.”.

SEC. 8414. DELAY IN REPORTING DEADLINE FOR THE UNITED STATES
BIPARTISAN COMMISSION ON COMPREHENSIVE HEALTH
CARE.

Section 406 of the Medicare Catastrophic Coverage Act of 1988 is 42 USC 1395b
amended by striking “date of the enactment of this Act” each place note.
it appears and inserting “effective date of the first Act providing
appropriations for the Commission”.
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42 USC 1395L.

42 USC 13951
note.

Reports.

42 USC 13951
note.

PART III—PROVISIONS RELATING TO PART B OF
MEDICARE

SEC. 8421. TRIP FEES FOR CLINICAL LABORATORIES.

(a) IN GENERAL—Section 1833(hX3) of the Social Security Act (42
U.S.C. 13951(h)3)) is amended by adding at the end the following
new sentence: “In establishing a fee to cover the transportation and
personnel expenses for trained personnel to travel to the location of
an individual to collect a sample, the Secretary shall provide a
method for computing the fee based on the number of miles traveled
and the personnel costs associated with the collection of each
individual sample, but the Secretary shall only be required to apply
such method in the case of tests furnished during the period begin-
ning on April 1, 1989, and ending on December 31, 1990, by a
laboratory that establishes to the satisfaction of the (haaed
on data for the 12-month period ending June 30, 1988) that (i) the
laboratory is dependent upon payments under this title for at least
80 percent of its collected revenues for clinical diagnostic laboratory
tests, (ii) at least 85 percent of its gross revenues for such tests are
attributable to tests performed with respect to individuals who are
homebound or who are residents in a nursing facility, and (iii) the
laboratory provided such tests for residents in nursing facilities
representing at least 20 percent of the number of such facilities in
the State in which the laboratory is located.”.

(b) Bunger NEuTRALITY.—The Secretary of Health and Human
Services shall adjust the fees for transportation and personnel
established under section 1833(h)3XB) of the Social Security Act for
tests not covered under the amendment made by subsection (a) in
such manner that the total cost of fees under such section is the
same as would have been the case without such amendment.

(¢) Stupy.—The Secretary of Health and Human Services shall
study reimbursement for specimen collection and transportation
and personnel costs under section 1833(hX3) of the Social Security
Act and shall report to the Committees on Ways and Means and
Energy and Commerce of the House of Representatives and the
Committee on Finance of the Senate by May 1, 1989. The study

(1) survey carrier policies regarding such reimbursement,

(2) report on concerns expressed by clinical diagnostic labora-
tories concerning such reimbursement, and

(3) make recommendations to assure that such reimburse-
ment is reasonable, covers the costs involved, and assures ade-
quate access to clinical laboratory services for nursing facility
residents.

SEC. 8422. BUDGET NEUTRALITY ADJUSTMENT FOR CERTIFIED REG-
ISTERED NURSE ANESTHETISTS.

(a) IN GENERAL.—Section 1833(1X3XB) of the Social Security Act
(42 U.S.C. 13951(1X3XB)) is amended by inserting “plus applicable
coinsurance” after “would have been pmd"

(b) ErrecTive DATE.—The amendment made by subsection (a)
shall become effective as if included in the amendment made by
section 9320(e)(2) of the Omnibus Budget Reconciliation Act of 1986.
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SEC. 8423. COVERAGE OF PSYCHOLOGISTS’ SERVICES WHEN PROVIDED
OFF-SITE AS PART OF A TREATMENT PLAN,

(a) In GenNErAL.—Section 1861(ii) of the Social Security Act (42
U.S.C. 1395x(ii)) is amended— )
(1) by inserting “on-site” before “at a community mental
health center”, and
(2) by inserting “, and such services that are necessaril
furnished off-site (other than at an off-site office of suc
psychologist) as of a treatment plan because of the inability
of the individual furnished such services to travel to the center
by reason of physical or mental impairment, because of institu-
tionalization, or because of similar circumstances of the individ-
ual,” after “Public Health Service Act)”.
(b) ErrecTive DATE.—The amendments made by subsection (a) 42 USC 1395x
shall be effective with respect to services furnished on or after note
January 1, 1989,

SEC. 8424. NONAPPLICATION OF CERTAIN REQUIREMENTS TO PHYSICAL
THERAPISTS.

(a) IN GENERAL.—Section 1861(p) of the Social Security Act (42
U.S.C. 1395x(p)) is amended adging at the end the following new
sentence: “Nothing in this su ion shall be construed as requir-
ing, with res to outpatients who are not entitled to benefits
under this title, a physical therapist to provide outpatient physical
therapy services only to outpatients who are under the care of a
physician or pursuant to a plan of care established by a physician.”.

) EFFEcTiVE DATE.—The amendment made b: sugaection (a) 42 USC 1395x
beshallalbecomlgase effective with respect to services provided after Decem- 7ot

r 31, §

SEC. 8425. FUNCTIONS OF PHYSICIAN PAYMENT REVIEW COMMISSION.

(a) ApprrionaL Funcrion.—Section 1845(b)2) of the Social
Security Act (42 U.S.C. 1395w-1(bX2)) is au;,ended-— .
(1) by striking “and” at the end of subparagraph (G),
(2) by striking the period at the end of stzg;aragraph (H) and
inserting “; and”’, an
(3) by adding at the end the following new subparagraph:
“(I) consider policies for moderating the rate of increase in
expenditures under this part and the rate of increase in utiliza-
tion of services under this part.”.
(b) ErrecTive DaTe.—The amendments made by subsection (a) 42 USC 1395w-1
shall take effect on the date of the enactment of this Act and shall note.
first apply to recommendations submitted in 1989.

SEC. 8426. MORATORIUM ON LABORATORY PAYMENT DEMONSTRATION
EXTENDED.

Section 9204(a) of the Consolidated Omnibus Budget Reconcili-
ation Act of 1985, as amended by section 9339(e) of the Omnibus
Budget Reconciliation Act of 1986 and section 4085(c) of the Omni-
bus Budget Reconciliation Act of 1987, is amended by striking 42 USC 1395ww
“January 1, 1989” and inserting “January 1, 1990". note.

SEC. 8427. PAYMENT FOR MEDICAL ESCORT OR MEDICAL ATTENDANT ON
COMMERCIAL AIRLINER ALLOWED.

(a) IN GENERAL.—The Secretary of Health and Human Services 42 USC 1395x

shall provide that in cases where (as of the date of the enactment of %
this Act) transportation on a commercial airliner is covered under
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section 1861(s)T7) of the Social Security Act, the Secretary shall also
provide for payment for medically necessary services of a medical
escort or medical attendant.

(b) ErrecTivE PERIOD.—Subsection (a) shall apply to payment for
s;rg'glces furnished during the 5-year period beginning on July 1,
1

PART IV—PROVISIONS RELATING TO MEDICAID

State and local  SEC. 8431. DELAY IN ISSUANCE OF FINAL REGULATIONS CONCERNING

governments. THE USE OF VOLUNTARY CONTRIBUTIONS AND PROVIDER-
PAID TAXES BY STATES TO RECEIVE FEDERAL MATCHING
FUNDS.

The Secretary of Health and Human Services shall not issue any
final regulation prior to May 1, 1989, changing the treatment of
voluntary contributions or provider-paid taxes utilized by States to
recei;e Federal matching funds under title XIX of the Social Secu-
rity Act.

SEC. 8432. MEDICAID LONG-TERM CARE WAIVER PROGRAM.

(a) MopiricaTioN oF ForMuLA.—Section 1915(d)5)XB) of the Social
Security Act (42 U.S.C. 1396n(d)5)XB)) is amended by adding at the
end the following new clause:

“(iv) If there is enacted after December 22, 1987, an Act which
amends this title and which results in an increase in the aggregate
amount of medical assistance under this title for nursing facility
services and home and community-based services for individuals
who have attained the age of 65 years, the Secretary, at the request
of a State with a waiver under this subsection for a waiver year or
years and in close consultation with the State, shall adjust the
projected amount computed under this subparagraph for the waiver
year or years to take into account such increase.”.

(b) TecEHNICAL MobrFicaTioNs.—Clauses (i) and (ii) of section
1915(d)X5XB) of such Act (42 U.S.C. 1396n(dX5XB)) are amended—

(1) by inserting “(rounded to the nearest quarter of a year)”
after “the number of years” each place it appears,

(2) by striking “before the waiver year” each place it appears
and inserting “at the end of the waiver year”,

(3) by striking “between the base year and the waiver year”
each place it appears and inserting “between the begmnmg of
the base year and the beginning of the waiver year”, and

(4) by inserting “(rounded to the nearest quarter of a year)”
after “for each year” each place it appears.

42 USC 1396n (c) EFFEcTIVE DATE.—The amendments made by this section shall
note. apply to waiver years beginning during or after fiscal year 1989.

SEC. 8433. EXTENSION OF TIME PERIOD FOR SUBMISSION OF CORREC-
TION AND REDUCTION PLANS FOR CERTAIN INTERMEDIATE
CARE FACILITIES FOR THE MENTALLY RETARDED.

(a) In GENERAL.—Section 1922 of the Social Security Act (42 U.S.C.
1396r-3) is amended—
(1) in subsection (a), by striking “residents” and inserting
“residents (including failure to provide active treatment)’”’;
(2) in subsection (cX5), by inserting “, and to provide active
treatment for,” after “health and safety of’’; and
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(3) in subsection (f), by striking “within 3 years after the
effective date of final regulations implementing this section’
and inserting “by January 1, 1990”.

(b) Errecrive DAaTE.—The amendments made by subsection (a) 42 USC 1396r-3.
shall become effective on the date of the enactment of this Act, and
sha]lapplytoanypmceedmgwhemtherehasnotyetbeenaﬁqal
determination (as defined for purposes of judicial
review) as of the date of the enactment of this Act.

SEC. 8434. CORRECTION RELATING TO MEDICARE BUY-IN.

(a) IN GENERAL—Section 1905(p',(l) of the Social Security Act (42
U.S.C. 1396d(pX1)) is amended by striking subparagraph (B) and
redesignating subparagraphs (C) nnd (D) as subparagraphs (B) and
(C), respectively.

(b) CONFORMING AMENDMENTS.—
(1) Section 1902(aX10) of such Act (42 U.S.C. 1396a(aX10)) is
in the subdivision (VIII) fo subparagraph (E),
“whomonl ent:tledtom assistance because
mdlndual issuch a ’ after “1905(p)(11"
. (2) Section 1902(mX4XA) of such Act (42 U.S.C. 1396a(m)}4XA))
amended striking “1905(pX1XC)’ and inserting

3) 1905(a) of such Act (42 US.C. 1396d(a})1samended
mthematterbeforeclause(l) bystnk:u:q ‘in the case of a
qualified medicare beneficiary” and inserting “in the case of
medicare cost-sharing with respect to a qualified medicare bene-

B Bection 1905(pX2XA) of such Act (12 U.S.C. 1396d(pX2XA),
as amended by section 608(d)X14) of the Family Support Act of
1988, is amended striking “(1XC)” and inserting "(1)(3)”
(c) ErrecTive DaTe—The amendment made by this section shall 42 USC 13%a
be effective as if included in the enactment of section 301 of the note:

Medicare Catastrophic Coverage Act of 1988.

SEC. 8435. CLARIFICATION OF FEDERAL FINANCIAL PARTICIPATION FOR
CASE-MANAGEMENT SERVICES.

The Secretary of Health and Human Services may not fail or State and local
refuse to am an amendment to a Stat.e plan under title XIX of g&overnments.

the Social tyActthatpmvxdes coverage of case-manage- 22 USC 1396a
ment services described in section 191 2)ofsunhAct,ort.oden note.
payment to a State for such services sactlon1903(a)(1)ofsuc

Act on the basis that a State is required to such services

under State law or on the basis that the State pmdor:spaymf
forauchmfmmnon—Faderslﬁmdsbefomoraﬂ:erApnl
1986. Nothing in this section shall be construed as

tomakepaymentt.oasmteundersectmn )(l)of
such Act for such case-management services which are provided
without charge to the users of such services.

SEC. 8436. DETERMINATION OF PREMIUM AMOUNTS FOR EXTENDED
MEDICAL ASSISTANCE.

(@) Taxmc Into Account Cump Care Costs.—Section
1925(dX5XC) of the Social Security Act, as inserted by section
303(aX1) of the Family Su Act of 1988, is amended by inserting 42 USC 1396r-6.
‘(less the average mon mformhchﬂdmasmnmary
fortlmel_pploymentof the caretaker relative)” after “gross monthly
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42 USC 1396r-6 (b) ErFectiveé DATE.—The amendment made by subsection (a)
note. shall be effective as if included in the enactment of the Family
Support Act of 1988.

SEC. 8437. CLARIFICATION OF WAIVER FOR HOME AND COMMUNITY-
BASED SERVICES FOR INDIVIDUALS WHO WOULD OTHER-
WISE REQUIRE HOSPITAL OR FACILITY CARE.

(a) In GENERAL.—Section 1915(c7XA) of the Social Security Act
(42 U.S.C. 1396n(cX7XA)) is amended—

(1) by stnkmg “who are inpatients in hoapltals and insert-
ing “who are inpatients in, or who would require the level of
care provided in, hos 1tals,", and

(2) by striking “who are inpatients of those respective facili-
ties.” and inserting “who are inpatients in, or who would
require the level of care provided in, those respectlve facilities.”.

42 USC 1396n (b) ErrecTIVE DATE.—The amendment made by subsection @
hate, shall apply with res; to waiver applications submitted before, on,
or after the date of the enactment of this Act.

TITLE IX—TRADE PROVISIONS

SEC. 9001. TRADE TECHNICAL AMENDMENTS.

(a) IN GENERAL.—

(1) Section 121 of the Trade Act of 1974 (19 U.S.C. 2131) is
amended by 5tnkmg out “(d) There are” and inserting in lieu
thereof “There are”

(2XA) Par ph (6) of section 203(e) of the Trade Act of 1974
(19USC.2 e)) is amended—

(i) by striking out ‘“(A) the a l‘e‘:ghcezd:n:m in subparagraph
(B) and inserting in lieu the ‘(i) the apphcatwn and
(i) by striking out “(B) the designation” in subparagra;

(B) and inserting in lieu thereof ‘“(ii) the des atxon
(B) Paragraph (2) of section 1214(j) of the Omnibus Trade and
19 USC 2258. Competitiveness Act of 1988 is amended—

(1) by striking out “Section 203(f)” and inserting in lieu
thereof “Paragraph (6) of section 203(e)”,
(ii) by striking out “in ];vh (1)” and inserting in
lieu thereof “in subparagraph (E;
(iii) by striking out “in paragraph (3)” and inserting in
lieu thereof “in aubparag‘rai BXD)".
(3) Section 1215 of the Omnibus Trade and Competitiveness
19 USC 2138. Act of 1988 is amended hy striking out “1212(j)1)” and inserting
in lieu thereof “1214(GX1)".
19 USC 1677-2. (4) Section 771B of the Tariff Act of 1930 is amended to read
as follows:

“SEC. 771B. CALCULATION OF SUBSIDIES ON CERTAIN PROCESSED AGRI-
CULTURAL PRODUCTS.

“In the case of an agricultural product processed from a raw
agricultural product in which—
“(1) the demand for the prior stage product is substantially
dependent on the demand for the latter stage product, and
‘(2) the processing operation adds only limited value to the
raw commodity,
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subsidies found to be provided to either producers or processors of
the product shall be deemed to be provided with respect to the
manufacture, production, or exportation of the processed product.”.

(5) Paragraph (19) of section 771 of the Tariff Act of 1930 (19
U.S.C. 1677), as added by section 1335 of the Omnibus Trade and
Competitiveness Act of 1988, is redesignated as paragraph (20).

(6) Subsection (e) of section 1337 of the Omnibus Trade and
Competitiveness Act of 1988 is amended by striking out 19 USC 1671
“1321(b)” and inserting in lieu thereof “1322". L

(7) Paragraph (6) of section 1342(a) of the Omnibus Trade and
Competitiveness Act of 1988 is amended by striking out “by 19 USC 1337.
Fg(rﬁg’l:aph (5XB)” and inserting in lieu thereof “by paragraph

(8) Section 204 of the Trade Act of 1974 is amended by 19 USC 2254.
redesignating subsections (d) and (e) as subsections (c) and (d),
respectively.

(9) Subsection (d) of section 701 of the Tariff Act of 1930 (19
U.S.C. 1671) is amended by redesignating the subsection (d)
relating to a cross reference as subsection (f).

(10) Subsection (a) of section 162 of the Trade Act of 1974 (19
U.S.C. 2212(a)) is amended—

(A) by striking out “chapter 1 or”’, and
(B) by inserting “or under section 1102 of the Omnibus
Trade and Competitiveness Act of 1988"” after “or 124",

(11) Item 735.24 of the Tariff Schedules of the United States is
amended by striking out “5.52% ad val.” and inserting in lieu
thereof “4.64% ad val.”.

(12) Sub agh (B) of section 337(n)2) of the Tariff Act of
1930 (19 U.S.C. 1337(nX2)B)) is amended by striking out “under
s_u']?section (h)”" and inserting in lieu thereof “under subsection

(13) Subsection (g) of section 1214 of the Omnibus Trade and
Competitiveness Act of 1988 is amended to read as follows: 19 USC 58c.
“(g) COBRA or 1985.—Section 13031 of the Consolidated Omnibus
Budget Reconciliation Act of 1985 (19 U.S.C. 58c) is amended—
“(1) by striking out ‘schedule 8 of the Tariff Schedules of the
United States except item 806.30 or 807.00' in subsection
(a)X9XA) and inserting in lieu thereof ‘chapter 98 of the Har-
monized Tariff Schedule of the United States, except sub-
heading 9802.00.60 or 9802.00.80;
“(2) by striking out ‘General Headnote 3(e) (vi) or (vii)’ in
gl(.zbfe)ction (aX9XC) and inserting in lieu thereof ‘general note
ce)v)’;
“@3) by striking out ‘Schedules’ in subsection (a)9XC) and
inserting in lieu thereof ‘Schedule’;
“(4) by striking out ‘item 806.30' wherever it appears in
migg (bX8XA) and inserting in lieu thereof ‘subparagraph
“5) by striking out ‘item 807.00' wherever it appears in
subsection (bX8)(A) and inserting in lieu thereof ‘subparagraph
9802.00.80’; and
“(6) by striking out ‘headnote 2 of the General Headnotes and
Rules of Interpretation of the Tariff Schedules of the United
States’ in subsection (c)3) and inserting in lieu thereof ‘general
gi(;,atfee ?"of the Harmonized Tariff edule of the United
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19 USC 2703.

Ante, p. 1138,

19 USC 1507
note.

19 USC 2397
note.

19 USC 58c note.

Petroleum and
petroleum
products.

(14) Subparagraph (D) of section 1214(gX2) of the Omnibus
Trade a:t)db(}ompetitiveness 'I%‘I:tl é:f 1988l is am(en)dedd—
atr:k%.u‘sﬁ" out “ " in clause (iv) and inserting in
lieu thereof “ S;”,
(B) by striking out “HTS"” in clause (iv) and inserting in
lieu thereof “HTS; and”, and
(C) by striking out “subparag‘raph (E)” in clause (vi) and
inserting in lieu thereof “subparagraph (D)”.

(15) Section 330(cX3)AXi) of the Tariff Act of 1930 (19 U.S.C.
1330(cX8XAXi) is amended by striking out “most recently ap-
pointed to” and mserl:mg in lieu thereof “with the shortest
period of service on”

(16) Subsection (g) of section 332 of the Tariff Act of 1930 (19
U.S.C. 1332(g)) is amended by striking out “report to Congress.
g}? t?e iz’gs " and inserting in lieu thereof “report to Congress on

e IIrst .

(17) Subsection (i) of section 1121 of the Omnibus Trade and
Competitiveness Act of 1988 is amended b, striking out “subsec-
tlon (©) apply” and inserting in lieu thereof “subsection (f)

{1g) Subsection (b) of section 1902 of the Omnibus Trade and
Competitiveness Act of 1988 (102 Stat. 1313) is amended by
striking out “1987"” and inserting in lieu thereof ‘“1988".

(19) Item 909.35 of the ﬁ:]{)en to the Tariff Schedules of the
United States is amend striking out “3.6% ad val. (I)".

(20) Subparagraph (B) of sectlon 236(a)6) of the Trade Act of
1974 (19 C 6(a)X6XB)) is amended by striking out “in
sub h A) or (B) of paragraph (1)” and inserting in lieu

thereof “in clause (1) or (ii) of subparagraph (A)”.

(21) Subsection (g) of section 1430 of Omnibus Trade and
Competitiveness Act of 1988 (102 Stat. 1257) is amended by
stnkmg out “apply to with” and inserting in lieu thereof “apply
with

(b) ErrECTIVE DATE.—The amendments made by this section shall
be applied as if such amendments took effect on August 23, 1988.

SEC. 9002. FOREIGN TRADE ZONES.

Section 3 of the Act of June 18, 1934 (48 Stat. 999, chapter 590; 19
U.S.C. 81¢) is amended by adding at the end thereof the following
new subsection:

“(d) In regard to the calculation of relative values in the oper-
ations of petroleum refineries in a foreign trade zone, the time of
separation is defined as the entire manufacturing period. The price
of products required for computing relative values shall be the

ver:fe per unit value of each product for the manufacturing
Definition and attribution of products to feedstocks for
petroleum manufacturing may be either in accordance with Indus-
try Standards of Potential uction on a Practical rating
Basis as verified and adopted by the Secretary of the ury
(known as producibility) or such other inventory control method as
approved by the Secretary of the Treasury that protects the
revenue.

SEC. 9003. REPORT ON SMALL BUSINESS INNOVATION RESEARCH
PROGRAM.

Section 6 of the Small Business Innovation Development Act of
1982 (15 U.S.C. 638, note) is amended—
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(1) by striking out the last sentence of subsection (a), as added
by section 8008 of the Omnibus Trade and Competitiveness Act
of 1988 (Public Law 100-418), and
(2) by adding at the end thereof the following new subsection:
“(¢) Not later than July 1, 1989, the Comptroller General shall Small business.
transmit to the appropriate committees of the House of Representa-
tives and the Senate recommendations as to the advisability of
amending the Small Business Innovation Research Jn-ogram to—
“(1) increase each agency'’s share of research and development Research and
expenditures devoted to it by 0.25 percent per year, until it is 3 development.
rcent of the total extramural research and development “<Por's
ds, and targeting a portion of the increment at products with
commercialization or e; potential;
“(2) make the Small Business Innovation Research program
rmanent wlighésa formal congressional review every 10 years,
Ezﬁmmng in H
(3) allocate a modest but appropriate share of each agency’s
Small Business Innovation Bgsearch fund for administrralt.cge
purposes for effective management, quality maintenance, and
the elimination of delays; a.ng
"(4}hincluda w;u in the Sm %:szess lnno;gaiggo ?)‘63 R%-
search program all agencies expending between $20,000,000 an
3100,2?%000 in extramural research and development funds
annually.”.

SEC. 9004. EXTENSION OF CERTAIN EXISTING SUSPENSIONS OF DUTY
AND DUTY REDUCTIONS.

(a) ExTeENnsioNs UNTIL JANUARY 1, 1993.—Each of the following
items of the Appendix to the Tariff Schedules of the United States
are amended by striking out the date in the effective date column
and inserting in lieu thereof ““12/31/92":

(1) 'Ism 903.29 (relating to fresh, chilled, or frozen brussels
sprouts).

(2) Item 906.30 (relating to 3,5,6-trichlorosalicylic acid).

(8) Item 906.32 (m-Aminophenol).

(4) Item 906.38 (p-acetaminobenzenesulfonyl chloride).

(6) Item 906.51 (carboxylic acid disolvate).

(6) Item 906.53 (relating to dicyclomine hydrochloride and
mepenzolate bromide).

(%e Item 906.54 (relating to desipramine hydrochloride).

(8) Item 906.99 (relating to rifampin).

(9) Item 907.03 (relating to m-xylenediamine).
cyE:lloil Ite:;:l 907.04 (relating to 1,3-bis(aminomethyl)

ohexane).

(11) Item 907.06 (relating to 4,4'bis(a,a-dimethylbenzyl)
diphenylamine).

12) I¥em 907.08 (relating to 4-ch]oro-3-methy$henol).

(13) Item 907.16 (relating to uncompounded allyl resins).

(14) Item 907.18 (relating to certain forms of amiodarone).

(15) Item 907.25 (relating to terfenadine).

(16) Item 907.42 (relating to clomiphene citrate).

amn Ite;:) 907.51 (relating to certain yttrium materials and
com; \

(18) Item 907.65 (relating to tartaric acid).
trg;gg Item 907.66 (relating to potassium salts: Antimony tar-

(20) Item 907.68 (relating to cream of tartar).
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(21) Item 907.69 (relating to sodium tartrate).

(22) Item 907.76 (relating to lactulose).

(23) Item 910.00 (relating to diamond tool and drill blanks).

(24) Item 911.50 (relating to unwrought lead).

(25) Item 912.13 (relating to certain power-driven flat knitting
machines and parts thereof).

(b) OTHER EXTENSIONS.—

(1) Item 907.00 (relating to p-hydroxybenzoic acid) is amended
by striking out “9/30/85” and inserting in lieu thereof
“12/81/88",

(2) Item 907.22 (relating to caffeine) is amended by striking
out “On or before 12/31/87” and inserting in lieu thereof “On or
before the earlier of 12/31/92 or the date on which the rate of
dut{e‘iimposed by the European Communities on articles de-
scribed in item 437.02 exceeds the rate of duty imposed by the
United States on such articles that was in effect on 6/30/88”

N anassas TITLE X—MANASSAS NATIONAL
Amendments o BATTLEFIELD PARK

1988,

Virginia. . SEC. 10001. SHORT TITLE.

16 USC 429b This title may be cited as the “Manassas National Battlefield
note. Park Amendments of 1988”.

SEC. 10002. ADDITION TO MANASSAS NATIONAL BATTLEFIELD PARK.

The first section of the Act entitled “An act to preserve within
Manassas National Battlefield Park, Virginia, the most important
historic ]groperties relating to the battle of Manassas, and for other
purposes’, approved April 17, 1954 (16 U.S.C. 429b), is amended—

(1) by inserting “(a)”’ after “That”; and
(2) by adding at the end thereof the fr.:]lowilgrl

“(bX1) In addition to subsection (a), the boundaries of the park
shall include the area, comprising approximately 600 acres, which is
south of U.S. Route 29, north of Interstate Route 66, east of Route
705, and west of Route 622. Such area shall hereafter in this Act be
referred to as the ‘Addition’.

Real property. “(2XA) Notv\dthsta.nding any other provision of law, effective on
the date of enactment of the Manassas National Battlefield Park
Amendments of 1988, there is hereby vested in the United States all
right, title, and interest in and to, and the right to immediate

ion of, all the real property within the Addition.

‘(B) The United States shall pay just compensation to the owners
of any properg taken pursuant to this paragraph and the full faith
and credit of the United States is hereby pledged to the payment of
any judgment entered against the United States with respect to the

ing of such property. Payment shall be in the amount of the
negotiated value of such property or the valuation of such

property awarded by judgment and s be made from the germa
nent j ent appropriation established pursuant to 31 U.S.C. 1304.
Such payment include interest on the value of such property
which s be compounded quarterly and computed at the rate
applicable for the period involved, as determined by the Secretary of
tge Treasury on basis of the current average market yield on
outstanding marketable obligations of the United States of com-
parable maturities from the date of enactment of the Manassas
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National Battlefield Park Amendments of 1988 to the last day of the
month preceding the date on which payment is made.

“(O) In the absence of a i settlement, or an action by the
owner, within 1 year after date of enactment of the Manassas
NahmlBatﬂsﬁeldParkAmdmantnofl%S the Secretary may

a proceeding at anytime seeking "court of co petent
adetermnahmofjmtmpen;:uznmthrmpegmthe

“(3)Nothte%monthsafberthedahofanactmentofﬂm Federal
MmsNahmngattleﬁeldParkAmndmentsoleB&theSec— mn

ication.

retary shall publish in the Federal Register a detailed description :
mﬂmpdep%houﬁsnsdthe%ﬁommmpshﬂlh mblm 4
on file and a t‘orpublwmspechonmtheoﬁiceaofthe SRR

SEC. 10003. VISUAL PROTECTION.

Section 2(a) of the Act entitled “An Act to preserve within Manas-
sas National Battlefield Park, Virginia, the most important historic
properties relating to the battle of Manassas, and for other pur-
poses”, approved April 17, 1954 (16 U.SC. 429b-1), is amended—

(1) by inserting “(1)” after “(a)”’; and
(2) by adding at the end thereof the following:

“(2) The Secretary shall cooperate with the Commonwealth of

gemsnatedﬂll; the Gonunomrmalt‘.lllxB them sul:cll N in

or i visions in
order to promote and achieve scenic tion of views from
within the kth:wghmmgand other means as the parties

SEC. 10004. HIGHWAY RELOCATION. 16 USC 429b

(a) STupY.—The Secretary of the Interior (hereafter in this section "°%
referred to as the “Sec '),mmnsultatmnandmnsensusmth
the Commonwealth of V the Federal Highway Administra-
tion, and Prince William , Shall conduct a study regarding
the relocation of highways (known as routes 29 and in, and in
the vicinity of, the National Battlefield Park (hereinafter
in this section referred to as the “park”). The study shall include an
assessment of the available alternatives, together with cost esti-
mates and recommendations regarding preferred options. The study
shall consider and op plans for the closing of those
public highways (known as routes 29 and 234) that transect the park
andahallmcludeanalymofthehmngandmethodofsuchclm
i T e k‘f”ﬁ“s;'émqmmww“mwmﬁ””

par e P e for ve
public involvement in the preparation of the study.

(b) DeTERMINATION.—Within 1 year after the enactment of this
Act,theSecretarynhaﬂmmpletethestud under subsection (a).

The study shall determine when and how highways (known as
routes 29 and 234) should be closed.

(c) AssistancE.—The Secretary shall provide funds to the appro-
priate construction agency for the construction and improvement of
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State and local
governments.

the highways to be used for the rerouting of traffic now utilizing
highways (known as routes 29 and 234) to be closed pursuant to
subsection (b) if the construction and improvement of such alter-
natives are deemed by the Secretary to be in the interest of protect-
ing the integrity of the park. Not more than 75 percent of the costs
of such construction and improvement shall be provided by the
Secretary and at least 25 percent shall be provided by State or local
governments from any source other than Federal funds. Such
construction and improvement shall be approved by the Secretary of
Transportation.

(d) AutHORIZATION.—There is authorized to be appropriated to the
Secretary not to exceed $30,000,000 to prepare the study required by
subsection (a) and to provide the funding described in subsection (c).

Approved Novemiber 10, 1988.
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