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Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,
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(c) AMenDMENT OF 1954 Cope.—Except as otherwise expressly
provided, whenever in this Act an amendment or repeal is expressed
in terms of an amendment to, or repeal of, a section or other
provision, the reference shall be considered to be made to a section or
other provision of the Internal Revenue Code of 1954,

TITLE I—INDIVIDUAL INCOME TAX
PROVISIONS

Subtitle A—Tax Reductions

SEC. 101. RATE CUTS; RATE REDUCTION CREDIT.

26 USC 1. (a) Rate RepucrtioNn.—Section 1 (relating to tax imposed) is
amended to read as follows:

“SECTION 1. TAX IMPOSED.

“(a) MARRIED INDIVIDUALS FrLING JoINT RETURNS AND SURVIVING
Spouses.—There is hereby im on the taxable income of every
married individual (as defined in section 143) who makes a single
return jointly with his spouse under section 6013, and every surviving
spouse (as defined in section 2(a)), a tax determined in accordance

with the following tables:
“(1) FOR TAXABLE YEARS BEGINNING IN 1982.—

“If taxable income is: The tax is:

Not over $3,400 No tax.

Over $3,400 but not over $5,500 .....ccvvesns 12% of the excess over $3,400.

Over $5,500 but not over $7,600 ......ccemeuses $252, plus 14% of the excess over

Over $7,600 but not over $11,900 .......cocc.e smgj %ius 16% of the excess over

Over $11,900 but not over $16,000........... ~ $1.213"14§o‘81us 19% of the excess over

Over $16,000 but not over $20,200 .......cc0ue $2.{Il1}é§, lus 22% of the excess over

Over $20,200 but not over $24,600 ......c... " szész.aov:,z lus 25% of the excess over

Over $24,600 but not over $29,900 ......c.... *""2“1;7'5081“ 29% of the excess over

Over $29,900 but not over $35,200 ......... $5,574, plus 83% of the excess over

Over $35,200 but not over $45,800 ............ 57,33%5, lus 89% of the excess over

Over $45,800 but not over $60,000 .....c.. .. sua%égbo plus 44% of the excess over

Over $60,000 but not over $85,600 .......... o smég‘agao plus 49% of the excess over

Over $85,600 sag,azsigbo plus 50% of the excess over

“(2) FOR TAXABLE YEARS BEGINNING IN 1983.—

“If taxable income is: The tax is:

Not over $3,400 No tax.

Over $3,400 but not over $5,500 ..o 11% of the excess over $3,400.

Over $5,500 but not over $7,600 .....ccceuseeee szgl. lus 13% of the excess over

Over $7,600 but not over $11,900 ........... i ssg#%&iuu 15% of the excess over

Over $11,900 but not over $16,000 ....o...... 31,11419. plus 17% of the excess over

Over $16,000 but not over $20,200 ... $1 %%ébosius 19% of the excess over

Over $20,200 but not over $24,600 ....cesnsee $2,644, plus 23% of the excess over
aver

Over $24,600 but not over $29,900 ..cuuuees *3;6236308‘“’ 26% of the excess
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00 oot ok over $35.200 oo $5.084, plus 30% of the excess over
Over $35,200 but not over $45,800 ....c...... 624, plus 35% of the excess over
Over $45,800 but not over $60,000 ......... $10,334, plus 40% of the excess over
Over $60,000 but not over $85,600 ......... - $16014, ; plus 44% of the excess over
Over $85,600 but not over $109,400 ........... w,z'r'gbo?lm 48% of the excess over
Over $109,400 ﬂgi'i;]%?. mslua 50% of the excess over
“(3) FOR TAXABLE YEARS BEGINNING AFTER 1983.—
“If taxable income is: The tax is:
g::ra;g:l% 143?.12 not over $5,500 ....uciansen ﬂeﬁt?i"the excess over $3,400.
Over $5,500 but not over $7,600 .... we 9231, plus 12% of the excess over
Over $7,600 but not over $11,900 ............ $483, plus 14% of the excess over
Over $11,900 but not over $16,000 ....c......  $1, 5?35' 908 us 16% of the excess over
Over $16,000 but not over $20,200 ........... $1 1, 0Slue: 18% of the excess over
Over $20,200 but not over $24,600 ............. ugu?,zoﬁl 22% of the excess over
Over $24,600 but not over $29,900 ............. 33465",508.1“ 2?% of the excess over
Over $29,900 but not over $35,200 ............ ﬂk'{z%ﬂ‘.w&lun 28% of the excess over
Over $35,200 but not over $45,800 ............ $6,274, plus 33% of the excess over
Over $45,800 but not over $60,000 ............. $9,772, lus 88% of the excess over
Over $60,000 but not over $85,600 ............. $1§?168, i:lua 42% of the excess over
Over $85,600 but not over $109,400 ......... $25920, plus 45% of the excess over
Over $109,400 but not over $162,400 ......... $3g$%6530 mglua 49% of the excess over
Over $162,400 $62600, Oglns 50% of the excess over
“(b) HEADS OF Housmnoma.—'mere l.s hereb, on the

taxable income of every individual who is the he of a household (as
defined in section 2(b)) a tax determined in accordance with the 26 USC2.
following tables:

“(1) FOR TAXABLE YEARS BEGINNING IN 1982.—

“If taxable income is: The tax is:

Not over $2,300 No tax.

Over $2,300 but not over $4,400 ..........c.... 12% of the excess over 3

Over $4,400 but not over $6,500 ............cs... 5253. lus 14% of excess over

Over $6,500 but not over $8,700 .........ccvereee $5;6', piuu 16% of the excess over

Over $8,700 but not over $11,800 ............... $8‘38I lus 20% of the excess over

Over $11,800 but not over $15,000 ............. 31, Slﬂéoglua 22% of the excess over

Over $15,000 but not over $18,200 ............. $2.222 ooslus 23% of the excess over

Over $18,200 but not over $23,500............. $Z958 205'!“ 28% of the excess over

Over $23,500 but not over $28,800 ............. lus 32% of the excess over

Over $28,800 but not over $34,100 ............. 36% us 38% of the excess over
over

Over $34,100 but not over $44,700 ............. $8.152, oglns 41% of the excess
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“If taxable income is: The tax is:

Over $44,700 but not over $60,600 ............. $lﬁ§9gboplus 499% of the excess

Over $60,600 $20,289, plus 50% of the excess
$60,600.

“(2) FOR TAXABLE YEARS BEGINNING IN 1983.—

“If taxable income is: The tax is:

Not over $2,300 No tax.

Over ﬁﬁﬂo but not over $4,400 ................ 119% of the excess over $2,300.

Over $4,400 but not over $6,500 ..........c0.c.. 323,4 Oglus 13% of the excess

Over $6,500 but not over $8,700 .............. $504, plus 16% of the excess

Over $8,700 but not over §11,800............... 5834'.7 Olsl'uu 18% of the excess

Over $11,800 but not over $15,000............. 51,315512, plus 19% of the excess

Over $15,000 but not over $18,200 ............. Sz,sl{[}sdbog-lus 21% of the excess

Over $18,200 but not over $23,500............. sz,ss;iéé.zogius 25% of the excess

Over $23,500 but not over $28,800 ........... $3,997, plus 29% of the excess

Over $28,800 but not over $34,100 ............ $5,523éié08'1ua 34% of the excess

Over $34,100 but not over $44,700 ............. $7,33(§i lus 87% of the excess

Over $44,700 but not over $60,600 ............. Sléﬁ%bohlus 449 of the excess

Over $60,600 but not over $81,800 ............ 313.25’46{,]0i)1us 48% of the excess

Over $81,800 $28,430, plus 50% of the excess
$81,800.

“(3) FOR TAXABLE YEARS BEGINNING AFTER 1983.—

“If taxable income is: The tax is:

Not over $2,300 No tax.

Over §2,300 but not over $4,400 ................  11% of the excess over $2,300.

Over $4,400 but not over $6,500 ................. 523},4 0%11:5 12% of the excess

Over $6,500 but not over $8,700 .............. 343315 OBiua 14% of the excess

Over $8,700 but not over $11,800 ............... $79i1;.7 oﬁim 17% of the excess

Over $11,800 but not over $15,000 ............ 51.31’13, plus 18% of the excess

11,800.

Over $15,000 but not over $18,200 ............. $1,$8}94, lus 20% of the excess

Over $18,200 but not over $23,500 ............. $2,$5134i. lus 249% of the excess

Over $23,500 but not over $28,800 ............ $3§5206. lus 28% of the excess

Over $28,800 but not over $34,100 ............. $5.22986,8 Dglus 32% of the excess

Over $34,100 but not over $44,700.............. ss.mié,l Dgius 35% of the excess

Over $44,700 but not over $60,600 $10,£i§$boi:lus 42% of the excess

Over $60,600 but not over $81,800 $17(.5307'{t§‘.)0 i:lus 45% of the excess

Over $81,800 but not over $108,300 ........... $2B,911'gboi:lus 48% of the excess

Over $108,300 $39,634, i&lus 50% of the excess
$108,300.
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“(c) UNMARRIED INDIVIDUALS (OTHER THAN SURVIVING SPOUSES
AND HeADps or HousenoLps).—There is hereby imposed on the tax-
able income of every individual (other than a surviving spouse as
defined in section 2(a) or the head of a household as defined in section
2(b)) who is not a married individual (as defined in section 143) a tax

determined in accordance with the following tables:
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“(1) FOR TAXABLE YEARS BEGINNING IN 1982.—

“If taxable income is: The tax is:
g:;rmr 5 ﬁ not over $3,400...... ?2%“:1' the excess over $2,300.
Over $3,400 but not over $4,400 ....... 3132. plus 14% of the excess
34,400 but not over $6,500 .......c.couuusee $272, 16% of the excess
Over $6,500 but not over $8,500 .......ccoevvnne $608, us 17% of the excess
Over $8,500 but not over $10,800 ......cc...... $948, plus 19% of the excess
Over $10,800 but not over $12,900 .......cc... $1$aé5. mﬁlna 22% of the excess
Over $12,900 but not over $15,000 ............ 31.84’} Elus 23% of the excess
Over $15,000 but not over $18,200 ......cc0000e $2,33[.'I mglus 27% of the excess
Over $18,200 but not over $23,500 sa 194 mglus 31% of the excess
Over $23,500 but not over $28,800 ... s4.ssf us 35% of the excess
Over $28,800 but not over $34,100 ............. “&2:8 Dslua 40% of the excess
Over $34,100 but not over $41,500 ............. $8,812, plus 44% of the excess
Over $41,500

$12,068, plus 50% of the excess
41,500,

“(2) FOR TAXABLE YEARS BEGINNING IN 1983.—

e Ty

Over $5.400 but ot over $1400 - 3131 plua " 15% of the. excess
Over $4,400 but not over $8,500 .......cccouees $25¥.4 p]us 15% of the excess
Over $8,500 but not over $10,800 ... 582?5’. lus 17% of the excess
Over $10,800 but not over $12,900 ............. $1$257 us 19% of the excess
Over $12,900 but not over $15,000 ............. Sl 656 goglun 21% of the excess
Over $15,000 but not over $18,200 ............. $2§019'T. .lus 24% of the excess
Over $18,200 but not over $23,500 .....cc.....  § , plus 28% of the excess
Over §23,500 but not over §28800 ......... $4.345, plus 32% of the excess
Over $28,800 but not over §34,100 ........... ss:{%%m 36% of the excess
Over $34,100 but not over $41,500 ............. ﬁégl’:»io -u.s 40% of the excess
Over $41,500 but not over $55,300 ............. $10,913, plus 45% of the excess
Over $55,300

$17,123, i)lu.a 50% of the excess
$55,300.

“(3) FOR TAXABLE YEARS BEGINNING AFTER 1988, —

“If tnxnble ineome is: The tax is:
Not over § No tax.
g,soo hut not over 24.400 ........ b 11% of the excess over k

400 but not over $4,400 ... $1§é.4 12% of excess
Over $4,400 but not over $6,500 ......c....  $241, plus 14% of the excess
Over $6,500 but not over $8,500 ................ ssgg’, lus 15% of the excess
Over $8,500 but not over $10,800 ............. $835, plus 16% of the excess
Over $10,800 but not over $12,900 .............

$1,203, O'Ehu 18% of the excess
$10,800.
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over
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“If taxable income is:

Over $12,900 but not over $15,000 ...

Over $15,000 but not over $18,200 ............
Over $18,200 but not over $23,500 .............
Over $23,500 but not over $28,800 .............
Over $28,800 but not over $34,100 ..
Over §34,100 but not over $41,500 ..
Over $41,500 but not over $55,300 ..
Over $55,300 but not over $81,800.............

Over $81,800

Thetaxls.

$1$5821| lus 209% of the excess

$2.001 0oslus 23% of the excess

$2.737 plus 26% of the excess
$18,200.

$4,115 5081113 30% of the excess

85705 ﬂglus 34% of the excess

$'T, '08 38% of the excess
$34,1

$Ig4 3'119 plus 42% of the excess

$16,115, plu.s 48% of the excess

$28,835 plus 50% of the excess
81,800.

over

over

over

over

over

over

over

over

over

“(d) MarriED INDIVIDUALS FILING SEPARATE ReTurNns.—There is
hereby imposed on the taxable income of every married individual (as
def'med in section 143) who does not make a single return jointly with
his spouse under section 6013 a tax determined in accordance with

the following tables:

“(1) FOR TAXABLE YEARS BEGINNING IN 1982.—

“If taxable income is:
Not over $1,700

Over $1,700 but not over $2,750 .................
Over $2,750 but not over $3,800 .................

Over $3,800 but not over $5,950 .................
Over $5,950 but not over $8,000 .................
Over $8,000 but not over $10,100 ...............
Over $10,100 but not over $12,300 .........

Over $12,300 but not over $14,950 ............
Over $14,950 but not over $17,600 .............
Over $17,600 but not over $22,900 .............
Over $22,900 but not over $30,000 .............
Over $30,000 but not over $42,800 .............

Over $42,800

The tax is:

No tax.
12% of the excess over $1,700.
$1§g? lus 14% of the excess
$2§g.8 plus 16% of the excess
$Sl7 5plu:! 19% of the excess
$1, 3080060 nplu.s 22% of the excess
Sl 468 oglus 25% of the excess
52018 Dglus 29% of the excess
82?87 5Elu.u 33% of the excess
$36616051us 399% of the excess
$5 728, plus
522,908
58,85026081us
$15.1£.;4, i;lus 50% of the excess
$42,800.

44% of the excess
49% of the excess

“(2) FOR TAXABLE YEARS BEGINNING IN 1983.—

“If taxable income is:
Not over $1,700

Over $1,700 but not over $2,750 .............

Over $2,750 but not over $3,800

Over $3,800 but not over $5,950 ........oe....

Over $5,950 but not over $8,000

Over $8,000 but not over $10,100 ...............
Over $10,100 but not over $12,300 .............
Over $12,300 but not over $14,950 .............
Over $14,950 but not over $17,600 .............

The tax is:

No tax.
11% of the excess over $1,700.
$115, plus 13% of the excess
$2,750,
5252B Oglus 15% of the excess
$574 5811.1! 17% of the excess
5923 plus 19% of the excess
$8,000.
$1 322, Oglua 23% of the excess
31, 828
szssllz'is 30% of th
, plus o e excess
§14.958.l

lus 26% of the excess

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over
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%%Mbutn&nmmm_ﬂ. 53 112. lus 85% of the excess over
Over $22,900 but not over $30,000 ........c... sslsf lus 40% of the excess over
Over $30,000 but not over $42,800 ......cc... $8,007, plus 44% of the excess over
Over $42,800 but not over $54,700 .oee..  $13,639, plus 48% of the excess over
Over $54,700

51354%.1:1“!50%ofﬂnmm

“(3) FOR TAXABLE YEARS BEGINNING AFTER 1983.—

“If taxable imme is:

The tax is:

Not 83 No tax.
Owr 1,700 but not over 750................. 11% of the excess over $1,700.

750 but not OVer $3,800 ... $1ég:?£lus 12% of excess over
Over $3,800 but not over $5,950 ...c.....ccewe. szgé lus 14% of the excess over
Over $5,950 but not over $8,000 .....cccwemeere $542'.9551'us 16% of the excess over
Over $8,000 but not over $10,100.......ccee.. 0, o‘ﬁius 18% of the excess over
Over $10,100 but not over $12,300 ............. 0811.13 229% of the excess over
Over $12,300 but not over $14,950 ............. us 25% of the excess over

Over $14,950 but not over $17,600 ........c....
Over $17,600 but not over $22,900 .............

o
$2é§19 us 28% of the excess over
33.1 wslusss%ofthoemuover

Over $22,900 but not over $30,000............. us 38% of the excess over
Over $30,000 but not over $42800 ............  $7, lus 42% of the excess over
Over $42,800 but not over $54,700 .......... $ plus 45% of the excess over
Over $54,700 but not over $81,200..........  $18315, plus 49% of the excess over
Over $81,200 $3 50% of the excess over

“(e)EsmmmTwm-»Theremhereby:m on the taxable
income of every estate and trust taxable under atax
determined in mththefollowmgtabla

“(1) FOR TAXABLE YEARS BEGINNING IN 1982.—

“If income is: The tax is:
Not over $1,050 12% of taxable income.
Over $1,050 but not over $2,100 ......ccceuusaas slzii: 'ua 14% of the excess over
Over $2,100 but not over $4,250 .....c.covceuses Sg:l l.ua 16% of the excess over
Over $4,250 but not over $6,300 ............cr $617, plus 19% of the excess over
Over $6,300 but not over $8,400 .....c...... $1,006, plus 22% of the excess over
Over $8,400 but not over $10,600................ %ﬂm 25% of the excess over
Over $10,600 but not over $13,250.............. (1) 8'5081“ 29% of the excess over
Over $13,250 but not over $15,900.............. &tﬁléﬂglm 38% of the excess over
Over $15,900 but not over $21,200 .......cc.s.. us 39% of the excess over
Over $21,200 but not over $28,300 ............. lus 44% of the excess over
Over $28,300 but not over $41,100 ............. us 49% of the excess over
Over $41,100 us 50% of the excess over

95 STAT. 181



95 STAT. 182

26 USC 6428.

PUBLIC LAW 97-34—AUG. 13, 1981

“(2) FOR TAXABLE YEARS BEGINNING IN 1983.—

“If taxable income is: The tax is:

&rﬁifoﬁé-%ﬁ 10t OVer §2,100 ..oororrrrre éi'i‘s,ig*i"::“’i%éé‘ of the

Over $2,100 but not over $4,250.... sz%é‘l[: oﬁfus 15% of the

Over $4,250 but not over $6,300 .......c.c....... 35‘;2:2 5811:5 17% of the

Over $6,300 but not over $8,400................. $9§g: 3uslus 19% of the

Over $8,400 but not over $10,600 ......cc.c0... $1$%2},00plns 23% of the
Over $10,600 but not over $13,250 ........c.... 31381208‘, }us 26% of the
Over $13,250 but not over $15,900 .... $2§51137‘,258‘1us 309% of the
Over $15,900 but not over $21,200 ............. $3,s?i152'§051us 356% of the
Over $21,200 but not over $28,300 ............. $5,$1261'z, -lus 40% of the
Over $28,300 but not over $41,100 ............. $8,$02%‘7, lus 449 of the
Over $41,100 but not over $53,000 .............  $13, 639 plus 48% of the
Over $53,000

$19, 351 plus 50% of the
$53,000.

“(8) FOR TAXABLE YEARS BEGINNING AFTER 1983.—

“If taxable income is:
Not over $1,050

Over $1,050 but not over $2,100 ...........c0...
Over $2,100 but not over $4,250 ..........cc0.u.

Over $4,250 but not over $6,300.....

Over $6,300 but not over $8,400 ........c.c.....

Over $8,400 but not over $10,600 ..

.............

QOver $10,600 but not over $13,250 .............
Over $13,250 but not over $15,900 .............

Over $15,900 but not over $21,200 ....

Over $21,200 but not over $28,300 .............
Over $28,300 but not over $41,100 .............

Over $41,100 but not over $53,000

Over $53,000 but not over $79,500.............

Over $79,500

(1) In

The tax is:

11% of taxable income.

115, pl
ok
$2'1o%us
$542, plus

70, pl

piiam
oop"s
$1,732,

10,
32.395 2551118
83,137.
84?8856%81113
57584

28

12% of the
14% of the
16% of the
18% of the
22% of the
us 25% of the
28% of the
33% of the
38% of the
us 42% of the

51?2.96%, plus 45% of the
$18,315, plus 49% of the
$31, Sﬂgmplus 50% of the
(b Cmn' To RerLecT EQuivaLENT 1981 RaTE REDUCTION.—

individual income taxes) is amended to read as follows:
“SEC. 6428. 1981 RATE REDUCTION TAX CREDIT.
“(a) ALLowANCE oF CrEpIT.—There shall be allowed as a credit

t the tax im
the tax
1981, an amuunt equ

by section 1, or against a tax imposed i
by section 1, for any taxable year beginning in
to the product of—
“(1) 1.25 percent, multiplied by

excess

excess

excess

excess

excess

excess

Eexcess

excess

excess

excess

excess

excess

excess

excess

excess

excess

excess

excess

excess

excess

excess

over

over

over

over

over

over

over

over

over

over

over

over

over

over

aver

over

over

over

over

over

over

over

over

GENERAL.—Section 6428 (relating to refund of 1974

in lieu

“(2) the amount of tax 1mposed by section 1 (or in lieu thereof)

for such taxable year.

“(b) SPECIAL RULES FOR APPLICATION OF THIS SECTION.—
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“(1) APPLICATION WITH OTHER CREDITS.—In determining any
credit allowed under subpart A of part IV of subchapter A of
chapter 1 (other than under sections 31, 39, and 43), the tax
w by chapter 1 shall (before any other reductions) be

uced by the credit allowed under subsection (a).

“/(2) CREDIT TREATED AS SUBPART A CREDIT.—For purposes of this
title, the credit allowed under subsection (a) be treated as a
credit allowed under subpart A of part IV of subchapter A of
chapter 1.

“(c) TaBLES To REFLECT CREDIT.—

“(1) Secrion 8 TaBLES.—The tables prescribed by the Secretary
Eu;der section 3 shall reflect the credit allowed under subsection
al.

“(2) OTHER TABLES.—In order to reflect the amount of the credit
under subsection (a) for different levels of tax or taxable income,
the Secretary may—

“(A) modify the tables under section 1, or
“(Bj; prescribe such other tables as he determines neces-

(2) CONFORMING AMENDMENTS.—

(A) The table of sections for subcha]i;er B of chapter 65 is
amended by striking out the item relating to section 6428
and inserting in lieu thereof the following new item:

“Sec. 6428. 1981 rate reduction tax credit.”

(B) Paragraph (1) of section 3(a) (relating to imposition of 26 USC 3.
tax table tax) is amended by inserting “and which shall be in
such form as he determines appropriate” after “Secretary”.

(C) Subsection (a) of section 3 (relating to tax tables for
individuals) is amended by adding at the end thereof the
following new paragraph:

“(5) SECTION MAY BE APPLIED ON THE BASIS OF TAXABLE

INcoME.—The Secretary may provide that this section shall be

applied for any taxable year on the basis of taxable income in lieu

of tax table income.”

(c) RepEAL OF MAXmMUM TAX oN PERSONAL SERVICE INCOME.—

(1) In GeNERAL.—Part VI of subchapter Q of chapter 1 (relating Repeal.

to maximum rate on personal service income) is repealed. 26 USC 1348.
(2) CONFORMING AMENDMENTS. —

(A) Paragraph (1) of section 3(b) (relating to tax tables for
individuals) is amended to read as follows:

“(1) an individual to whom section 1301 (relating to income
averaging) applies for the taxable year,”.

(B) Subsection (b) of section 1304 (relating to special rules 26 USC 1304,
for income averaging) is amended—

(i) by inserting “and” at the end of paragraph (1),

(ii) by striking out *, and” at the end of paragraph (2)
and inserting in lieu thereof a period, and

(iii) by striking out paragraph (3).

(C) The table of parts for subchapter Q of chapter 1 is

amended by striking out the item relating to part VL
(d) CONFORMING AMENDMENTS.—
(1) ALTERNATIVE MINIMUM TAX.—Paragraph (1) of section 55(a) 26 USC 5.
(relaﬁ.nito alternative minimum tax) is amended—

(A) by striking out all that follows “$60,000” in subpara-
graph (B) and inserting in lieu thereof “, exceeds”, and

(B) by striking out subparagraph (C).

B9-194 O—82—14:QL3
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26 USC 541.

26 USC 21.
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(2) PERSONAL HOLDING COMPANY TAX.—Section 541 (relatinq to
personal holding company tax) is amended by striking out “70
percent” and inserting in lieu thereof “50 percent”.

(3) AMENDMENT TO SECTION 21.—Section 21 (relating to effect of
changes in rates during taxable gear) is amended by striking out
?uubsect:. ions (d), (e), and (f) and inserting in lieu thereof the

ollowing:
“(d) SectioN Nor To AppLy T0 SEcTION 1 RATE CHANGES MADE BY

Economic REcovery Tax Act oF 1981.—This section shall not appl:
to any change in rates under section 1 attributable to the amend-
ments made by section 101 of the Economic Recovery Tax Act of
1981 or subsection (f) of section 1 (relating to adjustments in tax
tables so that inflation will not result in tax increases).”

(e) WiTHHOLDING TABLES.—

(1) DETERMINATION OF WITHHOLDING.—Section 3402(a) (relating
to requirement of withholding income tax at source) is amende
to read as follows:

“(a) REQUIREMENT OF WITHHOLDING.—

“1)In GEI!NERAL—E_XCQP'I; as othin;qf"se provid%laiT % a:tctio%
every employer making paymen wages s uct an
witll';{mld upon such wages aytl:x determined in accordance with
tables or computational procedures prescribed by the Secretary.
Ahlgl(l tables or procedures prescri under this paragrap
s —

“(A) apply with respect to the amount of wages paid
during such periods as the Secretary may prescangge, and
“(B) be in such form, and tgrovide for such amounts to be
deducted and withheld, as the Secretary determines to be
most appropriate to carry out the purposes of this chapter
and :}33 reflect the provisions of chapter 1 applicable to such

periods.

“(2) AMouNT OF WAGES.—For purposes of applying tables or
procedures prescribed under paragraph (1), the term ‘the amount
of wages’ means the amount by which the w: exceed the
number of withholding exemptions claimed multiplied by the
amount of one such exemption. The amount of each withholding
exemption shall be equal to the amount of one personal exemp-
tion provided in section 151(b), prorated to the payroll period.
The maximum number of with]iolding exemptions permitted
shall be calculated in accordance with regulations prescribed by
the Secre under this section, taking into account any reduc-
tion in withholding to which an employee is entitled under this
section.

“(3) CHANGES MADE BY SECTION 101 OF THE ECONOMIC RECOVERY
TAX ACT OF 1981.—Notwithstanding the provisions of this subsec-
tion, the Secretary shall modify the tables and procedures under
paragraph (1) to reflect—

“(A) the amendments made by section 101(b) of the Eco-
nomic Recovery Tax Act of 1981, and such modification shall
take effect on ber 1, 1981, as if such amendments made a
5-percent reduction effective on such date, and

“(B) the amendments made by section 101(a) of such Act,
and such modifications shall take effect—

“(i) on July 1, 1982, as if the reductions in the rate of
tax under section 1 (as amended by such section) were
g;ttléihutgble to a 10-percent reduction effective on such

, an
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‘(i) on July 1, 1983, as if such reductions were
ggtributable to a 10-percent reduction effective on such
te.”
(2) WAGES PAID FOR PERIOD LESS THAN 1 WEEK.—Section 3402(b) 26 USC 3402.
(relating to the percentage method of withholding) is amended—
(A) by striking out paragraph (1), and redesignating para-
graphs (2) through (5) as paragraphs (1) through (4), respec-
tively; and
(B) by striking out paragraph (3), as redesignated by
subparagraph (A), and inserting in lieu thereof the follow-

ing:
“(3) In any case in which the period, or the time described in
agraph (2), in respect of any wages is less than one week, the
ecretary, under regulations prescribed by him, may authorize
an employer to comﬁut.e the tax to be deducted and withheld as if
the aggregate of the wages paid to the employee during the
calendar week were paid for a weekly payroll period.”

(3) ZERO BRACKET AMOUNT.—Paragraph (1(G) of section 3402(f)
(relating to withholding exemptions) is amended bge‘i:nsertinﬁ
“{or more than one exemption if so prescribed by the Secretary)
after “one exemption”.

(4) CHANGES IN WITHHOLDING.—Section 3402(i) (relating to
additional withholding) is amended to read as follows:

(i) CHANGES IN WITHHOLDING.—

“(1) In geNERAL.—The Secretary may by regulations provide
for increases or decreases in the amount of withholding other-
wise required under this section in cases where the employee
requests such changes.

“(2) TREATMENT AS TAX.—Any increased withholding under
ggragraph (1) shall for all purposes be considered tax required to

deducted and withheld under this chapter.”

(5) WITHHOLDING ALLOWANCES.—Subsection (m) of section 3402
(relating to withholding allowances based on itemized deduc-
tions) is amended to read as follows:

“(m) WrtHHOLDING ALLowANCES.—Under regulations prescribed
by the Secretary, an employee shall be entitled to additional with-
holding allowances or additional reductions in withholding under
this subsection. In determining the number of additional withholding
allowances or the amount of additional reductions in withholding
under this subsection, the employee may take into account (to the
extent and in the manner provided by such regulations)—

“(1) estimated itemized deductions allowable under chapter 1
(other than the deductions referred to in section 151 and other
than the deductions required to be taken into account in deter-
mining adjusted gross income under section 62) (other than
paragraph (13) thereof),

“(2) estimated tax credits allowable under chapter 1, and

“(3) such additional deductions and other items as may be
specified by the Secretary in regulations.”

(f) EFFECcTIVE DATES. —

(1) IN GeNERAL.—The amendments made by subsections (a), (¢c), 26 USC 1 note.
slagéil(d) shall apply to taxable years beginning after December 31,

(2) WiTHHOLDING AMENDMENTS.—The amendments made by 26 USC 3402
subsection (e) shall apply to remuneration paid after September Ot
30, 1981; except that the amendment made by subsection (e)(5)
shall apply to remuneration paid after December 31, 1981.
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SEC. 102. 20-PERCENT MAXIMUM RATE ON NET CAPITAL GAIN FOR POR-
TION OF 1981.

(a) IN GENERAL.—IF for any taxable gyear ending after June 9, 1981,
and beginning before January 1, 1982, a taxpayer other than a
corporation has qualified net capital gain, then the tax imposed
under section 1 of the Internal Revenue Code of 1954 for such taxable
year shall be equal to the lesser of—
(1) the tax imposed under such section determined without
regard to this subsection, or
(2) the sum of—
(A) the tax imposed under such section on the excess of—

(i) the taxable income of the taxpayer, over

(ii) 40 percent of the qualified net capital gain of the
taxpayer, and

(B) 20 percent of the qualified net capital gain.
(b) AppLIcATION WITH ALTERNATIVE MINTMUM TAX.—
(1) In gENERAL.—If subsection (a) aggliea to any taxpayer for
any taxable year, then the amount determined under section
a)1) of the Internal Revenue Code of 1954 for such taxable
year shall be equal to the lesser of—
(A) the amount determined under such section 556(a)(1)
determined without regard to this subsection, or
(B) the sum of—

(i) the amount which would be determined under such
section 55(a)1) if the alternative minimum taxable
income was the excess of—

(I) the alternative minimum taxable income
(within the meaning of section 55(b)1) of such Code)
of the taxpayer, over

(ID) the qualified net capital gain of the taxpayer,

and
(ii) 20 percent of the qualified net capital gain.

(2) No crepirs ALLOWABLE.—For purposes of section 55(c) of
such Code, no credit allowable under sub A of part IV of
subchapter A of chapter 1 of such Code (other than section 33(a)
of such Code) shall be allowable against the amount described in
paragraph (1)(B)(ii).

(c) QUALIFIED NET CAPITAL GAIN.—
(1) In GeNERAL.—For purposes of this section, the term “quali-
fied net ca;ﬁtal gain” means the lesser of—
(A) the net capitaéfain for the taxable year, or
(B) tltxe r?let capi lgain fri(‘?r t;l;\l! taxable Iimasu' taking into
account only gain or loss from sales or exchanges occurring
after June 9, lgggl.

(2) NeT cariTAL GAIN.—For purposes of this subsection, the
term “net capital gain” has the meaning given such term by
section 1222(11) of the Internal Revenue Code of 1954.

(d) SpeciAL RULE FOR PAss-THRU ENTITIES.—

(1) In geNERAL.—In applying subsections (a), (b), and (c) with
respect to any pass-thru entity, the determination of when a sale
or exchange has occurred be made at the entity level.

(2) PAss-THRU ENTITY DEFINED.—For purposes of paragraph (1),
the term “pass-thru entity” means—

(A) a regulated investment company,

(B) a real estate investment trust,

(C) an electimmall business corporation,
(D) a partnership,

(E) an estate or trust, and
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(F) a common trust fund.
SEC. 103. DEDUCTION FOR TWO-EARNER MARRIED COUPLES.

(a) INn GENERAL.—Part VII of subchapter B of chapter 1 (relating to
additional itemized deductions for individuals) is amended by redesig-
nating section 221 as section 222 and by inserting after section 220 the
following new section:

“SEC. 221. DEDUCTION FOR TWO-EARNER MARRIED COUPLES.

“(a) DEDUCTION ALLOWED.—

“(1) In cENERAL.—In the case of a joint return under section
6013 for the taxable year, there shall be allowed as a deduction
an amount equal to 10 percent of the lesser of—

“(A) $30,000, or
“(B) the qualified earned income of the spouse with the
lower quah;' ied earned income for such taxable year.

‘(2) SPECIAL RULE FOR 1982.—In the case of a taxable year
beginning during 1982, paragraph (1) shall be applied by substi-
tuting ‘5 percent’ for ‘10 percent’.

“(b) QUAL:FIED EArRNED INcoME DEFINED.—

“(1) IN cENERAL.—For purposes of this section, the term
‘(}ualiﬁed earned income’ means an amount equal to the excess
o —_—

“(A) the earned income of the spouse for the taxable year,
over
“(B) an amount equal to the sum of the deductions
described in paragraphs (1), (2), (7), (9), (10), and (15) of section
62 to the extent such deductions are properly allocable to or
c eable against earned income described in subpara-
graph (A).
The amount of qualified earned income shall be determined
without regard to any community property laws.

“(2) EARNED INcoME.—For purposes of paragraph (1), the term
‘earned income’ means income which is earned income within
the meaning of section 911(d)2) or 401(c)2XC), except that—

“(A) such term shall not include any amount—
“(i) not includible in gross income,
“(ii) received as a pension or annuity,
“(iii) paid or distributed out of an individual retire-
ment plan (within the meaning of section 7701(a)(37)),
“(iv) received as deferred compensation, or
“(v) received for services performed by an individual
in the employ of his spouse (within the meaning of
section 3121(&3)(!\}), am:f'O
“(B) section 911(dX2)B) shall be applied without regard to
the phrase ‘not in excess of 30 percent of his share of net
profits of such trade or business’.

“(c) DEpuCTION DISALLOWED FOR INDIVIDUAL CLAIMING BENEFITS OF
SectioN 911 or 931.—No deduction shall be allowed under this
section for any taxable year if either spouse claims the benefits of
section 911 or 931 for such taxable year.”.

(b) DEDUCTION ALLOWED IN CoMPUTING ADJUSTED GROSS INCOME.—
Section 62 (defining adjusted gross income), as amended by section
112(bX2) of this Act, is amended by inserting after paragraph (15) the
following new paragraph:

“(16) DEDUCTION FOR TWO-EARNER MARRIED COUPLES.—The de-
duction allowed by section 221.”

(c) OrHER CONFORMING AMENDMENTS, —

95 STAT. 187

Post, p. 201.

26 USC 221.

Post, p. 190.

26 USC 62.
Post, p. 194.
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(1) Subsection (a) of section 85 (relatmg to unemployment

compensation) is amended by out “and without

;elgctctit)n 105(d)” and inserting in reof “, section 105(d), and
(2) Subsection (d)3) of secnon 105 to amounts received

under accldent and health plans) is amended by inserting “and

section 221" after * subaectmn” the first plaoe it appears.
(3) The table of sections for such part VII is amended by
etnkm? out the item relating to section 221 and inserting in lieu
the following new items:
Sec. 221. Deduction for two-earner married couples.
“Sec. 222. Cross references.”
(d) ErFecTIvE DATES.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1981.

SEC. 104. ADJUSTMENT TO PREVENT INFLATION-CAUSED TAX INCREASE.

(a) ApJusTMENTS TO INDIVIDUAL INCOME TAX BRACKETS.—Section 1
(relating to tax imposed) is amended by adding at the end thereof the
following new subsection:

“) ApsusTMENTS IN TAX TABLES 50 THAT INFLATION WiLL Nor
Resurt v Tax In

CREASES.—

“(1) In GeNERAL.—Not later than December 15 of 1984 and
each uent calendar year, the Secreta.r{ shall prescribe
tables which shall apply in lieu of the tables contained in

ph (3) of aubsectxons (a), (b), (c), (d),cglnd (3;1- with respect to

in the su endar year.

“2) l\mgn OF PRESCRIBING TABLES.—The table which under
paragraph (l)mtoaplymheuofthetahleoontamedm
B:mgmp 3) of subsectlon (@), (), (c), (d), or (e), as the case may
taxable years beginning in any calendar year

“&) b S
(Z) the maximum dollar amount on which no tax is
‘posed under such table, an
the minimum and maximum dollar amounts for

each rate bracket for which a tax is imposed unde:

table,

by the cost-of-living adjustment for such calendar year
’ (B)bynotcall:‘gngmghe phcable any rate

racket as adjusted under subparagrap ii), and
“(C)hyad;ustmgthaamoun settmgfmththetaxtothe
b mnm to reflect the adjustments in the rate

rac

increase determined under subparagraph (A) is nct a
mu?ﬁypleofslo such increase shall be ro to the nearest
multiple of $10 (or if such mcrease is a multiple of $5, such
increase shall be increased to the next highest multlple of $10)

“(8) COST-OF-LIVING ADJUSTMENT.—For p
(2), the cost-of-living adlustment for any mr tﬁe
m’ﬁ?m&r the preeedmg calendar year, exceeds
“(B)theCPIforthecalendaryear

“(4) CPI FOR ANY CALENDAR YEAR.—For urposesofparagra h
(3), theCPIfuraﬁ(calendar mtheaveragaoftheConsum%
Price Index the close of the 12-month period ending on
Segtambersﬁofauchcalendar

(5) Consum PRICE mn—For of paragraph (4),
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Index for all-urban consumers published by the Department of

(b) DEFINTTION OF ZERO BRACKET AMOUNT.—Subsection (d) of sec-
tion 63 (defining zero bracket amount) is amended to read as follows: 26 USC 63.
“(d) Zero BrRAaCKET AMOUNT.—For purposes of this subtitle, the
term ‘zero bracket amount’ means—
“(1) in the case of an mdwtdual to whom subsectlon (a), (b), (),
or (d) of section 1 applies, the maximum of taxable
income on whwhnotaxmlmpmedbytheapphcablesuhsectlon
of section 1, or

“(2) zero in any other case.”
(c) PERSONAL EXEMPTIONS.—
(1} GENERALfor am.::ml —Secuonpug% (re to allowance o{ 26 USC 151.
exem is by ou
"$1000” mrtappeaman mserl:mgmheut.he

exemption amol

2) N AMOUNT.—Section 151 nsamsnded by adding at

the end thereof the following new subsection
“f) ExempTION AMOUNT.—For purposes of this section, the term
‘exemption amount’ means, with respect to any taxable vear, $1,000
creasedbyanamountequaltoSlﬂOOmulhhadhy cost-of-
living adjustment (as defined in section 1(fX8)) for the calendar year
in which the taxable year begins. If the amount determined under the
preceding sentence is not a multiple of $10, such amount shall be
mundedtotheneamstmult: le of $10 (or if such amount is a multiple
of$5, such amount shall be increased to the next highest multiple of

(d)RmnNanumnm'rs—
(1) AMENDMENTS TO SECTION 6012.— 26 USC 6012,
(A) Clause (i) of section GOIZ(aXI)(A)mamendedbysthnm
out “$3,300” and inserting in lieu thereof “the sum of the
gem n amoun'::ag!us the zero bracket amount applicable
su

an individs

(B) Clause (ii) of section 6012(a)(1XA) is amended by strik-
ing out “$4,400” and inserting in lieu thereof “the sum of the
ggem ion amoun mﬁlus the zero bracket amount applicable

su

© Clause (m) of section 6012(&)(1)(A) is amended by
striking out “$5,400” and inserting in lieu thereof “the sum
of twice the exemption amount plus the zero bracket amount
ap hca.ble toa oxai); ﬁmm 60120 by
uut 5?1? . place it apeears - mmsertmg in lleu

thereof "‘the ernm
of section 6012(&) is amended by adding
at the end the following new subparagraph.
“(D) For purposes of this paragra
) term ‘zero bracket amount' has the meaning ‘Zero bracket
given tosuch termbysechonsﬂ(d] amount.”
"(u) The term ‘exemption amount’ has the meaning “Exemption
given to such term by section 151(f).” amount.”
(2) AMENDMENTS TO SECTION 60138.—Subparagraph (A) of sec- 26 USC 6013.
mnﬁo(f')(bl)a(sm dedt_ $L000" each place it appears and
y s ou 1 ’ an
exemption amount”,

(BJ out “ ” each place it appears and
4 %?2. emmpnml:amount” &
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“Exemption
amount.”

26 USC 1 note.

26 USC 911.
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© b‘y adding at the end thereof the following new sen-

For of this subparagraph, the term ‘exemp-

?gﬁ amount’ has the meaning given to such term by section

(e) ErrecTivE DATE—The amendments made by this section shall
apply to taxable years beginning after December 31, 1984.

Subtitle B—Income Earned Abroad

SEC. 111. PARTIAL EXCLUSION FOR EARNED INCOME FROM SOURCES
WITHOUT THE UNITED STATES AND FOREIGN HOUSING
COSTS.

(a) IN GENERAL.—Section 911 (relating to income earned by individ-
uals in certain camps) is amended to read as follows:

“S8EC. 911. CITIZENS OR RESIDENTS OF THE UNITED STATES LIVING
ABROAD.

“la) Excrusion From Gross IncoMe.—At the election of a qualified
individual (made ately with respect to paragraphs (1) and (2)),
there shall be excluded from the gross income of such individual, and
exempt from taxation under this subtitle, for any taxable year—

“(1) the foreign earned income of such individual, and
“(2) the housing cost amount of such individual.

“(b) ForeiGN EARNED INCOME.—
“(1) DeFNtTION.—For purposes of this section—

“(A) IN GENERAL.—The term ‘foreign earned income’ with
respect to any individual means the amount received by such
individual from sources within a foreign country or coun-
tries which constitute earned income attributable to services

rformed by such individual during the described in
E&b : ph (A) or (B) of subsection (ﬁﬁl), whichever is
app cable.

(B) CERTAIN AMOUNTS NOT INCLUDED IN FOREIGN EARNED
iNcoME.—The foreign earned income for an individual shall
not include amounts—

‘(i) received as a ion or annuity,
“(ii) paid by the United States or an agency thereof to
an employee of the United States or an agency thereof,
“(iii) included in gross income ? reason of section
402(b) (relating to taxability of bene; of nonexempt
trust) or section 403(c) (relating to taxability of benefici-
ary under a nonqualified annuity), or
(iv) received after the close of the taxable year
following the taxable year in which the services to
i e amounts are attributable are performed.
“(2) LIMITATION ON FOREIGN EARNED INCOME.—

“(A) In ceENERAL.—The foreign earned income of an indi-
vidual which be excluded under subsection (a)(1) for any
taxable year not exceed the amount of foreign earned
income computed on a daily basis at the annual rate set forth
in the following table for each day of the taxable year within

the applicable iod described in subparagraph (A) or (B) of

subsel::’ﬁon dx1): b ;

e S Ile- The al rate is:
gean beginning in: annu el

1983 80,000
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“In the case of taxable

: 98y“eu.m beginning in: The annual sgls‘tgola.
1985 90,000
1986 and thereafter 95,000.
“(B) Aﬂan UTION TO mof IN m sg:vxcms An}r: P(EA%
FORMED.—I'Or p a supparagrap! s
amounts received be consi received in the taxable
year in which the services to which the amounts are attribut-
able are performed.

“(C) TREATMENT OF COMMUNITY INCOME.— vggplying sub-
paragraph (A) with respect to amounts received from serv-
msper%ormedhyahusbandormfewhmharecommumtﬂ
income under community property laws applicable to suc
income, the aggregate amount which may be excludable
&omtf;e%ar?(sﬁgrmmeofanlghhusbandandgg‘eundei
subsection any taxable year shall equal the amoun
which would be so excludable if such amounts did not
constitute community income.

‘) Housing CosT AMOUNT.—For es of this section—
(1) In GENERAL—The term ing cost amount’ means an
amount equal to the excess of—
“(A) the housing expenses of an individual for the taxable
year, over

“(B) an amount equal to the product of—
‘(i) 16 percent of the (comput%do on a daily basis)

of an employee of the U who is compensated
atarateﬁualtotheannunlratepaidforsbeplofgrade
GS-14, multiplied by

th“(ii) tﬁe %ulgaber_ :'{‘ days of such taxable yearhv&t)hin
e cal riod described in subparagra or
(B) of subsection (dX1). p
“@ I;I&JUBIINNG g e , i
GENERAL.—The term ‘ho! expenses’ means
reasonable expenses paid or incuu?rﬁ during the taxable
year“!glyoronbehalfofan individual for housing for the
individual (and, if they reside with him, for his spouse and
A o s Lttt b tha hous
includes expenses u ous;
(such as utilities and insurance), but e
“(ii) does not include interest and taxes of the kind
deductible under section 163 or 164 or any amount 26 USC 163, 164.
allowable as a deduction under section 216(a).
Housing expenses shall not be treated as reasonable to the
extent s&? expenses are lavish or extravagant under the
ces.
“(B) SECOND FOREIGN HOUSEHOLD.—
ouly Hotsitg 41aam Toburvel Db BoAE I ok
using ex inc res
abode which bears the closest relatinnahigeg the tax
homeofthﬂ;xdividualahallbehakenintoamuntunder
P ARATE HOUSEHOLD FOR SPOUSE AND DEPEND-
ENTS—If an individual maintains a separate abode
outside the United States for his spouse and dependents
and they do not reside with him because of living
conditions which are dangerous, unhealthful, or other-
wise adverse, then—
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“(I) the words ‘if they reside with him’ in subpara-
graalll)(AJ shall be disregarded, and
“(II) the housing expenses incurred with respect
to such abode shall be taken into account under
paragraph (1).
“(8) SPECIAL RULES WHERE HOUSING EXPENSES NOT PROVIDED BY
EMPLOYER.—

“A) IN GeNERAL.—To the extent the housing cost amount
of any individual for any taxable year is not attributable to
employer provided amounts, such amount shall be treated as
a deduction allowable in computing adjusted income to
the extent of the limitation of subparagraph (g}.

“(B) LimitaTioON.—For purposes of subpart}‘graph (A), the
limitation of this subparagraph is the excess of —

“(i) the foreign earned income of the individual for the
taxable year, over

‘(ii) the amount of such income excluded from gross
income under subsection (a)1) for the taxable year.

“(C) 1-YEAR CARRYOVER OF HOUSING AMOUNTS NOT ALLOWED
BY REASON OF SUBPARAGRAPH (B).—

“(i) IN GENERAL.—The amount not allowable as a
deduction for any taxable year under subparagraph (A)
by reason of the limitation of subparagraph (B) shall be
treated as a deduction allowable in computing adjusted
gross income for the succeeding taxable year (and only
for the succeeding taxable year) to the extent of the
limitation of clause (ii) for such succeeding taxable year.

“(ii) LimrraTioN.—For purposes of clause (i), the limi-
tation of this clause for any taxable year is the excess

of—
“(I) the limitation of subparagraph (B) for such
taxable year, over
“(II) amounts treated as a deduction under sub-
paragraph (A) for such taxable year.

“(D) EMPLOYER PROVIDED AMOUNTS.—For purposes of this
paragraph, the term ‘employer provided amounts’ means
any amount paid or in on behalf of the individual by
the individual’s emdgloyer which is foreign earned income
included in the individual’s gross income for the taxable
year (without regard to this section).

“(E) FOREIGN EARNED INCOME.—For purposes of this para-
graph, an individual’s foreign earned income for any taxable
year shall be determined without regard to the limitation of
subparagraph (A) of subsection (b)(2).

“(d) DeFiNITIONS AND SPECIAL RULES.—For purposes of this sec-

tion—

“(1) QuariFiEp INDIVIDUAL.—The term ‘qualified individual’
mhoemm. an individual whose tax home is in a foreign country and
who is—

“(A) a citizen of the United States and establishes to the
satisfaction of the Secretary that he has been a bona fide
resident of a foreign country or countries for an uninter-
rupted period which includes an entire taxable year, or

“B) a citizen or resident of the United States and who,
during any period of 12 consecutive months, is present in a
foreign country or countries during at least 330 full days in
such period.

“(2) EARNED INCOME.—
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“(A) In GENERAL—The term ‘earned income’ means
wages, salaries, or professional fees, and other amounts
received as compensation for personal services actually
rendered, but does not include that part of the compensation
derived by the taxpayer for personal services rendered by
him to a corporation which represents a distribution of
earnings or profits rather than a reasonable allowance as
compensation for the personal services actually rendered.

“(ﬁ? TAXPAYER ENGAGED IN TRADE OR BUSINESS.—In the
case of a taxpayer engaged in a trade or business in which
both personal services and capital are material income-
producing factors, under regulations prescribed by the Sec-
retary, a reasonable allowance as compensation for the
personal services rendered by the taxpayer, not in excess of
30 percent of his share of the net profits of such trade or
business, shall be considered as earned income.

“(3) Tax HoME.—The term ‘tax home’ means, with respect to
any individual, such individual's home for purposes of section
162(a)(2) (relating to traveling expenses while away from home).
An individual 1 not be treated as having a tax home in a
foreign country for any period for which his abode is within the
United States.

“(4) WAIVER OF PERIOD OF STAY IN FOREIGN COUNTRY.—Notwith-
standing paragraph (1), an individual who—

“(A) is a bona fide resident of, or is present in, a foreign
country for any period,

“(B)qi'eaves such foreign country after August 31, 1978—

“(i) during any period during which the Secretary
determines, after consultation with the Secretary of
State or his delegate, that individuals were required to
leave such foreign country because of war, civil unrest,
or similar adverse conditions in such foreign count
which luded the normal conduct of business by suc
'mdiviciua]s. and

“(ii) before meeting the requirements of such para-

ph (1), and

“(C) establishes to the satisfaction of the Secretary that
such individual could reasonably have been expected to have
met such requirements but for the conditions referred to in
clause (i) of subparagraph (B),

shall be treated as a- qualified individual with respect to the
fgeriod described in subparagraph (A) during which he was a bona
ide resident of, or was present in, the foreign country, and in
ap‘glyin subsections (bX2)(A) and (c)(1)B)(ii) with respect to such
in wd;xal, only the days within such period shall be taken into
account.

““(5) TEST OF BONA FIDE RESIDENCE.—If—

“(A) an individual who has earned income from sources
within a foreign country submits a statement to the authori-
ties of that country that he is not a resident of that country,
an

d
“(B) such individual is held not subject as a resident of that
country to the income tax of that country by its authorities
with respect to such earnings,
then such individual shall not be considered a bona fide resident
of that country for purposes of paragralgh (1)A).
“6) DENIAL OF DOUBLE BENEFITS.—No deduction or exclusion
from gross income under this subtitle or credit against the tax

95 STAT. 193

26 USC 162.
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26 USC 43.

26 USC 1302,
1304, 1402, 6012,
6091,

26 USC 37, 63,
105, 410, 879,
1303, 1304.

Ante, p. 190.
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imposed EF this chapter (including any credit or deduction for the

amount of taxes pa:d or accrued to a foreign country or posses-

sion of the United States) shall be allowed to the extent such

deduction, exclusion, or credit is properly allocable to or charge-

;lble ?g)amst amounts excluded from gross income under subsec-
ion (a

“(7 REGULATIONB —The Secretary shall prescribe such regula-

tlons as m%m or appropriate to carry out the
sectlon, including re tions providing rules
"(A) for cases where a husband and wife each have earned
income from sources outside the United States, and
“(B) for married individuals filing separate returns.
“(e) ELECTION.—

“(1) In cENERAL.—An election under subsection (a) shall apg
to the taxable year for which made and to all subsequent taxable
years unless revoked under paragraph (2).

“(2) REVOCATION.—A taxpayer may revoke an election mada
under paragraph (1) for any taxable year after the taxable
for which such election was made. Except with the consent o he

Secretary, any taxpayer who makes such a revocation for any
taxable year may not make another election under this section
for any subsequent taxable year before the 6th taxable year after
the taxable year for which such revocation was made.

“(f) Cross REFERENCES,—

“For admlnlstmﬂve and penal provisions relating to the exclusions pro-
vided for in this section, see sections 6001, 6011, 6012(c), and the other
provisions of subtitle F.”

(b) CONFORMING AMENDMENTS.—

(1) The table of sections for subpart B of part III of subchapter
N of chapter 1 is amended by stri out the item relatmg to
section 911 and inserting in lieu thereof the following:

“Sec. 911. Citizens or residents of the United States living abroad.”

(2) Section 48(cX1XC)i) is amended by striking out “relating to
income eamed by individuals in certain camps outside the
United States” and inserting in lieu thereof “nelatmg to citizens
or residents of the United States living abroad”.

3) Sechona 1302(b)X2)XA)G), 1304(b)(1), 1402(2X8), 6012(0). and
6091(b)1)(B)iii) are each amended by striking out “relating to
income earned by employees in certain camps” and inserting in
llieu thegeof “relatmg to citizens or residents of the United States

vmga road”.

) Sections 87(eX9)B), 63(e)2), 105(X3)BXv), 410(bX3XC),
8’:‘9(3)(1), 1303(c)2), and 1§04(c)( ) are each amended by striking
out “section 911(b)” each place it appears and inserting in lieu

thereof “section 911(d)2)"”.

(5} Paragraph (11) of section 1402(a) is amended to read as

“(11) the case of an individual described in section
91 I(d)(l)(B). the exclusion from gross income provuled by section
911(a)(1) shall not apply; and”.
SEC. 112. REPEAL OF DEDUCTION FOR CERTAIN EXPENSES OF LIVING
ABROAD.

(@) INn GenEraL.—Section 913 (relating to deduction for certain
ex&enses of living abroad) is hereby repealed.
CONFORMING AMENDMENTS.—
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(1) The table of sections for subpart B of part III of subchapter
Nofchga 1 is amended by striking out the item relating to
section
(2) Sectmn 62 (relating to definition of adjusted gross income) is 26 USC 62.
Ef stnh% out paragraph (14) and redesignating para-
(15) and (1 paragraphs (14) and (15], respectlvely
3}; Subparagraph (C) of section 43(cX1) (relating to earned 26 USC 43.
mcom?Al)sl:?men t 018, th tion thi
yatnkmguu “918,” in ecap n thereof,
B) by striking out clause (ii), and
(C) by redesignating clause (iii) as clause (ii).
(4) Subsectlon (k) of section 1034 (relating to rollover of ga.m on 26 USC 1034.
sale residence) is amended by striking out “secti
91 )(liﬁ)” and inserting in lieu thereof ‘“section 911(d)(3)"
(5) Section 3401 (relating to the deﬁmtmn of wages) is amended 26 USC 3401.

out h (18) an hs (19)
R Lt e e
(6) Subparag:nsh (B) of section 6091(bX1) ting to place for 26 USC 6091.
ﬁ]mg other documents) is amended etn’img out

gectwn 913 (relating to deduction for certain expecnsea of living
abroad)”

SEC. 113. EMPLOYEES LIVING IN CAMPS.

Section 119 (relating to meals or lodging furnished for the conven- 26 USC 119.
ience of the employer) is amended by adding at the end thereof the
following new subsection:
“(c) EmpLOYEES LIvING IN CERTAIN CAMPS.—
“(1) IN GeNERAL.—In the case of an individual who is furmshed
in a camp located in a forelgn country by or on
his employer, such camp shall be co; to be part of tha
business premlses of the emplg}rar
. “2) Cm - iaf purposes of this section, a camp constitutes

‘(A) provided by or on behalf of the employer for the
convenience of the employer because the place at which such
individual renders services is in a remote area where satis-
factory housing is not available on the open market,

“(B)located as near dpractlcable , In the vicinity of the
place at which such individual renders services, and

“(C) furnished in a common area (or enclave) which is not
available to the pu!blic and which normally accommodates 10
or more employees.”

SEC. 114. REPORTS BY SECRETARY.

Section 208 of the Foreign Earned Income Act of 1978 isamended to 26 USC 911 note.
read as follows:

“SEC. 208. REPORTS BY SECRETARY.

‘“a) GENERAL RULE.—As soon as practicable after the date of the

enactment of the Economic Recoveriv Tax Act of 1981, and as soon ag  Ante, p. 172.

le after the close of each ourthcalendaryearthereafter

eSecretwoftheTreasuxyshalltmnsmltamporttotheCom

mittee on Ways and Means of the House of Representatives and to

the Committee on Finance of the Senate on the operation and effects

of sections 911 and 912 of the Internal Revenue of 1954.
“(b) INForRMATION FROM FEDERAL Aamwc:ms .—Each agency of the

Federal Government which p su?‘ia ces excludable

income under section 912 of Codeshallﬁxrmshtotheﬁecmtary
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of the Treasury such information as he determines to be necessary to
carry out his rrgsponsxbmty under subsection (a).”

SEC. 115. EFFECTIVE DATE.
The amendments made by this subtitle (other than section 114)
Sh lgsiaplymthreapecttotaxabeyearsbegmmngaﬂe r December

Subtitle C—Miscellaneous Provisions

SEC. 121. DEDUCTION FOR CHARITABLE CONTRIBUTIONS TO BE AL-
LOWED FOR INDIVIDUALS WHO DO NOT ITEMIZE DEDUC-
TIONS.

(@) In Gmnnm—Sectlon 170 (relating to charitable, etc., contribu-
tions and gifts) is amended by redesignating subsections (i) and (j) as
subsectlons () and (k), respectwely, and by inserting after subsection

ovnn% ew subsecti:
“(1) RUL!. FOR onmmz:mou oF DEDUCTIONS.—

“(1) In GeNERAL.—In the case of an individual who does not
itemize his deductions for the taxable year, the applicable per-
cen of the amount allowable under subsection (a) for the
taxable year shall be taken into account as a direct charitable

ded(l.u):tzon under section 63. Fo - (1)’

2) APPLICABLE PERCENTAGE.—For purposes

the a; tﬁﬁhcabla percentage shall be de unm tp

“For taxable beginning in— pemenm IPP“M&
‘i%ga. 1983 br 1984 geuic 5
1986 or thereafter 100.

“(3) LIMITATION FOR TAXABLE YEARS BEGINNING BEFORE 1985, —
In the case of a taxable year beginning before 1985, the portion of
the amount allowable under subaectlon (a) to which the appli-

cable percen ahal] be a
exoeedp 100 for taxable years beginning in
1982 or 1983 and
“(B) not exceed$300fortaxableyearsbegmnmgm

Inthecaaeofamamedm& ual a separate return, the
limit under sub aph (A) shall be $50, and the limit under
sub ph (B) be $150.

“(4) TeErMINATION.—The provisions of this subsection shall not
apply to contnbutlonsmadeaﬂerDecember 81, 1986.”
(b) o ON OF TAXABLE INCO! h (1) i 630 ¢ =
GENERAL.—Paragra section relating
mdmduals) is amended— ’
by striking out “and” at the end of subparagraph (A),

LB] by msertmg after subparagraph (B) the following new
su
“%C) the dmect charitable deduction, and”.
_ (2) DIRECT CHARITABLE DEDUCTION DEFINED.—Section 63 (defin-
taxable income) is amended by adding at the end thereof the
“(1) Cngznrmnm f)%numon —For purposes of this section,
the term ‘direct charitable deduction’ means that portion of the
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amount allowable under section 170(a) which is taken as a direct
charitable deduction for the taxable year under section 170(i).”
(c) CONFORMING AMENDMENTS.— i
(1) Paragraph (1) of section 57(b) (relating to adjusted itemized 26 USC 7.
deductions) is amended by inserting “without regard to para-
graph (3) thereof”’ after “section 63(f)". . _
(2) Subsection (f) of section 63 (relating to itemized deductions) 26 USC 63.
R e it ¢ the end of h (1)
out “and” at the end of paragraph (1),
(B) b; striking out the period at the end of paragraph (2)
and inserting in lieu thereof “, and”, and
(C) by a%ing at the end thereof the following new
garagraph: ! .
““(3) the direct charitable deduction.”
(3) Subparagraph (A) of section 3(a)(4) (relating to imposition of 26 USC 3.
tax table tax) 1s amended to read as follows:
“(A) reduced by the sum of—
“(i) the excess itemized deductions, and
“(ii) the direct charitable deduction, and”.
(d) Errecrive DATE.—The amendments made bg this section shall 26 USC 170 note.
apply to contributions made after December 31, 1981, in taxable years
beginning after such date.

SEC. 122. 18-MONTH PERIODS FOR ROLLOVER OF PRINCIPAL RESIDENCE
INCREASED TO 2 YEARS.

(a) In GENERAL.—Section 1034 (relating to rollover of gain on sale of 26 USC 1034.
principal residence) is amended by stu:xgkmq out “18 months” each
place it appears and inserting in lieu thereof “2 years".
(b) CONFORMING AMENDMENTS.—
(1) Paragraph (4) of section 1034(c) is amended by striking out
“18-month” and inserting in lieu thereof “2-year”.
(2) Paragraph (5) of section 1034(c) is hereb{'re ealed.

(c) ErrecTiVE DATE.—The amendments made by this section shall 26 USC 1034
apply to old residences (within the meaning of section 1034 of the note.
Internal Revenue Code of 1954) sold or exchanged—

(1) after July 20, 1981, or

(2) on or before such date, if the rollover period under such
section (determined without regard to the amendments made by
this section) expires on or after such date.

SEC. 123. ONE-TIME EXCLUSION OF GAIN INCREASED TO $125,000.

(a) In GENERAL.—Paragraph (1) of section 121(b) (relating to one- 26 USC 121.
time exclusion of gain from sale of principal residence by individual
who has attained age 55) is amended striking out “$100,000
($50,000” and inserting in lieu thereof “$125‘,r000 ($62,500".

(b) Date.—The amendment made by this section shall 26 USC 121 note.
apply to residences sold or exchanged after July 20, 1981.

SEC. 124. INCREASES IN CREDIT ALLOWABLE FOR EXPENSES FOR
HOUSEHOLD AND DEPENDENT CARE SERVICES NECESSARY
FOR GAINFUL EMPLOYMENT.

(a) INCREASE IN PERCENTAGE oF EXPENSES ALLOWED AS CREDIT.—
Subsection (a) of section 44A (relating to expenses for household and 26 USC 44A.
dependent care services necessary for gainful employment) is
amended to read as follows:
“(a) ALLOWANCE OF CREDIT.—
“(1) In cENERAL.—In the case of an individual who maintains a
household which includes as a member one or more qualifying
individuals (as defined in subsection (c)(1)), there shall be allowed
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as a credit against the tax imposed by this chapter for the taxable
year an amount equal to the applicable percentage of the
employment-related expenses (as defined in subsection (c)2))
paid by such individual during the taxable year.

“(2) APPLICABLE PERCENTAGE DEFINED.—For purposes of para-
graph (1), the term ‘a glicabla rcentage’ means 30 percent
reduced (but not below 20 percent) by 1 percentage point for each
$2,000 (or fraction thereof) by which the taalgayer‘s adjusted
%"osa income for the taxable year exceeds $10,000.”

(b) IncrEASES IN DoLLAR LimiTs oN AMOUNT CREDITABLE.—
26 USC 44A. (1) IN GENERAL.—Subsection (d) of section 44A (relating to
dollar limit on amount creditable) is amended—
(A) by striking out “$2,000” and inserting in lieu thereof
“$2,400”, and
“$%B§0%¥' striking out “$4,000” and inserting in lieu thereof
(2) CONFORMING AMENDMENTS.—Paragraph (2) of section
44A(e) (relating to earned income limitation) is amended—
> %b’?y s&rikjng out “$166” and inserting in lieu thereof
, an

“s%)o’l,ay striking out “$333” and inserting in lieu thereof
(c) CREDIT ALLOWED FOR CERTAIN SERVICES OUTSIDE THE TAXPAYER'S
HouseHoLD.—Subparagraph (B) of section 44A(c)X2) is amended to

read as follows:

“(B) ExceprioN.—Employment-related expenses described
in subparagraph (A) which are incurred for services outside
the taxpayer’s household shall be taken into account only if
incurred for the care of—

“(i) a qualifying individual described in paragraph

(1XA), or
“(i1) a uah%'mg ing individual (not described in para-
graph (1)(‘1\)) who regularly spends at least 8 hours each
ay in the r’s household.”

(d) DAYy CARE CENTERS MustT MEET STATE LAW REQUIREMENTS.—
Paragraph (2) of section 44A(c) (defining employment-related
exgenses) is amended by adding at the end thereof the following new
su paragraphs:

“(C) DEPENDENT CARE CENTERS.— loyment-related
expenses described in subpa.nl:iraph (A) which are incurred
for services provided outside the taxpayer’s household by a
dependent care center (as defined in subparagraph (D)) shall
be taken into account only if—

“(i) such center complies with all applicable laws and
regu.lations of a State or unit of I government, and
‘(ii) the requirements of suhparagrth (B) are met.

“(D) DEPENDENT CARE CENTER DEFINED.—For purposes of
this para%gﬁh, the term ‘dependent care center’ means any
facility which— y

“(i) provides care for more than six individuals (other
than individuals who reside at the facility), and

“(ii) receives a fee, payment, or grant for providing
services for any of the individuals (regardless of whether
such facility is operated for profit).”

(e) ExcLusioN oF DEPENDENT CARE ASSISTANCE FROM THE INCOME
oF EMPLOYEES.—

(1) IN GENERAL.—Part III of subchapter B of chapter 1 (as
Post, p. 267, amended by section 301) is amended by redesignating section 129
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as section 130 and inserting after section 128 the following new
section:

“SEC. 129. DEPENDENT CARE ASSISTANCE PROGRAMS,

“(a) In GENERAL.—Gross income of an employee does not include
amounts paid or incurred by the employer for dependent care
assistance provided to such emJJloyee if the assistance is furnished
pursuant to a program which is described in subsection (d).

“(b) EARNED INCOME LIMITATION.—

“(1) In GeNERAL.—The amount excluded from the income of an
empg‘?ree under subsection (a) for any taxable year shall not
exceed—

“(A) in the case of an employee who is not married at the
close of such taxable year, the earned income of such
employee for such taxable year, or

“(B) in the case of an employee who is married at the close
of such taxable year, the lesser of—

“(i) the earned income of such employee for such
taxable year, or

“(ii) the earned income of the spouse of such employee
for such taxable year.

“(2) SPECIAL RULE FOR CERTAIN SPOUSES.—For purposes of
paragraph (1), the provisions of section 44A(e)2) shall apply in
determjnin% the earned income of a spouse who is a student or
incapable o ing for himself.

“(c) PAYMENTS TO TED INDIVIDUALS.—No amount paid or
incurred during the taxable year of an employee by an employer in
providing dependent care assistance to such employee shall be
excluded under subsection (a) if such amount was paid or incurred to
an individual—

“(1) with respect to whom, for such taxable year, a deduction is
allowable under section 151(e) (relating to personal exemptions
for dependents) to such employee or the spouse of such employee,

or
“(2) who is a child of such et:}‘ployee (within the meaning of
section 151(eX3)) under the age of 19 at the close of such taxable

ear.
“(X) DEPENDENT CARE ASSISTANCE PROGRAM.—

“(1) In GENERAL.—For purposes of this section a dependent
care assistance program is a separate written plan of an
employer for the exclusive benefit of his employees to provide
such employees with dependent care assistance which meets the
regujrements of aphs (2) thro (6) of this subsection.

(2) EugiBiLity.—The program benefit employees who
qualify under a classification set up by the employer and found
by the Secretary not to be discriminatory in favor of employees
who are officers, owners, or highly compensated, or their -
ents. For purposes of this paragraph, there shall be uded
from consideration emp}%yees not included in the program who
are included in a unit of employees covered by an agreement
which the Secretary of Labor finds to be a collective bargaining
agreement between employee representatives and one or more
employers, if there is evidence that dependent care benefits were
the subject of good faith bargaining between such employee
representatives and such employer or employers.

‘(8) PRINCIPAL SHAREHOLDERS OR OWNERS.—Not more than 25
percent of the amounts paid or incurred by the employer for
dependent care assistance during the year may be provided for

B9-194 0O-—82—15: QL3

95 STAT. 199

26 USC 129.
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the class of individuals who are shareholders or owners (or their
spouses or dependents), each of whom (on any day of the year)
owns more than 5 Yercent of the stock or of the capital or profits
mterest in the emplo

“(4) No F'UN‘DING REQUIRED.—A program referred to in

mtﬁrﬁph (1) is not required to be funded.

“(b) NOTIFICATION OF ELIGIBLE EMPLOYEES.—Reasonable notifi-
cation of the availability and terms of the program shall be
provided to eligible employees.

“(6) StaTEMENT OF EXPENSES.—The plan shall furnish to an
employee, on or before January 31, a written statement showing
the amounts paid or expenses incurred by the employer in
providing dependent care assistance to such employee dpurmg the
previous calendar year.

“(e) DEFINITIONS AND SPECIAL RuLks.—For purposes of this

“(1) DEPENDENT CARE ASSISTANCE.—The term ‘dependent care
assistance’ means the payment of, or provxaion of, those services
which if paid for by the emsloyee would be conmdered employ-
ment-related - expe er section 44A(c)2) (relating to
expenses for household and dependent care services necessary
for ?amful employment).

2) EARNED INCOME.—The term ‘earned income’ shall have
the meaning given such term in section 43(c)(2), but such term
shall not include any amounts paid or incurred by an employer
for dependent care assistance to an empl ee.

“(3) EmPLoYEE.—The term ‘employee’ mcludea for any year,
an individual who is an employee within the meaning of section
401(c)(1) (relating to self-employed individuals).

“(4) EmPLoYER.—An individual who owns the entire interest in
an unincorporated trade or business shall be treated as his own
employer. A partnership shall be treated as the employer of each
partner who is an employee within the meaning of paragraph (3).

“(5) ATTRIBUTION RULES.—

“(A) OWNERsHIP OF STOCK.—Ownership of stock in a co
ration shall be determined in accordance with the rules
provided under subsections (d) and (e) of section 1563 (w:th-
out regard to section 1563(e}3)C)).

“(B) INTEREST IN UNINCORPORATED TRADE OR BUSINESS.—

The interest of an employee in a trade or business which is
not incorporated be determined in accordance with
regulations prescribed by the Secretary, which shall be
based on Eurmmples similar to the principles which apply in
the case of subparagraph (A).

“(6) UTILIZATION TEST NOT APPLICABLE.—A dependent care
assistance program shall not be held or considered to fail to meet
any requirements of subsection (d) merely because of utilization
rates for the different types of assistance made available under

&m‘owmcn OF EXCLUDED AMOUNTS AS CREDIT OR DEDUC-
TI0N.—No deduction or credit shall be allowed under any other
section of this chapter for any amount excluded from income by

reason of this section.”

(2) EXCLUSION FROM WAGES.—

(A) EMPLOYMENT TAXES AND COLLECTION OF INCOME TAX.—
Subtitle C is amended by striking out “section 127" in
26 USC 3121, section 3121(a)18) (relating to the Federal Insurance Contri-
3306. butions Act), section 3306(b)13) (relating to the Federal
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Unemployment Tax Act), and section 3401(a)19) (relating to 26 USC 3401.
collection of income tax at source on wages) and inserting in
lieu thereof “section 127 or 129”,
(B) SoCIAL SECURITY ACT.—Subsection (g) of section 209 of
the Social Security Act (defining wages) is amended by 42 USC 409.
striking out ‘“section 127" and inserting in lieu thereof
“section 127 or 129",
(f) EFFECTIVE DATE. — 26 USC 44A
(1) Except as provided in paragraph (2), the amendments made n"ote:
by this section shall apply to taxable years beginning after
December 31, 1981.
(2) The amendments made by subsection (e)2) shall apply to
remuneration paid after December 31, 1981.

SEC. 125. DEDUCTION FOR ADOPTION EXPENSES PAID BY AN
INDIVIDUAL.

(a) In GEnNERAL,—Part VII of subchapter B of chapter 1 (relating to
additional itemized deductions for individuals), as amended by sec-
tion 103, is amended by redesignating section 222 as section 223 and Ante, p. 187,
by inserting after Bectxon 221 the following new section:

“SEC. 222. ADOPTION EXPENSES. 26 USC 222.

“(a) ALLowaNCE oF DeEpucTioN.—In the case of an individual, there
shall be allowed as a deduction for the taxable year the amount of the
qualified adoption expenses paid or incurred by the taxpayer during
such taxable year.

“(b) LIMITATIONS.—

“(1) MaximuMm DOLLAR AMOUNT.—The aggregate amount of
adoption expenses which may be taken into account under
subsection (a) with respect to the adoption of a child shall not
exceed $1,500.

“(2) DENIAL OF DOUBLE BENEFIT.—

“(A) IN ceNerAL.—No deduction shall be allowable under
subsection (a) for any expense for which a deduction or credit
is allowable under any other provision of this chapter.

“(B) Grants.—No deduction shall be allowable under
subsection (a) for any expenses paid from any funds received
under any Federal, State, or local program.

“(c) DEFINTTIONS.—FoOr purposes of this section—

“1) QUALIFIED ADOPTION EXPENSES.—The term ‘qualified adop-
tion expenses’ means reasonable and n adoption fees,
court costs, attorney fees, and other expenses ngch are directly
related to the legal adoptlon of a child with special needs by the
taxpayer and which are not incurred in violation of State or
Federal law.

“(2) CHILD wWITH SPECIAL NEEDS.—The term ‘child with special
needs’ means a child with respect to whom adoption assistance
payments are made under section 473 of the Social Security Act.”

(b) ConrorMING AMENDMENT.—The table of sections for such part
VII is amended by striking out the item relating to section 222 and
inserting in lieu thereof the following:

"Sec. 222. Adoption expenses.

“Sec. 223. Cross references.”

(c) ErFEcTIVE DATE.—The amendments made by this section shall 26 USC 222

apply to taxable years beginning after December 31, 1980.
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SEC. 126. MAXIMUM RATE OF IMPUTED INTEREST FOR SALE OF LAND
BETWEEN RELATED PERSONS,

26 USC 483. (@) GENERAL RULE.—Section 483 (relating to interest on certain
deferred payments) is amended by adding at the end thereof the
ollowing new subsection:
“(g) MAXIMUM RATE oF INTEREST ON CERTAIN TRANSFERS OF LAND
BETWEEN RELATED PARTIES.—

(1) IN GENERAL.—In the case of any qualified sale, the maxi-
mum interest rate used in determining the total unstated inter-
est rate under the regulations under subsection (b) shall not
exceed 7 percent, compounded semiannually.

“(2) QuALIFIED SALE.—For purposes of this subsection, the term
‘qualified sale’ means any sale or exchange of land by an
individual to a member of such individual's family (within the
meaning of section 267(c)(4)).

“(3) $500,000 umnanou.—?aﬁaph (1) shall not apply to any
qualified sale between individ made during any calendar
year to the extent that the sales price for such sale (when added
to the aggregate sales price for prior qualified sales between such
individuals during the calendar year) exceeds $500,000.

“(4) NONRESIDENT ALIEN INDIVIDUALS.—This section shall not
apply to any sale or exchange if any party to such sale or
exchange is a nonresident alien individual.”

26 USC 483 (b) ErrecTIVE DATE.—The amendment made by subsection (a) shall
note. apply to payments made after June 30, 1981, pursuant to sales or
exchanges after such date.
SEC. 127. STATE LEGISLATORS TRAVEL EXPENSES AWAY FROM HOME.
26 USC 162. (@) In GeNerAL—Section 162 (relating to trade or business

expenses) is amended by redesignating subsection (h) as subsection (i)
and by inserting after subsection (g) the following new subsection:
“(h) StaTE LEGIsLATORS' TRAVEL EXPENSES Away From HomE.—
“(1) In cENERAL.—For gurposes of subsection (a), in the case of
any individual who is a State legislator at any time during the
taxable year and who makes an election under this subsection for

the taxable year—

“(A) the place of residence of such individual within the
lqgiﬁlative istrict which he represented shall be considered

ome,

“(B) he shall be deemed to have expended for living
expenses (in connection with his trade or business as a
legislator) an amount equal to the sum of the amounts
determined by multiplying each legislative day of such
individual during the taxable year by the greater of—

“(i) the amount generally allowable with resgect to
such day to employees of the State of which he is a
legislator for per diem while away from home, to the
extent such amount does not exceed 110 percent of the
amount described in clause (ii) with respect to such day,
or

‘(i) the amount generally allowable with respect to
such day to employees of the executive branch of the
Federal Government for per diem while away from
home but serving in the United States, and

“(C) he shall be deemed to be away from home in the
pursuit of a trade or business on each legislative day.
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“(2) LEGISLATIVE DAYS.—For purposes of h (1), a legis-
lative day during any taxablep;ear for any mﬁ:vi?iual shall be
any day uring such year on which— p

‘(A) the legislature was in session (including any day in
which the legislature was not in session for a period of 4
) tgzelm{ o ion but the physical

“ islature was not in session P
presence of the individual was formally recorded at a meet-
ing of a committee of such legislature.

“(3) ErecTioN.—An election under this subsection for any
taxable year shall be made at such time and in such manner as
the Secretary shall by regulations prescribe.

“(4) SECTION NOT TO APPLY TO LEGISLATORS WHO RESIDE NEAR
caprroL.—For taxable years beginning after December 31, 1980,
this subsection shall not apply to any leﬂtor whose place of
residence within the legislative district which he represenh is 50
or fewer miles from the capitol building of the State.”

(b) The amendment made by subsection (a) shall apply to taxable

years beginning on or after January 1, 1976.

SEC. 128. RATES OF TAX FOR PRINCIPAL CAMPAIGN COMMITTEES.

(a) IN GENERAL.—Section 527 (relating to ‘politiea.l organizations) is
amended by adding at the end thereof ollowing new subsection:
“(h) Spec1AL RULE FOR PRINCIPAL CAMPAIGN COMMITTEES.—

“(1) In GeNERAL.—In the case of a political organization which
is a principal campaign committee, paragraph (1) of subsection
(b) s&zltl be t:;’ppliad substituting ‘the appropriate rates’ for ‘the

rate.
‘(2) PRINCIPAL CAMPAIGN COMMITTEE DEFINED.—

“(A) In GeNErRAL.—For purposes of this subsection, the
term ‘principal campaign committee’ means the political
committee designated by a candidate for Congress as his
principal campaign committee for purposes of—

“(i) section 302(e) of the Federal Election Campaign
Act of 1971 (2 U.S.C. 432(e)), and
*(ii) this subsection.

“(B) DesiGNATION.—A candidate may have only 1 designa-
tion in effect under subparagraph (AXii) at any time and
such designation—

“(@i) shall be made at such time and in such manner as
the Secretary may prescribe by tions, and
“(ii) once made, may be revoked only with the consent
of the Secretary.”
(b) ErrecTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 81, 1981.

TITLE II—BUSINESS INCENTIVE
PROVISIONS

Subtitle A—Cost Recovery Provisions

SEC. 201. ACCELERATED COST RECOVERY SYSTEM.

(a) In GENERAL.—Part VI of subchapter B of chapter 1 (relating to
itemized deductions for individuals and corporations) is amendetf by
inserting after section 167 the following new section:

95 STAT. 203

Effective date.
26 USC 162
note.

26 USC 5217.

26 USC 527
note.
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26 USC 168. “SEC. 168. ACCELERATED COST RECOVERY SYSTEM.

“(a) AruLowance oF DepuctioN.—There shall be allowed as a
gﬁucquliﬂf;or tgnbleyearthemountdmemned under this
on respect to recovery property.
“(b) AMouNT oF DEDUCTION.—
“(1) IN GENERAL.— as otherwise provided in this section,
theamountofthe allowable by subsection (a) for any
year shall be the amonnt determined by

eggmmthe determmadmaeeordame _Emgﬁgﬂ

“(A) FOR PROPERTY PLACED IN SERVICE AFTER DECEMBER 81,
1980, AND BEFORE JANUARY 1, 1985.—

mmﬂepaemnﬁhrthechnof

“If the recovery

year is: lglim
8yeer  Gyear  10-year iblic

utility

1 25 16 8 5
8 87 21 12 9
4 21 10 8
b 21 10 7
6 10 1
7 9 6
8 9 (]
9 9 6
10 9 6
11 6
12 6
18 6
14 6
16 6.

“(B) FOR PROPERTY PLACED IN SERVICE IN 1985.—
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T e e 88 20 10 ('
 PTI E 45 82 18 12
B i i 22 24 16 12
8 B iie 18 1B
] 10 9
z :
9 4 6
10 2 5
i :
: :
15 L
“(2) 15-YEAR REAL
“(A) In

PROPERTY.—

GENERAL.—In the of 15< real , th

applicable. percentage e oy Rl g gy o (e

tabl atahé:mtaryahaﬂythe v
“(ﬂasaigntothepropertyalﬁ-yearmooverypenod,

“(u) assign percentages determined i
accordance with use of the 175 percen decliningbalang
method (200 percent declmmgbalaneamethodinthe
case of low-income to the method

mmﬂnnlﬁ(b%ﬁatahmebomanmthe 26 USC 167,

Fu o o e gt ' = Sssile oo
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semceahallbedeterminedonthebamsofthenumberof

months in such year during w
“Low income service. For purposea of this subpamgra ﬁ'?.ﬁg“" ‘low.
housing.” income housing’ m igg descnbed in clause (i), (i),
26 USC 1250. (m), or (iv) of sectlon 1260(a)1)B).
“(B) SPECIAL RULE FOR mn OF DIBPOBI‘I'ION —In the case of

a disposition of 15-year real property, the deduction allow-
able under subsection (a) for the taxable year in which the
disposition occurs shall reflect only the months during such
gr ear the property was in service.

“(3) ELECTION OF DIFFERENT RECOVERY PERCENTAGE.—

“(A) IN GENERAL.—Except as provided in subsection (f)2),
in lieu of any applicable percentage under paragraphs (1)
and (2), the taxpayer may elect, with respect to one or more

of recovery placed in service during the
taxable year, the appmgzemntage determined by use of
the straight line method over the recovery period elected by
the taxpayer in accordance with the following table:
The taxpayer may

"lg_ the case of: ;le‘:'leté of‘lz

b-m property ablg'ér

iﬁ or 45 years.

15-year pubmg property 15, 35: or 4b years.

“(B) OPERATING RULES,—

“(@i) IN GENERAL.—Except as provided in clause (ii). the

taxpayer elect under subparagraph (A)
single percen for property in any class of reeovery
property in service during the taxable . The
percentagesoelectedshalla_pplytoall in such
lass placed in service during such le and
Ehallal apply throughout the recovery period e for

suc

“(h PROPERTY.—In the case of 15-year real
operty the taxpayer shall make the electwn under

“""?m&“mph ‘A’gzh;gm,;‘gw

year conventlon apply to

(ot e,lthanemmi5-‘1“1:h rty) ith respect to pruper?
other year pro wi res

an election is made under this
“(c) Recovery ProPERTY.—For purposes oftl:ust: e—

“(1) RECOVERY PROPERTY DEFINED. —Except as provided in sub-
section (e), the term ‘recovery means le property
of a character subject to the allowance for depreciation—

“(A) used in a trade or business, or
“(B) held for the production of income.
OF RECOVERY PROPERTY.—Each item of recovery
property shall be assigned to one of the following classes of

prope

% 3-YEAR PROPERTY. —The term ‘3-year property’ means

section 1245 class prope:
“(i) with a present class life of 4 Kears or less; or
“(ii) used in connection with research and experimen-

tation.
“(B) 5-YEAR PROPERTY.—The term ‘5-year property’ m

recovery property which is section 1245 class property and
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which is not 3-year property, 10-year property, or 15-year
public utility property.
“(C) 10-yEAR PROPERTY.—The term ‘l10-year property’
means—
“(i) public utility property (other than section 1250 26 USC 1250.
class property or 3-year property) with a present class
liﬂfj of more than 18 years but not more than 25 years;
an

“(ii) section 1250 class property with a present class
life of 12.5 years or less.

“(D) 15-YEAR REAL PROPERTY.—The term ‘15-year real prop-
erty’ means section 1250 class prOf'erty which does not have
a present class life of 12.5 years or less.

“(E) 15-YEAR PUBLIC UTILITY PROPERTY.—The term ‘15-year
public utility property’ means public utility property (other
than section F2 class property or 3-year property) with a
present class life of more than 25 years.

“(d) UNADJUSTED BASIS; ADJUSTMENTS.—
“(1) UNADJUSTED BASIS DEFINED.—

“(A) IN GENERAL.—For ﬁurposes of this section, the term
‘unadjusted basis’ means the excess of—

‘(i) the basis of the property determined under part II
of subchapter O of chapter 1 for purposes of determining
gain (determined without regard to the adjustments
described in paragraph (2) or (3) of section 1016(a)), over

“(ii) the sum of—

“(I) that portion of the basis for which the tax-
payer properly elects amortization (including the
deduction allowed under section 167(k)) in lieu of
depreciation, and

“(IT) that portion of the basis which the taxpayer
;{;gperly elects to treat as an expense under section

“(B) TIME FOR TAKING BASIS INTO ACCOUNT.—

‘(i) In GeNERAL.—The unadjusted basis of property
shall be first taken into account under subsection &a for
the taxable year in which the property is placed in
service.

“(ii) REpETERMINATIONS.—The Secretary shall by reg-
ulation provide for the method of determining the
deduction allowable under subsection (a) for any taxable
year (and succeeding taxable years) in which the basis is
i‘{sﬁ%ermined (including any reduction under section

“(2) DiSPOSITIONS.—

“(A) Mass AsseT AccOUNTS.—In lieu of recognizing gain or
loss under this chapter, a taxpayer who maintains one or
more mass asset accounts of recovery property may, under
regulations prescribed by the Secretary, elect to include in
income all proceeds realized on the disposition of such
property. ¢

“(B) ADJUSTMENT TO BASIS.—Except as provided under
regulations prescribed by the Secretary under subsection
(f(T), if any recovery property (other than 15-year real
property or property with respect to which an election under
subparagraph (A) i1s made) 1s disposed of, the unadjusted
basis of such property shall cease to be taken into account in
determining any recovery deduction allowable under subsec-
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tion (a) as of the beginning of the taxable year in which such
dispoaltion occurs.

““(C) D1sposITION INCLUDES RETIREMENT.—For purposes of
this subparagraph, the term ‘disposition’ includes
retirement.

“(e) ProPERTY ExcLupeEp FroM APPLICATION OF SecTioN.—For
purposes of this section—
“(1) PROPERTY PLACED IN SERVICE BEFORE JANUARY 1, 1981.—
The term ‘recovery pro%e:ty’ does not include property placed in
service by the taxpayer before January 1, 1981,
“(2) CERTAIN METHODS OF DEPRECIATION.—The term ‘recovery
propert‘y' does not include property if—

“(A) the taxpayer elects to exclude such property from the
ap‘?lication of this section, and

(B) for the first taxable year for which a deduction would

(but for this election) be allowable under this section with

respect to such property in the hands of the taxpayer, the

property is properly depreciated under the unit-of-produc-

tion method or any method of depreciation not expressed in

a term of years (other than the retirement-replacement-
betterment method).

“(3) SPECIAL RULE FOR CERTAIN PUBLIC UTILITY PROPERTY.—

“(A) INn geNErRAL.—The term ‘recovery property’ does not
include ?ublic utility property (within the meaning of sec-

26 USC 167. tion 167(1)(8XA)) if the taxpayer does not use a normalization
method of accounting,

“(B) USE OF NORMALIZATION METHOD DEFINED.—For pur-
poses of subparagraph (A), in order to use a normalization
method of accounting with respect to any public utility
pro —

“(i) the taxpayer must, in computing its tax expense
for purposes of establishing its cost of service for rate-
making purposes and reflecting operating results in its
regulated books of account, use a method of depreciation
with respect to such property that is the same as, and a
depreciation period for such property that is no shorter
than, the method and period to compute its depreci-
ation expense for such purposes; and

“(ii) if the amount allowable as a deduction under this
section with respect to such %roperty differs from the
amount that would be allowable as a deduction under
section 167 (determined without regard to section 167(1))
using the method (including the period, first and last
year convention, and salvage value) used to compute
regulated tax expense under subparagraph (B)(i), the
taxpayer must make adjustments to a reserve to reflect
the deferral of taxes resulting from such difference.

‘(C) PUBLIC UTILITY PROPERTY WHICH IS NOT RECOVERY
PROPERTY.—In the case of public utility property which, by
reason of this paragraph, is not treated as recovery property,
the allowance for e‘frecintion under section 167(a) shall be
an amount computed using the method and period referred
to in subparagraph (B){d).

“(4) CERTAIN TRANSACTIONS IN PROPERTY PLACED IN SERVICE
BEFORE 1986.—

“(A) Smcgom 1245 cuissdpnopnnw.—lglls’e % ‘recovery
property’ does not include section c roperty
acquired by the taxpayer after December 31, 1380, if—
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‘i) the property was owned or used at any time
during 1980 by the taxpayer or a related person,

“(ii) the property is acquired from a person who owned
such property at any time during 1980, and, as part of
the transaction, the user of such property does not

“(iii) the tax leases such property to a person (or

a person relatelzla goe:uch person) who owned or used such
property at any time during 1980, or

“liv) the property is acquired in a transaction as part

of which the user of such property does not change and

the progerty is not recovery property in the hands of the

person from which the property is so acquired by reason

- of clause (ii} O{h (iii). h i e et 8

or purposes of this subparagraph and subparagrap "

property shall not be treated as owned before it is placed in

service. For purposes of this subparagraph, whether the user

of property as part of a transaction shall be deter-

mined in acco ce with regulations prescribed by the

tary.

“(B) SECTION 1250 CLASS PROPERTY.—The term ‘recovery
property’ does not include section 1250 class property
acquired by the taxpayer after December 31, 1980, if—

‘(1) such property was owned by the taxpayer or by a
related ﬁerson at any time during 1980;

“(ii) the taxt;‘):lyer eases such })roperty to a person (or
a person related to such person) who owned such prop-
erty at any time during 1980; or

“(iii) such property is acqui in an exchange
described in section 1031, 1033, 1038, or 1039 to the
extent that the basis of such property includes an
amount representing the adiuatedp basis of other proper-
?!; s%wn y the taxpayer or a related person during

“(C) CERTAIN NONRECOGNITION TRANSAcCTIONS.—The term
‘recovery property’ does not include property placed in
service by the transferor or distributor before January 1,
1981, which is acquired by the taxpayer after December 31,
1980, in a transaction described in section 332, 351, 361,
371(a), 374(a), 721, or 731 (or such property acquired from the
transferee or acquiring corporation in a transaction
described in such section), to the extent that the basis of the
property is determined by reference to the basis of the
property in the hands of the transferor or distributor. In the
case of property to which this sub, aph applies, rules
similar to the rules described in section 381(c)6) s laé%ply.

“(D) RELATED PERSON DEFINED.—Except as provided in
subparagraph (E), for purposes of this paragraph a person
(hereinafter referred to as the related person) is related to
any person if—

“(i) the related person bears a relationship to such

person specified in section 267(b) or section 707(bX1), or
“(i1) the related person and such person are en

in trades or businesses under common control (within

the meamntg of subsections (a) and (b) of section 52).

For pu of clause (i), in applying section 267(b) and

section 707(bX1) ‘10 percent’ shall be substituted for ‘50

percent’. The determination of whether a person is related to

95 STAT. 209

26 USC 1250.
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another person shall be made as of the time the taxpayer
acquires the property involved.

“(E) LIQUIDATION OF SUBSIDIARY, ETC.—For purposes of this
paragraph, a corporation is not a related person to the

er—

(i) if such corporation is a distributing corporation in

26 USC 334. a transaction to which section 334(b)(2)B) applies and
the st%clch;f such corp_gz;l;ltign ﬁfen‘ed toin %uc subﬁ:ar-
p was acqui y the taxpayer by purchase

r December 31, 1980, or

“(ii) if such corporation is liquidated in a liquidation to
which section 331(a) applies and the taxpayer (or a
related person) by himself or together with 1 or more
other persons acquires the stock of the liquidated corpo-
ration by I}Jurchase (meeting the rgguirements of section
334(b)(2)(B)) after December 31, 1980,

“(F) ANTIAVOIDANCE RULE.—The term ‘recovery property’
does not include 6)1-0 rty ac%uired by the taxpayer after
December 31, 1980, which, under regulations prescribed by
the Secretary, is acquired in a transaction one of the princi-
pal purposes of which is to avoid the principles of paragraph
(1) and this paragraph.

"(G)_EEDU?_TION n;rt Ul&TADJT:IS;I“IiH? anl:}s.—ln thehc(ag;a Of(%l)]
acquisition of property described in subparagrap or (O),
the unadjusted basis of the property under subsection (d)
shall be reduced to the extent that such property acquired is
not recovery property.

“(H) SPECIAL RULES FOR PROPERTY PLACED IN SERVICE
BEFORE CERTAIN PERCENTAGES TAKE EFFECT.—Under regula-
tions prescribad by the Secretary—

“(i) rules similar to the rules of this paragraph shall
be applied in determining whether the tables contained
in subparagraph (B) or (Ci of subsection (b)(1) apply with
respgc’g to recovery property, and

“(i1) if the tables contained in subparagraph (B) or (C)
of subsection (bX1) do not apply to such property by
reason of clause (i), the deduction allowable under sub-
section (a) shall be computed—

“(I) In the case of a transaction described in
subparagraph (C), under rules similar to the rules
describﬁri?: section 381(c)(6); and

“II) in the case of a transaction otherwise
described in this paragraph, under the recovery
period and method (including rates prescribed
under subsection (b)1)) used by the person from
whom the taxpayer acquired such property (or,
where such person had no recovery method and
period for such property, under the recovery period
and method (including rates prescribed under sub-
section (bX1)) used by the person which transferred
such property to such person).

“(f) SpeciaL RuLEs FOR APPLICATION OF THis SeEctioN.—For pur-
poses of this section—
“(1) COMPONENTS OF SECTION 1250 CLASS PROPERTY.—
“(A) IN GeNERAL.—Except as otherwise provided in this

paragraph—
“E) the deduction allowable under subsection (a) with
respect to any component (which is section 1250 class
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TO! ) of a building shall be computed in the same
Elar!:ﬁlu;tryas the deduction allowable with respect to such
building, and

(i) the reoover}w period for such component shall
begin on the later of—
“/(I) the date such component is placed in service,

or
‘/II) the date on which the building is placed in
service.

‘(B) TRANSITIONAL RULE.—In the case of any building
placed in Sﬁ'Mmlby the talaaxpayer be{or('e Aslatxt;uary /18 1981t;3f01f-‘

of app subparagrap. components o
gugﬁ buildin play;g in service after December 31, 1980, the
deduction allowable under subsection (a) with respect to
such components shall be computed in the same manner as
the deduction allowable with respect to the first such compo-
nent placed in service after December 31, 1980. For purposes
of the preceding sentence, the method of computing the
deduction allowable with respect to such first component
shall be determined as if it were a separate building.

“(C) EXCEPTION FOR SUBSTANTIAL IMPROVEMENTS.—

(i) IN GENERAL.—For m&e& of this paragraph, a
gulialstgntial improvement be treated as a separate
u 3
(i) TANTIAL IMPROVEMENT.—For purposes of
clause (i), the term ‘substantial improvement’ means the
improvements added to capital account with respect to
any building during any 24-month period, but only if the
sum of the amounts added to such account during such
period equals or exceeds 25 percent of the adjusted basis
of the building (determined without regard to the adjust-
ments provided in paragraphs (2) and (3) of section
1016(a)) as of the first day of such period. 26 USC 1016.
“(i1i) IMPROVEMENTS n;pw BE MADE ofamthjsaumnmc 1}1:
SERVICE FOR 3 YEARS.—For purposes paragraph,
the term ‘substantial improvement’ shall not include
any improvement made before the date 3 years after the
building was placed in service.
“(2) RECOVERY PROPERTY USED PREDOMINANTLY OUTSIDE THE
UNITED STATES.—

‘“(A) IN GENERAL.—Except as provided in subparagraphs
(B) and (C), in the case of recovery property which, during
the taxable year, is used predominantly outside the United
States, the recovery deduction for the taxable year shall be,
in lieu of the amount determined under subsection (b), the
amount determined by applying to the unadjusted basis of
such property the applicable percen determined under
tables prescribed by the Secretary. For purposes of the
ph;urocedmg sentence, in prescribing such tables, the Secretary
s _—

‘(i) assign the property described in this subpara-
graph to classes in accordance with the present class life
(or 12 years in the case of personal property with no
present class life) of such pro ;and

“(ii) assign percentages (Lalig.ng into account the half-
year convention) determined in accordance with use of
the method of depreciation described in section 167(b)(2),
switching to the method described in section 167(b)1) at
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a time to maximize the deduction allowadble under
subsection (a).
Rt Ty GENERAL—Excopt as provided in subp h
4 GENERAL.—) as P
C),mthecaseoflE—yenrrealpnzﬁ’orty g
the taxable year, is outaule the
UmtedStates,themova deduction for the taxable
yearshallbe,inheuofthaamountdetermmedunder
bsection (b), the amount determined !gaapplymg to
the unadjusted basis of such prolperr.y pplicable
rcentage determined under tables prescribed by the
gcreta.ry.l?orpurposesofthe ing sentence in
ibing such tables, the Secretary —
“(Dassigntothepropertydescribedinthismb—

tching
167(b)(1)atat1met.omanm1mthededuchonallow
able under subsection (a).

“(id) mlgm FOR DISPOSITION.—In the g of a
disposition real property described in clause
(i), subsection (bl'g)(B) shall apply.

“/C) ELECTION OF DIFFERENT RECOVERY PERCENTAGE.—

“i) GENERAL RULE—The taxpayer may elect, with
respect to one or more classes of recovery property
described in this paragraph, to determine the applicable

e e e

accordance with the following
The taxpayer may elect
“In the case of: nrmuycmodoﬁ
3-year property ... The present life, 5 or 12
ili- ....... iy T&mmmm%%or years.
yearpmr?rerty_.._...... or 35 years.
16-year real property .......... 850r 45

prop- The present class life, 35 or 45 years.
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“(ii) OPERATING RULES.—

“(I) PERIOD ELECTED BY TAXPAYER.—Except as pro-
vided in subclause (II), the taxpayer may elect
under clause (i) for any taxable year only a single
recovery period for recovery property described in
this mraph which is p in service during
such le , which has the same present class
life, and which is in the same class under subsection
(cX2). The period so elected shall not be shorter than
such present class life.

“(II) REAL PROPERTY.—In the case of 15-year real
property, the election under clause (i) be made
on a property-by-property basis.

‘(D) DETERMINATION OF PROPERTY USED PREDOMINANTLY
g T . b
graph, un ons p: , rules
sim?l%:_‘ to the rules under secll;m(r]l?‘ )?%2) E::cludifilgd the 26 USC48.
exceptions under subparagrap 8! app in
i whether property is used predominantly out-
side the United States.
“(E) ConvenTiON.—Under regulations prescribed by the
, the half year convention shall agp for purposes
of rmination under subpa.mgap ©) (o than
any rmina with respect to 15-year real property).
“(3) RRB REPLACEMENT PROPERTY.—
“(A) IN GENERAL.—In the case of RRB replacement prop-
ﬂpl_acedmsenicebeforehnuary 1, 1985. the recovery
uction for the taxable year shall be, in lieu of the amount
determmetg tﬂu:der subsection (b), ge amount dertt;rgined ll)ly
applying unadjusted basis of such prope appli-
eggle percentage determined under tables prescribed by the
Secretary. For of the preceding sentence, in pre-
scribing such , the shall—
“(i) use the recovery period determined in accordance
llowing table:

with the fo
“If the year property is The recovery
sglaeed lnpi;:rﬂee is: period is:
1981 1
1982 2
1983 3
1984 4
and
“(ii) assign percentages determined in accordance

with use of the method of depreciation described in
section 167(bX2), switching to the method described in
section 167(b)3) at a time to maximize the deduction
allowable under subsection (a) (taking into account the
half-year convention).

‘“(B) RRB REPLACEMENT PROPERTY DEFINED.—For purposes
of this section, the term ‘RRB replacement property’ means
replacement track material (including rail, ties, other track
material, and ballast) installed by a railroad (including a
railroad or terminal company) if—

“(i) the replacement is made pursuant to a scheduled
program for replacement,
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“(ii) the replacement is made pursuant to observations
by maintenance-of-way personnel of specific track mate-
rial needing replacement,

“(ii1) the replacement is made pursuant to the detec-
tion by a rail-test car of specific track material needing
replacement, or

‘(iv) the replacement is made as a result of a casualty.
Replacements made as a result of a casualty shall be
replacement property only to the extent that, in the case of
each casualty, the replacement cost with respect to the
replacement track material exceeds $50,000.

“(4) NER AND TIME FOR MAKING ELECTIONS,—

“(A) IN GENERAL.—Any election under this section shall be
made for the taxable year in which the property is placed in
service.

“(B) MADE ON RETURN.—Any election under this section
shall be made on the yer’s return of the tax imposed by
this chapter for the taxable year concerned.

“(C) REVOCATION ONLY WITH CONSENT.—Any election
under this section, once made, may be revoked onf;' with the
consent of the Secretary.

“(b) SHORT TAXABLE YEARS.—In the case of a taxable year that
is less than 12 months, the amount of the deduction under this
section shall be an amount which bears the same relationship to
the amount of the deduction, determined without regard to this
paragraph, as the number of months in the short taxable year
bels)ars to 12. In l?luCh case, ﬁl;ﬁ %rélount of _i:htzl degaxictiggd for
subsequent taxable years s appropria; usted in
accordance with reEulations prescribetf by the icretary. The
determination of when a taxable year begins shall be made in
accordance with regulations prescribed by the . This
paragraph shall not apply to any deduction with respect to any
property for the first taxable year of the lessor for which an
election under paragraph (8) is in effect with respect to such
property.

“(6) LEASEHOLD IMPROVEMENTS.—For purposes of determining
whether a leasehold improvement which is recovery property
shall be amortized over the term of the lease, the recovery period
(taking into account any election under paragraph (2)(C) of this
subsection or under subsection (b}(3) with respect to such prop-
erty) of such property shall be taken into account in lieu of its
useful life.

“(7) SPECIAL RULE FOR ACQUISITIONS AND DISPOSITIONS IN NON-
RECOGNITION TRANSACTIONS,—Notwithstandi ani]:ther provi-
sion of this section, the deduction allowed under this section in
the taxable year in which recovery property is acquired or is
disposed of in a transaction in which gain or loss is not recognized
in whole or in part shall be determined in accordance with
regulations prescribed by the Secretary.

“(8) SPECIAL RULE FOR LEASES.—

“(A) IN GeENERAL.—In the case of an agreement with
respect to qualified leased property, if all of the parties to the
agreement characterize such agreement as a lease and elect
to have the provisions of this paragraph apply with respect
to such agreement, and if the requirements of subparagraph
(B) are met, then, for purposes of this subtitle—

‘(i) such agreement shall be treated as a lease entered
into by the parties (and any party which is a corporation
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described in suhpam%raph (B)iXI) shall be deemed to
have entered into the lease in the course of carrying on a
trade or business), and :

“(ii) the lessor shall be treated as the owner' of the
property and the lessee shall be treated as the lessee of
the property.

“(B) CERTAIN REQUIREMENTS MUST BE MET.—The require-
ments of this subparagraph are met if—

“(i) the lessor is—

“(I) a corporation (other than an electing small
business corporation (within the meaning of section
13871(b)) or a personal holding company (within the 26 USC 1371.
meaning of section 542(a))),

“(II) a partnership all of the partners of which are
corporations described in subclause (I), or

“(II) a grantor trust with respect to which the
grantor and all beneficiaries of the trust are
described in subclause (I) or (ID),

“(ii) the minimum investment of the lessor—

“(I) at the time the property is first placed in
service under the lease, and
“(II) at all times during the term of the lease,
is not less than 10 percent of the adjusted basis of such
property, and

“(iii) the term of the lease (including any extensions)
does not exceed the greater of—

“(I) 90 percent of the useful life of such property
for purposes of section 167, or

“(ID 150 percent of the present class life of such
property.

“(C) No OTHER FACTORS TAKEN INTO ACCOUNT.—If the
requirements of subparagraphs (A) and (B) are met with
respect to any transaction described in subparagraph (A), no
other factors shall be taken into account in making a
determination as to whether subparagraph (A) (i) or (ii)
appliea with respect to such transaction.

‘(D) QUALIFIED LEASED PROPERTY DEFINED.—For purposes
of subparagraph (A), the term ‘qualified leased prope

means recovery property (other a qualified rehabili-
tated building within the meaning of section 48(g)1)) which Post, p. 236.
m—

‘(i) new section 38 cEn::pert)r (as defined in section

48(b)) of the lessor which is leased within 3 months after
such pmpertﬂ was placed in service and which, if
acquired by the lessee, would have been new section 38
property of the lessee,
“(i1) property—
‘(D which was new section 38 property of the
lessee

“(II) which was leased within 3 months after such

property was placed in service by the lessee, and

“(III) with respect to which the adjusted basis of

the lessor does not exceed the adjusted basis of the

lessee at the time of the lease, or

“(iii) property which is a qualified mass commuting
vehicle (as defined in section 103(b)X9)) and which is Post, p. 349.

financed in whole or in part by obligations the interest

89-194 0O—B2—16: QL3
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({gs(w;hich is excludable from income under section
a).

For purposes of this title (other than this subparagraph), an;
mpertﬂ described in clause (i) or (ii) to which subparagrap
FA) applies shall be deemed originally placed in service not
earlier than the date such property is used under the lease.
In the case of pro rtxﬂplaoed in service after December 31,
1980, and before the date of the enactment of this subpara-
g‘l;api'n, this subparagraph shall be applied by submitting ‘the

te of the enactment of this subparagraph’ for ‘such prop-
erty was placed in service',
“(E) MINIMUM INVESTMENT.—

“(i) In geNERAL.—For purposes of sul:ia.rag'raph (A),
the term ‘minimum investment’ means the amount the
lessor has at risk with respect to the property (other
i;han t)'mancing from the lessee or a related party of the

essee).

“(i1) SPECIAL RULE FOR PURCHASE REQUIREMENT.—For
purposes of clause (i), an agreement between the lessor
and lessee requiring either or both parties to purchase
or sell the qualified leased property at some price
(whether or not fixed in the agreement) at the end of the
lease term shall not affect the amount the lessor is
treated as having at risk with respect to the property.

“(F) CHARACTERIZATION BY PARTIES.—For purposes of this
Faragraph, any determination as to whether a person is a
essor or lessee or property is leased shall be made on the
basis of the characterization of such person or property
under the agreement described in subparagraph (A).

“((i‘rﬁ)m_l-lmmnongé—The Secretota:y shallt &rescribe auc}}
regulations as may be necessary to carry out the purposes o
this paragraph, including (but not limited to) regulations
consistent with such purposes which limit the aggregate
amount of (and timing of) deductions and credits in respect
of qualified leased property to the te amount (and
the timing) allowable without regard to this paragraph.

“(H) CROSS REFERENCE.—

“For special recapture in cases where lessee acquires qualified leased
property, see section 1245.

“(9) SALVAGE VALUE.—No salvage value shall be taken into

accotmt in determining the deduction allowable under subsec-
tion (a).

“(10) TRANSFEREE BOUND BY TRANSFEROR'S PERIOD AND METHOD

IN CERTAIN CASES.—~—

“(A) IN GENERAL.—In the case of recovery property trans-
ferred in a transaction described in subparagraph (B), the
transferee shall be treated as the transferor for purposes of
computing the deduction allowable under subsection (a) with
res to so much of the basis in the hands of the transferee
as does not exceed the adjusted basis in the hands of the
transferor.

“(B) TRANSFERS COVERED.—The transactions described in
this subparagraph are—

“(i) a transaction described in section 332 (other than

a transaction with respect to which the basis is deter-

%i{wd '}xgﬁder section 334(b)2)), 351, 361, 371(a), 374(a),
, Or H
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“(ii) an acquisition (other than described in clause (i)
from a related person (as defined in subparagraph (D) of
subsection (e)(4)); and

“(iii) an acquisition followed by a leaseback to the
gerson from whom the property is acquired.

“(C) PROPERTY REACQUIRED BY THE TAXPAYER.—Under reg-
ulations prescribed by the Secretary, recovery property
which is disposed of and then reacquired by the taxpayer
shall be treated for purposes of computing the deduction
allowable under subsection (a) as if such property had not
been dis of.

‘(D) ExceprioN.—This paragraph shall not apply to any
transaction to which subsection (e)(4) applies.

“(11) SPECIAL RULES FOR COOPERATIVES.—In the case of a
cooperative organization described in section 1381(a), the Secre-
tary may by regulations provide—

“(A) for allowing allocation units to make separate elec-
tions under this section with respect to recovery property,

and

“(B) for the allocation of the deduction allowable under
subsection (a) among allocation units.

oNs.—For purposes of this section—

“(1) PusLic uTiLITY PROPERTY.—The term ‘public utility prop-
erty’ means property described in section 16T(1)(3)XA).

“(2) PRESENT cLASS LIFE.—The term ‘present class life’ means
the class life (if any) which would be applicable with respect to
any property as of January 1, 1981, under subsection (m) of
section 167 (determined without nl;ﬁard to paragraph (4) thereof
and as if the taxpayer had e an election under such
subsection).

“(3) SEcTION 1245 cLASS PROPERTY.—The term ‘section 1245
class property’ means tangible Esro rty described in section
1245(a)(3) other than subparagraphs (C) and (D).

“(4) SectioN 1250 cLASS PROPERTY.—The term ‘section 1250
class property’ means property described in section 1250(c) and
property described in section 1245(a)(3)(C).

"F5e) H AND EXPERIMENTATION.—The term ‘research
and experimentation’ has the same meaning as the term
research or experimental has under section 174.

“(6) RRB PROPERTY DEFINED.—For pu of this section, the
term ‘RRB (f:roperty’ means prt:]perty which under the taxpayer’s
method of depreciation before January 1, 1981, would have been
deptliie:cifted using the retirement-replacement-betterment
me

“(7) MANUFACTURED HOMES.—The term ‘manufactured home’
has the same meaning as in section 603(6) of the Housing and
Community Development Act of 1974, which is 1250 class prop-
erty used as a dwelling unit.

“(8) QUALIFIED COAL UTILIZATION PROPERTY.—

“(A) In cENErRAL.—The term ‘gualified coal utilization
property’ means that portion of the unadjusted basis of coal
utilization property which bears the same ratio (but not
greater than 1) to such unadjusted basis as—

“(i) the Btu’s of energy produced by the powerplant or
major fuel-burning installation before the conversion or
replacement involving coal utilization property, bears to

‘(i) the Btu's of energy produced by such powerplant
or installation after such conversion or replacement.

26 USC 1381

Post, p. 221,

42 USC 5402.
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“Coal utiliza- “B) INn GeENERAL—The term ‘coal utilization property’
tion property. means—
‘i) a boiler or burner—
_“(I) the primary fuel for which is coal (including

ite), an

“(IT) which replaces an existing boiler or burner
which is part of a powerplant or major fuel-burning
installation and the primary fuel for which is oil or

natural gas or any product thereof, and
“(ii) equipment for converting an existing boiler or
burner described in clause (iXII) to a boiler or burner the

Brimary fuel for which will be coal.

“(C) POWERPLANT AND MAJOR FUEL-BURNING INSTALLA-

TION.—The terms ‘powerplant’ and ‘mtﬂor fuel-burning

-installation’ have the meanin%a 3givfen such terms by para-

graphs (7) and (10) of section 103(a) of the Powerplant and
42 USC 8302. Industrial Fuel Use Act of 1978, respectively.

‘D) EXISTING BOILER OR BURNER.—The term ‘existi
boiler or burner’ means a boiler or burner which was plac
in service before January 1, 1981.

‘“(E) REPLACEMENT OF EXISTING BOILER OR BURNER.—A
boiler or burner shall be treated as replacinllg a boiler or
burner if the taxpayer certifies that the boiler or burner
which is to be replaced—

“(i) was used during calendar year 1980 for more than
2,000 hours of full load peak use (or equivalent thereof),

and

“(ii) will not be used for more than 2,000 hours of such
use during any 12-month period after the boiler or
burner which is to replace such boiler or burner is

placed in service.
“(h) SpeciaL RuLes For REcoveERY ProPERTY CraAsses.—For pur-

of this section—
*(1) CERTAIN HORSES.—The term ‘8-year progerty’ includes—
“(A) any race horse which is more than 2 years old at the
time such horse is 1gﬂawd in service; or

“B) any other horse which is more than 12 years old at
such time.
“2) RAILROAD TANK cARs.—The term ‘l10-year property’
includes railroad tank cars

“(8) MANUFACTURED HOMES.—The term ‘l0-year property’
includes manufactured homes.

“(4) QUALIFIED COAL UTILIZATION PROPERTY.—The term ‘10-year
goperty' includes qualified coal utilization property which is not

year property, 5-year property, or 10-year property (determined
without to this paragraph).

*Y(5) APPLICATION WITH OTHER CLASSES.—Any property which is
treated as included in a class or property by reason of this
subsection shall not be treated as property included in any other

ass.
‘(1) Cross REFERENCE.—

“For special rules with respect to certain gain derived from disposition of
recovery property, see sections 1245 and 1250.”

(b) SINGLE PURPOSE AGRICULTURAL OR HORTICULTURAL STRUCTURES

AND PETROLEUM PrODUCT STORAGE FACILITIES TREATED AS SECTION

26 USC 1245. 1245 PROPERTY.— aragr%ph (8) of section 1245(a) (defining section
1245 property) is amended by striking out “or” at the end of
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subpar?graph (C), by striking out the geriod at the end of subpara-
),

graph and by adding at the end thereof the following new
subparagraphs:
“(E) a single purpose agricultural or horticultural struc-

ture (as defined in section 48(p)), or
“(F) a storage facility used in connection with the distribu-
tion of petroleum or any primary product of petroleum.”
(c) RepeaL oF SkcTioN 263(e).—Subsection (e) of section 263 is
hereby repealed.
(d) CLericaL. AMENDMENT.—The table of sections for part VI of
subchapter B of chapter 1 is amended by inserting after the item
relating to section 167 the following new item:

“Sec. 168. Accelerated cost recovery system.”

SEC. 202. ELECTION TO EXPENSE CERTAIN DEPRECIABLE BUSINESS
ASSETS.

(a) IN GENERAL.—Section 179 (relating to additional first-year
ge reciation allowance for small business) is amended to read as
ollows:

“SEC. 179. ELECTION TO EXPENSE CERTAIN DEPRECIABLE BUSINESS
ASSETS,

“(a) TREATMENT As EXPENSES.—A taxpayer may elect to treat the
cost of any section 179 property as an nse which is not chargeable
to cagital account. cost so treated shall be allowed as a deduction
for the taxable year in which the section 179 property is placed in
service.

“(b) DoLLAR LIMITATION.—

“(1) In ceNerAL.—The aggregate cost which may be taken into
account under subsection (a) for any taxable year shall not
exceed the following applicable amount:

“If the taxable year The applicable
begins in: amount is:
1981 $0
1982 5,000
1983 5,000
1984 7,600
1985 7,600
1986 or thereafter 10,000.

“(2) MARRIED INDIVIDUALS FILING SEPARATELY.—In the case of a
husband and wife filing separate returns for a taxable year, the
applicable amount under pamgradph (1) shall be equal to 50
(pﬁrcent of the amount otherwise determined under paragraph

“(c) ELECTION.—

“(1) In ceENERAL—AnN election under this section for any

taxable year shall—
“(A) spemf‘v the items of section 179 propert¥ to which the
election apl[]: ies and the portion of the cost of each of such
it.e(lins which is to be taken into account under subsection (a),

an
“(B) be made on the s return of the tax imposed
by this chapter for the mﬁw
Such election shall be made in such manner as the Secretary
may by regulations prescribe.
“(2) ELECTION IRREVOCABLE.—Any election made under this
section, and any specification contained in any such election,
may not be revoked except with the consent of the Secretary.
“/d) DEFINITIONS AND SPECIAL RULES.—

95 STAT. 219

26 USC 263.

26 USC 179.
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“(1) SECTION 179 PROPERTY.—For purposes of this section, the
term ‘section 179 prope means any recovery property which
is section 88 property and which is acquired by purchase for use
in a trade or business.

“(2) PurcHASE DEFINED.—For purposes of paragraph (1), the
term ‘purchase’ means any acquisition of property, but only if—

“(A) the property is not acquired from a person whose
relationship to the person acquiring it would result in the
disallowance of losses under section 267 or 707(b) (but, in
applying section 267 (b) and (c) for purposes of this section,
paragraph (4) of section 267(c) shall be treated as providing
that the family of an individual shall include only his spouse,
ancestors, and lineal descendants),

“(B) the property is not acquired by one component
member of a controlled froup from another component
member of the same controlled group, and

“(C) the basis of the property in the hands of the person
acquiring it is not determined—

“@i) in whole or in part by reference to the adjusted
basis of such property in the hands of the person from
whom acquired, or

“(ii) under section 1014(a) (relating to property
acquired from a decedent).

“(8) Cost.—For purposes of this section, the cost of property
does not include so much of the basis of such propertg
determined by reference to the basis of other property held at
any time by the person acquiring such property.

“(4) SECTION NOT TO APPLY TO ESTATES AND TRUSTS.—This
section shall not apply to estates and trusts.

“(6) SECTION NOT TO APPLY TO CERTAIN NONCORPORATE LES-
sors.—This section shall not apply to any section 179 property

Post, p. 228. purchased by any person descnbeg in section 46(e)(3) unless the
credit under section 38 is allowable with respect to such person
for such property (determined without regard to this section).

“(6) DOLLAR LIMITATION OF CONTROLLED GROUP.—For purposes
of subsection (b) of this section—

“(A) all component members of a controlled group shall be
treated as one taxpayer, an

“(B) the Secretary shall apportion the dollar limitation
contained in subsection (b)(1) among the component mem-
bers of such controlled group in such manner as he shall by
regulations prescribe.

“(T) CONTROLLED GROUP DEFINED. —For purposes of paragraphs
(2) and (6), the term ‘controlled group’ has hhe meaning assigned
to it by section 1563(a), except that, for suc m%:e phrase
‘more than 50 percent’ shall be substltuteg for the phrase ‘at
least 80 percent’ each place it appears in section 1563(a)(1).

“(8) DOLLAR LIMITATION IN CASE OF PARTNERSHIPS.—In the case
of a partnership, the dollar limitation contained in subsection
(b)(1) shall apply with respect to the partnership and with respect
to each partner.

“(9) COORDINATION WITH SECTION 38.—No credit shall be
allowed under section 38 with respect to any amount for which a
deduction is allowed under subsection (a).”

26 USC 1245. () RecapTuRe RuLE.—Subsection (a) of section 1245 (relating to
gamsd efsom dispositions from certain depreciable property) is
amen —



PUBLIC LAW 97-34—AUG. 13, 1981 95 STAT. 221

(1) by striking out “169, 184" each place it a; in para-
graph (2) and inserting in lieu thereof “169, 179, 184",

(2) by stn.kmg out “section 190” in paragraph (2) and inserting
in lieu thereof “section 179, 190", and

(8) by striking out ““169, 185” in paragraphs (2)(D) and (3XD)
and inserting in lieu thereof “169, 179, 185",

(c) INsTALLMENT SALES.—Section 453 (relating to the installment 26 USC 453.
method) is amended by redesignating subsection (i) as subsection (j)
and by inserting after subsection (h) the following new subsection:

“(i) AppLicaTioN WiTH SECTION 179.—

175 peomerta: silheaction, (3) Sl Ak SplY, S e TER o

roperty, su ion not apply, and for purposes o
this git.lg? alr payments to be received shafl ie deemed received in
the year of disposition.

“(2) LimrratioN.—Paragraph (1) shall apply only to the extent
of the amount allowed as a deduction under section 179 with

to the section 179 property.”

(d) TECHNICAL AMENDMENTS.—

(1) Paragraph (1) of section 263(a) (relating to capital expendi- 26 USC 263.
S oy e ¢ the end of subparagraph (F)

striking “or” at the end of su ap i

(B) by striking out the period at the end subpamgraph

(G) and inserting in lieu thereof a semicolon and “or”, and

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

“(H) expenditures for which a deduction is allowed under

@ Subparageaph (A) of section 1033(gX8) (relating to cond

u p o ion relating to condem- 26 USC 1033.
nation opmmperty held for pro(ﬁuctive use in trade or
business or for investment) is amended by striking out “(relati
to additional first-year depreciation allowance for small busi-
ness)’ and inserting in lieu thereof “(relating to election to
expense certain depreciable business assets)”.

(3) The table of sections for VI of subchapter B of chapter 1
is amended by striking out the item relating to section 179 and
inserting in lieu thereof the following:

“Sec. 179. Election to expense certain depreciable business assets.”

SEC. 203. AMENDMENTS RELATED TO DEPRECIATION.

(a) Recovery DeEpuctioN TREATED As DEPRECIATION.—Subsection
(a) of section 167 (relating to depreciation) is amended by adding at 26 USC 167.
the end thereof the following new sentence: “In the case of recovery
property (within the meaning of section 168), the deduction allowable Ante, p. 204.
under section 168 shall be deemed to constitute the reasonable
allowance ided by this section, except with respect to that
portion of the basis of such property to which subsection (k) applies.”
(b) TERMINATION OF CLASS LIFE SysTEM.—Subsection (m) of section
167 (relating to class lives) is amended by adding at the end thereof
the following new paragraph:
“(4) Ttgkmanon.—'l‘hia (sqm%n shall 1:101;f apply ‘;16%_‘)
respect to recovery property (wi e meaning of section
placed in service after mber 31, 1980.”
(0 RETIREMENT—REPLACEMENT—BETTERMENT METHOD OF
DEPRECIATION.—
tgl)ﬂRme O;edsmb ﬁlﬂfm'_tmub;:?t 167((§ela:‘.li;1§d to depreci-
a is amen y striking out s ion (r) an esignating
subsection (s) as subsection (r).
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(2) CHANGE IN METHOD OF ACCOUNTING.—Sections 446 and 481
of the Internal Revenue Code of 1954 shall not apply to the
change in the method of depreciation to comply with the provi-
sions of this subsection.

(3) TransimiONAL RULE.—The adjusted basis of RRB property
(as defined in section 168(g)6) of such Code) as of December 31,
1980, shall be depreciated using a useful life of no less than 5
years and no more than 50 years and a method described in
section 167(b) of such Code, including the method described in
section 167(b)(2) of such Code, switching to the method described
in section 167(bX3) of such Code at a time to maximize the
deduction.

(d) AGREEMENT AS T0 UsEFUL LiFE oN WHicH DEPRECIATION RATE Is
Basep.—Subsection (d) of section 167 is amended by adding at the end
thereof the following: ‘“This subsection shall not apply with respect to
recovery property defined in section 168.”

(e) CoNFORMING AMENDMENT.—The Secretary of Health and
Human Services is not required to apply any provision of the Internal
Revenue Code of 1954, as amendedl,) in calculating depreciation (for
the purpose of determining any cost under a program administered
by the [S}ecretary), unless a provision of law requires so expressly.

SEC. 204. RECAPTURE ON DISPOSITION OF RECOVERY PROPERTY.

(a) GENERAL RuLE.—Paragraph (1) of section 1245(a) (relating to
ordinary income) is amended by inserting after “December 31, 1962,”
the following “or section 1245 recovery property is disposed of after
December 31, 1980,".

(b) REcompuTED Basis.—Paragraph (2) of section 1245(a) (relating
to recomputed basis) is amended—

(1) by striking out ‘“or” at the end of subparagraph (C),

(2) by inserting “, or” at the end of subparagra ), and

(3) by inserting immediately after subparagraph (D? the follow-
ing new subparagraph:

“(E) with respect to any section 1245 reco\;-;y property,
the adjusted basis of such property recomputed by adding
thereto all adjustments attributable to periods for which a
deduction is allowed under section 168(a) (as added by the
Economic Recovery Tax Act of 1981) with respect to such

property,”.

(c) SECTION 12%5 Recovery ProrErTY DEFINED.—Subsection (a) of
section 1245 is amended by adding at the end thereof the following
new paragraph:

“(5) SECTION 1245 RECOVERY PROPERTY.—For purposes of this
section, the term ‘section 1245 recovery property’ means recov-
ery property (within the meaning of section 168) other than—

“(A) 15-year real property which is residential rental
pro t{ (as defined in section 167()X2)(B)),
16;{}:?2) 5-year real property which is described in section

“(C) 15-year real property with respect to which an elec-
tion under subsection (gia) of section 168 to use a different
recoverly percen is in effect, and

“(D) 15-year property which is described in clause (i),
(i), (iii), or (iv) of section 1250(a)1)B).

If only a portion of a building (or other structure) is section 1245
recovery property, gain from any disposition of such building (or
other structure) shall be allocated first to the portion of the
building (or other structure) which is section 1245 recovery
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property (to the extent of the amount which may be treated as
ordinary income under this section) and then to the portion of
the buildi,pg or other structure which is not section 1245 recovery

pro .

(d) QuaLiFiep Leasep ProprerTy.—Subsection (a) of section 1245
(relating to recomputed basis) is amended by adding at the end
thereof the following new paragraph:

“(6) SPECIAL RULE FOR QUALIFIED LEASED PROPERTY.—In any
case in which—

“(A) the lessor of %ualiﬁed leased property (within the
meaning of section 168(A)(8)D)) is treated as the owner of
such property for purposes of this subtitle under section
168(£)8), and

“(B) the lessee acquires such pr(‘)ipert g

the recomputed basis of the lessee under this subsection shall be

determined by taking into account any adjustments which would

{JB taken into account in determining the recomputed basis of the
essor.

(e) AppLicaTIiON WiTH SECTION 1250.—Subsection (d) of section 1250
(relating to exceptions and limitations) is amended by adding at the
end thereof the following new paragraph:

“(11) SECTION 1245 RECOVERY PROPERTY.—Subsection (a) shall
not apply to the disposition of property which is section 1245
recovery property (as defined in section 1245(a)(5)).”

SEC. 205. MINIMUM TAX TREATMENT.

(a) In GENERAL.—Subsection (a) of section 57 (defining items of tax
preference) is amended by inserting immediately after paragraph (11)
the following new paragraph:

“(12) ACCELERATED COST RECOVERY DEDUCTION.—

“(A) IN GeNERAL.—With respect to each recovery prolperty
(other than 15liyear real property) which is subject to a lease,
the amount (if any) by which the deduction allowed under
section 168(a) for the taxable year exceeds the deduction
which would have been allowable for the taxable year had
the property been depreciated using the straight-line
method (with a half-year convention and without regard to
salvage value) and a recovery period determined in accord-

ance with the following table:
The recovery
“In the case of: period is:
3-year property 5 years,
5-year property 8 years.
10-year property 15 years.
15-year public utility property 22 years.

“(B) 15-YEAR REAL PROPERTY.—With respect to each recov-
ery property which is 15-year real e‘froperty, the amount (if
any) by which the deduction allowed under section 168(a) for
the taxable year exceeds the deduction which would have
been allowable for the taxable year had the property been
depreciated using a 15-year period and the ight-line
method (without regard to salvage value).

95 STAT. 223

26 USC 1245.

Ante, p. 203.

26 USC 1250.

Ante, p. 222,

26 USC 57.
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“(C) PARAGRAPHS (2) AND (3) SHALL NOT APPLY.—Para-
graphs (2) and (3) shall not apply to recovery property.
“(D) DerFiNiTIONS.—For purposes of this paragraph, the
terms ‘8-year property’, ‘6-year progerty’, ‘10-year property’
‘15-year public utility property’, ‘15-year real property’, an
‘recovery property’, sﬂal.{)e have the same meanings given
such terms under section 168.”
(b) ConFORMING AMENDMENT.—The next to the last sentence of
section 57(a) is amended br\'r striking out “and (11)” and inserting in
lieu thereof *, (11), and (12)".

SEC. 206. EARNINGS AND PROFITS.

(g) IthtsENERAL} 1 .—g:dhebectioéae(.pg:g section 312 (relllatt3i)ng to earningg
and profits) is amen y re par: as paragrap
(4) and by inserting after paragraph (g;lﬁm foﬁowg]g new paragraph:
“(8) EXCEPTION FOR RECOVERY AND SECTION 179 PROPERTY.—
“(A) REcovERY PROPERTY.—Except as provided in subpara-
graphs (B) and (C), in the case of recovery property (within
the meaning of section 168), the adjustment to earni
profits for depreciation for any taxable year shall be the
amount determined under the straight-line method (using a
half year convention in the case of property other than the
15-year real property and without regard to salvage value)
and using a recovery period determined in accordance with

the following table:
The applicable recovery
“In the case of: period is:
3-year property 5 years.
6-year property 12 years.
10-year pro 25 years.
15-year property 35 years.
15-year public utility property 35 years.

For purposes of this subparagraph, no adjustment shall be
allowed in the year of disposition (except with respect to 15-
year real property), and rules similar to the rules under the
next to the last sentence of section 168(b)(2)(A) and section
168(b)2)B) shall apply.

“(B) TREATMENT OF AMOUNTS DEDUCTIBLE UNDER SECTION
179.—For purposes of computing the earnings and profits of
a corporation, any amount deductible under section 179
shall be allowed as a deduction ratably over the period of 5
years (beginning with the year for which such amount is
deductible under section 179).

“(C) FLExiBILITY.—In any case where a different recovery
percentage is elected under section 168(b)3) or (f(2)(C) based
on a recovery period longer than the recovery period pro-
vided in subparm (A), the adjustment to earnings and
profits shall be on such longer period under rules
similar to those provided in subparagraph (A).”

(b) FOREIGN CORPORATIONS.— dﬂgh (4) of section 312(k), as
redesignated by subsection (a), is amen
(1) by striking out ‘jﬁaragraph (1)” and inserting in lieu thereof
‘“paragraphs (1) and (3)”, and
(2) by addinglat the end thereof the following new sentence: “In
determining the earnings and profits of such corporation in the
case of recovery ro&erty (within the meaning of section 168), the
rules of section 168(fX2) shall apply.”
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(c) ConrorMING AMENDMENT.—Subsection (a) of section 964 (relat-
ing to miscellaneous provisions involving controlled foreign corpora-
tions) is amended by striking out “section 812(k)(8)” and inserting in
lieu thereof “section 312(k)(4)”.

SEC. 207. EXTENSION OF CARRYOVER PERIOD FOR NET OPERATING
LOSSES AND CERTAIN CREDITS.

(a) NET OPERATING Loss.—

(1) IN GeNERAL.—Subparagraph (B) of section 172(b)1) (relating
to net operating loss carryovers) is amended by striking out ‘7"
and inserting in lieu thereof “15”.

(2) CONFORMING AMENDMENTS., —

(A) Subparagraph (C) of section 172(b)1) is amended—

(i) by inserting “and before January 1, 1976,” after
“1955,", and

(ii) by striking out the last sentence thereof.

(B)(i) Subparagraph (E)iXII) of section 172(b)(1) is amended
by striking out “g:’ and inserting in lieu thereof ‘‘15".
: ﬁii) Clause (ii) of section 172(b)(1XE) is amended to read as

ollows:

“(ii) In the case of any net operating loss for a taxable
year which is not a RE]T year, such loss shall not be
carried back to any taxable year which is a REIT year.”

(C) Paragraph (3) of section 172(g) (relating to certain
regulated transportation corporations) is amended—

(i) by inserting “‘and” at the end of sul}paragraph (A),

(ii) by striking out “; and” at the end of subparagraph
(B) and inserting in lieu thereof a period, and

(iii) by striking out sub aph (C).

(b) CerTAIN Losses oF Lire INSURANCE CoMPANIES.—Paragraph (1)
of section 812(b) (relating to operations loss carrybacks ancr car-
ryovers of life insurance companies) and paragraph (1) of section
825(d) (relating to unused loss carrybacks and overs of mutual
life insurance companies) are each amended byc:giiing out “7” and
inserting in lieu thereof “15”.

(c) CARRYOVER OF TAXx CREDITS.—

(1) INVESTMENT CREDIT AND WIN CREDIT.—Paragraph (1) of
section 46(b) (relating to carryback and carryovers of unu
investment credits) and paragraph (1) of section 50A(b) (relating
to carryback and carryover of unused work incentive pro%ram
credit) are each amended by adding at the end thereof the
following new sentence: “In the case of an unused credit for an
unused credit year ending after December 31, 1973, this para-
graph shall be applied by substituting ‘15’ for ‘7’ in subparagraph
(B), tznd bz substituting ‘18’ for ‘10, and ‘17’ for ‘Y’ in the second
sentence.

(2) NEw EMPLOYEE CREDIT.—Paragraph (1) of section 53(c)
(relating to carrybacks and carryovers of new employee credit) is
amended—

(A) by striking out “7” in subparagraph (B) and inserting
in lieu thereof “15”,

((113) by striking out “10” and inserting in lieu thereof “18”,

an
(C) by striking out “9”" and inserting in lieu thereof “17”.
(3) ALcoHOL FUELS cnmrr.—Subp'ﬁ'raph (A) of section
44E(e)2) (relating to carryover of un credit) is amended—
(A) by striking out “7"” each place it appears and inserting

in lieu thereof “15”, and

95 STAT. 225

26 USC 964.

26 USC 172.

94 Stat. 3464.

26 USC 812.

26 USC 825.

sed 26 USC 46.

26 USC 50A.

26 USC 53.

26 USC 44E.
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(B) by striking out “6” and inserting in lieu thereof “14".

SEC. 208. CARRYOVER OF RECOVERY ATTRIBUTE IN SECTION 381
TRANSACTIONS.

Subsection (c) of section 381.is amended by adding at the end
thereof the following new paragraph:

“(28) METHOD OF COMPUTING RECOVERY ALLOWANCE FOR RECOV-

ERY PROPERTY.—The acquiring corporation shall be treated as the

distributor or transferor corporation for pu of computing

the deduction allowable under section 168(a) on property

acquired in a distribution or transfer with respect to so much of

the basis in the hands of the acquiring corporation as does not

exceed the adjusted bams in the hands of the distributor or
transferor corporation.”

SEC. 209. EFFECTIVE DATES.

(a) GENERAL RuLE.—Except as otherwise provided in this section,
the amendments made by thm subtitle shall apply to prope af{'eplaoed
gla g:moe after December 31, 1980, in taxable years ending after such

(b) SpeciaL RuLE For RRB ProPErTY.—The amendment made by
subsection (c) of section 203 shall take effect on January 1, 1981, and
shall apply with respect to taxable years ending after such date.

(c) SPECIAL RULE FOR CARRYOVERS.—

(1XA) Except as provided in subparagraph (B), the amend-
ments made by subsections (a) and (b) of section 207 shall aggly to
lllggsoperating losses in taxable years ending after Decem

(B) The amendments made by subparagraph (B)(i) of section
207(a)2) shall take effect as if they had been included in the
amendments made by section 1(a) of Public Law 96-595; exce
that the amendments made by such subparagraph shall apply
gle:uly3 !io l::ge'?!:201:»erat:i.ng losses in taxable years ending after Decem-

ral, :

(2X(A) The amendments made by subsection (¢c)(1) of section 207
slt}&?g apply to unused credit years ending after December 31,

(B) The amendment made by subsection (c)2) of section 207
shall apply to unused credit years beginning after December 31,

C) The amendments made by subsection (c)(3) of section 207
si!};g%]l apply to unused credit years ending after September 30,
(d) SpeciAL RuLE For PuBric UtiLiTies.—

(1) TRANSITIONAL RULE FOR NORMALIZATION REQUIREMENTS.—If,
by the terms of the applicable rate order last entered before the
date of the enactment of this Act by a tl‘éaf.l.lai:ory' commission
having appropriate jurisdiction, a regulated public utility would
(but for this provision) fail to meet the requirements of sectlon
168(e)(3) of the Internal Revenue Code of 1954 with res Be

perty because, for an accounting period ending after Decem-
ger 31, 1980, such public utility used a method of accoun
other than a normalization method of accounting, such regulate
public utility shall not fail to meet such requirements if, by the
terms of its first rate order determining cost of service with
respect to such property which becomes effective after the date of
the enactment of this Act and on or before January 1, 1983, such
regulated public utility uses a normalization method of account-
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ing. This provision shall not ap ]{e any rate order whxch, under
the rules i m eﬁ‘ect before the of the enactment of this Act,
requlred aregula lic utility to use a method of accounting

eduction allowable by section 167 which,
under section 167(1) it was not permitted to use.

(2) TRANSITIONAL RULE FOR REQUIREMENTS OF SECTION 46(f).—If, 26 USC 46 note.
by the terms of the applicable rate order last entered before the
date of the enactment of this Act by a tory commission
having afgﬂopnate ;umdlctmn, a regula public uhhty would
(but for n) fail to meet the requirements

aph (1) or (2) of sectxon 46(f) of the Internal Revenue Code of

954 with respect roperty for an accounting period ending
after December 31, 1 80, su ted public utility shall not
fail to meet such requxrementa , by the terms of its first rate
order dete cost of service with respect to such pro?erty

which becomes effective after the date of the enactment
Act and on or before January 1, 1988, such regulated pubhc

utility meets such requirements Tluspronmonshallnota
any rate order whmh under the rules in effect before the of
the enactment of thisAct was inconsistent with the require-
ments of parﬁraph (1) or (2] of sectlon 46(f) of such Code
(whichever would have been applicab

(8) CLARIFICATION. —Subparagggh (C) of aectmn 167(1X3) is 26 USC 167.
amended by inserting “and in service before
.tlhan , 1981" immediately before the penod at the end

ereof.

(4) AUTHORITY TO PRESCRIBE INTERIM REGULATIONS WITH RE- 26 USC 168
SPECT TO NORMALIZATION.—Until Congress acts further, the Sec- note.
retary of the or his delegate may prescribe such interim
regulations as may be necessary or te to determine
whether the requirements of section 1 )B) of the Internal
Revenue Code of 1954 have been met mth respect to property Ante p. 203.
placed in service after December 81, 1980.

Subtitle B—Investment Tax Credit Provisions

SEC. 211. MODIFICATION OF INVESTMENT TAX CREDIT TO REFLECT
ACCELERATED COST RECOVERY.

(a) APPLICABLE PERCENTAGE.—
(1) IN GENERAL—Subsection (c) of section 46 (relating to 26 USC 46.
gmuahﬁed investment) is amended by adding at the end thereof
following new paragraph:
“(7) APPLICABLE PERCENTAGE FOR RECOVERY PROPERTY.—Not-
withstanding paragraph (2), the applicable percentage for pur-
0‘f‘.(A‘cil:l thph < f15- ublic utility, 10- 5
e case of 15-year C u! , 10-year, or 5-year
pﬂ:lperty (within the meamng of sectmnt{GB(c)}, 100 perge‘;:t

“(B) in the case of 3- (within the of

# section 168(c)), 60 myea; i ing
or purposes of subparagm RRB replacement property
(within the mea.nmg of section- 168(ﬂ(8)(B))pahall be trgated as

5-year property.”
(2) Subslfctaon (a) of agctlon 48 (clllegx)lmg section 38 property) is 26 USC 48.
amended by striking out paragrap.
(b) REVISIiON OF PROGRESS EXPENDITURE RULES.—
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26 USC 46. (1) IN GENERAL.—Paragraph (1) of section 46(d) (defining quali-
fied progress expenditures) is amended to read as follows:
H P) INCREASE IN QUALIFIED INVESTMENT.—

“(A) IN GENERAL.—In the case of any taxpayer whu has
made an election under paragraph (6), the amount of the
qualified investment of such taxpayer for the taxable year
(determined under subsection (c) without regard to t
subsection) shall be increased by an amount equal to the
aggregate of the applicable percentage of each qualified
progress expenditure for the taxable year with respect to
Pre resaexpendlture property.

) APPLICABLE PERCENTAGE.—
(i) RECOVERY PROPERTY.—For purposea of subpara-
graph (A), the applicable percentage for recovery
Ante, p. 208, property (within the meaning of section 168) shall be
determined under subsection (c)(7) based on a reason-
able expectation of what the character of the property
will be when it is placed in service.
“(ii) NONRECOVERY PROPERTY.—For purposes of sub-
aph (A), the applicable percentage for property
wh1 is not recovery property (within the meaning of
section 168) shall be determined under subsection (c}(2)
based on a reasonable expectation of what the useful life
of the AK;operty will be when it is placed in service.
“(iii) APPLICATION ON BASIS OF FACTS KNOWN.—Clauses
(1) and (ii) shall be applied on the basis of the facts known
at the close of the taxable year of the taxpayer in which
the expenditure is made.”
(2) CoNFORMING AMENDMENT.—Clause (ii) of section 46(dX2)A)
(deﬁnmg progress e enchture property) is amended by striking
out “having a useful lif lp 7 years or more”.
(c) PETROLEUM ProODUCT S'romaz FACILITIES. —Paragraph (1) of
26 USC 48, section 48(a) (defining section 38 property) is amended—
(1) by striking out the pen at the end of subparagraph (F)
and inserting in lieu thereof ', or”’; and
(2) by inserting immediately after subparagraph (F) the follow-
ing new subparagraph:
“(G) a storage facility used in connection with the distribu-
tion of petroleum or any primary product of petroleum.”
(d) TecuNicAL AMENDMENT RELATING TO NONCORPORATE LEs-
sors.—Paragraph (3) of section 46(e) (relating to limitations on
noncorporate lessors) is amended by adding at the end thereof the
following new sentence: “For purposes of subparagraph (B), in the
case of any recoverly pro rty (within the meaning of section 168),
the useful life shall be the present class life for such property (as
defined in section 168(g)(2)) o
(e) CONFORMING AMENDMENTS.—
(1) The heading and so much of paragraph (2) of section 46(c) as
precedes the table is amended to read as follows:
‘(2) APPLICABLE PERCENTAGE IN CERTAIN CASES.—Except as
provided in paragraphs (3), (6), and (7), the applicable percentage

for purposes of paragraph (1) for any property be deter-
mined under the foll owu}g
(2) Subparagraph (A) sectmn 46(c)(6) (relatmg to special rules

for commuter highway vehicles) is amend read as follows:
“(A) In geNERAL.—Notwithstandin, parﬁph (2) or (3),
in the case of a commuter highway ve useful life of
which is 3 years or more, or which is recovery property
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(within the meaning of section 168), the apphcable percent-
age for purposes of paragraph (1) shall be percent v
(3) Subparagraph (C) of section 48(1)(2) (defi 26 USC 48.
erty) is amended y inserting before the penod att e en hereof
'l‘gg}xvhlch is recovery property (within the meaning of section
(4) The second sentence of section 48(a)1) (defining section 38
pro rty) is amended by striking out “includes only property”
inserting in lieu thereof “includes only recovery property
(mthm the meaning of section 168 without regard to any useful Ante, p. 203.
life) and any other property”.
(f) AppLicATION OF AT Risk RuLES T0 INVESTMENT CREDIT.—
(1) IN GENERAL.—Subsection (c) of section 46 (relating to 26 USC 46.
ualified investment) is amended by adding at the end thereof
e following new paragraphs:
“(8) LIMITATION TO AMOUNT AT RISK.—
“(A) IN GENERAL.—In the case of new or used section 38
property which—
“(i) is placed in service during the taxable year by a
taxpayer described in section 465(a)(1), and
“(ii) is used in connectlon with an activity with respect
i% 5wh1ch any loss is subject to limitation under section
the basis of such property for purposes of paragraph (1) shall
not exceed the amountrfhye taxpayer is at risk with respect to
such property as of the close of such taxable year.
“(B) AMOUNT AT RISK.—
“() In ceNERAL.—Except as provided in clause (ii), the
term ‘at risk’ has the same meaning given such term b,
section 465(b) (without regard to paragraph (5) thereoi{
“(ii) CERTAIN FINANCING.—In the case of a taxpayer
who at all times is at risk (determined without regard to
this clause) in an amount equal to at least 20 percent of
the basis (determined under section 168(dX1XAX) of
property described in subparagraph (A) and who
acquired such property from ﬁﬂﬁerson who is not a
related person, such taxpayer s for purposes of this
paragraph be considered at risk with respect to any
amount borrowed in connection with such fmgope
(other than convertible debt) to the extent t s
amount—
“(I) is borrowed from a qualified person, or
“(II) represents a loan from any Federal, State, or
local government or instrumentality thereof, or is
guaranh teed by, any Federal, State, or local govern-
men!
‘C) SPECIAL RULE FOR PARTNERSHIPS AND SUBCHAPTER S
CORPORATIONS.—In the case of any partnemhlp or electmg

small business corporation (within aectlon
1371(b)), any amount treated as at nsk under s
(BXii) shall be allocated among the partners or oldera

(and treated as an amount at with respect to such
persons) in the same manner as the credit allowable by
Y (Do?gg F of this paragraph,
v ALIFIED PERSON.—For purposes
t.heterm‘mmmhﬁed person’ meanspany person— "
which
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“(D is an institution described in clause (i), (ii), or
(iii) of mearagraph (A) or subparagraph (B) of
section 128(c)(2) or an insurance company to which
subchapter Lapplies, or
“(Il) is a pension trust qualified under section
401(a) or a person not described in subclause (I) and
which is actively and regularly engaged in the
business of lending money,
“(i1) which is not a related person with respect to the

E{ i; which is not a person, who receives a fee with
respect to the taxpayer’s investment in property
described in subparagraph (A) or a related person to
such person, an

“Gv) which is not a person from which the yer
acquired the property described in subparagraph (A) or

i (E]r%hted person to auclllr person. o h
ELATED PERSON.—For purposes o paragrap!

the term ‘related person’ hasthesamemeamngassuchterm

is used in section 168(3)(4), except that in applying section
168(e)4)D)(1) in the case of a person described in s%l;’par

graph (D)GXII) of this paragrapﬁ?sechons 267(b) and 7 (b)(l}
shai be applied by substituting ‘0 percent’ for ‘60 percent’.

SPECIAL RULE FOR CERTAIN ENERGY PROPERTY.—

“(x) IN GENERAL.—The provisions of Bubparagraph (A)
shall not apply to amounts borrowed with respect to
guahﬁed energy prope . (other than amounts

ibed in subparagraph
(i1 Qumg EN'EE(I:Y PROPERTY.—The term ‘quali-

fied ene means ene to which

(but forrme sgprg'agraph) subprgyragraph A) applies
“(D which is described in clause (iii),

“(II) with respect to which the energy percentage

determined under section 46(a)2XC) at the time
such property is placed in service is greater than

“(III) with respect to which the yer, as of the
close of the taxable year in whlch the property is

placed in service, is at risk (within themeanmg of
section 465(b) without uﬁard paragraph (5)

thereof) in an amount eq at least 25 peroent. of
the basis of the property, an

“av) with to wh:ch any nonrecourse
financing (other financing described in section
46(c)(8 ii)) in connection with such property con-
sistsofa levelllgcalgment loan.

For purpoaas of s use (II), the energy ntage for
geing te tht:min o derin period tfxm s

greater zero du e ene
percen for property dem section 48(1)(14?}’13
greater than zero.

“(iii) PROPERTY TO WHICH THIS SUBPARAGRAPH
arpLiEs—Energy property is described in this clause if
such pro(Berty
P described in clause (ii), (iv), or (vii) or section

“(II) described in section 48(1X15),
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“(I1I) described in section 48(1)(3)(A)(iii) (but only
to the extent such property is used for converting an
alternate substance into alcohol for fuel WL

“(IV) described in clause (i) of section 2)(A)
(but only to the extent such property is also
descnbeti' in section 48(1)(8)(A) (viii) or (ix)), or

“(V) property comprising a system for using the
same energy source for the sequential generation of
electrical power, mechanical shaft power, or both,
in combination with steam, heat, or other forms of
useful energy.

“(iv) LEVEL PAYMENT LOAN DEFINED.—The term ‘level

ent loan’ means a loan in which each installment

is substantially equal, a portion of each installment is

attributable to the repayment of principal, and that

portion is increased commensurate with decreases in

the portion of the payment attributable to interest.

““(9) SUBSEQUENT INCREASES IN THE TAXPAYER'S AMOUNT AT RISK
WITH RESPECT TO THE PROPERTY.—

“(A) IN GeENERAL—If, at the close of a taxable year
subsequent to the {ear in which propertga:vas placed in
service, the amount which the taxpayer at risk with
respect to such property has increased (as determined under
subparagraph (ﬁ)), such increase shall be taken into account
as additional qualified investment in such property in

accordance with subparagraph (C).

“(B) INCREASES TO BE TAKEN INTO ACCOUNT.—For purposes
of subparagraphs (A) and (Ct)ﬁethe amount which a er
has at risk with respect to the pro shall be treated as

increasedg%hthe sum of the cash an hthe fair markegallluethof

property er than with respect to whic e

taxpayer is not at nai)mmdunng the taxable year to
reduce the principal sum of any amount with respect to
which the taxpayer is not at risk.

“(C) MANNER IN WHICH TAKEN INTO ACCOUNT.—For pur-
poses of determining the amount of credit allowed under
section 38 and the amount of credit subject to the early
disposition rules under section 47, an increase in a taxpay-
er'’s qualified investment in plre%perty (determined under
subparagraph (B)) shall be deemed to be additional qualified
investment made by the taxpayer in the year in which the
property referred to in subpqmgraph (A) was first placed in
service. However, the credit determined by taking into
account the increase in qualified investment under this
paragraph shall be considered a credit earned in the taxable
year of such increase.”

(2) Recaprure.—Section 47 (relating to certain dispositions of 26 USC 47.
section 38 property), is amended by adding at the end thereof the
following new subsection:

“(d) PropErTY CEASING T0 BE AT RIsR.—

_“(1) In ceNErAL.—If the taxpayer ceases to any extent to be at
risk (within the meaning of section 46(c)8)(B)) with respect toany Ante, p. 229,
amount in connection with section 38 phrgﬁerty. then the tax
under this chapter for such taxable year shall be increased by an
amount equal to the aggregate decrease in credits allowed under
section 38 for all prior taxable years which would have resulted
from substituting, in determining qualified investment, the
amount determined under section 46?c)(8) with respect to such

89-194 O-—82—17: QL3



95 STAT. 232

Ante, p. 229.

Ante, p. 203.

PUBLIC LAW 97-34—AUG. 13, 1981

property if, on the date the property was placed in service, the
taxpayer had not been at risk with respect to the amount he
to be at risk to.

“(2) CERTAIN TRANSFERS NOT TREATED AS CEASING TO BE AT
risg.—If, after the 12-month period after the date on which a
taxpayer borrows an amount from a qualified person (within the
meaning of section 48(cX8XD)) with respect to which such tax-
payer is considered at risk under section 48(c)(8)B), the qualified
person transfers or agrees to transfer any evidence of such
indebtedness to a person who is not a qualified person, then, for
purposes of paragraph (1), the taxpayer shall not be treated as
ceasing to be at risk with respect to such amount.

“(3) SPECIAL RULES FOR CERTAIN ENERGY PROPERTY,—

“(A) In GENERAL.~—In the case of the second taxable year
following the taxable year in which any qualified energy
property (within the meaning of section 46(c)8)E)) is placed
in service by the taxpayer and any succeeding taxable year,
the taxpayer, for prtlxgoses of paragraph (1), shall be treated
as ceasing to be at risk with respect to such property for such
taxable in an amount equal to the credit recapture
amount (if any).

“(B) CreEDIT RECAPTURE AMOUNT.—For purposes of this
paragraph, the term ‘credit recapture amount’ means an
amount equal to the excess (if any) of—

“(i) the total amount of principal to be paid as of the
close of any taxable year under a nonrecourse level
payment loan (as defined in section 46(c)(8XF)Xiv) other
than a luanhdescribed in section 46(c)8)B)(ii) with
respect to such pro , OvVer

“‘Eﬁgthe sum gf—perty

“(I) the amount of principal actually paid as of the
close of such taxable year, plus

“(IT) the sum of the credit recapture amounts with
respect to such property for all preceding taxable

years.
“{C) SPECIAL RULES FOR DETERMINING PRINCIPAL TO BE
PAID.—For purposes of subparagraph (B)i), in determining
the amount of the principal to be paid under a level payment
loan, such determination shall be made as if such loan was to
be fully repaid by the end of a period equal to the earlier of—
16;52)( é;)l;e rtisent class life 1(fast hcls.-ﬁmacl rltl; ﬂgacstion

e property or, e prope no

sent class life, a si period determined by the

etary, or

“(ii) the period at the end of which full repayment is to
occur under the terms of the loan.

‘(D) SPECIAL RULE FOR CERTAIN CUMULATIVE DEFICIEN-
cies.—If the excess of—

“(i) the amount of the total scheduled principal pay-
ments under a loan described in subparagraph (B)i) as
of the close of the taxable year, over

“(ii) the total principal actually paid under such loan
as of the close of such taxable year,

is equal to or greater than the amount of such total sched-
uls payments for the 5-taxable year period ending with
such taxable year, then, notwithstanding subparagraph (B),
the credit recapture amount for such taxable year shall be
equal to the principal remaining to be paid as of the close of
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such taxable year over the sum of the credit recapture
amounts with respect to such property for all preceding
taxable years.

“(E) SPECIAL RULE FOR CERTAIN DISPOSITIONS.—

“(i) IN cENERAL.—If any property which is held by the
taxpayer and to which this paragraph applies is dis-
?osed of by the taxpayer, then for purposes parag;gslh

1) and notwithstanding subparagraph (B), the credit
recapture amount for the yer be an amount
equal to the unpaid principal on the loan described in
subpar ph (B)i) as of the date of disposition;

“(i1) PTIONS, ETC.— amount of the loan
described in subparagraph (B)i) which is assumed or
taken subject to by any person shall be treated for
pu of clause (i) as not reducing unpaid principal
with respect to such loan.

“(F) APPLICATION WITH SUBSECTION (a).—The amount of
any i::iryeatge inhit.a; utll;lj(:er subaectiﬁn (a) ]g;th res et tge gly
prope whic par app r-
mined by reducinit.he t:lualiltiigelc;lﬂ 11:‘11vesl:,u:uel:tt'. with respect to
such proYerty by the aggregate credit recapture amounts for
all taxable years under this paragraph.

“(G) ApDITIONAL INTEREST.—In the case of any increase in
tax under paragraph (1) by reason of the application of this
paragraph, there be added to such tax interest on such
tax (determined under section 6621) as if the increase in tax
under paragraph (1) was for the taxable year in which the
property was in service.”

(g) AMENDMENT OF PTURE RULES.—

(1) INn GENERAL.—Subsection (a) of section 47 (relath;g to
certain dispositions, etc, of section 38 property) is amended b
redesignating paragraphs (5), (6), and (7) as paragraphs (6), (7),
and (8), respectively, and by inserting after paragraph (4) the
following new paragraph:

*(5) SPECIAL RULES FOR RECOVERY PROPERTY.—

“(A) GENERAL RULE.—If, during any taxable year, section
38 recovery property is disposed of, or otherwise ceases to be
section 38 property with respect to the taxpayer before the
close of the recapture period, then, except as provided in
subparagraph (D), the tax under this chapter for such
taxable year shall be increased by the recapture percentage
of the ate decrease in the credits allowed under
section 38 for all prior taxable years which would have
resulted solely from reducing to zero the qualified invest-
ment taken into account with respect to such property.

“(B) RECAPTURE PERCENTAGE.—For purﬁses of subpara-
graph (A), the recapture percentage shall be determined in
accordance with the following table:

“If the recovery The recapture percentage is:
property ceases to
be section 38 For 15-year, 10-year, For 3-year
property within— and 5-year property property
One full year after placed
S NINION - s onc i toribis woas) 100 100

One full year after the close of
the period described in
CIABRIBAR) i it airisisvries 80 66
One full year after the close of
ht!'li)epenoddascribedindause -

95 STAT. 233

26 USC 47.
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“If the recovery The recapture percentage is:
property ceases to
be section 38 For 15-year, 10-year, For 3-year
property within— and 5-year property property
One full year after the close of
inclause
( 40 0
One full Lapee after the close of
the period described in clause
(iv) 20 0

“C) l;fnogmw CEASES 'robxin PROGRESS EXPENDITURE Pqutl;
ErTY.—If, during any taxable year, any recovery prope
taken into account ym determining qualified investment
under section 46(d)(1) ceases to be p expenditure

rty (as determmed under paragra pg (3)) or becomes,

th respect to the taxpayer, recovery propert; Jlo a chara
ter other than that expected in determining the apphcable
percentage under section 46(dX1)XB)i), then the tax under
th:.s chapter for such taxable year shall be adjusted in
accordance with regulations Frescnbed by the Secretary.

“D) IMTﬁZION ;The ttalxh (Agh%l taxai;}le year shfallﬂl;e
increased under subparagrap only wi e
credits allowed under section 38 which were usegect to reduce
tax liability. In the case of credits not so used to reduce tax
liability, the carrybacks and carryovers under section 46(b)
shall be appropriately adjusted.

) DEFINITIONS AND SPECIAL RULES.—

‘(i) SECTION 38 RECOVERY PROPERTY.—For purposes of
this paragraph, the term ‘section 38 recovery property’
means any section 88 property which is recovery prop-
erty (mthm the meaning ofsectmn 168).

PERIOD.—For urposes of this para-
gaph the term recap:tu;'etge (;l:leans, mtglg res t

an Ty pro , the period consis 0
first full year aﬂzgr tﬁg ypfs placed in service and
the 4 succeeding full years the 2 succeeding full years in
the case of 3-year property).

*(iii) IFICATION OF PROPERTY.—For purposes of
this paragraph, property shall be classifed as provided
in section 168(c).

“iv) Pmcmﬂ (1) Nor 10 AppLY.—Paragraph (1)

shall not apply with respect to any recovery property.”

(2) TECHNICAL

(ft_&il Subparagraph D) of section 47(a)(8) is amended to read
as follows:

“(D) COORDINATION WITH PARAGRAPHS (1) AND (5).—If, after
property is placed in service, there is a disposition or other
cessation described in aph (1), ora posmon, cessa-
t.'.on, or change in aragraph (5)

then paragra h{l]or(5),ast.hecase bes lbeapp
as if any which was allowable by reason of section
46(d) and whlcﬁ has not been req to be recaptured
before such disposition, cessation, or change in use were
allowable for the taxable year the property was placed in

(B) Pa.ragra h (6) of section 47(a) (as redeeignabed
paragraph @ of this subsection) is amended by striking out
agraph (1) or (8)” and inserting in heu reof “para:
Ph (1),(8),0r (6)".
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(C) Sub garagraph (B) of sechon 47(a)(7) (as redesignated
paragrﬂp (1)) is amended y t ‘paragraph(
d inserting in lieu thereof * paragrap (
(h) Tmm:mr oF CERTAIN LEASED ROLLING STOCK.—Clause (i) of
section 48(a)2)(B) is amended to read as follows: 26 USC 48.
“(ii) rolling stock which is used within and without the
United States and which is—
“(I) of a domestic railroad corpora °¥
transportation subject to aubchapter I chapter
105 of title 49, or 49 USC 10501.
“I) of a United States person (other than a
corporation described in subclause (I)) but only if
the rolli stockmnotleasedtooneormoreforelgn

perso inanw24—month§ﬂod.t}ys e

DATE — 26 USC 46 note.

EFFECTIVE

B I s Sulmection, e
amendmen: o on a
in service after December 31, 1980. i i

() Pn?b%nxss mm;lnmt):m ~The amendl‘zilﬁnts madedby asf'i:teb-

shall rogress expenditures made r
December 31, 1980. i " -

(3) PETROLEUM STORAGE FACILITIES. —The amendments made b g
subsection (c) shall a to periods after December 31, 198
under rules similar to the rules under section 48(m).

(4) NoNCORPORATE LESSORS.—The amendments made by sub-
section (d) shall apply to leases entered into after June 25, 1981.

(5) AT RISK RULES.—
(A) In GENERAL—The amendment made by subsection (f)
P TR niadd b biaabonche tse tosve
er on or
beforgrlgmry 18, 1981 and y

(ii) property msemcebythetaxpayeraﬁ:er
February 18, 1581 where such property is acquired by
the pursuant to a binding contract entered

(Bl)nto on or before that datfe' . 1

BinpiNG coNTRACT.—For purposes of subparagra

(A)ii), property mﬂonsm pursuzl:nt to a binding contrgct

shall, under prescribed by the Secretary, include

gg?ertypmtermm;goa ttyso %lde 41?‘-?(‘12? i

unt on as in
eﬁ'ecthefm'eltsrepealbytheRevanueActofIB’?

(6) LEASED ROLLING STOCK.—The amendment made by subsec-

ﬁlon (h) shall apply to taxable years beginning after December 31,

SEC. 212. INCREASE IN INVESTMENT TAX CREDIT FOR QUALIFIED REHA-
BILITATION EXPENDITURES.

(a) INCREASE IN AMOUNT OF CREDIT.—
(1) IN GENERAL.—Subparagraph (A) of section 46(a)(2) (relating 26 USC 46.
to amount of investment tax credit) is amended by striking out
and” at the end of clause (ii), by out the period at the
end of clause (iii), by inse in lieu thereof “, and” and by
adding at the end thereof the following new clause’
“(iv) in ths case of that %ortlon of the basis of any
property which is attributable to qualified rehablhta-
tion expenditures, the rehabﬂltat:lon percentage.”.
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(2) REHABILITATION PERCENTAGE DEFINED.—Paragraph (2) of

26 USC 46. section 46(a) is amended by adding at the end thereof the
follomn new subparagraph:

REHABILITATION PERCENTAGE.—For purposes of this

paragra h—
“(i) IN GENERAL.—
“In the case of qualified
rehabilitation expenditures The rehabilitation
with respect to a: percentage is:
foge e i
g

“(ii)) REGULAR AND ENERGY PERCENTAGES NOT TO
AppLY.—The regular gmentage and the energy percent-

age shall not apply

Eoruon of the basis of any
property whlch 13 attributable to qualified rehabilita-
tion ditures.

“%(iii) DEFINTTIONS.—

“(I) 30-YEAR BUILDING.—The term ‘80-year build-
ing’ means a qualified rehabilitated bu1idmg other
than a 40-year building and other than a certified
historic structure.

‘(II) 40-YEAR BUILDING.—The term ‘40-year build-
ing’ means any building (other than a certified
historic atmcture) which would meet the require-

ments of section 48(g)(1)(B) if ‘40’ were substituted
for ‘80° each place it appears in subparagraph (B)

thereof.
“(IIT) CERTIFIED HISTORIC, STRUCTURE.—The term
‘certified historic structure’ hasthemeanmggwen
to such term by section 48(g)(8).”
26 USC 48. (3) CONFORMING AMENDMENT.—Section 48(0) ( certain
credits) is amended by adding at the end thereof th llowing

new 8garagm ph:

“(8) REHABILITATION INVESTMENT CREDIT.—The term ‘rehabili-
tation investment credit’ means that portion of the credit allow-
able by aectlon 38 which is attributable to the rehabilitation

(b) Quuﬁit.g REHABILITATED BumnmcsmExpmnmnm —Sub-
section (g) of section 48 (relating to rules for qualified

rehabilitated buildings) is amended to as follows:
“(g) SpeciAL RULES FOR QUALIFIED REHABILITATED BUILDINGS.—For
purposes of this s
‘(1) QUALIFIED REHABILITATED BUILDING
b _drﬁ; o stmec%ural ﬂmmdbgsﬂﬁ
i componen
"(1] wﬂhasbeensu !htated.
“(i1) which was placedm before the
S e s
y or more e e
of which are retained in place as external walls in the
itation process.

“(B) 80 YEARS MUST HAVE ELAPSED SINCE CONSTRUCTION.—
Inthemegfabml ootl:egethanacerhﬁedhwtOﬁ
structure, a building il a rehabilital
buﬂdmgunlesstheremapermdofat?east%yaarsbetween
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the date the physical work on the rehabilitation began and
the date the building was first placed in service.
“©) S(UBST) INANTIALLY nmnF ILITATED nmmf v i
“(i) IN cENERAL.—For purposes of subparagrap! 3
a building shall be treated as ha beensubsta.ntml}l&v
rehabilitated only if the qualified itation expend-
ituresdu the 24-mon nod ending on the last day
of t.hetaxab e year exoaed ter of—
such property, or

00
a%usted ‘basis of the pro shall be determined
2od- or ot the helding periog of the propetty (wihin
pen or o perty (wi
the meaning of section 1250(e)), wh'gfl.;ver is later. 26 USC 1250.
‘(i) SPECIAL RULE FOR PHASED REHABILITATION.—In
the case of any rehabilitation which may reasonably be
expecfadtobecompletedmphaseasetforthmarchﬂeo—
cations completed before the
rehablﬁtatmn begins, clause (i) ahall be applied by
bstituting ‘60-month penod’ for ‘24-mon period’.

“[u:l] Lessees.—The Secretary shall ribe by regu-
lation rules for applying this provision to lesaeea
“(D) RECONSTRUCTION.— ilitation includes recon-

ion.
“{2) QUALIFIED REHABILITATION EXPENDITURE DEFINED.—
‘(A) IN GENERAL.—The term °‘qualified rehahthtatlon
expenditure’ means any amount P Eclg c
capital account whxch is incurred mber 31, 981—
“@) for pro rtzﬂ(or addmons or mpmvements to
property) which have a recovery period (within the
meaning of section 168) of 15 years, and Ante, p. 203.
“(ii) in connection with the rehabilitation of a quali-
fied rehabmtated building.
“CB) CERTAIN EXPENDITURES NOT INCLUDED.—The term
i rehabilitation expenditure’ does not include—
“(i) ACCELERATED METHODS OF DEPRECIATION MAY NOT
BE USED.—Any expenditures with respect to which an
election has not been made under section 168(b)3) (to
use the straight-line method of depreciation).
“(ii) Cost oF AcquisITION.—The cost of acquiring any
building or interest therein.
“(iii) GEMENTS.— exgenthure attributable
to the enlargement of an
“(iv) CERTIFIED HISTORIC mucrunn, ETC.—Any
expenditure attributable to the rehabilitation of a certi-
fied historic structure or a building in a registered
historic district, unless the rehabilitation is a cemﬁsd
%:“'ﬁ’“"r‘iff‘.éé‘&’é‘"“?;’“ e e 1
ep sentence not apply to a bu ina
istered historic district if—
“m such building was not a certified historic

struct

“{II) the Secretary of the Interior certified to the
Secretary that such bmldmg is not of historic sig-
nificance to the district, and

“(ITI) if the certification referred to in subclause
(IT) occurs after the beginning of the rehabilitation
of such building, the taxpayer certifies to the Secre-
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tary that, at the beginning of such rehabilitation, he
in good faith was not aware of the requirements of
subclause (II).

‘“(v) EXPENDITURES OF LESSEE.—Any expenditure of a
lessee of a building if, on the date the rehabilitation is
completed, the remaining term of the lease (determined
without regard to any renewal periods) is less than 15

years.
{(C) CERTIFIED REHABILITATION.—For ]]purposes of subpara-
graph (B), the term ‘certified rehabilitation’ means any
rehabilitation of a certified historic structure which the
Secretary of the Interior has certified to the Secretary as
being consistent with the historic character of such property
or the district in which such property is located.
“(3) CERTIFIED HISTORIC STRUCTURE DEFINED.—
“(A) IN GeNERAL.—The term ‘certified historic structure’
means any building (and its structural components) which—
“(i) is listed in the National Register, or
“(ii) is located in a registered historic district and is
certified by the Secretary of the Interior to the Secre-
tary as being of historic significance to the district.
“(B) REGISTERED HISTORIC DISTRICT.—The term ‘registered
historic district’ means—
“(i) any district listed in the National Register, and
“(i1) any district—

‘1) which is designated under a statute of the
appropriate State or local government, if such stat-
ute is certified by the Secretary of the Interior to
the Secretary as containing criteria which will
substantially achieve the purpose of preserving and
rehabilitating buildings of historic significance to
the district, and

“(II) which is certified by the Secretary of the
Interior to the Secre as meeting substantially
all of the requirements for the listing of districts in
the National Register.

“(4) PROPERTY TREATED AS NEW SECTION 38 PROPERTY.—Prop-

erty which is treated as section 38 property by reason of subsec-
tion (a)(1)(E) shall be treated as new section 38 property.

“(5) ADJUSTMENT TO BASIS.—

“(A) IN GeNERAL—For pu of this subtitle, if a credit
is allowed under this section for any qualified rehabilitation
expenditure in connection with a qualified rehabilitated
building other than a certified historic structure, the
increase in basis of such property which would (but for this
paragraph) result from such expenditure shall be reduced by
the amount of the credit so allowed.

“(B) CERTAIN DISPOSITIONS.—If during any taxable year
there is a recapture amount determined with respect to any
qualified rehabilitated building the basis of which was
reduced under subparagraph (A), the basis of such building
(immediately before the event resultin% in such recapture)
shall be increased by an amount equal to such recapture
amount. For purposes of the preceding sentence, the term
‘recapture amount’ means any increase in tax (or adjust-
??r(en)t( 51';1, ,carrybacks or carryovers) determined under section

a 4
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(c) Loncing To Quariry —Paragraph (3) of section 48(a) (relating to 26 USC 48.
propertir used for lodging) is amendecr—
(1) by striking out “and” at the end of subparagraph (B),
(2) by striking out the period at the end of subparagraph (C)
and inserting in lieu thereof “, and”, and
(3) by adding at the end thereof the following new subpara-

aph:
e “(D) a certified historic structure to the extent of that
rtion of the basis which is attributable to qualified reha-
ilitation expenditures.”
(d) RepearL oF CerRTAIN ProvisioNs RELATING TO HIsTORIC
STRUCTURES.—

(1) In geNERAL.—Section 191 (relating to amortization of cer- Re%aa.l&
tain rehabilitation expenditures for certified historic structures) 26 USC 191,
and subsections (n) and (o) of section 167 (relating to depreciation) 67
are hereby repealed.

(2) CONFORMING AMENDMENTS.—

(A) Paragraph (8) of section 48(a) (relating to amortized 26 USC 43.
property) is amended striking out “188, or 191”7 and
inserting in lieu thereof “or 188”.
(B) Paragraph (2) of section 57(a) (relating to items of tax 26 USC 57.
prefereno:ﬂs amended by striking out “or 191”.
(C) Section 280B (relating to demolition of certain historic 26 USC 280B.
structures) is amended—
(i) by striking out “section 191(d)(1)” in subsection (a),
and inserting in lieu thereof “48(gX3)A)”’, and
(ii) by atn.Emg out “section 191(d)(2)” in subsection (b)
and inserting in lieu thereof “‘section 48(g)3)(B)”.
(D) Subsection (f) of section 642 (relating to special rules 26 USC 642.
for credits and deductions) is amended by striking out “188,
and 191" and msert.u% in lieu thereof “and 188",
(E) Subparagraph (B) of section 1082(a)2) (relating to basis 26 USC 1082.
for determining gain or loss) is amended by striking out
“188, or 191” and inserting in lieu thereof “or 188",
(F) Paragmiph (2) of section 1245(a) (relating to gain from 26 USC 1245.
dispositions of certain depreciable property) and paragraph
(4) of section 1250(b) (relating to gain from dispositions of 26 USC 1250.
certain depreciable realty) are each amended by inserting
“(as in effect before its repeal by the Economic Recovery Tax
Act of 1981)” after “191” each p{ace it arpears.
(G) Subsection (a) of section 1016 (relating to adjustments 26 USC 1016.
to basis) is amended—
(i) by striking out “and” at the end of paragraph (22),
(i1) by striking out the period at the end of paragraph
(23) and inserting in lieu thereof “, and”, and
(iii) by adding at the end thereof the following new

paragraph:
“(24) to the extent provided in section 48(g)(5), in the case of Ante, p. 236.
expenditures with respect to which a credit has been allowed
under section 38.”
(e) EFFECTIVE DATES.— 26 USC 46 note.
(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to expenditures
mclillg:;le after December 31, 1981, in taxable years ending after
suc .
. (2) TransiTIONAL RULE.—The amendments made by this sec-
]?35 phal-]} not apply with respect to any rehabilitation of a
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(A) the phgsical work on such rehabilitation began before
January 1, 1982, and

(B) such building meets the requirements of paragraph (1)
of section 48(g) of the Internal Revenue Code of 1954 (as in
effect on the day before the date of enactment of this Act) but
does not meet the requirements of such paragraph (1) (as
amended by this Act).

SEC. 213. INVESTMENT CREDIT FOR USED PROPERTY; INCREASE IN
DOLLAR LIMIT.

(a) In GENERAL.—Paragmdph (2) of section 48(c) (relating to used
section 38 pr?er?'} is amended by amending subparagraphs (A), (B),
and (C) to read as follows:

“(2) DOLLAR LIMITATION.—
“(A) IN ceENERAL.—The cost of used section 38 property
taken into account under section 46(c)X1XB) for any taxable
ear shall not exceed $150,000 ($125,000 for taxable years
inning in 1981, 1982, 1983, or 1984). If such cost exceeds
$150,000 (or $125,000 as the case may be), the taxpayer shall
select (at such time and in such manner as the Secretary
shall by regulations prescribe) the items to be taken into
account, but only to the extent of an aggregate cost of
$150,000 (or $125,000). Such a selection, once made, may be
changed only in the manner, and to the extent, provided by
such lations.

“(B) INDIVIDUALS.—In the case of a husband or
wife who files a se te return, the limitation under sub-
ph (A) be $75,000 ($62,500 for taxable years
inning in 1981, 1982, 1983, or 1984). This subparagraph

shall not apply if the spouse of the taxpayer has no
section 38 property which may be taken into account as
qualified investment for the taxable year of such spouse
which ends within or with the taxpayer’s taxable year.
“C) CoNTROLLED GROUPS.—In the case of a controlled
group, the amount specified under subparagraph (A) shall be
reduced for each component member of the group by :}ppor-
tioning such amount among the component members of such
group in accordance with their respective amounts of used
section 38 property which may be taken into account.”
(b) ErrecTive DATE.—The amendment made by this section shall

apply to property placed in service after December 31, 1980.

SEC. 214. INVESTMENT TAX CREDIT ALLOWED FOR CERTAIN REHABILI-
TATED BUILDINGS LEASED TO TAX-EXEMPT ORGANIZATIONS
OR TO GOVERNMENTAL UNITS.

(a) Use BY Tax-ExeEmpT ORGANIZATIONS.—Paragraph (4) of section
48(a) (relating to property used by certain tax-exempt organizations)
is amended by adding at the end thereof the following new sentence:
“If any giuahhed re . 1:igitafed butilh@iding is usedhbj;I;HhE tz:x-exel;m;t:g
organization pursuant to a lease, aragraph s not a
that portion Ef the basis of such built?ingag“thg:h is attﬁhutg lg to
qualified rehabilitation expenditures.”

(b) Use BY GOVERNMENTAL UNITs.—Paragraph (5) of section 48(a)
(relating to governmental units) is amended Ey adding at the end
thereof the following new sentence: “If any qualified rehabilitated
building is used by the lgovammental unit pursuant to a lease, this
paraﬁraph shall not apply to that portion of the basis of such building
which is attributable to qualified rehabilitation expenditures.”
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(c) ErrEcTIVE DATE.—The amendments made by this section shall
&nggy to uses after July 29, 1980, in taxable years ending after such

Subtitle C—Incentives for Research and
Experimentation

SEC. 221. CREDIT FOR INCREASING RESEARCH ACTIVITIES.

(a) GENERAL RuLe.—Subpart A of part IV of subchapter A of
chapter 1 (relating to credits allowable) is amended by inserting after
section 44E the following new section:

“SEC. 44F. CREDIT FOR INCREASING RESEARCH ACTIVITIES.

“(a) GENERAL RULE.—There shall be allowed as a credit against the
tax imposed by this cha for the taxable year an amount equal to
25 percent of the excess (if any) of—

“(1) the qualified research expenses for the taxable year, over

“(2) the base period research expenses.

“Mb) QuaLiFiEp ResearcH Expenses.—For purposes of this
section—

“(1) QUALIFIED RESEARCH EXPENSES.—The term ‘qualified
research expenses’ means the sum of the following amounts
which are paid or incurred by the taxpayer during the taxable
year in carrying on any trade or business of the taxpayer—

“(A) in-house research expenses, and
“(B) contract research expenses.
“(2) IN-HOUSE RESEARCH EXPENSES.—
“(A) In GeNERAL.—The term ‘in-house research expenses’
means—
“(i) any wages paid or incurred to an employee for
qualified services performed by such employee,
“(ii) any amount paid or incurred for supplies used in
the conduct of qualified research, and
fo“(t:.llixj) arllgl mount paid or incurred to atlfther cr:o%
r the use personal property in the conduct o
ualified research £ i

q )
“(B) QuaLIFIED SERVICES.—The term ‘qualified services’
means services consisting of—
“E& engaginginqutﬂliﬁed research, or 2
“(ii) engaging in the direct supervision or direct sup-
port ofhreseamh activities which constitute qualified

researc.
If substantially all of the services performed by an individual
for the during the taxable year consists of services
meeting the requirements of clause (i) or (i), the term
‘quali servi means all of the services performed by
such individual for the taxpayer during the taxable year.
“(C) SuppLies.—The term ‘supplies’ means any tangible
property other than—
“(i) land or improvements to land, and
“(ii) property of a character subject to the allowance
for depreciation.
Biae iy e The has the
“(i) IN GENERAL.—The term ‘wages’ meaning
given such term by section 3401(a).

95 STAT. 241

26 USC 48 note.

26 USC 44F.
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“(ii) SELF-EMPLOYED INDIVIDUALS AND OWNER-EMPLOY-

EEs.—In the case of an employee (within the meaning of
26 USC 401. section 401(c)1)), the term ‘wages’ includes the earned
income (as defined in section 401(c)2)) of such employee.

“(iii) EXCLUSION FOR WAGES TO WHICH NEW JOBS OR
WIN CREDIT APPLIES.—The term ‘wages’ shall not include
any amount taken into account in computing the credit
under section 40 or 44B.

“(3) CONTRACT RESEARCH EXPENSES.—

“(A) IN cENERAL.—The term ‘contract research expenses’
means 65 percent of any amount paid or incurred by the
taxpayer to any person (other than an employee of the
taxpayer) for qualified research.

‘“B) Prepaip AMOUNTS.—If any contract research
expenses faid or incurred during any taxable year are
attributable to qualified research to be conducted after the
close of such taxable year, such amount shall be treated as

id or incurred during the period during which the quali-

ied research is conducted.

“(c) Base Periop RESEarRCH ExPENsgs.—For purposes of this
section—

“(1) In GeNERAL.—The term ‘base period research expenses’
means the average of the qualified research expenses for each
year in the base period.

“(2) BASE PERIOD.—

‘“(A) IN GENERAL.—For purposes of this subsection, the
term ‘base period’ means the 3 taxable years immediately
Eereceding e taxable year for which the determination 1is

ing made (hereinafter in this subsection referred to as the
‘determination year’).

“(lli’ngaANSITIONAL RULES.—Subparagraph (A) shall be
applied—

“(i) by substituting ‘first taxable year’ for ‘3 taxable
years’ in the case of the first determination year ending
after June 30, 1981, and

“(ii) by substituting ‘2’ for ‘3’ in the case of the second
determination year ending after June 30, 1981.

“(3) MINIMUM BASE PERIOD RESEARCH EXPENSES.—In no event
shall the base period research expenses be less than 50 percent of
the qualified research expenses for the determination year.

“(d) QuaLiFiED RESEARCH.—For purposes of this section the term
‘qualified research’ has the same meaning as the term research or
experimental has under section 174, except that such term shall not
include—

“(1) qualified research conducted outside the United States,

“(2) qualified research in the social sciences or humanities, and

“(3) qualified research to the extent funded by any grant,
contra)ct, or otherwise by another person (or any governmental
entity).

“(e) CreEprr AvVAILABLE WiTH REspEct To CERTAIN Basic
ResgarcH BY CoLLEGES, UNIVERSITIES, AND CERTAIN RESEARCH
ORGANIZATIONS.—

“(1) IN GENERAL.—65 percent of any amount paid or incurred

Post, p. 248. by a corporation (as such term is defined in section 170(e)(4)XD)) to
any qu;ﬁ?ﬁad organization for basic research to be performed by
such organization shall be treated as contract research expenses.
The preceding sentence shall apply only if the amount is paid or
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incurred pursuant to a written research agreement between the
co tion and the qualified organization.

“(2) QUALIFIED ORGANIZATION.—For purposes of this subsec-
tion, the term ‘qualified organization’ means—

“(A) any educational organization which is described in
section 1T0(bX1XAXii) and which is an institution of higher 26 USC 170.
education (as defined in section 3304(f)), and

“(B) any other organization which—

“(i) is ibed in section 501(c)(3) and exempt from
tax‘(uux]nder section 501(:11‘)ii e F 4

“(ii) is organized and operated primarily to conduct
scientific research, and

“(iii) is not a private foundation.

“(8) Basic RESEARCH.—The term ‘basic research’ means any
original investigation for the advancement of scientific knowl-
edge not having a specific commercial objective, except that such
term shall not include—

‘“(A) basic research conducted outside the United States,

and
‘B) basic research in the social sciences or humanities.
““(4) SPECIAL RULES FOR GRANTS TO CERTAIN FUNDS.—

“(A) IN GENERAL.—For of this subsection, a
qualified fund shall be treated as a qualified organization
and the requirements of ph (1) that the basic
research be performed by tﬁg qualified organization shall

no‘t&gply' F f sub h (A
i ALIFIED FUND.—For purposes of subparagra Ji
the term ‘qualified fund’ means an{ o?animtion wﬁich—
‘(i) is described in section 501(cX3) and exempt from

tax under section 501(a) and is not a private foundation,

“(ii) is established and maintained by an organization
established before July 10, 1981, which meets the

uirements of clause (1),
“(iii) is o ized and operated exclusively for pur-
poses of ing grants pursuant to written research

ments to organizations described in paragraph
(2XA) for purposes of basic research, and
“(iv) makes an election under this paragraph.
“© E(r)mlgror mmomk;-y de

“( GENERAL.—. organization which makes an
election under this paragraph shall be treated as a
private foundation for purposes of this title (other than
section )4940, relating to excise tax based on investment
income).

“(ii) ELECTION REVOCABLE ONLY WITH CONSENT.—An
election under this paragraph, once made, may be
revoked only with the consent of the Secretary.

“(f) SpeciaL RuLes.—For purposes of this section—
“(1) AGGREGATION OF EXPENDITURES.—
. “(A) CONTROLLED GROUP OF CORPORATIONS.—In determin-
ing the amount of the credit under this section—

“(i) all members of the same controlled group of
corporations shall be treated as a single taxpayer, and

“(ii) the credit (if any) allowable by this section to each
such member shall be its ﬁruportionat.e share of the
incrqfae in qualified research expenses giving rise to the
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“(B) CommoN coNTROL.—Under regulations prescribed by
the Secretary, in determining the amount of the credit under
this section—

“(i) all trades or businesses (whether or not incorpo-
rated) which are under common control shall be treated

asa Bi::gle T, and

“ii) the m any) allowable by this section to each
such person shall be its proportionate share of the
incxggseinqualiﬁed expenses giving rise to the

The regulations ibed under this sub h shall be
Eﬁsed on ﬁliljcipessimgaci)tothepﬁncip es which apply in
e case of subparagrap! ;
“(2) ALLOCATIONS.—

“(A) PASSTHROUGH IN THE CASE OF SUBCHAPTER 8 CORPORA-
TIONS, ETC.—Under tions prescribed by the Secretary,
rules similar to the rules of subsections (d) and (e) of section

26 USC 52. 52 ghall apply.

“(B) ALLOCATION IN THE CASE OF PARTNERSHIPS.—In the

case of partnerships, the credit shall be allocated among

rs under regulations prescribed by the Secretary.

“(3) ADJUSTMENTS FOR CERTAIN ACQUISITIONS, ETCc.—Under reg-
ulations prescribed by the Secretary—

“(A) Acquisitions.—If, after June 30, 1980, a taxpayer
acquires the major portion of a trade or business of another
person (hereinafter in this paragraph referred to as the

predecessor’) or the major portion of a separate unit of a
trade or business of a predecessor, then, for p of
applying this section for any taxable year ending after such
acquisition, the amount of qualified research expenses paid
or incurred by the taxpayer during periods before such
acquisition shall be increased by so much of such expenses
paid or incurred by the predecessor with respect to the

uired trade or business as is attributable to the portion of
such trade or business or separate unit acquired by the

er.

‘%i%ﬁ:mnom.—lf aﬂ;er-lu?eh?;o, 1980— i o5

i) a taxpa; dzigoaeao e major portion of an
trade or busmg or the major portion of a separate um“yt
ofa Em&)e or bltllmnesad in a transaction to which subpara-
gra applies, an
f “Fii) the furnished the acquiring person such

mformatlgn as 18 necessary for the application of sub-

paragraph (A),
then, for pugposes of applying this section for any taxable
year ending after such%apomtcion, the amount of qualified
research expenses paid or incurred by the taxpager duri
periods before such disposition shall be decreased by so muc
of such expenses as is attributable to the portion of such
tt;:de or business or separate unit disposed of by the
I.

‘“C) INCREASE IN BASE PERIOD.—If during any of the 3
taxable years following the taxable year in which a disposi-
tion to which subparagrstgh (B) aligl;es occurs, the disposing
taxpayer (or a person with whom i uired to
aggregate expenditures under paragraph (1)) reimburses the
acquiring person (or a person required to so ate
expenditures with such person) for research on be the
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taxpayer, then the amount of qualified research expenses of
the taxpayer for the base period for such taxable year shall
be increased by the lesser of—
‘(i) the amount of the decrease under subparagraph
(B) which is allocable to such base period, or
“(ii) the uct of the number of years in the base
iod, multiplied by the amount of the reimbursement
gg;lcribed in this subparagraph.

“(4) SHORT TAXABLE YEARS.—In the case of any short taxable
year, qualified research expenses shall be annualized in such
circumstances and under such methods as the Secretary may
prescribe by regulation.

ol S O SR S S St aatiny given to
group ns e same meaning given
such term by section 1563(a), except that—
“(A) than 50 percent’ shall be substituted for ‘at
laeheugt 80 percent’ each place it appears in section 1563(a)(1),

‘B) the determination shall be made without regard to
subsections (a)X4) and (e)3XC) of section 1563.
“(g) LimrtaTION BASED ON AMOUNT OF TAX.—
B T e N ided in sub h
GENERAL.— as provided in subparagrap
(B), the credit allowed by subsection (a) for any taxable year
shall not exceed the amount of the tax imposed by this
chapter reduced by the sum of the credits allowable under a
section of this part having a lower number or letter designa-
tion than this section, than the credits allowable by
sections 31, 39, and 43. For purposes of the i
sentence, the term ‘tax im by this chapter’ shall not
include any tax treated as not imposed by this chapter under
the last sentence of section 53(a).
“(B) SPECIAL RULE FOR PASSTHROUGH OF CREDIT.—In the
case of an individual who—
“(i) owns an interest in an unincorporated trade or

26 USC 1563.

usiness,
“(ii)isa r in a partnership,
“(iii)isawoaciaryofanastatgortrust, or
“(iv) is a shareholder in an electing small business
ration (within the meaning of section 1371(b)),
the it allowed by subsection (a) for any taxable year shall
not exceed the lesser of the amount determined under
sub ph (A) for the taxable year or an amount (sepa-
rately computed with respect to such person’s interest in
such trade or business or entity) equal to the amount of tax
attributable to that portion of a person’s taxable income
which is allocable or apportionable to the person’s interest in
such trade or business or entity.
“2) CARRYBACK AND CARRYOVER OF UNUSED CREDIT.—

“(A) ALLOWANCE OF CREDIT.—If the amount of the credit
determined under this section for an{‘ taxable year exceeds
the limitation provided by paragraph (1) for such taxable
{f:! (hereinafter in this paragraph referred to as the

used credit year’), such excess be—
“(i) a research credit carryback to each-of the 3
taxable years preceding the unused credit year, and
“(ii) a research credit carryover to each of the 15
taxable years following the unused credit year,
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and shall be added to the amount allowable as a credit by
this section for such years. If any portion of such excess is a
carryback to a taxable year beginning before July 1, 1981,
this s?ction al:tt‘all be deemedft:n ve been in effect bgoll; such
taxable year for purposes of allowing such carryback as a
credit under this section. The entire amount of the unused
credit for an unused credit year shall be carried to the
earliest of the 18 taxable years to which (by reason of clauses
(i) and (ii)) such credit may be carried, and then to each of the
other 17 taxable years to the extent that, because of the
limitation contained in subparagraph (B), such unused credit
may not be added for a prior taxable year to which such

unused credit may be carried.
‘(B) LimrrATION.—The amount of the unused credit which
may be added under sub ph (A) for any preceding or

taxable year shall not exceed the amount b,
which the limitation provided by paragraph (1) for suc
taxable year exceeds the sum of —

“(i) the credit allowable under this section for such
taxable year, and
“(ii) the amounts which, by reason of this paragraph,
are added to the amount allowable for such taxable year
and which are attributable to taxable years preceding
the unused credit year.”
(b) TecHNICAL AMENDMENTS RELATED TO CARRYOVER AND CARRY-
BACK OF CREDITS.—
(1) CARRYOVER OF CREDIT.—

(A) Subparagraph (A) of section 55(c)4) (relating to car-
ryover and carry of certain credits) is amended by
striking out “section 44E(e)(1)"” and inserting in lieu thereof
“section 44F(g)(1), 44E(eX1)”.

(B) Subsection (c) of section 381 (relating to items of the
distributor or transferor corporation) is amended by adding
at the end thereof the following new paragraph: !

“(28) CREDIT UNDER SECTION 44F.—The acquiring corporation
shall take into account (to the extent proper to carry out the
purposes of this section and section 44F, and under such regula-
tions as may be prescribed by the Secretary) the items required to
be taken into account for purposes of section 44F in respect of the
distributor or transferor corporation.”

(C) Section 383 (relating to special limitations on unused
investment credits, work incentive program credits, new
employee credits, alcohol fuel credits, foreign taxes, and
capital losses), as in effect for taxable years beginning after
June 30, 1982, is amended—

) by inserting “to unused credit of the corpora-
tion under section X2),” after “44E(e)2),”, and

(ii) by inserting “RESEARCH CREDITS,” after “ALCO-
HOL FUEL CREDITS,” in the section heading.

(D) Section 383 (as in effect on the day before the date of

the enactment of the Tax Reform Act of 1976) is amended—
(i) by inserting “to any unused credit of the corpora-
tion which could otherwise be carried forward under
section 44F(g)2),” after “44E(e)2),”, and
(i) by inserting “RESEARCH CREDITS,” after “ALCO-
HOL FUEL CREDITS,” in the section headinﬁ.c

(E) The table of sections for part V of subchapter C of

chapter 1 is amended by inserting “alcohol fuel credits,
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research credits,” after “new employee credits,” in the item
relating to section 383.

(2) CARRYBACK OF CREDIT.—

(A) Sub; aph (C) of section 6511(dX4) (defining credit Post, p. 295.
carryback) is amended by striking out “and new employee 6 USC 6511
credit carryback” and inserting in lieu thereof “new
employee credit carryback, and research credit carryback”.

(B) Section 6411 (relating to quick refunds in respect of 26 USC 6411.
tentati(tl')ebcarrybacnkl:gadjustmentsmfmended—l e

i) by striking out “or un new employee it”
each place it appears and inserting in lieu thereof
“um_x:sd new employee credit, or unused research

(ii).by inserting “by a research credit carryback pro-
vided 1{1 section 44!%5)(2),” after “53(b),” in the
sex(;ltlie)nge c;fts:ll‘mgbsecﬁon (a); ol il 94 Stat. 211.

iii) by striking out “or a new emplo it carry-
back from” each place it ;ggfara and fne:emng in lieu
thereof “‘a new employee it carryback, or a research
cr?di)t ganyback from”’; ‘?dk

iv) by striking out “work incentive carry-
back)” and inserting in lieu thereof "wori: incentive
program carryback, or, in the case of a research credit
carryback, to an investment credit carryback, a work
incentive carryback, or a new employee credit
carryback?”.

(c) OTHER TECHNICAL AND CLERICAL AMENDMENTS.—

(1) Subsection (b) of section 6096 (relating to designation of 94 Stat. 276.
income tax payments to Presidential Election Campaign Fund)is Fost. p. 295.
amended lmstnkmg out “and 44E” and inserting in lieu thereof
“44E, and 44F".

(2) The table of sections for subpart A of part IV of subchapter
Aof cha4pter 1 is amended by inserting after the item relating to
section 44E the following new item:

“Sec. 44F. Credit for increasing research activities.”

(d) ErrecTIVE DATE.— 26 USC 44F

(1) IN GENERAL.—The amendments made by this section shall note:
apply to amounts paid or incurred after June 30, 1981, and before
January 1, 1986.

(2) TRANSITIONAL RULE.—

(A) IN GENERAL.—If, with res to the first taxable year
to which the amendments made by this section apply and
which ends in 1981 or 1982, the taxpayer may only take into
account qualified research expenses paid or incurred duri
a portion of such taxable year, the amount of the quali
research expenses taken into account for the base period of
such taxable year shall be the amount which bears the same
ratio to the total qualified research expenses for such base
period as the number of months in such portion of such
taxable year bears to the total number of months in such
taxable year. A similar rule shall a?{’epl in the case of a
taxpayer’s first taxable year ending after Beeembar 31, 1985.

(B) DeFiNITIONS.—For purposes of the preceding sentence,
the terms “qualified research expenses” and “base period’
have the meanings given to such terms by section of the
Internal Revenue Code of 1954 (as added by this section). Ante, p. 241.

B9-194 0—82——18: QL3
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SEC. 222. CHARITABLE CONTRIBUTIONS OF SCIENTIFIC PROPERTY USED
FOR RESEARCH.

26 USC 1170. (a) IN GENERAL.—Subsection (e) of section 170 (relating to deduc-
tions for charitable, etc., contributions and gifts) is amended by
adding at the end thereof the following new paragraph:

“(4) SPECIAL RULE FOR CONTRIBUTIONS OF SCIENTIFIC PROPERTY
USED FOR RESEARCH.,—

“(A) Limit oN REDUCTION.—In the case of a qualified
research contribution, the reduction under paragraph (1XA)
shall be no greater than the amount determined under
paragraph (3)B).

‘(B) QUALIFIED RESEARCH CONTRIBUTIONS.—For purposes
of this paragraph, the term ‘qualified research contribution’
means a charitable contribution by a corporation of tangible
gemoﬂnl;l ]?roperty described in paragraph (1) of section 1221,

ut only if—

‘(i) the contribution is to an educational organization
which is described in subsection (b)(1)XA)Gi) of this sec-
tion and which is an institution of higher education (as
defined in section 3304(f)),

‘(i) the property is constructed by the taxpayer,

“(iii) the contribution is made not later than 2 years
after the date the construction of the property is sub-
stantially completed,

“(iv) the original use of the property is by the donee,

“(v) the property is scientific equipment or apparatus
substantially all of the use of which by the donee is for
research or experimentation (within the meaning of
section 174), or for research training, in the United
States in physical or biological sciences,

“(vi) the property is not transferred by the donee in
exchange for money, other property, or services, and

““(vii) the taxpayer receives from the donee a written
statement representing that its use and disposition of
the property will be in accordance with the provisions of
clauses (v) and (vi).

“(C) CONSTRUCTION OF PROPERTY BY TAXPAYER.—For pur-
poses of this paragraph, property shall be treated as con-
structed by the taxpayer only if the cost of the parts used in
the construction of such property (other than parts manufac-
tured by the taxpayer or a related person) do not exceed 50
percent of the taxpayer’s basis in such property.

‘(D) CorroraTioN.—For purposes of this paragraph, the
term ‘corporation’ shall not include—

“(i) an electing small business corporation (as defined
in section 1371(b)),

“(ii) a personal holding company (as defined in section
542), and

‘(iii) a service organization (as defined in section
414(m)(3)).”

26 USC 170 (b) EFFeCTIVE DATE.—The amendment made by subsection (a) shall

note. apply to charitable contributions made after the date of the enact-
ment of this Act, in taxable years ending after such date.
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SEC. 223. SUSPENSION OF REGULATIONS RELATING TO ALLOCATION
UNDER SECTION 861 OF RESEARCH AND EXPERIMENTAL
EXPENDITURES.

(a) 2-YEAR SusPENSION.—In themseofthe s first 2
taxable years within 2 years after the of the enact-
mentot‘thmAct.all and

expend;tums(w:tthm
the meaning of section 174 of the Revenue Code of 1954)
which are paid or incurred in such year for research activities
mnductedmtheUmtedStatesshaﬂbeaﬂomtedorapporﬁnnedto
N Bty e igod Shafes.

(1) In geNerAL.—The Secretary of the Treasury shall conduct a
study with respect to the im which section 1.861-8 of the
Internal Ravsnue Service tions would have (A) on
B e B e the availabﬂw mofwt'f:‘é g el 7y

on

(2)Rspom—Notlaterthanthe tesmonmthedateof
the enactment of this Act, the %ﬂ;e'l‘reasuryahaﬂ
submit to the Committee on Ways and of the House of

Reprl;e:ent:iltéves and the m]??l?{ the Senate t]g
report on the study conducted under together wi
sugﬁrecommendatlonsas he may deem ﬁvmgble).

Subtitle D—Small Business Provisions

SEC. 231. REDUCTION IN CORPORATE TAX RATES.

(a) In GENERAL.—Subsection (b) of section 11 (relating to amount of
oorpon(af)ebt;xlsmhnqm t “17 percent” in paragraph (1) and inserting
ou in an
in lieu til;ereofszr’ ‘1d5 percent (16 percent for taxabp le years begin-
in » an
stn]u:nq out “20 percent” in paragraph (2) and inserting
in l:au thereof 18 percent (19 percent for taxable years begin-
ning in 1982)’
(b)Ca:;m h(2)ofsect10n 821(a) ( toi ition of tax
rela im
on mutﬁ IIII’BIJ.I'BII.OB companies to wi partplclmapp]ies) is
amended to read as follows:
‘ggfg;m TAX wunnnph (Dmooun 8 Lﬁmofmthe $12t,gglo.—The tax
im paragra on so muc mu insurance
g taxable income as does not exceed $12,000 shall not
exceed 2 geroent (30 groent for taxable years beginning afte
December 1982) of the amount by whlch such income exceeds

(2) Subparagraph (B) of section 821(c)1) (relating to imposition
of alternative tax for certain small mmpamegﬁs amended to
read as follows:

“B) CAI;’ wnlx’mx mcoxla:ln(is) LESS THAN gﬁ c?footh_The talx
imposed by subparagrap on so muc e taxable
ot kb gl aong vk v

percen rcent for e years r
Deoemhgxé 31, 1&2} of the amount by which such income
exceeds

(3) The amendments madeb paragra (1) and (2) shall a
to taxable years y Eer 31, 1978; exoept%:)
for prl:goses ying secnons 821(3)(2) and 821(cX1)B) of the
Revenue Code of 1954 (as amended by this subsection) to

95 STAT. 249

26 USC 174
note.

26 CFR 1.861-8.

26 USC 1L

26 USC 821.

26 USC 821
note.
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taxable years beginning before January 1, 1982, the percentage

referred to in such section shall be deemed to be 34 percent.

(c) ErrecTivE DATE.—The amendments made by subsection (a) shall
apply to taxable years beginning after December 31, 1981.

SEC. 232. INCREASE IN ACCUMULATED EARNINGS CREDIT.

(a) INCREASE IN CREDIT FOR CERTAIN CORPORATIONS.—Paragraph (2)
of section 535(c) (relating to accumulated earnings credit) is amended
to read as follows:

“(2) MINIMUM CRED
“(A) In GEN'ERAL —The credit allowable under paragraph
(1) shall in no case be less than the amount by which
$250,000 exceeds the accumulated earnings and profits of the
corporation at the close of the preoesgng taxable year.
‘“(B) CERTAIN SERVICE CORPORATIONS.—In the case of a
corporation the principal function of which is the perform-
ance of services in the field of health, law, engineering,
architecture, accounting, actuanal science, performing arts,
or eonsultmgogub &0 (A) shall be applied by substl-
for '$250,

(b) CONFORMING AMENDMENTS.—

(1) Paragraph (3) of section 535(c) is amended by striking out
“$150,000"" and inse: in lieu thereof “‘$250,000”.

(2) Sections 243(b)3XC)Xi) (relating to qualifying dividends for
purposes of the dividends received deduction) and 1551(a) (relat-
ing to disallowance of surtax exemption and accumulated earn-
ings credit) are each amended by striking out “$150,000”.

(3) Section 1561(a)2) (relating to limitations on certain multi-
ple tax beneﬁta in the case of certain controlled corporations) is

striking out “$150,000” and inserting in lieu thereof
“$250 000 élEﬂ 000 if any any component member is a corporation
described in section 535(cX2)(B))".
(c) ErFFecTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1981.

SEC. 233. SUBCHAPTER S SHAREHOLDERS.

(a) INCREASE IN NUMBER OF SHAREHOLDERS. —Sectmn 1371(a) (defin-
ing small business corporation) is amended by striking out “15
shareholders” in paragraph (1) and inserting m lieu thereof “25
shareholders”.

(b) EFFecTIVE DATE.—The amendment made by this section shall
asgly with respect to taxable years beginning after December 31,

SEC. 234. TREATMENT OF TRUSTS AS SUBCHAPTER S SHAREHOLDERS.

(a) IN GENERAL.—Subsection (e) of section 1371 (relating to certain
trusts permitted as shareholders) is amended to read as follows:
“(e) CERTAIN TRUSTS PERMITTED AS SHAREHOLDERS.—
“(1) In geNeErRaL.—For purposes of subsection (a), the following
trusts may be shareholders:

“(A) A trust all of which is treated (under subpart E of
I of subchapter J of this chapter) as owned by an individual
who is a citizen or resident of the United States.

“(B) A trust which was described in subparagraph (A)
immediately before the death of the deemed owner and
which continues in existence after such death, but only for
the GO-da period beginning on the day of the deemed
owner’s death. If a trust is described in the preceding



PUBLIC LAW 97-34—AUG. 13, 1981 95 STAT. 251

sentence and if the entire corpus of the trust is includible in
t}ﬁﬂﬁroaa estate of the deemed owner, the preceding sentence
be applied by substituting ‘2-year period’ for ‘60-day

“(C) A trust with respect to stock transferred to it pursu-
ant to the terms of a will, but only for the 60-day period
begmmng on theday on which such stock is transferred to it.

‘(D) A trust created primarily to exercise the voting power
of stock transferred to it.

“(2) TREATMENT AS SHAREHOLDERS.—For purposes of subsection

“(A) In the case of a trust described in subparagrt:gh (A) of
paragraph (1), the deemed owner shall be treated as the
shareholder.

“(B) In the case of a trust described in subparagraph (B) of
paragraph (1), the estate of the deemed owner shall be
treated as the shareholder.

“(C) In the case of a trust described in subparagraph (C) of

aph {1), estate of the testator shall be treated as

“(D)Inthecaseofatmstdeacnbedmaub Eha:ﬁmph (D) of
ap]:lll(%) each beneficiary of the trust
asa 0
(b) QUALIFIED Svncmr'mn S Trusts.—Section 1371 is amended by 26 USC 1371
addmg at the end thereof the following new subsection:
“(g) SPECIAL RULE FOR QUALIFIED SUBCHAPTER S TRUST.—
“(1) IN GENERAL.—In the case of a qualified subchapter S trust
res;ﬁact. to which a beneficiary makes an election under

a)
&)suchtrustahallbetreatedasatrustdescubedm
subsection (e)(1XA), and
“(B) for of section 678(a), the beneficiary of such
trust shall be treated as the owner of that portion of the trust
which consists of stock in an electing business corpora-
tmn wnth respect to which the election under paragraph (2) is

"(2) Euwnou —
“(A) IN GENERAL.—A beneficiary of a qualified subchapter
S trust (or his legal representative) may elect to have this

aubsect.mn apply.
“(B) ER AND TIME OF ELECTION.—An election under
this paragraph shall be made—

“(i) separately with respect to each electing small
EHSI{IBGB corporation the stock of which is held by the
rust,
“(ii) separately with respect to each successive income
beneficiary of the trust, and
“(ui) in such manner and form, and at such time, as
the Secretary may prescribe.
“(C) ELECTION IRREVOCABLE.—An election under this para
gaph, once made, may be revoked only with the consent of

Secretary.
“(D) Grace PERIOD.—An election under this paragraph
shall be effective up to 60 days before the date of the election.
“(3) QUALIFIED SUBCHAPTER S TRUST.—For purposes of this
subsection, the term ‘qualified subchapter S trust’ means a
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“(A) which owns stock in 1 or more electing small business

rporaﬁons. 7

“{(B) all of the income of which is distributed currently to
one individual who is a citizen or resident of the United
States, and

“(C) the terms of which require that— )

“() at any time, there shall be only one income
beneficiary of the trust,

“(ii) any oorg:; distributed during the term of the
trust may be distributed only to the current income
beneficiary thereof, .

“(iii) income interest in the trust shall terminate
on the earlier of the death of the income beneficiary or
the termination of the trust, and

“(iv) upon the termination of the trust during the life
of an income beneficiary, the trust shall distribute all of
its assets to such income beneficiary.

“(4) TRUST CEASING TO BE QUALIFIED.—If a qualified sub-
chapter S trust ceases to meet any requirement under
paragraph (3), the provisions of this subsection shall not
apply to such trust as of the date it ceases to meet such
requirements.”

(c) ErrecTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1981.

SEC. 235. SIMPLIFICATION OF LIFO BY USE OF GOVERNMENT INDEXES
TO BE PROVIDED BY REGULATIONS.

Section 472 is amended by adding at the end thereof the following
new subsection:

“(f) Use oF GOVERNMENT PRrICE INDEXES IN PRICING INVENTORY.—
The Secretary shall prescribe tions permitting the use of
suitable published governmental indexes in such manner and circum-
stances as determined by the Secretary for purposes of the method
described in subsection (b).”

SEC. 236. 3-YEAR AVERAGING PERMITTED FOR INCREASES IN INVEN-
TORY VALUE.

(a) GENERAL RuLE.—Subsection (d) of section 472 is amended to
read as follows:

“(d) 3-YEAR AVERAGING FOR INCREASES IN INVENTORY VALUE.—The
beginning inventory for the first taxable year for which the method
described in subsection (b) is used shall be valued at cost. Any chanﬁe
in the inventory amount resulting from the application of the
preceding sentence shall be taken into account ratably in each of the
3 taxable years beginning with the first taxable year for which the
method described in subsection (b) is first used.”

(b) ErFecTivE DATE.—The amendment made by subsection (a) shall
apply to taxable years beginning after December 31, 1981.

SEC. 237. ELECTION BY SMALL BUSINESS TO USE ONE INVENTORY POOL
WHEN LIFO IS ELECTED.

(a) In GENERAL.—Subpart D of part II of subchapter E of chapter 1
(relating to inventories) is amended by adding at the end thereof the
following new section:

“SEC. 474. ELECTION BY CERTAIN SMALL BUSINESSES TO USE ONE
INVENTORY POOL.

“(a) IN GENERAL.—A taxpayer which is an eligible small business
and which uses the dollar-value method of pricing inventories under
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the method provided by section 472(b) may elect to use one inventory
pool for any trade or business of such taxpayer.

‘“b) EuiciBLE SMALL BusiNess DeriNep.—For purposes of this
section, a taxpayer is an eligible small business for any taxable year if
the average annual gross receipts of the taxpayer do not exceed
$2,000,000 for the 3-taxable-year period ending with the taxable year.

“(c) SpeciAL RuLes.—For purposes of this section—

“(1) CONTROLLED GROUPS.—

“(A) INn GeNERAL—In the case of a taxpayer which is a
member of a controlled group, all persons which are com
nent members of such group at any time during the calen
year shall be treated as one taxpayer for such year for

of determining the gross receipts of the taxpayer.

“(B) CONTROLLED GROUP DEFINED.—For purposes of subpar-
agraph (A), persons shall be treated as being members of a
controlled group if such persons would be treated as a single
g%}oyer under the regulations prescribed under section

“(2) ELECTION.—

“(A) In geNERAL.—The election under this section may be
made without the consent of the Secretary and shall be made
at such time and in such manner as the Secretary may by
regulations prescribe.

“(B) PERIOD TO WHICH ELECTION APPLIES.—The election
under this section shall apply—

‘(i) to the taxable year for which it is made, and
“@i) to all s uent taxable years for which the
taxpayer is an eligible small business,
unless the taxpayer secures the consent of the Secretary to the
revocation of such election.

“(3) TrRANSITIONAL RULES.—In the case of a taxpayer who
changes the number of inventory pools maintained by him in a
taxable year by reason of an election (or cessation thereof) under
this section—

“(A) the inventory tegoolia combined or separated shall be
combined or separal in the manner provided by regula-

: (B‘)'l:;ll'l"'ter o+ 43126]131' al th r’

i e aggregate value of the taxpayer’s inventory

as of the beginning of the first taxable year—
“(i) for which an election under this section is in effect,
or
“(ii) after such election ceases to apply,
shall be the same as the te dollar value as of the close
of the taxable year ing the taxable year described in
clause (i) or (ii) (as the case may be), and

“(C) the first taxable for which an election under this
section is in effect or r such election ceases to apply (as
the case may be) shall be treated as a new base year in
accordance with procedures provided by regulations under
section 472.”

(b) CLEricAL AMENDMENT.—The table of sections for such subpart
D is amended by adding at the end thereof the following new item:

“Sec. 474. Election by certain small businesses to use one inventory pool.”

(c) EFrective DaTE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1981.

95 STAT. 253

26 USC 472.

26 USC 474
note.
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26 USC 471 SEC. 238. STUDY OF ACCOUNTING METHODS FOR INVENTORY.

e (a) STupy.—The Secretary of the Treasury shall conduct a full and
complete study of methods of tax accounting for inventory with a
view toward the development of simplified methods. Such study shall
include (but shall not be limited to) an examination of the last-in first-
out method and the cash receipts and disbursements method.

(b) REPorRT.—Not later than mber 31, 1982, the Secretary of the
Treasury shall submit to the Committee on Ways and Means of the
House of Representatives and to the Committee on Finance of the
Senate a report on the study conducted under subsection (a), together
with such recommendations as he deems appropriate.

Subtitle E—~Savings and Loan Associations

SEC. 241. REORGANIZATIONS INVOLVING FINANCIALLY TROUBLED
THRIFT INSTITUTIONS.

26 USC 368. AMENDMENT OF SEcTION 368(2)3)D).—Section 368(a)3)(D) (relating
to agency receivership proceedings which involve financial institu-
tions) is amended to read as follows:

‘D) AGENCY PROCEEDINGS WHICH INVOLVE FINANCIAL
S e f subparagraphs (A) and (B)—
1) For purposeor s agra an
i In e caseofa rcelyersip,frecosure, or
rp ore a Federal or State agen
involving a financial institution to which sectigg
58?l applies, the agency shall be treated as a court,

an
“(I) In the case of a financial institution to whicl;

“Title 11 or section 593 applies, the term ‘title 11 or similar case

similar case. means only a case in which the Board (which will be
treated as the court in such case) makes the certifi-
cation described in clause (ii).

“(ii) A transaction otherwise meeting the require-
ments of subparagraph (G) of paragraph (1), in which the
transferor corporation is a financial institution to which
section 593 applies, will not be disqualified as a reorgani-
zation if no stock or securities of the corporation to
which the assets are transferred (transferee) are
received or distributed, but only if all of the following
conditions are met:

“(I) the requirements of subparagraphs (A) and
(B) of section 364(b)1) are met with respect to the
acquisition of the

“(II) substantially all of the liabilities of the
transferor immediately before the transfer become,
as a result of the transfer, liabilities of the trans-
feree, and

‘“II1) the Board certifies that the grounds set
forth in section 1464(dX6)A) (i), (i1), or (i11) of title 12,
United States Code, exist with respect to the trans-
feror or will exist in the near future in the absence

L

iii) For purposes o subparagrap e ‘Board’
means the %‘ eral Home Loan Bank Board or the
Federal Savings and Loan Insurance Corporation or, if
neither has supervisory authority with respect to the
transferor, the equivalent State authority.”
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SEC. 242. LIMITATIONS ON CARRYOVERS OF FINANCIAL INSTITUTIONS.

Section 382(b)7) (relating to reduction of net op_eratin‘ﬁ loss car-
ryovers in title 11 or similar cases), as added by section 2(d) of Public
Law 96-589, is amended to read as follows:
“(7) SPECIAL RULE FOR REORGANIZATIONS IN TITLE 11 OR SIMILAR
cases.—For purposes of this subsection— RN Y
“(A) a creditor who receives stock in a reorganization in a
title 11 or similar case (within the m of section
368(a)(3)(A)) shall be treated as a stockholder immediately
before the reorganization, and
“‘B) in a transaction qualifying under section
368(a)3)(D)Xii)—

“(i) a depositor in the transferor shall be treated as a
stockholder immediately before the reorganization of
the loss corporation,

“(ii) deposits in the transferor which become, as a
result of the transfer, deposits in the transferee shall be
treated as stock of the acquiring corporation owned as a
result of owning stock of the loss corporation, and

“(iii) the fair market value of the outstanding stock of
the acquiring corporation shall include the amount of
deposits in the acql}’ixing corporation immediately after

the reorganization.
SEC. 243. RESERVES FOR LOSSES ON LOANS.

Paragraph (1) of section 593(e) (relating to distributions to share-
holders of a domestic building and loan association) is amended by
striking out “applies.” in the last sentence thereof and suhstitutiﬁ
therefor the following: “applies, or to any distribution to the Fede
Savings and Loan Insurance Corporation in redemption of an interest
in an association, if such interest was originally received by the
Federal Savings and Loan Insurance Corporation in exc! e for
financial assistance pursuant to section 458?0 of the National Hous-
ing Act (12 U.S.C. sec. 1729(f)).”

SEC. 244, FSLIC FINANCIAL ASSISTANCE.

(a) In GENERAL.—Part II of subchapter H of subtitle A of chapter 1
is amended by adding at the end thereof the following new section:

“SEC. 597. FSLIC FINANCIAL ASSISTANCE.

“(a) ExcLusioN From Gross INcoME.—Gross income of a domestic
building and loan association does not include ang:mount of money
or other property received from the Federal Savings and Loan
Insurance Corporation pursuant to section 406(f) of the National
Housing Act (12 U.S.C. sec. 1729(f)), regardless of whether any note or
other instrument is issued in exchange therefor.

“(b) No RepucrioN v Basis oF Assers.—No reduction in the basis
of assets of a domestic building and loan association shall be made on
account of money or other property received under the circumstances
referred to in su ion {ag"

CrericaL AMENDMENT.—The table of sections for part II of
subchapter H of chapter 1 is amended by inserting after the item
relating to section 596 the following:

“Sec. 597. FSLIC financial assistance.”
SEC. 245. MUTUAL SAVINGS BANKS WITH CAPITAL STOCK.

(a) IN GENERAL.—Section 591 (relating to dividends paid on depos-
its) isamended—

95 STAT. 2556

94 Stat. 3396.
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26 USC 597,

26 USC 591,
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(1) by inserting “(a) IN GENERAL.—" before “In”, and
(2) by adding at the end thereof the following new subsection:
“(b) MutuaL Savings BANK To INCLUDE CERTAIN Banks WrtH
CariTAL Strock.—For purposes of this part, the term ‘mutual savings
bank’ includes any bank—

“(1) which has capital stock represented by shares, and

“(2) which is subject to, and operates under, Federal or State
laws relating to mutual savings bank.”

(b) PERCENTAGE OF TAXABLE INcOME METHOD.—

(6))] Slr‘ﬁaragraph (B) of section 593(b)2) (relating to reduction
of app le percentage in certain cases) is amended by inserting
“which is not described in section 591(b)”’ after “mutual savings
bank” each place it appears.

2 Subparagraph (C) of section 593(bX2) is amended by insert-
ing “which are not described in section 591(b)’ after “mutual
savings banks”.

(c) CONFORMING Amnmm —

1 Sectlona 593(a) (relating to reserves for losses on loans) is

ame]l]:laded y striking out “not having capital stock represented

by shares”.

(2) Paragraph (1) of section 593(e) (relatmg to distributions to
shareholders) is amended by inserting “or an institution that is
treated as a mutual savings bank under section 591(b)” after

“association” each place it appears.

SEC. 246. EFFECTIVE DATES.

(a) The amendment made by sections 241 and 242 shall apply to any
transfer made on or after January 1,

(b) The amendment made by sectlon 243 shall apply to any
distribution made on or after January 1, 1981,

(c) The amendment made by section 244 shall apply to any payment
made on or after January 1, 1981.

(d) The amendments made by section 245 shall a pply with respect
to taxable years ending after the date of the enactment of this Act.

Subtitle F—Stock Options, etc.

SEC. 251. STOCK OPTIONS.

(a) IN GENERAL. —Part II of subchapter D of chapter 1 (relating to
certain stock options) is amended by adding after section 422 the
following new section:

“SEC. 422A. INCENTIVE STOCK OPTIONS.

“(a) IN GENERAL.—Section 421(a) shall apply with respect to the
transfer of a share of stock to an individual pursuant to his exercise of
an incentive stock option if—

(1) no disposition of such share is made by him within 2 years

from the date of the ing of the (:rtion nor within 1 year after
the transfer of such to him, an
“(2) at all times during the period on the date of the

5; anting of the option and en on the day 3 months before the
te of such exercise, such individual was an employee of either
the corporation granting such option, a parent or subsidiary
corporation of such corporation, or a corporation or a parent or
subsidiary corporation of such corporation issuing or assuming a
stock option in a transaction to which section 425(a) applies.
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“(b) IncenTIVE STOCK OPTION.—For purposes of this part, the term
‘incentive stock option’ means an option granted to an individual for
any trssgn t‘(:l;:‘m:uaci:&:ltl with his eglploymgtn;t by a tcorporatipq, if
gran e employer corporation or its parent or s
ii}orpomtioi to purl:Ease stock of any of such corporations, but only

(1) the option is granted pursuant to a plan which includes the

te number of shares which may be issued under options

an e em‘floyees (or class of emploilo:a} igible to receive

options, and which is approved by stockholders of the

granting corporation within 12 months before or after the date
such plan is adopted;

“(2})such option is granted within 10 irﬂe:rs from the date such
plan is adopted, or the date such p. is approved by the
stockholders, whichever is earlier;

“(3) such option by its terms is not exercisable after the
exyiration of 10 years from the date such option is granted;

(4) the option price is not less than the fair market value of
the stock at the time such option is granted;

“(5) such option by its terms is not transferable by such
individual otherwise than by will or the laws of descent and
distribution, and is exercisable, during his lifetime, only by him;

“(6) such individual, at the time the option is granted, does not
own stock ing more than 10 o[fgement of the total combined
voting power of all of stock of the employer corporation or
of its nt or subsidiary corporation;

“(7} such option by its terms is not exercisable while there is
ou ing (within the meaning of subsection (c)7)) any incen-
tive stock option which was gran before the granting of such
option, to such individual to p stock in his employer
corporation or in a corporation which (at the time of the granting
of such option) is a parent or subsidiary corporation of the
employer corporation, or in a predecessor corporation of any of
such corporations; and

“(8) in the case of an option mnted after December 31, 1980,
under the terms of the plan aggregate fair market value
(determined as of the time the option is granted) of the stock for
which an eﬁftloyee may be ted options in any calendar
year ( r all such plans of his employer corporation and its
parent and subsidiary corporation) shall not exceed $100,000 plus
any unused limit carryover to such year.

“(c) SPECIAL RULES.—

“(1) EXERCISE OF OPTION WHEN PRICE IS LESS THAN VALUE OF
stock.—If a share of stock is transferred pursuant to the exercise
by an individual of an option which would fail to qualify as an
incentive stock option under subsection (b) because there was a
failure in an attempt, made in good faith, to meet the require-
ment of subsection (b)4), the requirement of subsection (b)X4)
shall be considered to have been met.

“(2) CERTAIN DISQUALIFYING DISPOSITIONS WHERE AMOUNT REAL-
IZED IS LESS THAN VALUE AT EXERCISE.—If—

“(A) an individual who has acquired a share of stock by the
exercise of an incentive stock option makes a disposition of
{suchx . shared within the 2-year period described in subsection
a)(1), an

“(B) such disposition is a sale or exchange with respect to
;l:li'c}‘ld Sallm (if sustained) would be recognized to such

Vi )
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then the amount which is includible in the s income of such
individual, and the amount which is deductible from the income
of his empioyer corporation, as compensation attributable to the
exercise of such option shall not exceed the excess (if any) of the
amount realized on such sale or exchange over the adjusted basis
of such share.

‘“(3) CERTAIN TRANSFERS BY INSOLVENT INDIVIDUALS.—If an
insolvent individual holds a share of stock acquired pursuant to
his exercise of an incentive stock option, and if such share is
transferred to a trustee, receiver, or other similar fiduciary in
any proceeding under title 11 or any other similar insolven
proceeding, neither such transfer, nor any other transfer of suc
share for the benefit of his creditors in such proceeding, shall
constitute a disposition of such share for purposes of subsection
(a)1).

“(4) CARRYOVER OF UNUSED LIMIT.—

“(A) IN GENERAL.—If—

“(1) $100,000 exceeds,

“(ii) the aggregate fair market value (determined as of
the time the option is granted) of the stock for which an
emplolyee was granted options in any calendar year
after 1980 (under all plans described in subsection (b) of
his employer corporation and its parent and subsidiary
corporations),

one-half of such excess shall be unused limit carryover to
each of the 3 succeeding calendar years.

“(B) AMOUNT CARRIED TO EACH YEAR.—The amount of the
unused limit carryover from any calendar year which may
be taken into account in any succeeding calendar year shall
be the amount of such carryover reduced by the amount of
such carryover which was used in prior calendar years.

“(C) SpeciAL rRULES.—For purposes of subparagraph (B)—

“(i) the amount of options E::nted duri.n% calen-
dar year shall be treated as first using up t 3?100,000
limitation of subsection (b)(8), and

“(ii) then shall be treated as using up unused limit
carryovers to such year in the order of the calendar
years in which the carryovers arose. :

“(5) PERMISSIBLE PROVISIONS.—An option which meets the
requirements of subsection (b) shall be treated as an incentive
stock ogtion even if—

(A) the employee may pay for the stock with stock of the
oorporation granting the option,

“(B) the employee has a right to receive property at the
time of exercise of the option, or

“(C) the option is subject to any condition not inconsistent
with the provisions of subsection (b).

Subparagraph (B) shall apply to a transfer of property (other
than cash) only if section 83 applies to the property so
transferred.

“(6) COORDINATION WITH SECTIONS 422 AND 424.—Sections 422
and 424 shall not apply to an incentive stock option.

“(7) OrTIONS OUTSTANDING.—For purposes of subsection (b)7),
any incentive stock option shall be treated as outstanding until
such option is exercised in full or expires by reason of lapse of
time.
“(8) 10-PERCENT SHAREHOLDER RULE.—Subsection (b)6) shall
not apply if at the time such option is granted the option price is
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at least 110 percent of the fair market value of the stock subject
to the option and such option by its terms is not exercisable after
the exgxration of 5 years from the date such option is ted.
“(9) SPECIAL RULE WHEN DISABLED.—For purposes of su ion
(a)2), in the case of an employee who is disabled (within the
meaning of section 105(d)4)), 3-month period of subsection
(a)(2) shall be 1 year.”
(b) TECHNICAL AND CONFORMING AMENDMENTS.—
(1) Section 421 (relating to general rules in the case of stock 26 USC 421.
options) is amended—
(A) by inserting “422A(a),” after “422(a),” in subsections
(a), (b), and (cX1XA), and _ .
) by inserting “422A(a)(1),” after “section 422(a)(1),” in
subsection (b).
(2) Section 425(d) (relating to attribution of stock ownership) is 26 USC 425.
amended by inserting “ (b)X(6),” after “422(b)(7),”.
(3) Section 425(g) (relat.ing to ial rules) is amended by
inserting “422A(a)(2),” after “422(a)2),”.
(4) Section 425(h)8)(B) (relating to definition of modification) is
amended by inserting “422A(b)5),” after “422(b)6),”.
(5) Section 6039 (relating to information required in connection 26 USC 6039.
with certain options) is amended—
(A) by maertmg “, an incentive stock option,” after “quali-
fied stock option” in subsection (a)1),
(B) by inserting “incentive stock c&ptioa," after “qualified
stock option,” in subsection (b)1), an
(C) by adding at the end of subsection (c) the following new

‘faragraph:

“(4) The term ‘incentive stock option’, see section 422A(b).”
(6) The table of sections for part II of subchapter D of chapter 1

is amended by inserting after the item relating to section 422 the

following new item:
“Sec. 422A. Incentive stock options.”
(c) ErFEcTIVE DATES AND TRANSITIONAL RULES.— 26 USC 422A
(1) OPTIONS TO WHICH SECTION APPLIES.— note.

(A) IN ceENERAL.—Except as ided in wwaph (B),
the amendments made by this section aplply with
respect to options granted on or after January 1, 1976, and
zercised on or after January 1, 1981, or outstanding on such

(B) ELECTION AND DESIGNATION OF OPTIONS.—In the case of
an option granted before January 1, 1981, the amendments
made by this section shall apply only if the corporation
granting such option elects (in the manner and at the time
prescribed by the Secretary of the Treasury or his delegate)
to have the amendments made by this section apply to such
option. The aggregate fair market value (determined at the
time the option is granted) of the stock for which any
employee was granted options (under all plans of his
employer corjifration and its parent and subsidiary corpora-
tions) to which the amendments made by this section apply
by reason of this sul;ﬁzlragraph shall not exceed $50,000 per
calendar year and 1 not exceed $200,000 in the aggre-

gate.
(2) CHANGES IN TERMS OF OPTIONS.—In the case of an option
granted on or after January 1, 1976, and outstanding on the date
of the enactment of this Act, paragraph (1) of section 426(h) of the
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Internal Revenue Code of 1954 shall not apply to any change in
the terms of such option (or the terms of the plan under which
granted, including shareholder approval) made within 1 year
after such date of enactment to permit such option to qualify as a
incentive stock option.

SEC. 252. PROPERTY TRANSFERRED TO EMPLOYEES SUBJECT TO CER-
TAIN RESTRICTIONS.

(a) GENERAL RuLE.—Subsection (c) of section 83 (relating to special
rules) is amended by adding at the end thereof the following new
paragraph:

“(3) SALES WHICH MAY GIVE RISE TO SUIT UNDER SECTION 16(b) OF
THE SECURITIES AND EXCHANGE ACT OF 1934.—So long as the sale
of property at a profit could subject a person to suit under section
16&) of the Securities and Exchange Act of 1934, such person’s
rights in such property are—

““(A) subject to a substantial risk of forfeiture, and
“(B) not transferable.”

(b) SrecIAL RULE FOR CERTAIN ACCOUNTING RULES.—For pu
of section 83 of the Internal Revenue Code of 1954, property is subject
to substantial risk of forfeiture and is not transferaﬁg so long as such
property is subject to a restriction on transfer to complx with the

‘Pooling-of-Interests Aeeount;ing’ " rules set forth in Accounti
Series Release Numbered 130 ((10/5/72) 37 FR 20937; 17 CFR 211.130
and Accounting Series Release Numbered 135 ((1/18/73) 38 FR 1734;
17 CFR 211.135).

(c) ErrecTivE DATE.—The amendment made by subsection (a) and
the provisions of subsection (b) shall apply to taxable years ending
after December 31, 1981.

Subtitle G—=Miscellaneous Provisions

SEC. 261. ADJUSTMENTS TO NEW JOBS CREDIT.

(a) ExTensioN.—Paragraph (4) of section 51(c) (defining wages) is
amended to read as follows:

“(4) TErMINATION.—The term ‘wages’ shall not include any
amount paid or incurred to an individual who begins work for the
employer after December 31, 1982.”

(b) INDIVIDUALS QUALIFYING AS MEMBERS OF A TARGETED GROUP.—

(1) IN GENERAL.—Paragraph (1) of section 51(d) (defining mem-
bers of targeted groups) is amended by striking out “or’” at the
end of subpar ph FF). by stri.kinf out the period at the end of
subparagraph :G) and inserting in lieu thereof a comma, and by
adding at the end thereof the following new subparagraphs:

“(H) an eligible work incentive em Enllyee, or

“(I) an involuntarily terminated 'A employee.”.

(2) DEFINITIONS.—

(A) IN GENERAL.—Subsection (d) of section 51 is amended
by redesi%nating hs (9), (10), (11), and (12) as para-
graphs (11), (12), (13), and (14), respectively, and by inserting
after paragraph (8) the following new paragraph:

‘(9) ELIGIBLE WORK INCENTIVE EMPLOYEES.—The term ‘eligible
work incentive employee’ means an individual who has n
certified by the designated local agency as—

‘“(A) being eligible for financial assistance under part A of
title IV of the Social Security Act and as having continually
mcaivadsuchﬁnancialasaistaneeduringthv;ngo-daypeﬁod
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which immediately precedes the date on which such individ-
ual is hired by the employer, or

“(B) having been placed in employment under a work
incentive program established under section 432(b)(1) of the
Social Security Act. 42 USC 632.

“(10) INVOLUNTARILY TERMINATED CETA EMPLOYEE.—The term
‘involuntarily terminated CETA employee’ means an individual
who is certified by the designated 1 ncy as having been
involuntarily terminated after December 31, 1980, from employ-
ment financed in whole or in part under a program under part
of title II or title VI of the Comprehensive Employment and 29 USC 853,
Training Act.” 961.-

(B) CONFORMING AMENDMENTS.—

(i) Subsection (a) of section 50B (relating to definitions 26 USC 50B.
and special rules) is amended by adding at the end
thereof the following new paragraph:

“(5) TeErMINATION.—The term ‘work incentive program
expenses’ shall not include any amount paid or incurred in any
taxable year beginning after mber 31, 1981.”

(ii) Subsection (c) of section 51 (defining wages) is
amended by striking out paragraph (3) and redesignat-
ing paragraph (4) as paragraph (3). '

(iii) Paragraphs (3)Y(A)ii), (4)C), and (7XB) of section
51(d) are each amended by striking out “paragraph (9)” 26 USC 51.
and inserting in lieu thereof “paragraph (11)".

(3) REMOVAL OF AGE LIMITATION ON VIETNAM VETERANS.—
Paragga h (4) of section 51(d) (relating to Vietnam veterans) is
amended—

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

(B) by strikin%out “ and” at the end of subparagraph (C)
and inserting in lieu thereof a period, and

(C) by striking out subparagraph (D).

(4) YOUTHS PARTICIPATING IN QUALIFIED COOPERATIVE EDUCA-
TION PROGRAMS MUST BE ECONOMICALLY DISADVANTAGED.—Sub-
?aragmph (A) of section 51(d)8) is amended by striking out

‘and” at the end of clause (ii), by striking out the period at the
end of clause (iii) and msertmﬁ in lieu thereof “, and”, and by
adding at the end thereof the following new clause:

“(iv) being a member of an economically disadvan-
taged family (as determined under paragraph (11)).”

(c) CERTIFICATIONS.—

(1) CERTIFICATIONS MUST BE MADE BEFORE EMPLOYEE BEGINS
WORK, ETC.—Subsection (d) of section 51 is amended by adding at
the end thereof the following new paragraph:

“(15) SPECIAL RULES FOR CERTIFICATIONS.—

“(A) IN GENERAL.—AnN individual shall not be treated
as a member of a ﬁeted group unless, before the day on
whiclh such individual begins work for the employer, the
employer—

“(i) has received a certification from a designated local
agency that such individual is a member of a targeted
group, or

“(i1) has requested in writing such certification from
the designated local agency.

“(B) INCORRECT CERTIFICATIONS,—If—

“(i) an individual has been certified as a member of a
targeted group, and
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“(ii) such certification is incorrect because it was
based on false information ll‘arovided by such individual,

the certification shall be revoked and wages paid by the
employer after the date on which notice of revocation is
receivqg by the employer shall not be treated as qualified

2 ATION OF ECONOMICALLY DISADVANTAGED FAMI-
LIES.—. ph (11) of section 51(d) (as redesignated by subsec-
tion (b)(2 is amended to read as follows:

“(11) MEMBERS OF ECONOMICALLY DISADVANTAGED FAMILIES.—
An individual is a member of an economically disadvantaged
family if the designated local agency determines that such
individual was a member of a family which had an income during
the 6 months immediately preceding the month in which suc
determination occurs, which, on an annual basis, would be 70
percent or less of the Bureau of Labor Statistics lower living
standard. Any such determination shall be valid for the 45-day
period beginning on the date such determination is made.”

26 USC 51. (d) EuicmBiuiry.—Section b1 is amended by adding at the end
thereof the following new subsection:
“(i) CERTAIN INDIVIDUALS INELIGIBLE.—

“(1) RELATED INDIVIDUALS.—No wages shall be taken into

account under subsection (a) with respect to an individual who—

“(A) bears any of the relationships described in para-

graphs (1) through (8) of section 152(a) to the taxpayer, or, if

the taxpayer is a corporation, to an individual who owns,

i or indirectly, more than 50 percent in value of the

outstanding stock of the corporation (determined with the
apglication of section 267(c)),

(B) if the taxpayer is an estate or trust, is a grantor,
beneficiary, or fiduciary of the estate or trust, or is an
individual who bears any of the relationships described in
par:%raphs (1) through (8) of section 152(a) to a grantor,
beneficiary, or fiduciary of the estate or trust, or

‘YC) is a dependent (described in section 152(a)(9)) of the
taxpayer, or, if the taxpayer is a corporation, of an individ-
ual described in subparagraph (A), or, if the taxpayer is an
estate or trust, of a grantor, beneficiary, or fiduciary of the
estate or trust.

“(2) NoNQuALIFYING REHIRES.—No wages shall be taken into
account under subsection (a) with res to any individual if,
gior to the hiring date of such individual, such individual had

n employed by the employer at any time during which he was
not a member of a targeted group.”
(e) REpEAL oF ProvisioN LiMiTING FirsT-YEAR WAGES TO 30 PER-
CENT OF FUTA WaGEs.—

(1) Subsection (e) of section 51 is herebg repealed.

(2) Subsection (f) of section 51 is amended—

(A) by striking out Paragraph (3), and

(B) by striking out ‘any year” in paragraphs (1) and (2) and
inserting in lieu thereof “any taxable year”.

(f) ADMINISTRATION, AUTHORIZATION OF APPROPRIATIONS.—

(1) ADMINISTRATION.—

(A) DESIGNATED LOCAL AGENCY.—Paragraph (14) of section
51(d) (as redesignated by subsection (b)2)(A)) is amended to
read as follows:

“(14) DESIGNATED LOCAL AGENCY.—The term ‘designated local
agency’ means a State employment security agency established



PUBLIC LAW 97-34—AUG. 13, 1981 95 STAT. 263

a% a:gm}*g!,ance with the Act of June 6, 1933, as amended (29 U.S.C.

=&Jn).

(B) NoriFicaTioN.—Subsection (g) of section 51 (relating to 26 USC 51.
notification of employers) is amended by striking out “Secre-
tary of Labor” each place it a pears in the heading and text
gn inserting in lieu thereof “United States Employment

ervice”.

(2) AUTHORIZATION OF APPROPRIATIONS.—There is authorized to 26 USC 51 note.
be appropriated for fiscal year 1982 the sum of $30,000,000 to
carry out the functions described by the amendments made by
paragraph (1), except that, of the amounts appropriated pursuant
to this par gh—-

(A) 5%,0 0,000 shall be used to test whether individuals
certified as members of targeted groups under section 51 of
such Code are eligible for such certification (including the
use of statistical samplin% techniques), and

(B) the remainder shall be distributed under performance
standards prescribed by the Secretary of Labor.

(g) EFFECTIVE DATES.— 26 USC 51 note.

(1) AMENDMENTS RELATING TO MEMBERS OF TARGETED GROUPS.—

(A) In cENERAL.—Except as provided in subparagraphs
(B), (C), and (D), the amendments made by subsections (b),
(c)(2), and (d) shall apply to wages paid or incurred with
respect to individuals first beginning work for an employer
after the date of the enactment of this Act in taxable years
ending after such date.

(B) ELIGIBLE WORK INCENTIVE EMPLOYEES.—The amend-
ments made by subsection (bX2)(A) to the extent relatin%lbo
the designation of eligible work incentive employees (within
the meaning of section 51(d)(9) of the Internal Revenue Code
of 1954) as members of a targeted group and subsection
(b)2)B)ii) shall apply to taxable years beginning after
December 31, 1981. In the case of an eligible work incentive
employee, subsections (a) and (b) of section 51 of such Code
shall be applied for taxable years beginning after December
31, 1981, as if such employees had been members of a
iiaglégzeted group for taxable years beginning before January 1,

(C) COOPERATIVE EDUCATION PROGRAM PARTICIPANTS.—The
amendments made by subsection (b)(4) shall apply to wages
paid or incurred after December 31, 1981, in taxable years
ending after such date.

(D) DESIGNATED LOCAL AGENcY.—The amendments made
by subsection (f)(1) shall take effect on the date 60 days after
the date of the enactment of this Act.

(2) CERTIFICATIONS. —

(A) IN ceNErAL—The amendment made by subsection
(c)(1) shall apply to all individuals whether such individuals
began work for their employer before, on, or after the date of
the enactment of this Act.

(B) SPECIAL RULE FOR INDIVIDUALS WHO BEGAN WORK FOR
THE EMPLOYER BEFORE 45TH DAY BEFORE DATE OF ENACT-
MENT.—In the case of any individual (other than an indi-
vidual described in section 51(d)8) of the Internal Revenue
Code of 1954) who be%an work for the employer before the
date 45 days before the date of the enactment of this Act,
paragraph (15) of section 51(d) of the Internal Revenue Code
of 1954 (as added by subsection (c)X1)) shall be applied by

89-194 0—82——19:QL3
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substituting “July 23, 1981,” for the day on which such
individual begins work for the employer.

(C) INDIVIDUALS WHO BEGIN WORK FOR EMPLOYER WITHIN 45

DAYS BEFORE OR AFTER DATE OF ENACTMENT.—In the case of

any individual (other than an individual described in section

51(};1)(8) of the Internal Revenue Code of 1954) who begins

work for the em(i}loyer during the 90-day period beginning

with the date 45 days before the date of the enactment of this

Act, and in the case of an individual described in section

51(d)8) of such Code who b%%'ms work before the end of such

90—d:3v geriod. paragraph (15) of section 51(d) of such Code (as

added by subsection (c)(1)) shall be applied by substituting

“the last day of the 90-day period beginning with the date 45

days before the date of the enactment of this Act” for the day

on which such individual begins work for the employer.

(3) LIMITATION ON QUALIFIED FIRST-YEAR WAGES.—The amend-

ment made by subsection (e) shall apply to taxable years begin-

ning after December 31, 1981.

SEC. 262. SECTION 189 MADE INAPPLICABLE TO LOW-INCOME HOUSING.

(a) In GENERAL.—The table contained in subsection (b) of section
189 (relaﬁng to amortization of real property construction period,
interest, and taxes) is amended by striking out the column relating to
“Low-income housing”.

(b) CoNFORMING AMENDMENT.—Subsection (d) of section 189 (relat-
;‘ to certain residential property excluded) is amended to read as

ollows:

“(d) CerTAIN PrOPERTY ExCcLUDED.—This section shall not apply to

“(1) low-income housing, or

“(2) real property acquired, constructed, or carried if such
pr:gerty is not, and cannot reasonably expected to be; held in a
trade or business, or in an activity conducted for profit.”

(c) EFrecTivE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1981.

SEC. 263. INCREASE IN DEDUCTION ALLOWABLE TO A CORPORATION IN
ANY TAXABLE YEAR FOR CHARITABLE CONTRIBUTIONS.

(a) In GENERAL—Paragraph (2) of section 170(b) (relating to per-
centage limitations) is amended h,;f striking out “5 percent” and
inserting in lieu thereof “10 percent”.

) Date.—The amendment made by this section shall
apply to taxable years beginning after December 31, 1981.

SEC. 264. AMORTIZATION OF LOW-INCOME HOUSING.

(a) INn GENERAL.—Paragraph (2) of section 167(k) (relating to reha-
bilitation of low-income rental housing) is amended by striking out
“The” in subparagraph (A) and inserting in lieu thereof “Except as
provided in subparagraph (B), the”, by redesignating subparagrzgh
E‘Bl)l as subparagraph (C), and by inserting after subparagraph (A) the
o :

“(B) The aggregate amount of rehabilitation expenditures

id or incurred by the taxpayer with respect to any dwell-
ing unit in any low-income rental housing which may be
taken into account under paragraph (1) may exceed $20,000,
but shall not exceed $40,000, if the rehabilitation is con-
ducted pursuant to a pmfram certified by the Secretary of
Housing and Urban Development, or his delegate, or by the
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ernment of a State or political subdivision of the United
tates and if: ] )
“(i) the certification of development costs is required;
“(ii) the tenants oocu%units in the property as their
principal residence and the program provides for sale of
the units to tenants demonstrating home ownership
responsihiﬁty; and
“(iii) the leasing and sale of such units are pursuant to
a program in which the sum of the taxable income, if
any, from leasing of each such unit, for the entire period
of such leasing, and the amount realized from sale or
other disposition of a unit, if sold, normally does not
exceed the excess of the taxpayer’s cost basis for such
unit of property, before adjustment under section 1016
for deductions under section 167, over the net tax
benefits realized by the taxpayer, consisting of the tax
benefits from such deductions under section 167 minus
the t_e,ax incurred on such taxable income from leasing, if

(b) Ermtgrxav%yfhm.—-The mﬁllengmenta magle by this secnti‘?:l: :}j%ll
ap with res to rehabilitation expenditures incu r
Deggrmber 31, 19%(%‘.:t

SEC. 265, DEDUCTIBILITY OF GIFTS BY EMPLOYERS TO EMPLOYEES.

(a) In Gmmu.—Sul:ﬂaragmph (C) of section 274(b)1) (relating to
limitation on deductibility of gifts) is amended to read as follows:
“(C) an item of tangible personal property which is
awarded to an employee by reason of length of service,
gog_uctivity, or safety achievement, but only to the extent

a

“(i) the cost of such item to the taxpayer does not
exceed $400, or
“(ii) such item is a qualified plan award.”

(b) QuarLiFiep PraN Awarp DerFiNeEp.—Subsection (b) of section
274 is anlfnded by adding at the end thereof the following new
paragraph:

se(‘;ig?) QUALIFIED PLAN AWARD.—For purposes of this sub-
ion—

“(A) IN GeNERAL.—The term ‘qualified plan award’ means
an item which is awarded as part of a permanent, written
plan or profmm of the taxpayer which does not discriminate
in favor of officers, shareholders, or highly compensated
employees as to eligibility or benefits.

“(B) AVERAGE AMOUNT OF AWARDS.—An item shall not be
treated as a qualified plan award for any taxable year if the
gverziiage cost of lﬂl ;)teofm& awarded ur:ide:: ezlllt lans dg?cribed
in sul p e taxpayer during the taxable year

coeds $400. E

ex
“(C) MAXIMUM AMOUNT PER ITEM.—An item shall not be
treated as a qualified plan award under this par. h to
the extent that the cost of such item exceeds §1, 0.7
(c) ErFecTIVE DATE.—The amendments made by this section shall
ggglm taxable years ending on or after the date of the enactment of

SEC. 266. DEDUCTION FOR MOTOR CARRIER OPERATING AUTHORITY.

(a) GENERAL RuLe.—For purposes of chapter 1 of the Internal
Revenue Code of 1954, in computing the taxable income of a taxpayer
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who, on July 1, 1980, held one or more motOr carrier operatﬁ
authorities, an amount equal to the adjust.ed basis of
motorcamero perating authorities held by the r on July 1,
1980, or ac% ubsequent thereto pursuant to a contract
meﬁ‘ect ulyl 1980 shallbeallowedasadeductmnm ly over a
period onths. Such 60-month period shall begin with the
month of J 980 (or if later, the month in which acquired), or at the
election of taxpayer, the first month of the taxpayer’s first
taxabeyearhegmnmgafter.]ulyl 1980.
(b) Dnrmmon OF thgg tem OPERATING Amt?:;” .—For
purposes this section, rm ‘“‘motor carrier operal author-
a certificate or permit held by a motor common or
oontract carrier of rty and issued pursuant to subchapter II of
chapter 109 of hﬂei ggtheUmted States Code.
(c) SpeciAL RuLes.—
(1) ApgusTeDp BASIS.—For purposes of the Internal Revenue
Code of 1954, proper adjustments shall be made in the
basis of any motor carrier operating authority held by the
n:ipayer on July 1, 1980, for the amounts allowable as a
deduction under thi sectlon
(2) CERTAIN STOCK ACQUISITIONS.—
(A) In geENErAL.—Under regulations prescribed by the
the Treasury or his delegate, and at the electmn
of the holder of the authority, in any case in which a
corporation—
() on or before July 1, 1980 (or after such date
pursuant to a binding contract in effect on such date),
uired stock in a corporation which held, directly or
ly, any motor carrier operating authonty at the
tnne of auch acquisition, and
(ii) would have been able to allocate to the basis of
such authority that portion of the acquiring corpora-
tion’s cost basis in such stock attributable to such
authority if the acquiring corporation had received such
authority in the liquidation of the acquired corporation
immediately following such acquisition and such alloca-
tion would have been proper under section 334(b)X2) of
such Code,
:hile hotléier p%f;g!le aoli‘ttl;fnify ;na;t{, tf;)r purposes of this s;aptiop,
ocate a ion e basis of the acquiring corporation in
the stock of the acquired corporation to the basis of such
authority in such manner as the Secretary may prescribe in
such regulations.

(B) ADJUSTMENT TO BASIS.—Under reﬁatmns prescribed
by the Secre of the Treas delegate, proger
adjustment be made to the basis of the stock or other
assets in the manner provided by such regulations to take
into account any allocation under subparagraph (A).

(d) ErFecTivE DATE.—The provisions of this section shall apply to
taxable years ending after June 30, 1980.

SEC. 267. LIMITATION ON ADDITIONS TO BANK LOSS RESERVES.

(a)G)ThﬁﬁsUtm_ after sub h (B) of b (2) of
(1) The sentence r subparagrap 0 aph (2) o
section 585(b) is amended by striking out “but bgagxi.egrl%z and
O 6 percent for taxable years g after 1981” and msertmg
eu thereof “but before 1982; 1.0 percent for taxable years
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g%mwmé%”m 1982; and 0.6 percent for taxable years beginning
r ;
(2) The last sentence of aph (2) of section 585(b) is 26 USC 585.
amended b; out “but before 1982 the last taxable year
begmm.ng fore 1976, and for taxable years beginning afte
1981, the last taxable year ng before 1982” and msertmg
in lieu thereof “but before 1983, the last taxable year beﬁnnmg
before 1976, and for taxable years beginning after 1982, the 1
taxable earbegmmng before 1983
(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall 26 USC 585
apply to taxable years beginning after 19 note.

TITLE III—SAVINGS PROVISIONS
Subtitle A—Interest Exclusion
SEC. 301. EXCLUSION OF INTEREST ON CERTAIN SAVINGS CERTIFICATES.

(a) GENERAL RuLe.—Part III of subchapter B of chapter 1 (relating
to items specifically excluded from lzgrosgl income) is amended by

redesignating section 128 as section by inserting after section
127 the following new section:
“SEC. 128. INTEREST ON CERTAIN SAVINGS CERTIFICATES. 26 USC 128.

“(a) IN GENERAL.—Gross income does not include any amount
Eeoewetgrgy anytulildmtgal durmp%g the % yeg;- as interest on a
epository institution tax-exempt savings certifica
an ) MaxiMuM DOLLAR AMOUNT.—
“(1) IN GeNERAL.—The te amount excludable under
subsection (a) for any taxable year shall not exceed the excess

“(A) $1,000 ($2,000 in the case of a joint return under
section 6013), over

“(B) the ate amount received by the taxpayer which
was excl le under subsection (a) for any prior taxable

“(g} SPECIAL RULE.—For purposes of p ph (1)(B), one-half
of the amount excluded under subsectmn (a§ on any joint return
shall be treated as received by each spouse.

“(c) DEPoSITORY INSTITUTION TAX-EXEMPT SAVINGS CERTIFICATE.—

For p es of this section—

“(1) INn GeNERAL.—The term ‘depository institution tax-exempt

savings certificate’ means any certxﬁcate—-
“(A) which is issued bPr savings institution after
SegtemberSO 1981, ore Jan uary 1, 1983,
(B) which hasa mat‘.unty of 1 year,

“(C) which has an investment yleld equal to 70 percent of

the average investment yield for the most recent auction
re the week in which the certificate is issued) of United

Sta tes Treasury bills with maturities of 52 weeks, and
“(D) which is made available in denominations of $500.

“(2) QUALIFIED INSTITUTION.—The term ‘qualified institution’

means—
:%A))(l) ahanmlgl(as defined b;ﬂxj:]i’ectmn 5811?.1 bk a o
ii) a mu savings cooperative omestic
building and loan association, or other savings institution
chartered and supervised as a savings and loan or similar
institution under Federal or State law, or
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“(iii) a credit union,
the deposits or accounts of which are insured under Federal
or State law or are protected or guaranteed under State law,

“(B) an industrial loan association or bank chartered and
supervised under Federal or State law in a manner
to a sayings and loan institution.
The term “qualified institution” does not include any foreign
branch or mtematlona! banking f: t¥x of an institution
described in the preceding sentence and such a branch or facility
shall not be taken into account under subsection (d).

“(d) InstrruTiONs REQUIRED TO PROVIDE RESIDENTIAL PROPERTY
FINANCING.—

“(1) In GeNERAL.—If a qualified savings institution (other than
an institution described in subsectlon (cX2)(AXiii) issues any
depository institution tax-exem uﬁ certificate during any

endar rter, the amount of the ified residential financ-
g;f provi such institution aha].l during the succeeding
endar uarter not be less than the lesser of—

“(A) 75 percent of the face amount of de institu-
t.lOB tax-exempt savings certificates issued e calen-
uarter, or
% ) 75 percent of the qualified net savings for the calendar
quarter.

The agg‘ragate amount of qualified tax-exempt savings certifi-
cates issued h.lcg any institution described in subsection
(cXN2)(AXiii) wi are outstanding at the close of any calendar
quarter may not exceed the limitation determined under para-
gra h (4) with respect to such institution for such quarter.

(2) PENALTY FOR FAILURE TO MEET REQUIREMENTS.—If, as of the
close of any calendar quarter, a qualified institution has not met
the requirements of paragraph (1) with respect to the preceding
calendar quarter, such institution may not issue any certificates
until it meets such requirements.

“(3) QUALIFIED RESIDENTIAL FINANCING.—The term ‘qualified
residential ﬁnancmg' mcludes, and is limited to—

“A) agf secured by a lien on a single-family or
multifamily residence,

“(B) any secured or unsecured qualified home improve-
ment loa:n (within the meaning of sectmn 103A(1X6) without
reﬁard to the $15,000 limit),

(C) any mortgage (within the meaning of section
103A(1X1)) on a single-family or multif residence which
is insured or guaranteed the Fede State, or local
government or any instrumentality thereof,

“(D) any loan to acquire a mobile home,

“(E) any construction loan for the constructmn or rehabili-
tation of a smgla—famlly or multifamily reside:

“(F) the or&agea secured by mngle-famly or
mulhfa.mlll; reaxdeneea on the secondary market but only to
the extent the amount of such purchases exceed the amount

of sales of such mortgages hy an institution,

“(G) Npurchase of securities issued or guaranteed by the
Federal National Mortgage Association, the Government
National Mortgage Association, or the Federal Home Loan
Mortgage Corporation, or securities issued by any other

rson if such securities are secured by mortgages originated

y a qualified institution, but only to the extent the amount
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of such purchases exceed the amount of sales of such securi-
ties by an ix;stitli‘tion, apc%l i
“(H) any loan for agri Urposes.
For purposes of this paragraph, tll:e term ‘single-family resi-
denog' includes 2-, 8-, and 4-family residences, and the term ‘Single-family
‘residence’ includes stock in a cooperative housing corporation residence =~
(as defined in section 216(b)). SRd - TaRaanno.
“(4) LIMITATION FOR CREDIT UNIONS.—For purposes of para-
graph (1), the limitation determined under this paragraph with
respect to any institution described in subsection (c)2)(A)Xiii) for
any calendar quarter is the sum of—
B 55 e e g i
gra of paragra; with res such institution as
of §g tember 30, 1981, plus

) 10 percent of the excess of —
“(i) the aggregate of such amounts as of the close of
such calendar quarter, over
“(ii) the amount referred to in sub ph (A).

“(5) QUALIFIED NET SAVINGS.—The term ‘quali net savigfgs

means, with respect to any qualified institution, the excess of—

‘(A) the amounts paid into passbook savings account,

6-month money market certificates, 30-month small-saver

certificates, time deposits with a face amount of less than

$100,000, and depository institution tax-exempt savings cer-
tificates issued by such institution, over

“(B) the amounts withdrawn or redeemed in connection

with the accounts and certificates described in subparagraph

(A).

“(6) ConsoLIDATED GROUPS.—For purposes of this subsection,
all members of the same affiliated group (as defined in section
1504) which file a consolidated return for the taxable year shall
be treated as 1 corporation.

“(e) PENALTY FOR EARLY WITHDRAWALS.—

“(1) In ceNERAL.—If any portion of a depository institution tax-
exempt savings certificate is redeemed before the date on which
it matures—

“(A) subsection (a) shall not apply to any interest on such
certificate for the taxable year of redemption and any
subsequent taxable year, and

“(B) there shall be included in gross income for the taxable
year of redemption the amount of interest on such
certificate excluded under subsection (a) for any preceding
taxable year.

“(2) CERTIFICATE PLEDGED AS COLLATERAL.—For purposes of
paragraph (1), if the taxpayer uses any depository institution tax-
exempt savings certificate (or portion thereof) as collateral or
security for a loan, the taxpayer shall be treated as having
redeemed such certificate.

“(f) OTeER SPECIAL RULES.—

(1) COORDINATION WITH SECTION 116.—Section 116 shall not
apply to the interest on any depository institution tax-exempt
savings certificate.

“(2) ESTATES AND TRUSTS.—

“(A) In GENERAL.—EX(:B%‘: as provided in subparagraph
(B), the exclusion provided by this section shall not apply to
estates and trusts.

“(B) CERTIFICATES ACQUIRED BY ESTATE FROM DECEDENT.—
In the case of a depository institution tax-exempt savings
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ﬁzﬂicei(il'icage acquired by an estate by reason of the death of the
ent—
*“(i) subparagraph (A) shall not apply, and
“(i1) sul?sectlon?b) shall be applied as if the estate were
the decedent.”

(b) CONFORMING AMENDMENTS.—

(1) The table of sections for part III of subchapter B of chazgter 1
is amended by striking out the item relating to section 128 and
inserting in lieu thereof the following new items:

“Sec. 128, Interest on certain savings certificates.
“Sec. 129. Cross references to other Acts.”

(2) Section 265 (relating to expenses and interest relating to
tax-exempt income) is amended by inserting “, or to purchase or
carry any certificate to the extent the interest on such certificate
is excludable under section 128" after “116”.

(3) Paragraph (2) of section 584(c) (relating to income of

icipants in common trust funds), as in effect for taxable years
inning in 1981, is amended by inserting “or 128" after ‘116",

(4) Paragraph (7) of section 643(a) (defining distributable net
income), as in effect for taxable years beginning in 1981, is
amended by inserting “or section 128 (relating to interest on
certain sa certificates)” after “received)”.

(5) Section 702(a)5) (relating to income and credits of partners),
as in effect for taxable years beginning in 1981, is amended by
inserting “or 128" after “116".

(6) Each of the following provisions, as in effect for taxable
years beginning after December 31; 1981, are amended by insert-
ing “‘or interest” after “dividends” each place it appears in the
caption or text:

(A) section 584(c)(2),
(B) section 643(a)(7),
(C) section 702(a)5).

(c) Stupy.—The Secretary of the Treasury or his delegate shall
conduct a study of the exemption from income of interest earned on
depository institution tax-exempt savings certificates established by
Sl i g e e e
additional sa . Such report s submi ngress
before June 1, 1983.

d DATES.—

(1) IN GENERAL—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
endi.n%gﬂer September 30, 1981.

(2) CoNnFORMING AMENDMENTS.—The amendments made by
subsection (b)6) shall apply to taxable years beginning after
December 31, 1981.

SEC. 302. PARTIAL EXCLUSION OF INTEREST.

(a) AMouNT oF ExcrLusion.—Section 128 (relating to the interest on
certain savings certificates) is amended to read as follows:

“SEC. 128. PARTIAL EXCLUSION OF INTEREST.

“(a) In GENERAL.—Gross income does not include the amounts
received during the taxable year by an individual as interest.

“(b) Maxmmum DorLrar AMoUNT.—The aggregate amount exclud-
able under subsection (a) for any taxable year shall not exceed 15
percent of the lesser of—

60‘1‘(31)) $3,000 ($6,000 in the case of a joint return under section
] or
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“2) the excess of the amount of interest received by the

taxpayer during such taxable year (less the amount of any

deduction under section 62(12)) over the amount of qualified 26 USC 62,

interest expenses of such taxpayer for the taxable year.

“(c) DEFINITIONS.—FoOr purposes of this section—
“(1) INTEREST DEFINED.—The term ‘interest’ means— 3
58'1‘§A] interest on deposits with a bank (as defined in section
“(B) amounts (whether or not designated as interest) paid,
in respect of deposits, investment certificates, or withdrawa-
ble or repurchasable shares, by—

“(1) an institution which is—

‘“TI) a mutual savings bank, cooperative bank,
domestic building and loan association, or credit
union, or

“(II) any other savings or thrift institution which
is chartered and supervised under Federal or State

aw,
the deposits or accounts in which are insured under
Federal or State law or which are protected and guaran-
teed under State law, or B

“(ii) an industrial loan association or bank chartered
and supervised under Federal or State law in a manner
similar to a savings and loan institution.

“C)intereston— . -

“(i) evidences of indebtedness (incl bonds, deben-
tures, notes, and certificates) issued by a domestic corpo-
ration in registered form, and

“(ii) to the extent provided in tions prescribed
by the Secretary, other evidences of indebtedness issued
by a domestic corporation of a type offered by corpora-
tions to the public,

“(D) interest on obligations of the United States, a State,
or a political subdivision of a State (not excluded from gross
income of the taxpayer under any other provision of law),

‘“(E) interest attributable to participation shares in a trust
established and maintained Ey a corporation established
pursuant to Federal law, and

“(F) interest paid by an insurance company under an
agreement to pay interest on—

“() plrfkpmd premiums, :
“(ii) life insurance policy proceeds which are left on
depoait with such company by a beneficiary, and

‘(iii) under regulations prescribed by the Secretary,
policyholder dividends left on deposit with suc

company.
“(2) QUALIFIED INTEREST EXPENSE DEFINED.—The term ‘quali-
interest expense’ means an amount equal to the excess of—
“(A) the amount of the deduction allowed the taxpayer
under section 163(a) (relating to interest) for the taxable

year, over
“(B) the amount of such deduction allowed with respect to
interest paid or accrued on indebtedness incurred in—
“{i) acquiring, constructing, reconstructing, or reha-
bilitating property which is primarily used by the tax-
Iz;gger as a dwelling unit (as defined in section
A(f)(1)), or

“(ii) the taxpayer's conduct of a trade or business.”
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(b) REPEAL OF PARTIAL EXCLUSION OF INTEREST.—

(1) In GENERAL.—Subsection (c) of section 404 of the Crude Oil
Windfall Profit Tax Act of 1980 is amended by striking out
“1983" and inserting in lieu thereof ““1982".

(2) CONFORMING AMENDMENT.—Section 116(a) (relating to par-
tial exclusion of dividends) is amended to read as follows:

“(a) ExcLusion From Gross INCOME.—

‘(1) IN GENERAL.—Gross income does not include amounts
received by an individual as dividends from domestic
corporations.

“(2) MaxmiMmum DOLLAR AMOUNT.—The aggregate amount
excluded under subsection (a) for any taxable year shall not
ggtl:gt}af'i, $100 ($200 in the case of a joint return under section

(c) CONFORMING AMENDMENTS.—

(1) The table of sections for III of subchapter B of chapter
1, as amended by section 301(b)1), is amended by striking out the
item relating to section 128 and inserting in lieu thereof the
following new item:

“Sec. 128. Partial exclusion of interest.”

(2) Section 265 (relating to nses and interest relating to
tax-exempt income), as amended by section 301(b)2), is amended
by striking out “or to purchase or carry any certificate to the
extent the interest on such certificate is excludable under section
128" and inserting in lieu thereof “or to purchase or carry
obligations or shares, or to make other deposits or investments,
the interest on which is described in section 128(c)(1) to the extent
such interest is excludable from gross income under section 128”.

(3) Sectiori 46(c)(8) (relating to limitation to amount at risk) is
amended by striking out “clause (i), (ii), or (iii) of subparagraph
(A) or subparagraph (B) of section 128(cX2)” and inserting in lieu
thereof “subparagraph (A) or (B) of section 128(c)1)”.

(4) Subsection (b) of section 854 is amended to read as follows:

“(b) OTHER D1vIDENDS AND TAXABLE INTEREST.—

“(1) DEDUCTION UNDER SECTION 243.—In the case of a dividend
received from a regulated investment company (other than a
dividend to which subsection (a) applies)—

“(A) if such investment company meets the requirements
of section 852(a) for the taxable year during which it paid
suc?Bt;ivlildend; - dividends ved b h

“(B) the ate divi recei y such company
during suchamle year are less than 75 percent of its gross
income.

then, in computing the deduction under section 243, there shall

taken into account only that portion of the dividend which
bears the same ratio to the amount of such dividend as the
aggrefate dividends received by such company during such
taxable year bear to its gross income for such taxable year.

“(2) EXCLUSION UNDER SECTIONS 116 AND 128.—For purposes of
sections 116 and 128, in the case of any dividend (other than a
dividend described in subsection (a)) received from a regulated
investment company which meets the requirements of section
852 for the taxable year in which it paid the dividend—

“(A) the entire amount of such dividend shall be treated as
a dividend if the aggregate dividends received by such
company during the taxable year equal or exceed 75 percent
of its gross income,
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“(B) the entire amount of such dividend shall be treated as
interest if the ate interest received by such company
during the e year equals or exceeds 75 percent of its
gross income, or

“(C) if subparagraphs (A) and (B) do not ap(ply, a portion of
such dividend shall be treated as a dividend (and a portion of
such dividend shall be treated as interest) based on the
portion of the company’s gross income which consists of

te dividends or aggregate interest, as the case may

be. For purposes of the p sentence, income and

ate interest received shall each be reduced by so much

of the deduction allowable by section 163 for the taxable year

ﬁldoes not exceed aggregate interest received for the tax-
e year.

“3) Ng'rlcn T0 SHAREHOLDERS.—The amount of any distribu-
tion by a regulated investment company which may be taken
into account as a dividend for p of the exclusion under
section 116 and the deduction under section 243 or as interest
for purposes of section 128 shall not exceed the amount so Ante, pp. 267,
designated by the compantyimi;'n a written notice to its share- Z270.
holders mailed not later 45 days after the close of its
taxable year.

“(4) DEFINITIONS.—For purposes of this subsection—

“(A) The term ‘gross income’ does not include gain from
the sale or other disposition of stock or securities.

“(B) The term ° ate dividends received’ includes only
dividends received from domestic corporations other than
dividends described in section 116(b)(2) (relating to dividends
excluded from gross income). In determining the amount of

any dividend for p of this subparagraph, the rules
provided in section 116(cX2) (relating to certain distribu-
tions) shall apply.

“(C) The term ‘aggregate interest received’ includes only

interest described in section 128(c)(1).”

(5) Subsection (c) of section 857 is amended to read as follows: 26 USC 857.
“(c) LIMITATIONS ATl;PLIGABLE 10 DivipEnps Recervep From ReaL
TE USTS.—

“(1) In geENERAL.—For purposes of section 116 (relating to an
exclusion for dividends received by individuals) and section 243
(relating to deductions for dividenga received by corporations), a
dividend received from a real estate investment trust which
ﬁeeés tl‘-ine requirements of this part shall not be considered as a

vidend.

‘(2) TREATMENT FOR SECTION 128.—In the case of a dividend
(other than a capital gain dividend, as defined in subsection
(bX3XC)) recei from a real estate investment trust which
meets the requirements of this part for the taxable year in which
it paid the dividend—

“(A) such dividend shall be treated as interest if the
aggre%ate interest received by the real estate investment
trust for the taxable year equals or exceeds 75 percent of its
. “(B)ililf“:ol?i}e’ < S t apply, the portion of such

subparagrap oes not apply, the portion of suc
dividend which bears the same ratio to the amount of such
dividend as the aggregate interest received bears to gross
income shall be treated as interest.

“(3) ADJUSTMENTS TO GROSS INCOME AND AGGREGATE INTEREST
RECEIVED.—For purposes of paragraph (2)—
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“(A) gross income does not include the net capital gain,

“(B) gross income and aigregate interest received shall
each be reduced by so much of the deduction allowable by
section 163 for the taxable year (other than for interest on
mortgages on real property owned by the real estate invest-
ment trust) as does not exceed aggregate interest received by
the taxable year, and

“(C) gross income shall be reduced by the sum of the taxes
imposed by paragraphs (4), (5), and (6) of section 857(b).

‘4) AGGREGATE INTEREST RECEIVED.—For p of this
subsection, the term ° te interest received’ means only
interest described in section 128(c)(1).

“(5) NoTiCE T0 SHAREHOLDERS.—The amount of any distribu-
tion by a real estate investment trust which may be taken into
account as interest for purposes of the exclusion under section
128 shall not exceed the amount so designated by the trust in a
written notice to its shareholders mailed not later than 45 days
after the close of its taxable year.”

(d) ErrFeCTIVE DATES.—

(1) INn ceNErRAL.—The amendments made by subsections (a) and

(lcg 8ihall apply to taxable years beginning after December 31,

(2) DiviDEND EXCLUSION.—The amendment made by subsection
%)521) shall apply to taxable years beginning after December 31,

Subtitle B—Retirement Savings Provisions

SEC. 311. RETIREMENT SAVINGS.

(a) GENERAL RuLE.—Section 219 (relating to deduction for retire-
ment savings) is amended to read as follows:

“SEC. 219. RETIREMENT SAVINGS.

‘a) ALLowANCE oF DEpucTioN.—In the case of an individual, there
shall be allowed as a deduction an amount equal to the qualified
retirement contributions of the individual for the taxable year.

“(b) MaXxmMuM AMOUNT OF DEDUCTION.—

“(1) INn GeNERAL.—The amount allowable as a deduction under
subsection (a) to any individual for any taxable year shall not
exceed the lesser of—

“(A) $2,000, or

“(B) an amount equal to the compensation includible in
the individual’s gross income for such taxable year.

“/(2) SPECIAL RULES FOR EMPLOYER CONTRIBUTIONS UNDER SIMPLI-
FIED EMPLOYEE PENSIONS.—

“(A) LimiraTion —If there is an employer contribution on
behalf of the employee to a simplified employee pension, an
employee shall be allowed as a deduction under subsection
(a) (in addition to the amount allowable under paragraph (1)
an amount equal to the lesser of—

“1) lﬁ‘ﬁercent of the compensation from such employ-
er includible in the employee’s gross income for the
taxable year (determined without regard to the employ-
er contribution to the simplified employee fension), or

“(ii) the amount contributed by such employer to the
simplified employee pension and included in gross
income (but not in excess of $7,500).



PUBLIC LAW 97-34—AUG. 13, 1981 95 STAT. 275

‘B) CERTAIN LIMITATIONS DO NOT APPLY TO EMPLOYER
CONTRIBUTION.—Paragraph (1) of this subsection and para-
graph (1) of subsection (d) shall not ggg&y with respect to the
employer contribution to a simpli employee pension.

“(C) SPECIAL RULE FOR APPLYING SUBPARAGRAPH (A)(i)).—In
the case of an employee who is an officer, shareholder, or
owner-employee described in section 408(k)3), the $7,500 Post, p. 283.
amount specified in subparagraph (A)(ii) shall be reduced bg
the amount of tax taken into account with to suc
individual under subparagraph (D) of section 408(k)3).

“(3) SPECIAL RULE FOR INDIVIDUAL RETIREMENT PLANS.—If the
individual has paid any qualified voluntary employee contribu-
tions for the taxable year, the amount of the qualified retirement
contributions (other than employer contributions to a simplified
employee pension) which are dpaid for the taxable year to an
individual retirement plan and which are allowable as a deduc-
tion under subsection (a) for such taxable year shall not exceed—

“(A) the amount determined under paragraph (1) for such
taxable year, reduced biy

“(B) the amount of the qualified voluntary employee
contributions for the taxable year.

“/(4) CERTAIN DIVORCED INDIVIDUALS.—

“(A) In GENERAL.—In the case of an individual to whom
this paragraph applies, the limitation of paragraph (1) shall
not be less than the lesser of—

(i) $1,125, or

“(i1) the sum of the amount referred to in paragraph
(1)B) and any qualifying alimony received by the indi-
vidual during the taxable year.

“(B) QUALIFYING ALIMONY.—For purposes of this para-

aph, the term ‘3ua]1fymg alimony’ means amounts includ-
ible in the individual's gross income under paragraph (1) of
gctlon ";'l(a) (relating to decree of divorce or separate main-

nance).

“(C) INDIVIDUALS TO WHOM PARAGRAPH APPLIES.—This
paragraph shall apply to an individual if— :

(i) an individual retirement lilan was established for
the benefit of the individual at least 5 years before the
beginning of the calendar year in which the decree of
divorce or separate maintenance was issued, and

“(ii) for at least 3 of the former spouse’s most recent 5
taxable years ending before the taxable year in which
the decree was issued, such former spouse was allowed a
deduction under subsection (c) (or the correspondin,
provisions of prior law) for contributions to such individ-
ual retirement plan.

“(c) SpECIAL RULES FOR CERTAIN MARRIED INDIVIDUALS.—

“(1) In GeNERAL.—In the case of any individual with respect to
whom a deduction is otherwise allowable under subsection (a)—

“(A) who files a joint return under section 6013 for a
taxable year, and

“(B) whose spouse has no comgensation (determined with-
out rd to section 911) for such taxable year, Ante, p. 190.

there be allowed as a deduction any amount paid in cash for
the taxable year by or on behalf of the individual to an individual
retirement plan established for the benefit of his spouse.

‘“(2) LimrtATioN.—The amount allowable as a deduction under
paragraph (1) shall not exceed the excess of—
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“(A) the lesser of —
(i) $2,250, or
“(ii) an amount equal to the compensation includible
in the individual’s gross income for the taxable year,

“(B) the amount allowed as a deduction under subsection
(a) for the taxable year.
In no event shall the amount allowable as a deduction under
garagraph (1) exceed $2,000.
LiMITATIONS AND RESTRICTIONS. —

“(1) INDIVIDUALS WHO HAVE ATTAINED AGE 70%.—No deduction
shall be allowed under this section with respect to any qualified
retirement contribution which is made for a taxable of an
individual if such individual has attained age 70% Kﬁ?{

close of such taxable year.
“(2) RECONTRIBUTED AMOUNTS.—No deduction shall be allowed
under this section with res; to a rollover contribution

described in section 402(3)( ), 402(a)7), 403(aX4), 403(bX8),
408(d)(3) or 409(b)EXC)

“3) Auoum'rs comnmu‘mn UNDER ENDOWMENT CONTRACT.—In
the case of an endowment contract described in section 408(b), no
deduction shall be allowed under this section for that portion of
the amount:ﬂ:md under the contract for the taxable year which
is properly allocable, under regulations prescribed by the Secre-
tary, to the cost of life insurance.

““(e) DEFINTTION OF RETIREMENT SAVINGS CONTRIBUTIONS, ETC.—For

purposes of this section—

“(1) QUALIFIED RETIREMENT CONTRIBUTION.—The term ‘quali-
fied rei‘;j.(rg)ment contribggion; me;g— l - &
any qualified volun employee contribution pai
in cash by the individual for the taxable year, and

“(B) any amount paid in cash for the taxable year by or on
behalf of such individual for his benefit to an individual

F s lta.h?e preceding te the te dividual
'or purposes sentence, the term ‘individu
retirement plan’ mcludes a retirement bond described in section
409 only if the bond is not redeemed within 12 months of its

issuance.
“(2) QUALIFIED VOLUNTARY EMPLOYEE CONTRIBUTION.—

“(A) In GENERAL.—The term ‘qualified voluntary employ-
ee contribution’ means any volun y contribution—

“(i) which is made bf vidual as an emplo; ﬂn
under a qualified employer plan or government p
which plan allows an employee to make contributions
which may be treated as qualified voluntary employee
contributions under this section, and

“(i1) with respect to which the individual has not
designated such contribution as a contribution which
should not be taken into account under this section.

“(B) VOLUNTARY CONTRIBUTION.—For purposes of subpara-
graph (A), the term ‘voluntary contribution’ means any
contribution which is not a mandatory contribution (w1thm
the meaning of section 411(c)2XC)).

“(C) DesicNaTION.—For pur cimetes: of determining whether
or not an individual has made a designation described in
subparagraph (A)ii) with respect to any contribution during
any calendar year under a qualified employer plan or
government plan, such individual shall be treated as having
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made such designation if he notifies the plan administrator
of such plan, not later than the earlier of—

“(i) April 15 of the succeeding calendar year, or

“(ii) the time prescribed by the plan administrator,
that the individual does not want such contribution taken
into account under this section. Any designation or notifica-
tion referred to in the preceding sentence shall be made in
such manner as the Secre shall by regulations prescribe
and, after the last date on which such designation or notifi-
cation may be made, shall be irrevocable for such taxable

ear.

“(g) QUALIFIED EMPLOYER PLAN.—The term ‘qualified employer
plan’ means— £
“(A) a plan described in section 401(a) which includes a 26 USC 401.
trust exempt from tax under section 501(a),

“(B) an annuity plan described in section 403(a),

“(C) a qualified bond purchase plan described in section

al,
“(D) a simplified employee pension (within the meaning of
section 408(k)), and
“(E) a plan under which amounts are contributed by an
individual’s employer for an annuity contract described in
section 403(b).

“(4) GovERNMENT PLAN.—The term ‘government plan’ means
any plan, whether or not qualified, established and maintained
for its employees by the United States, by a State or political
subdivision thereof, or by an agency or instrumentality of any of
the foregoing.

“(5) PAYMENTS FOR CERTAIN PLANS.—The term ‘amounts paid
to an individual retirement plan’ includes amounts paid for an
individual retirement annuity or a retirement bond.

“(f) OTHER DEFINITIONS AND SPECIAL RULES.—

“(1) ComPENSATION.—For purposes of this section, the term

;o&{?l;(ezx;saﬁon’ includes earned income as defined in section
c)(2).

“(2) MarrIED INDIVIDUALS.—The maximum deduction under
subsections (b) and (c) shall be computed separately for each
individual, and this section shall be applied without regard to
any community property laws.

(3) TIME WHEN CONTRIBUTIONS DEEMED MADE.—
“(A) INDIVIDUAL RETIREMENT PLANS.—For purposes of this

section, a shall be deemed to have made a contribu-
tion to an individual retirement plan on the last day of the
preceding taxable if the contribution is made on

account of such le year and is made not later than the
time prescribed by law for filing the return for such taxable
year (including extensions thereof).

“(B) QUALIFIED EMPLOYER OR GOVERNMENT PLANS.—For
purposes of this section, if a qualified emtglgyer or govern-
ment plan elects to have the provisions of this subparagraph
apply, a taxpayer shall be deemed to have made a voluntary
contribution to such plan on the last day of the precedinﬁ
calendar Yyear (if, without regard to this paragraph, suc
contribution may be made on such date) if the contribution is
made by April 15 of the calendar year or such earlier time as
is provided by the plan administrator.

“(4) Reports.—The Secretary shall prescribe regulations
which prescribe the time and the manner in which reports to the
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Secretary and plan icipants shall be made by the plan
adminisl:cyrator 0[P a quafkgl-ted epxggloyer or government glan regeiv-
ing ualified voluntary employee contributions.

“5) EMPLOYER PAYMENTS.—For pm}:oses of this title, any
amount paid by an employer to an individual retirement plan
shall be treated as payment of courgfensation to the employee
(other than a self-emplozved individual who is an employee within
the meaning of section 401(c)1)) includible in his gross income in
the taxable year for which the amount was contributed, whether
or not a deduction for such payment is allowable under this
section to the employee.

‘“(6) EXCESS CONTRIBUTIONS TREATED AS CONTRIBUTION MADE
DURING SUBSEQUENT YEAR FOR WHICH THERE IS AN UNUSED
LIMITATION.—

“(A) IN GENERAL.—IF for the taxable year the maximum
amount allowable as a deduction under this section for
contributions to an individual retirement plan exceeds the
amount contributed, then the taxpayer shall be treated as
having made an additional contribution for the taxable year
in an amount equal to the lesser of—

“(i) the amount of such excess, or

“(i1) the amount of the excess contributions for such
taxable year (determined under section 4973(b)(2) with-
out regard to subparagraph (C) thereof).

“(B) AMOUNT CONTRIBUTED.—For purposes of this para-
graph, the amount contributed—

“(i) shall be determined without regard to this para-

graph, and
“Fii) shall not include any rollover contribution.

“(C) SPECIAL RULE WHERE EXCESS DEDUCTION WAS ALLOWED
FOR CLOSED YEAR.—Proper reduction shall be made in the
amount allowable as a deduction by reason of this paragraph
for any amount allowed as a deduction under this section for
a f;grior taxable year for which the period for assessing
deficiency has expired if the amount so allowed exceeds the
amount which should have been allowed for such prior
taxable year.

“(g) CrosS REFERENCE.—

“For failure to provide required reports, see section 6652(h).”

(b) TREATMENT OF DisTRIBUTIONS FROM EMPLOYER PLAN TO WHICH
EmpLoYEE MADE DEDUCTIBLE CONTRIBUTIONS.—
(1) IN geENErAL.—Section 72 (relating to annuities; certain
roceeds of endowment and life insurance contracts) is amended
redesignating subsection (o) as subsection (p) and by inserting
r subsection (n) the following new subsection:
“(0) SpeciaL RuLES ForR DisTRIBUTIONS FrOM QUALIFIED PLANS TO

WaicH EMPLOYEE MADE DEDUCTIBLE CONTRIBUTIONS. —

‘(1) TREATMENT OF CONTRIBUTIONS.—For purposes of this sec-
tion and sections 402, 403, and 405, notwithstanding section
414(h), any deductible employee contribution made to a qualified
employer plan or government plan shall be treated as an amount
contributed by the employer which is not includible in the gross
income of the employee.

“(2) ADDITIONAL TAX IF AMOUNT RECEIVED BEFORE AGE 59 Yo.—

“(A) any accumulated deductible employee contributions
are received from a qualified employer plan or government
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plan to which the employee made one or more deductible
employee contributions,

“(B) such amount is received by the employee before the
employee attains the age of 592, and

“(C) such amount is not attributable to such employee’s
becoming disabled (within the meaning of subsection (m)7)),

then the employee’s tax under this chapter for the taxable year
in which such amount is received shall be increased by an
amount equal to 10 percent of the amount so received to the
extent that such amount is includible in gross income. For
purposes of this title, any tax imposed by this glaragraph shall be
treated as a tax imposed by subsection (m)(5)(B).

“(3) AMOUNTS CONSTRUCTIVELY RECEIVED.—

“(A) In geNErAL.—For purposes of this subsection, rules
similar to the rules provided by subsection (m) (4) and (8)
shall apply.

‘(B) PURCHASE OF LIFE INSURANCE.—To the extent any
amount of accumulated deductible employee contributions
of an employee are applied to the purchase of life insurance
contracts, such amount shall be treated as distributed to the
employee in the year so applied.

“(4) SPECIAL RULE FOR TREATMENT OF ROLLOVER AMOUNTS.—For
purposes of sections 402(a)5), 402(a)7), 403(a)4), 408(d)(3), and 26 USC 402.
409(b)(8)XC), the Secretary shall prescribe regulations providing
for such allocations of amounts attributable to accumulated
deductible employee contributions, and for such other rules, as
may be necessary to insure that such accumulated deductible
employee contributions do not become eligible for additional tax
benefits (or freed from limitations) through the use of rollovers.

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

“(A) DEDUCTIBLE EMPLOYEE CONTRIBUTIONS.—The term
‘deductible employee contributions' means any qualified vol-
untary employee contribution (as defined in section 219(e)2)) Ante, p. 274.
made after December 31, 1981, in a taxable year beginning
after such date and allowable as a deduction under section
219(a) for such taxable year.

“(B) ACCUMULATED DEDUCTIBLE EMPLOYEE CONTRIBU-
TI0NS.—The term ‘accumulated deductible employee contri-
butions’ means the deductible employee contributions—

“(i) increased by the amount of income and gain
allocable to such contributions, and

“(ii) reduced by the sum of the amount of loss and
expense allocable to such contributions and the amounts
distributed with respect to the employee which are
attributable to such contributions (or income or gain
allocable to such contributions).

“(C) QUALIFIED EMPLOYER PLAN.—The term ‘qualified
employer plan’ has the meaning given to such term by
section 219(e)(3).

“(D) GoverRNMENT PLAN.—The term ‘government plan’
has the meaning given such term by section 219(e)(4).

“(6) OrDERING RULES.—Unless the plan specifies otherwise,
any distribution from such plan shall not be treated as being
made from the accumulated deductible employee contributions
Ei‘;:ﬂ glltgg}}:er amounts to the credit of the employee have been

ripu »
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(2) 10-YEAR AVERAGING AND CAPITAL GAINS NOT TO APPLY.—
Subparagraph (A) of section 402(e)(4) (defining lump sum distri-
bution) is amended by adding at the end thereof the following
new sentence: “For purposes of this section and section 403, the
balance to the credit of the employee does not include the
accumulated deductible employee contributions under the plan
(within the meaning of section 72(0)5)).”

(3) CONFORMING AMENDMENTS RELATING TO ROLLOVER DISTRIBU-
TIONS.—

(A) Paragraph (5) of section 402(a) (relating to rollover
amounts) is amended—

(i) by inserting “(other than accumulated deductible
employee contributions within the meaning of section
T2(0X5))” after ‘“‘contributions” in subparagraph (B),

(i1) by striking out “or” at the end of subparagraph
DXixD,

(iii) by striking out the period at the end of subpara-
graph (D)X1)(II) and inserting in lieu thereof “, or”, and

(iv) by inserting at the end of subparagraph (D) the
following new subclause:

“(IIT) which constitute a distribution of accumu-
lated deductible emlfloyee contributions (within the
meaning of section 72(0)5)).”

(B) Paragraph (8) of section 403(b) (relating to rollover
amounts) is amended by inserting “, or 1 or more distribu-
tions of accumulated deductible employee contributions
(within the meaning of section 72(0)(5))” after “‘subsection
(a)” in subparagraph (B)3).

(c) UNREALIZED APPRECIATION OF EMPLOYER SECURITIES.—

(1) Paragrafph (1) of section 402(a) (relating to taxability of
beneficiary of exempt trust) is amended by striking out in the
second sentence thereof “by the employee” and inserting in lieu
thereof “by the employee (other than deductible employee contri-
butions within the meaning of section 72(0)5)).”

(2) Subparagraph (J) of section 402(e) (relating to tax on lump
sum distribution) is amended by adding at the end thereof the
following new sentence: ‘“This subparagraph shall not agply to
distributions of accumulated deductible employee contributions
(within the meaning of section T7(o)5))."”

(d) EsTATE AND G1FT TAX EXCLUSION.—

(1) EsTaTE TAX.—Subsection (c) of section 2039 (relating to
exemption of annuities under certain trusts and plans) is
amended by adding at the end thereof the following new sen-
tence: “For purposes of this subsection, any deductible employee
contributions (within the meaning of paragraph (5) of section
72(0)) shall be considered as made by a person other than the
decedent.”

(2) GiFr Tax.—Subsection (b) of section 2517 (relating to trans-
fers attributable to employee contributions) is amended by
adding at the end thereof the following new sentence: “For
purposes of this subsection, any deductible employee contribu-
tions (within the meaning of paragraph (5) of section 72(o)) shall
be considered as made by a person other than the employee.”

(e) REPEAL OF SEcTION 220.—Section 220 (relating to deduction for
retirement savings for certain married individuals) is hereby

repealed.
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(0 PenaLTiEs FOR FAILURE To ProviDE NECESsARY REPORTS.—
Section 6652 is amended by redesignating subsection (h) as subsection
(i) and inserting after su ion (g) the following new subsection:

“(h) INForMATION REQUIRED IN ConNNECTION WiTH DEDUCTIBLE
EmpLoYEE CoNTRIBUTIONS.—In the case of failure to make a report
required by section 219(f)(4) which contains the information required
by such section on the date prescribed therefor (determined with
regard to any extension of time for filing), there shall be paid (on
notice and demand by the Secretary and in the same manner as tax)
by the person failing so to file, an amount equal to $25 for each
participant with respect to whom there was a failure to file such
information, multiplied by the number of years during which such
failure continues, but the total amount imposed under this subsection
on any person for failure to file shall not exceed $10,000.”

AMENDMENTS RELATING TO INCREASE IN IRA LiMITATIONS.—

(1) The following provisions are each amended by striking out
:g%.%:: each place it appears and inserting in lieu thereof

(A) gection 408(aX1) (defining individual retirement
account).

(B) Section 408(b) (defining individual retirement annuity).

(C) Section 408(j) (relating to increase in maximum limita-
tions for simplified employee pensions).

s O g et

u n is amen y §
out “$1,7 'and?nsertinginlieu thereof ““$2,250".

(8) Sub, ph (A) of section 409(b)3 (mh%t” redemp-
tion within 12 months) is amended by adding following
sentence at the end thereof: “The preceding sentence shall not
apply to the extent that the bond was Eurchaaad with a rollover
contribution described in sub ph (C) of this h or
i‘ﬁs?gxctai)o’? 402(a)5), 402(aXT), a)4), 403(bX8), 405(bX3), or
. 1(14)(A) Paragraph (2) of section 415(a) is amended to read as

ollows:

“(2) SECTION APPLIES TO CERTAIN ANNUITIES AND ACCOUNTS.—In
the case of—

“(A) an employee annuity plan described in section 403(a),

“(B)an annl.ilg contract described in section 403(b),

40;% a simplified employee pension described in section
,or

“(D) a plan described in section 405(a),
such a contract, plan, or pension shall not be considered to be
described in section 403(ﬁ§:e 403(b), 405(a), or 408(k), as the case
may ll;e, unless g; %?stﬁea the u:;uﬁmetr:ita of subparagraph (&)
or subparagrap o ph (1), whichever is appropriate,
and has not been disquml:nder subsection (g). In fie case of
an annuity contract described in section 403(b), the preceding
sentence s apply only to the portion of the annuity contract
which exceeds the limitation of subsection (b) or the limitation of
subsection (c), whichever is appropriate, and the amount of the
contribution for such portion reduce the exclusion allow-
ance as Tﬁrovided in section 403(bX2).”

(B) The last sentence of paragraph (2) of section 415(c) is
amended to read as follows: “For the purposes of this paragraph,
employee contributions under subparagraph (B) are determined

ithout regard to any rollover contributions (as defined in
sections 402(a)5), 403(a)4), 403(bX8), 405(d)(3), 408(dx3), and

95 STAT. 281

26 USC 6652.

Ante, p. 274.

26 USC 408.

26 USC 409.

26 USC 415.
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409(b)3)C)) without regard to employee contributions to a sim-
gliﬁed employee pension allowable as a deduction under section

19(a), and without regard to deductible employee contributions
within the meaning of section 72(0X5).”

(C) Paragraph (5) of section 415(e) is amended to read as
follows:

“(5) SPECIAL RULES FOR SECTIONS 403(b) AND 408.—For purposes
of this section, any annuity contract described in section 403(b)
(except in the case of a participant who has elected under
subsection (c)4)D) to have the provisions of subsection (c)(4)C)
apply) for the benefit of a participant shall be treated as a defined
contribution plan maintained by each employer with respect to
which the participant has the control required under subsection
(b) or (c) of section 414 (as modified by subsection (h)). For
purposes of this section, any contribution by an emploi.;er to a
simplified employee pension for an individual for a taxable year
shall be treated as an employer contribution to a defined contri-
bution plan for such individual for such year. In the case of any
annuity contract described in section 403(b), the amount of the
contribution disqualified by reason of subsection (g) shall reduce
the exclusion allowance as provided in section 403(b)2).”

(h) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 220.—

(1) Paragraph (10) of section 62 (defining adjusted gross income)
is amended by striking out “and the deduction allowed by section
ﬁi(lis gjl;elating to retirement savings for certain married individ-

(2) Paragraphs (4) and (5) of section 408(d) (relating to tax
treatment of distributions) are each amended by striking out
“section 219 or 220" each place it appears and inserting in lieu
thereof “section 219",

(8) Subsection (a) of section 415 is amended by striking out
paragraph (3).

(4) Subsection (e) of section 2039 (relating to exclusion of
individual retirement accounts, etc.) is amended by striking out
“section 219 or 220" each place it appears and inserting in lieu
thereof “section 219,

(5) Subsection (d) of section 2503 is hereby repealed.

(6) Subparagraph (D) of section 3401(a)12) is amended by
striking out “section 219(a) or 220(a)” and inserting in lieu
thereof “section 219(a)”.

(7) Subsection (b) of section 4973 is amended by striking out
“section 219 or 220" each place it appears and inserting in lieu
thereof “section 219”.

(8) Subsection (d) of section 6047 is amended by striking out
;slyg((:ti)gn 219(a) or 220(a)” and inserting in lieu thereof “section

a)”.

(9) Subsection (a) of section 4973 is amended by striking out the
last sentence and inserting in lieu thereof the following: “The tax
imposed by this subsection shall be paid by such individual.”

(10) Subparagraph (C) of section 4973(b)2) is amended by
striking out “sections 219(c)(b) and 220(c)(6)” and inserting in lieu
thereof “section 219(f)(6)”.

(11) The table of sections for part VII of subchapter B of
;ggpter 1 is amended by striking out the item relating to section

(i) ErFeCcTIVE DATES. —
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(1) IN GeNERAL.—Except as provided in this subsection, the
amendments made by this section shall apply to taxable years
beginning after December 31, 1981.

(2) TRANSITIONAL RULE.—For purposes of the Internal Revenue
Code of 1954, any amount allowed as a deduction under section
220 of such Code (as in effect before its repeal by this Act) shall be
treated as if it were allowed by section 219 of such Code.

(83) CERTAIN BOND ROLLOVER PROVISIONS.—The amendment
made by subsection %gq)(:!) shall apply to taxable years beginning
after December 31, 1974,

(4) SEcTiION 415 AMENDMENTS.—The amendments made by
gtllb?ggtiions (g)4) and (h)3) shall apply to years after December

SEC. 312. INCREASE IN AMOUNT OF SELF-EMPLOYED RETIREMENT PLAN
DEDUCTION.

(a) IN GENERAL.—Subsection (e) of section 404 (relating to special
limitations for self-employed individuals) is amended by striking out
::g’{?%;”in paragraphs (1) and (2) and inserting in lieu thereof

(b) MaxiMmum AMOUNT OF COMPENSATION TAKEN INTO ACCOUNT.—

(1) In cENERAL.—Paragraph (17) of section 401(a) (relating to
maximum amount of compensation which may be taken into
account) is amended by striking out all after “‘only” and inserting
in lieu thereof “if—

“(A) the annual compensation of each employee taken into
account under the plan does not exceed the first $200,000 of
compensation, and

“(B) in the case of—

“(i) a defined contribution t_plan with respect to which
compensation in excess of $100,000 is taken into
account, contributions on behalf of each employee (other
than an employee within the meaning of section
401(cX1)) to the plan or plans are at a rate (expressed as
a percentage of compensation) not less than 7.5 percent,

or

“(ii) a defined benefit plan with respect to which
compensation in excess of $100,000 is taken into
account, the annual benefit accrual for each employee
(other than an employee within the meaning of section
401(cX1)) is a ntage of comqensation which is not
less than one-| of the applicable percentage provided
by subsection (jX3).”

(2) SIMPLIFIED EMPLOYEE PENSIONS.—Subparagraph (C) of sec-
tion 408(kX3) (relating to uniform relationships of contributions)
is amended to read as follows:

“(C) CONTRIBUTIONS MUST BEAR A UNIFORM RELATIONSHIP

TO TOTAL COMPENSATION.—For p of subparagraph (A),
e}rllﬁlloyer contributions to simplified employee pensions
shall be considered discriminatory unless—

“(i) contributions thereto bear a uniform relationship
to the total compensation (not in excess of the first
$200,000) of each enaploysee maintaining a simplified
employee pension, an

“(ii) if compensation in excess of $100,000 is taken into
account under a simplified employee pension for an
employee, contributions to a simplified employee pen-
sion on behalf of each employee for whom a contribution

95 STAT. 283
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is required are at a rate (e?pressed as a percentage of
compensation) not less than 7.5 percent.”
(c) CONFORMING AMENDMENTS.—

(1) Subparagraphs (A) and (C) of section 219(b)X2), as amended
by section 311(a), are each amended by striking out “$7,500” and
inserting in lieu thereof “$15,000".

(2) Subsection (e) of section 401 is amended by striking out “for
all such years exceeds $7,500” and inserting in lieu thereof “for
such taxable year exceeds $15,000”.

(3) Subparagraph (A) of section 401(j)2) (relating to benefit
plans for self-employed individuals and shareholder-employees)
is amended I%Ostnking out “$50,000” and inserting in lieu
thereof “$100,000”,

4) Paragratgh (8) of section 401(j) is amended by adding at the
end thereof the following new sentence: “For purposes of this
paragraph, a change in the annual compensation taken into
account under subparagraph (A) of subsection (jX2) shall be
treated as beginning a new period of plan icipation.”.

(5) Subsections (d)5) and (j) of section 408 are each amended by
striking out “$7,500” and in,sertin% in lieu thereof “$15,000”,

(6) Subparagraph (B) of section 1379(b)X1) (relating to certain
qualified pension, etc., plans) is amended by striking out “$7,500”
and inserting in lieu thereof “$15,000”.

(d) Loans To ParTiciPANTS.—Subsection (m) of section 72 (relating
to special rules) is amended—

(1) by adding at the end of paragragh (6) the following new

sentence: “{-‘or purposes of the i senten%e,wi);he ct:.lerc:ln
‘owner-employee’ shall except in applying paragra , include
employee within the meaning of section 431(!:)(1 ., and

(2) by adding at the end thereof the following new paragraph:

“(8) Loans T0 owNER-EMPLOYEES.—If, during any taxable year,
an owner-employee receives, di y or indirectl , any amount
as a loan from a trust described in section 401(a) wimh 1s exempt
from tax under section 501(a), such amount shall be treated as
having been received by such owner-employee as a distribution
from such trust.”

Pé;) CorrecTioN OF Excess ConTriBuTION PERMITTED WITHOUT
ALTY.—

(1) Subsection (m) of section 72 (relating to special rules
applicable to employee annuities and distributions under
employee plans) (as amended by subsection (d)) is amended by
adding at the end thereof the following new paragraph:

“(9) RETURN OF EXCESS CONTRIBUTIONS BEFORE DUE DATE OF
RETURN.—

“(A) INn GeNERAL.—If an excess contribution is distributed
in a qualified distribution—

“(i) such distribution of such excess contribution shall
not be included in gross income, and

“(ii) this section (other than this paragraph) shall be
applied as if such excess contribution and such distribu-
tion had not been made. ;

“(B) Excess CONTRIBUTION.—For purposes of this para-
graph, the term ‘excess contribution’ means any contribu-
tion to a qualified trust described in section 401(a) or under a
plan described in section 403(a) or 405(a) made on behalf of
an employee (within the meaning of section 401(c)) for any
taxable year to the extent such contribution exceeds the
amount allowable as a deduction under section 404(a).
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“(C) QuALIFIED DISTRIBUTION.—The term ‘qualified distri-
bution’ means any distribution of an excess contribution
which meets mrements similar to the requirements of
subparagraphs ( .CB),and(C)ofaectlontl (d)4). In the
case of such a distribution, the rules of the last sentence of
section 408(d)(4) shall app

(2) Paragraph (4) of section 401(d) (relating to additional 26 USC 401
requirements for qualification of trusts and plans benefiting
owner-employees) is amended by at the end thereof the
following new sentence: “Subparagraph (B) s]:lall not apply to

any distribution to which section 72(m)9) applies.” Ante, p. 283.

(3) Subsection (b) of section 4972 (defining excess contributions) 26 USC 4972.
is amended by adding at the end thereof the following new

“46) Excnss CONTRIBUTIONS RETURNED BEFORE DUE DATE.—For
of this subsection, any contribution which is distributed
in a distribution to which section 72(m)9) applies shall be treated
as an amount not contributed.”
(® ErFecTIVE DATE.— 26 USC 72 note.
(1) IN GENERAL—Ex as provided in paragra (2),
amendments made by ?ﬁ: aect?on shall a loafans W, ch
include employees within the meaning of sectwn 401(cX1) with
respect to taxable years beginning after December 31, 1981.
(2) TRANSITIONAL RULE.—The amendments made by subaectwn
(d) shall not apply to any loan from a plan toa self-employed
individual who is an employee within the amng
401(c)(1) whlch is outstan&ng on Dtioemher 31, 1951. For I:gi-
poses of the preceding sentence, any loan which is renegotia
extendled, renewed, or revised after such date shall be treated as
anew loan.

SEC. 313. ROLLOVERS UNDER BOND PURCHASE PLANS.

(a) GENERAL RurLE.—Subsection (d) of section 405 (relating to 26 USC 405.
taxability of beneficiary of qualified bond purchase plan) is amended
byaddmgattheendthereogthefollomngnewparagmph.

“3) Rm.mm INTO AN INDIVIDUAL RETIREMENT ACCOUNT OR

"(A) IN GENERAL.—If—

“(i) any qualified bond is redeemed,

“(ii) any portion of the excess of the from

hredemphonoverthebas:sofsuch d is trans-
ferred to an individual retire which is main-

bt%medafgthebeneﬁtofthem& ual redeeming such

d,
“(nﬂauchtz-ansferlsmadeonorbefomthaBOthday
tlwdayon which the individual received the

proceeds of such redemption,

then,gmasmoomoshallmtmcludethe
extent so transferred and sham“a

m!lgaaueontnbunon deac;i.r?aed in sectiﬁ 408(dX3).

ALIFIED BOND.—For purposes

term ‘qualified bond’ means any bond descrm
tmn(b)whmhmdmtribubedunder qualified bond purchase
plan or from a trust deacribedinsecﬁonml(a)whmhm
exempt from tax under section 501(a).”

(b) TECHNICAL AMENDMENTS.—
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(1) The second sentence of paragraph (1) of sectmn 405(d) is
amended by striking out “the proceeds and inserting “except as
provided in paragraph (3), the proceeds”.

(2) Sections 219(d)2) (as amended by section 811(a) of this Act),
408(ax1), and 4973(bX1XA) are each amended by inserting

‘405(d)(3),” after “403(bX8),”.

(3) Subsection (e) of section 2039 is amended by inserting
“4056(d)3),” after “a contract described in subsection (c)3)),”.

(c) ErFEcTivE DATE.—The amendments made by this section shall

apply to redemptions after the date of the enactment of this Act in
taxable years ending after such date.

SEC. 314. MISCELLANEOUS PROVISIONS.

(a) REmovAaL oF Five-YEar BAN oN CONTRIBUTIONS TO OWNER-

EmpPLOYEE PLANS WHERE PLAN TERMINATES.—

(1) IN GeNERAL.—Paragraph (5) of section 401(d) (relating to
additional requirements for qualifications of trusts and plans
benefiting owner-employees) is amended by adding at the end
thereof the following: “Subparagraph (C) shall not apply to a
distribution on account of the termination of the plan.”

(2) ErFecTIvE DATE.—The amendment made by paragraph (1)
shall apply to distributions after December 31, 1980, in taxable
years beginning after such date.

(b) InvesTMENT BY INDIVIDUAL RETIREMENT Accounts, Erc., IN

CoLLECTIBLES TREATED AS DISTRIBUTIONS.—

(1) In cENERAL.—Section 408 (relating to individual retirement
accounts) is amended by redesignating subsection (n) as subsec-
tion (0) and by inserting after subsection (m) the following new
subsection:

“(n) INVESTMENT IN CoLLECTIBLES TREATED AS DISTRIBUTIONS.—

(1) In ceNERAL.—The acquisition by an individual retirement
account or by an individually-directed account under a plan
described in section 401(a) of any collectible shall be treated (for
purposes of this section and section 402) as a distribution from
such account in an amount equal to the cost to such account of
such collectible.

“(2) CoLLECTIBLE DEFINED.—For purposes of this subsection, the
term ‘collectible’ means—

‘“(A) any work of art,

“(B) any rug or antique,

“(C) any metal or gem,

“(D) any stamp or coin,

“(E) any alcoholic beverage, or

“(F) any other tangible personal property specified by the
Secretary for purposes of this subsection.”

(2) EFFeCcTIVE DATE—The amendment made by paragraph (1)
shall apply to property acquired after December 31, 1981, in
taxable years ending after such date.

(c) TAXABILITY OF DISTRIBUTIONS TO EMPLOYEES.—

(1) CONTRIBUTIONS MADE AVAILABLE.—Paragraph (1) of section
402(a) (relating to taxability of beneficiary of exempt trust) is
amended by striking out each place it appears ‘‘or made
available”.

(2) ErFecTivE DATE.—The amendment made by paragraph (1)
shall apply to taxable years beginning after December 31, 1981.
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Subtitle C—Reinvestment of Dividends in
Public Utilities

SEC. 321. ENCOURAGEMENT OF REINVESTMENT OF DIVIDENDS IN THE
STOCK OF PUBLIC UTILITIES.

(a) AMENDMENT OF SecTioN 305.—Section 305 (relating to distribu- 26 USC 305.
tions of stock and stock rights) is amended by redesignating subsec-
tion (e) as subsection (f) and by inserting after subsection (d) the
following new subsection:

“(e) DIvipEND REINVESTMENT IN Stock oF Pusuic UriLITiES.—

“(1) In cENERAL.—Subsection (b) shall not apply to any quali-
fied reinvested dividend.

“(2) QUALIFIED REINVESTED DIVIDEND DEFINED.—For purposes of
this subsection, the term ‘qualified reinvested dividend’ means—

“(A) a distribution by a qualified public utility of shares of
its qualified common stock to an individual with respect to
the common or preferred stock of such corporation pursuant
to a plan under which shareholders may elect to receive
dividends in the form of stock instead of property, but

“(B) only if the shareholder elects to have this subsection
apply to such shares.

“(3) QUALIFIED PUBLIC UTILITY DEFINED.—

“(A) In GeNERAL—For purposes of this subsection, the
term ‘qualified public utility’ means, for any taxable year of
the corporation, a domestic corporation which, for the 10-
year period ending on the day before the beginning of the
taxable year, acquired public utility recovery property
having a cost equal to at least 60 percent of the aggregate
cost of all tangible property described in section 1245(a)3) Ante p. 218.
(other than subparagraphs (C) and (D) thereof) acquired by
the corporation during such period.

“(B) SpeciaL ruLeEs.—For purposes of subparagraph (A)—

“(i) all members of an affiliated group shall be treated
as one corporation,

“(ii) a successor corporation shall take into account
the acquisitions of its predecessor, and

“(iii) a new corporation to which clause (ii) does not
apply shall substitute its period of existence for the 10-
year period set forth in subparagraph (A).

“(C) DeFiNtTIONS.—FoOr purposes of this paragraph—

“(i) AFFILIATED GROUP.—The term ‘affiliated group’
has the meaning given to such term by subsection (a) of
section 1504 (determined without regard to subsection
(b) of section 1504).

“(ii) PUBLIC UTILITY RECOVERY PROPERTY.—The term
‘public utility recovery property’ means public utilit;
property (within the meaning of section 167(1X3)A))
which is recovery property which is 10-year property or
15-year ;{ublic utility property (within the meaning of
section 168), except t any requirement that the Ante p.204.
phr:ﬁerty be ﬁl’aced in service after December 31, 1980,
shall not apply.

“(4) QUALIFIED COMMON STOCK DEFINED,—
“(A) IN GENERAL.—For purposes of this subsection, the

term ‘qualified common stock’ means authorized but unis-
sued common stock of the corporation—
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“(@) which has been designated by the board of direc-
tors of the corporation as issued for purposes of this
subaectmn, but

“(ii) only if the number of shares to be issued to a
ahareholder was determined by reference to a value
which is not less than 95 percent and not more than 105
percent of the stock’s fair market value during the
period immediately before the distribution (determined
under regulations prescribed by the Secretary).

“B) Cm'mpliv Wg BY gonmmn?lnm?rlfm OWN
sTock.—Except as provided in subparagrap! a co
ration has purchased or purchases its common stock wlﬁ
a 2-year period 1 year before the date of the
distribution and e 1 year after such date, such distribu-
tion shall be treated as not being a quahﬁed reinvested
dividend.

“(C) MEMBERS OF AFFILIATED GrOUP.—For purposes of
subparagraph (B), the purchase by any corporation which is
a member of the same affiliated group (as defined in para-

graph (3XC)i) as the distributing corporation of common
staci in any oorporatlon which is a member of such grou
from any person (other than a member of such group) ahafl,
be treated asa pu:rchase by the distributing corporation of its
common stock.

“(D) WAIVER OF SUBPARAGRAPH (B) WHERE THERE IS BUSI-
NESs PURPOSE.—Under regulations prescribed by the
Secretary, subparagraph (B) shall not apply where the dis-
tributing ration establishes that there was a business
purpose for purchase of the stock and such purchase is
not inconsistent with the purposes of this subsection.

““(5) SHARE INCLUDES FRACTIONAL SHARE.—For purposes of this
subsection, the term ‘share’ includes a fractional share.
“(6) LIMITATION.—
“(A) In cENERAL.—In the case of any individual, the
aggregate amount of distributions to which this subsection
u};shes for the taxable year shall not exceed $750 ($1,500 in
case of a joint return).
“(B) AppLICATION OF CEILING.—If, but for this subpara-
ph, a share of stock would, by reason of subparagraph (A),
treated as partly within this subsection and y outside
this subsection, such share shall be treated as outside this
subsection.
“(7) Basis AND HOLDING PERIOD.—In the case of stock received
as a qualified reinvested dividend—
"(A) notwithstanding section 307, the basis shall be zero,

"(B) the holding period shall begin on the date the divi-
dend would (but for this subsection) be includible in income.
“®) Emcrlon —An election under this subsection with respect
to a.n,v{ share shall be made on the shareholder’s return for the
taxable year in which the dividend would (but for this aubsectlon)
be includible in income. Any such election, once made, shall be
revocable only with the consent of the Secretary
g:ul ) DISPOSITIONS wm 1 YEAR OF DISTRIBUTION.—Under
re atmns y Secretary—
lgmroarnon OF OTHER COMMON STOCK.—If—
“(1) a shareholder receives any qualified reinvested
dividend from a corporation, and
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“(ii) during the period which begins on the record date
for the qualified reinvested dividend and ends 1 year
after the date of the distribution of such dividend, the
shareholder disposes of any common stock of such
corporation,

the shareholder shall be treated as having dis of the
stock received as a qualified reinvested dividend (to the
extent there remains such stock to which this paragraph has
not &pplied).

“(B) ORDINARY INCOME TREATMENT.—If any stock received
as a qualified reinvested dividend is disposed of within 1 year
after the date such stock is distributed, such disposition shall
be t:;eated as a disposition of property which is not a capital
asset.

*(10) No REDUCTION IN EARNINGS AND PROFITS FOR DISTRIBUTION
OF QUALIFIED COMMON STOCK.—The earnings and profits of any
corporation shall not be reduced by reason of the distribution of
any qualified common stock of such corporation pursuant to a
plan under which shareholders may elect to receive dividends in
the form of stock instead of property.

“(11) CERTAIN INDIVIDUALS INELIGIBLE.—

“(A) IN ceNErAL.—This subsection shall not apply to any
individual who is—

‘(i) a trust or estate, or
“(ii) a nonresident alien individual.

“(B) 5 PERCENT SHAREHOLDERS INELIGIBLE.—Any distribu-
tion by a corporation to a 5 percent shareholder in such
corporation not be treated as a qualified reinvested
dividend.

“(C) 5 PERCENT SHAREHOLDER DEFINED.—For purposes of
subparagratfh (B), the term ‘6 percent shareholder’ means
any individual who, immediately before the distribution,
owns (directly or through the application of section 318)—

“(i) stock possessing more 5 percent of the total
combined voting power of the distributing corporation,
or

“(ii) more than 5 percent of the total value of all
classes of stock of the distributing corporation.

“(12) TermiNATION.—This subsection not apply to distri-
butions after December 31, 1985.”

(b) AMENDMENT OF SECTION 305(d).—Paragraph (1) of section 305(d) 26 USC 305.
(defining stock) is amended by striking out “this section” and insert-
ing in lieu thereof “this section (other than subsection (e))"”.

(c) EFFecTIiVE DATE.—The amendments made by this section shall 26 USC 305
apply to distributions after December 31, 1981, in taxable years note:
ending after such date.

Subtitle D—Employee Stock Ownership
Provisions

SEC. 331. PAYROLL-BASED CREDIT FOR ESTABLISHING EMPLOYEE
STOCK OWNERSHIP PLAN.

(a) IN GENERAL.—Subpart A of part IV of subchapter A of chapter 1
(relating to credits allowed), as amended by section 221 of this Act, is Ante p. 241.
further amended by inserting immediately after section 44F the
following new section:
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“SEC. 44G. EMPLOYEE STOCK OWNERSHIP CREDIT.

“(a) GENERAL RULE.—

“(1) CreEprT ALLOWED.—In the case of a corporation which elects
to have this section apply for the taxable year and which meets
the requirements of sugsec‘t.ion (c)1), there is allowed as a credit
against the tax im by this chapter for the taxable !ear an
amount equal to amount of the credit determined under

ph (2) for such taxable year.

“(2) DETERMINATION OF AMOUNT.—

“(A) In GENERAL.—The amount of the credit determined
under this Paragraph for the taxable year shall be equal to
DITD tho spuregete vloe of enipd ties t

“(i) the ate value of employer securities trans-
ferred by the corporation for the tgx?;ble year to a tax
credit employee stock ownership plan maintained by the
corporation, or

“(ii) the applicable percentage of the amount of the

ate compensation (within the meaning of section
415(c)(3)) paid or accrued during the taxable year to all
employees under a tax credit employee stock ownership

lan.
“(E) APPLICABLE PERCENTAGE.—For purposes of applying
subparagraph (A)ii), the applicable percenfa]ge sﬁa.l.inge
determined in accordance with the following table:

“For gate compensation

pniig or accrued during

a portion of the tax-

able Jea; occurring The apptl:;abile

in calendar year: rcentage is:
1983 4 s 0.5
1984 0.5
1985 0.75
1986 0.75
1987 0.75
1988 or thereafter 0.

“(b) LiMrTATION BASED ON AMOUNT OF TAX.—
“(1) LIABILITY FOR TAX.—

“(A) IN GENERAL.—The credit allowed by subsection (a) for
any 1:amabf le year shall not exceed an amount equal to the
sum of—

“(i) so much of the liability for tax for the taxable year
as does not exceed $25,000, plus

“(ii) 90 percent of so much of the liability for tax for
the taxable year as exceeds $25,000.

‘(B) LIABILITY FOR TAX DEFINED.—For purposes of this

agraph, the term ‘liability for tax’ means the tax imposed
y this chapter for the taxable year, reduced by the sum of
the credits allowed under a section of this subpart having a
lower number designation than this section, other than
credits allowable by sections 81, 89, and 43. For purposes of
the preceding sentence, the term ‘tax imposed by this chap-
ter’ shall not include any tax treated as not imposed by this
chapter under the last sentence of section 53(a).

“(C) ConTrOLLED GROUPS.—In the case of a controlled
group of corporations, the $25,000 amount specified in sub-
paragraph (A) shall be reduced for each component member
of such group by apportioning $25,000 among the component
members of such group in such manner as the Secretary
shall by regulations prescribe. For purposes of the preceding
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sentence, the term ‘controlled group of corporations’ has the
meaning assigned to such term by section 1563(a) (deter- 26 USC 1563.
mined without regard to subsections (a)4) and (eX3)C) of
such section).
“(2) CARRYBACK AND CARRYOVER OF UNUSED CREDIT.—
‘(A) ALLowWANCE OF crREDIT.—If the amount of the credit
determined under this section for any taxable ){ea.r exceeds
the limitation provided under paragraph (1)(A) for such
taxable year (hereinafter in this paragraph referred to as the
‘unused credit year’), such excess be—
“(i) an employee stock ownership credit carryback to
each of fihe taxable years preceding the unused credit
year, an
“(i1) an emgloyee stock ownership credit carryover to
each of the 15 taxable years following the unused credit

and shall be added to the amount allowable as a credit by
this sggtciglgor such If amn 05 such excfazi;g 3&
carryl a taxable year en ore January 1, "
this g?ction a}f{all be deemedft::n have bee;xcliln eﬂ’ec::) foi such
taxable year for purposes of allowing s carryback as a
credit under this section. The entire amount of the unused
credit for an unused credit year shall be carried to the
earliest of the 18 taxable years to which (by reason of clauses
(1) and (ii)) such credit may be carried, and then to each of the
other 17 taxable years to the extent that, because of the
limitation contained in subparagraph (B), such unused credit
may not be added for a prior taxable year to which such
unused credit may be carried.

o bl S e s () e e
may be a under subparagrap. or an or
succeeding taxable year 1 not exceed the amount by
which the limitation provided under paragraph (1)(A) for
such taxable year exceeds the sum of —

“(i) the credit allowable under this section for such
taxable year, and
“(ii) the amounts which, by reason of this paragraph,
are added to the amount allowable for such taxable year
and which are attributable to taxable years preceding
the unused credit year.
“(3) CERTAIN REGULATED COMPANIES.—No credit shall be
allowed under this section to a taxpayer if—

“(A) the yer’s cost of service for ratemaking purposes
or in its ted books of account is reduced by reason of
any portion of such credit which results from the transfer of
employer securities or cash to a tax credit employee stock
2$£rship plan which meets the requirements of section

“(B) the base to which the taxpayer’s rate of return for
ratema.kinfg pu is applied is reduced by reason of any
portion of such credit which results from a transfer
described in subparagraph (A) to such employee stock owner-
ahip dalan; or

“(C) any portion of the amount of such credit which results
from a transfer described in subparagraph (A) to such
employee stock ownership plan is treated for ratemaking
purposes in any way other than as though it had been
contributed by the taxpayer’s common shareholders.
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“/(c) DEFINTTIONS AND SPECIAL RULES.—
“(1) REQUIREMENTS FOR CORPORATION.—A corporation meets
the requirements of this paragraph if it—
‘(A) establishes a plan—
26 USC 409A. ‘(1) which meets the requirements of section 409A,

and
“(ii) under which no more than one-third of the
employer contributions for the taxable year are allo-
cated to the group of employees consisting of—
“(D officers,
“(II) shareholders owning more than 10 percent of

the employer’s stock (within the meaning of section
415(c)(mv)), or
“(III) employees described in  section

415(c)6)(BXiii), and
as a condition for the allowance of the credit
allowed by this subsection—

“(i) to make transfers of employer securities to a tax
credit empl stock ownership plan maintained by the
corporation having an aggregate value of not more than
the applicable percentage for the taxable year (deter-
mined under subsection (aX2)) of the amount of the
aggregate compensation (within the meaning of section
415(c)3)) paid or accrued by the corporation during the
taxable year, and

“(ii) to make such transfers at the times prescribed in
paragraph (2). E

“(2) TIMES FOR MAKING TRANSFERS.—The transfers required
under paragraph (1)(B) shall be made not later than 30 days after
the due date (including extensions) for filing the return for the
taxable year.

“(3) ADJUSTMENTS TO CREDIT.—If the credit allowed under this
section is reduced by a final determination, the employer may
reduce the amount required to be transferred to the tax credit
employee stock ownersh.ltf plan under paragraph (1)B) for the
taxable year in which the final determination occurs or any
succeeding taxable year by an amount equal to such reduction to
the extent such reduction is not taken into account in any
deduction allowed under section 404(i)2).

“(4) CERTAIN CONTRIBUTIONS OF CASH TREATED AS CONTRIBU-
TIONS OF EMPLOYER SECURITIES.—For purposes of this section, a
transfer of cash shall be treated as a transfer of employer
securities if the cash is, under the tax credit employee stock
ownership plan, used within 30 days to purchase employer
securities.

“(5) DISALLOWANCE OF DEDUCTION.—Except as provided in
section 404(i), no deduction shall be allowed under section 162,
212, or 404 for amounts required to be transferred to a tax credit
employee stock ownership plan under this section.

“(6) EmpLOYER SECURITIES.—For purposes of this section, the
term ‘employer securities’ has the meaning given such term in
section 409A(1).

“(7) VaLue.—For purposes of this section, the term ‘value’

“(A) in the case of securities listed on a national’.exchange,
the average of closing prices of such securities for the 20
consecutive trading days immediately preceding the date on
which the securities are contributed to the plan, or



PUBLIC LAW 97-34—AUG. 13, 1981 95 STAT. 293

“(B) in the case of securities not listed on a national
exchange, the fair market value as determined in good faith
and in accordance with regulations prescri by the
Secretary.”

(b) DEpucTIBILITY OF UNUSED PoRTIONS OF THE CREDIT.—Section 404 26 USC 404.
is amended by adding at the end thereof the following new
subsection:

“(i) DEpucTiBILITY OF UNUSED PorTIONS OF EMPLOYEE STOCK OWN-
ERSHIP CREDIT.—

“(1) UNUSED CREDIT CARRYOVERS.—There shall be allowed as a
deduction (without regard to any limitations provided under this
section) for the last taxable year to which an unused employee
stock ownership credit cmgover (within the meaning of section
44G(b)(2)(A)) may be carried, an amount equal to the portion of Ante, p. 290.
such unused credit carryover which expires at the close of such
taxable year.

“2) RepuctioNs IN crEDIT.—There shall be allowed as a
deduction (subject to the limitations provided under this section)
an amount equal to any reduction of the credit allowed under
section 44G resulting from a final determination of such credit to
the extent such reduction is not taken into account in section
44G(cX3).”

(c) CONFORMING AMENDMENTS.—

(1) Section 409A (relating to qualifications for tax credit 26 USC 409A.
employee stock ownership plans) is amended—

(A) by inserting “or 44G(c)(1)(B)” after “section 48(n)(1)XA)”
in subsection (b)(1)X(A),

(B) by inserting “‘or the credit allowed under section 44G
(relating to the employee stock ownership credit)” after
“basic employee plan credit” in subsection (b)(4),

(C) by inserting “or 44G(c)1)XB)” after “section 48(nX1)"” in

subsection (g),
(D) by inserting “or the credit allowed under section 44G
(relatmg to employee stock ownership credit)” after

“employee plan credl " in subsection (g),

(E) by msertmg ‘or 44G(c)(1)(B)” after “section 48(n)(1)” in
subsectmn (1(1)A)

(F) by msertlng ‘section 44G(c)(1)(B), or” after “required
under’ msubsectlon (m),

(G) by inse “or employee stock ownership credit”
after “employee plan credit” in subsection (n)2), and

(H) by adding at the end of subsection (n) the following new
paragraph:
“(3) For requirements for allowance of an employee stock ownership

credit, see section 44G.”

(2) Subsection (c) of section 56 (relatmq to regular tax deduc- 26 USC 56.
tions defined) is amended by striking out “and 43" and inserting
in lieu thereof “43, and 44G”.

(8) Subsection (a) of section 6699 (relating to assessable 26 USC 6699.
ties rgl:;itmg to tax credit employee s ownership plan) is
amended—

(A) by inserting “or a credit allowable under section 44G
(relating to the employee stock ownership credit)’ after

“empgm t ‘:ect:l 4094, or’ h (1) and
out “ on or” in paragrap an
inser in lieu thereof “section 409A with res ‘pect to a

inveetment made before January 1, 1983,”,
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(C) by msertmg after paragraph (2) the following new

“(gm:ﬁ; g) satlsfy any c;gun’ement provided under section
409A with respect to a it claimed under section 44G in
taxable years ending after December 31, 1982, or

“(4) fails to make any contribution which is required under
section 44G{c){1)('B) w1th.|.n the period required for making such
contribution,”.

(4) Paragraph (2) of section 6699 is amended to read as follows:

“(2) MAXIMUM AND MINIMUM AMOUNT.—

“(A) The amount determined under pamﬁra{)h (1) with
respect to a failure described in (1) or (2) of
subsection (a)—

“(i) shall not exceed the amount of the employee lan
cred:t claimed by the employer to which such f:

and
“(u) sttht}ll 1;111101: be les: thiz_m ni';;l; t}:)roductbof one-halﬁ' zg)l
percent of the amount refe in subparagra
multiplied by the number of months (or parts tﬁ
during which such failure continues.
“(B) The amount determined under p gh (1) with
respect to a failure described in paragra) ) or (4) of
subsection (a)—
“(i) shall not exceed the amount of the credit claimed
by the emp]oyer under section 44G to which such failure

relates

“(i1) shall not be less than the product of one~halfof 1
percent of the amount referred to tge
multiplied by the number of months (or parts
during which such failure continues.”

(d) TeceNIcAL AMENDMENTS RELATED TO CARRYOVER AND CARRY-

BACK OF CREDITS.—
Mo v eind b Y fsecton 56XA) (relating to cred
u (4] on C re.
its), as amegﬁ P amended by inserting

“44G(bX1),” before ‘t',gS(b)”

(B) Subsection (c) of section 881 (relating to items of the
distributor or transferor corporation), as amended by this
Act, is amendﬁd by adding at the end thereof the following

aragra
“(29) IT ml:rnm SECTION 44G.—The acquiring corporation
shall take into account (to the extent proper to carry out the
purposes of this section and section 44G, and under such regula-
tions as may be prescribed by the Secretary) the items required to
be taken into account for purposes of secuon 44G in respect of the
distributor or transferor corporation.”

(C) Section 383 (relating to special limitations on unused
investment credits, work incentive pro¥mm credits, new
emp tgfee credits, alcohol fuel credits, foreign taxes, and

capital losses), as in effect for taxable years with
and after the first taxable year to which the ame ents
made bg the Tax Reform Act of 1976&{ is amended

by inserting “
tlon under section ﬁab)@},” after “441“(3)(2),", and
gﬁe rting “EMPLOYEE STOCK OWNERSHIP CRED-
“RESEARCH REDI'I'S," in the section heading.
(D)SeﬁonﬁBS(asmeﬁ'ecton O‘ybeforethedateof
the enactment of the Tax Reform Act of 1976) is amended—
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(i) by inserting “to any unused credit of the corpora-
tion which could otherwise be carried forward under
section 44G(b)(2),” after “44F(g)(2),”, and

(ii) by inserting “EMPLOYEE STOCK OWNERSHIP CRED-
ITS,” after “RESEARCH CREDITS,” in the section heading.

(E) The table of sections for part V of subchapter C of
chapter 1 is amended by inserting “employee stock owner-
ship credits,” after “research credits,” in the item relating to
section 383.

(2) CARRYBACK OF CREDIT.—

(A) Subparagraph (C) of section 6511(d)4) (defining credit Ante, p. 247.
carryback), as amended by this Act, is amended by striking
out “and research credit carryback” and inserting in lieu
thereof ‘“‘research credit carryback, and employee stock
ownership credit carryback”.

(B) Section 6411 (relating to quick refunds in respect of Ante p. 247.
tentative carryback adjustments), as amended by this Act, is
amended—

(i) by striking out “or unused research credit” each
place it appears and inserting in lieu thereof “unused
mses'ltl:gh credit, or unused employee stock ownership

(i1) by inserting “by an employee stock ownership
credit carryback provided by section 44G(b)2)"” after “by Ante, p. 290.
a research and experimental credit carryback provided
{in) section 44F(g)2)”, in the first sentence of subsection Ante, p. 241.
al;

(iii) by striking out “or a research credit carryback
from” each place it appears and inserting in lieu thereof
“a research credit carryback, or employee stock owner-
ship credit carryback from'’; and

(iv) by striking out “new employee credit carryback)”
in the second sentence of subsection (a) and inserting in
lieu thereof “new employee credit carryback, or, in the
case of an employee stock ownership credit carryback, to
an investment credit carryback, a new employee
credit carr)vback or a research and experimental credit
carryback)”.

(e) OrHER TECHNICAL AND CLERICAL AMENDMENTS.—
(1) Subsection (b) of section 6096 (relating to designation of Ante p. 247.
income tax payments to Presidential Election Campaign Fund),
as amended by this Act, is amended by striking out “and 44F”
and inserting in lieu thereof “44F, and 44G”.
(2) The table of sections for subpart A of part IV of subchapter
A of chapter 1 is amended by inserting after the item relating to
section 44F the following new item:
“Sec. 44G. Employee stock ownership credit.”
(0 ErFECcTIVE DATE.—
(1) The amendments made by subsection (a) shall apply to 26 USC 44G
aggregate compensation (within the meaning of section 415(cX3) note.
of the Internal Revenue Code of 1954), paid or accrued after
December 31, 1982, in taxable years ending after such date.
(2) The amendments made by subsections (b) and (c) shall apply 26 USC 404
to taxable years ending after December 31, 1982. e,

89-184 O—82—21:QL3
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SEC. 332. TERMINATION OF THE PORTION OF THE INVESTMENT CREDIT
ATTRIBUTABLE TO EMPLOYEE PLAN PERCENTAGE.

(a) IN GENERAL.—Subparagraph (E) of section 46(a)(2) (relating to
employee plan percentage) is amended—
(l) by striking out “December 31, 1983” in clauses (i) and (ii)
and inserting in lieu thereof “December 31,1982",
(2) by striking out “and” at the end of clause (i),
(3) by striking out the period at the end of clause (ii) and
inserting in lieu thereof “, and”, and
(4) by m‘sertmg after clause (ii) the following new clause:

ect to any period beginning after
Decamber 31 1985

(b) TECHNICAL AMENDMENT —Clause (i) of section 48(n)(1)(A) (relat-
ing to requirements for allowance of employee plan percentage) is
amended by striking out “equal to” and inserting in lieu thereof

“which does not ex

(¢) EFFeCTIVE DATES.—

(1) The amendments made by subsection (a) shall be effective
on the date of enactment of this Act.

(2) The amendment made by subsection (b) shall apply to
qualified investments made after December 31, 1981.

SEC. 333. TAX TREATMENT OF CONTRIBUTIONS ATTRIBUTABLE TO PRIN-
CIPAL AND INTEREST PAYMENTS IN CONNECTION WITH AN
EMPLOYEE STOCK OWNERSHIP PLAN.

(a) DepucrBiLITY.—Section 404(a) (relating to deductions for
employer contributions to an employees’ trust) 1s amended by adding
at the end thereof the following new paragraph:

“(10) CERTAIN CONTRIBUTIONS TO EMPLOYEE STOCK OWNERSHIP
PLANS.—

“(A) PriNcrpAL PAYMENTS.—Notwithstanding the provi-
sions of paragraphs (8) and (7), if contributions are paid into
a trust which forms a part of an employee stock ownership
plan (as described in section 4975(e)(7)), and such contribu-
tions are, on or before the time prescribed in paragraph (6).
applied by the plan to the repayment of the prmc:pal
loan incurred for the pur%)‘:i quali
emplo ger securities (as described in sectmn 4975(3}(8)) suc
contributions shall be deductible under this paragraph for
the taxable year determined under pa.ﬁl;%]raph (6). The
amount deductible under this paragraph not, however,
exceed 25 percent of the compensation otherwise paid or
accrued during the taxable year to the employees under such
employee stock ownership plan. Any amount paid into such
trust in any taxable Kear in excess of the amount deductible
under this paragranf- shall be deductible in the succeeding

le years in order of time to the extent of the difference
between the amount paid and deductible in each such
succeeding year and the maximum amount deductible for
such year under the preceding sentence.

“(B) INTEREST PAYMENT.—Notwithstanding the provisions
of paragraphs (3) and (7), if contributions are made to an
employee stock ownershlp plan (described in subparagraph
(A)) and such contributions are applied by the plan to the
repayment of interest on a loan incurred for the purpose of
acquiring qua].lf{mg employer securities (as described in

subparagraph (A)), such contributions shall be deductible for
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the taxable gea.r with respect to whxch such contributions
are made as dete ed under paragraph (6).”
(b) ExcLusion FroM LIMITATION ON ANNUAL ADDITIONS.—
(1) IN GENERAL.—Section 415(c)6) (relating to limitations on
benefits and contributions made under qualified plans) is
amet}xlded by adding at the end thereof the following new subpara-

“(C) In the case of an employee stock ownership plan (as
described in section 4975(eX7)), under which no more than
one-third of the employer contributions for a year which are
deductible under paragraph (10) of section a) are allo-
cated to the group of employees consisting of ofﬁcers, share-
holders owning more than 10 percent of the employer’s stock
(determined under subparagraph (B)iv)), or employees
described in subparagraph (B)(iii), the limitations imposed
by this section shall not apply to—

"(1) forfeitures of employer securities under an
7%(0?(7 ee stock ownership plan (as described in section
)) if such securities were acquired with the
roceeds of a loan (as described in section 404(a)10)(A)),
or

“(ii) employer contributions to such an employee stock
ownership plan which are deductible under section
404(3)(10)(B) and charged against the participant’s

account.
(2) EFFecTIVE DATE.—The amendment made by this subsection

shall apply to years beginning after December 31 1981.

SEC. 334. CASH DISTRIBUTIONS FROM AN EMPLOYEE STOCK OWNERSHIP
PLAN.

) Sectio&i egOQA(h)@) (relating to right to demand employer securities)
is amended—

(1) by adding at the end thereof the following new sentence: “In
the case of an employer whose charter or bylaws restrict the
ownership of substantially all outstanding emgloyer securities to
employees or to a trust described in section 401(a), a plan which
otherwise meets the requirements of this subsection or section
4975(eX7) shall not be considered to have failed to meet the
requirements of section 401(a) merely because it does not (pe
a participant to exercise the righ e‘fm-agra ph (1)(A) 1f
such p}an Em rovides that partmpants entitled to a distribution

” and shall have a right to receive such distribution in

(2) by striking out “this section” in the first sentence thereof
and inserting in lieu thereof “this subsection”.
SEC. 335. PUT OPTION FOR STOCK BONUS PLANS.

Section 401(a)(23) (relating to cash distribution option for stock
bonus plans) is amended by striking out “409A(h)2)" and inserting in
lieu thereof “409A(h), except that in applymg section 409A(h) for
purposes of this para%raph, the term ‘employer secuntles shall
include any securities of the employer held by the p
SEC. 336. PUT OPTION REQUIREMENTS FOR BANKS; PUT OPTION PERIOD.

Section 409A(h) {relatmg to put options for empl stock owner-
ship plana) is amen ded by adding at the end thereof the following new
paragraphs:

95 STAT. 297

26 USC 415.

Ante, p. 296,

26 USC 415
note.

26 USC 409A.

26 USC 401.

Supra.
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26 USC 409A
note.
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note.
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“(3) SPECIAL RULE FOR BANKS.—In the case of a plan established
and maintained by a bank (as defined in section 581) which is
prohibited by law from redeeming or purchasing its own securi-
ties, the requirements of paragraph (1)(B) shall not apply if the
plan provides that participants entitled to a distribution from the
plan shall have a right to receive a distribution in cash.

“(4) Pur orTioN PERIOD.—An employer shall be deemed to
satisfy the requirements of paragraph (1)(B) if it provides a put
option for a period of at least 60 days following the date of
distribution of stock of the employer and, if the put option is not
exercised within such 60-day period, for an additional period of at
least 60 days in the following plan year (as provided in regula-
tions promulgated by the Secretary).”

SEC. 337. DISTRIBUTION OF EMPLOYER SECURITIES FROM A TAX CREDIT
EMPLOYEE STOCK OWNERSHIP PLAN IN THE CASE OF A
SALE OF EMPLOYER ASSETS OR STOCK.

(a) IN GeEneEraL.—Section 409A(d) (relating to distribution of
employer securities) is amended by striking out the last sentence
thereof and inserting in lieu thereof the following: “To the extent
prow;)c}_ed in the plan, the preceding sentence shall not apply in the
case of—

“(1) death, disability, or separation from service;

“(2) a transfer of a participant to the employment of an
acquiring employer from the employment of the selling corpora-
tion in the case of—

“(A) a sale to the ac&uiring employer of substantially all of
the assets usedctel‘? e selling corporation in a trade or
business condu by the selling corporation, or

“(B) the sale of substantially all of the stock of a subsidiary
of the employer, or

“(8) with respect to the stock of a selling corporation, a
disposition of such selling corporation’s interest in a subsidiary
Wl'llfsl:l i the. participant continues employment with such
subsidiary.”

(b) E¥recTive DATE.—The amendments made by this section shall
apply to distributions described in section 409A(d) of the Internal
Revenue Code of 1954 (or any corresponding provision of prior law)
made after March 29, 1975.

SEC. 338. PASS THROUGH OF VOTING RIGHTS ON EMPLOYER SECURITIES.

(a) INn GENERAL.—Paragraph (22) of section 401(a) (relating to
qualified pension, profit-sharing, and stock bonus plans) is amended
to read as follows:

1;(12)?_)- if a defined contribution plan (other than a profit-sharing
P
“(A) is established by an employer whose stock is not
publicly traded, and
“(B) after acquiring securities of the employer, more than
10 percent of the total assets of the plan are securities of the
employer,
any trust forming part of such plan shall not constitute a
qualified trust under this section unless the plan meets the
requirements of subsection (e) of section 409A.”

(b) ErrecTivE DATE.—The amendment made by this section shall

apply to acquisitions of securities after December 31, 1979.
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SEC. 339. EFFECTIVE DATE. 26 USC 401

Except as otherwise provided, the amendments made by this e
gg]saiiltle shall apply to taxable years beginning after December 31,

TITLE IV—ESTATE AND GIFT TAX
PROVISIONS

Subtitle A—Increase in Unified Credit; Rate
Reduction; Unlimited Marital Deduction

SEC. 401. INCREASE IN UNIFIED CREDIT.
(a) CREDIT AGAINST ESTATE TAX.—
(1) IN GENERAL.—Subsection (a) of section 2010 (relating to 26 USC 2010.
unified credit against estate tax) is amended by striking out
“$47,000” and inserting in lieu t.hereof “$192,800".

(2} CONFORMING AMENDMENTS.
. 1(lA) Subsection (b) of sectmn 2010 is amended to read as
owSs:
“(b) PHASE-IN OF CREDIT.—
Subsection (a) shall be applied by
“In the case of decedents l.lbsdhll.lni for ‘$192,800° the
dying in: ollowing amount:
1982 $62,800
1983 79,300
1984 96,300
1985 121,800
1986 155.800.”

(B) Subsection (a) of section 6018 (relating to estate tax 26 USC 6018.
Yy Shrikang ot “$175,000 h (1) and
i) by s ou p in paragrap! an
msertmg in lieu thereof “$600,000”’; and
(ii) by striking out paragraph (3) ‘and inserting in lieu
thereof the following:
“(3) PHASE-IN OF FILING REQUIREMENT AMOUNT.—

Paragraph (1) shall msplled by

“In :.!hei' ca!;e of decedents substitutin for oo
ng in:

1985 o oo 000
1983 275,000
1984 325,000
1985 400,000
1986 500,000,
(b) CaEDn' AcAINST GiFr TAX.—

{ ) GENERAL.—Paragraph (1) of section 2505(a) (relating to 26 USC 2505.
ed credit against gift tax) is amended by striking out
“347 000” and inserting in lieu thereof “$192,800".
(2) CONFORMING AMENDMENT. —Subsectmn (b) of section 2505 is
amended to read as follows:
“(b) PHASE-IN OF CREDIT.—
Sebton sl oyl
su
"[rllgtahzemeofglm made in: 2 the foll ns A

1983
e

121,800
1986 166,800.”
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(c) EFFEcTIVE DATES.—The amendments made—

26 USC 2010 (1) by subsection (a) shall apply to the estates of decedents

note. dying after December 31, 1981, an

Eci tESC 2505 (2) by subsection (b) shall apply to gifts made after such date.
: SEC. 402. REDUCTION IN MAXIMUM RATES OF TAX.

26 USC 2001. (a) 50 PerceNnt MaxiMum RATE.—Subsection (c) of section 2001

(relating to rate schedule) is amended by striking out the item
beginning “Over $2,500,000” and all that follows and inserting in lieu
thereof the following new item:

“Over $2,500,000 $1,025,800, plus 50% of the excess over
(b) PuASE-IN oF 50 PErcENT Maxmmum RaTeE.—Subsection (¢) of
section 2001 is amended—
(1) by striking out “‘(c) RATE ScHEDULE.—" and inserting in lieu
thereof the following:
“(c) RATE SCHEDULE.—

“(1) IN GENERAL.—", and
(2) by adding at the end thereof the following new paragraph:
“(2) PHASE-IN OF 50 PERCENT MAXIMUM RATE.—

“(A) IN GENERAL.—In the case of decedents dying, and gifts
made, before 1985, there shall be substituted for the last item
in the schedule contained in paragraph (1) the items deter-
mined under this paragraph.

“(B) For 1982.—In the case of decedents dying, and gi
made, in 1982, the substitution under this paragraph shall be
as follows:

“Over $2,500,000 but not over $3,000,000. $1 ozgimsooob&lus 53% of the excess over

Over $3,000,000 but not over $3,500,000... ns%séooboﬁm 57% of the excess over

Over $3,500,000 but not over $4,000,000 ... $1§7§6%60060|;lus 619 of the excess over

Over $4,000,000 $1 3 .. olus 65% of the excess over
$4,000,000.

“(C) For 1983.—In the case of decedents dying, analcllaﬂﬂa
made, in 1983, the substitution under this paragraph be
as follows:

“Over $2,500,000 but not over $3,000,000. $1,025,800, plus 53% of the excess over

Over $3,000,000 but not over $3,500,000... $1,293h0960. slus 57% of the excess over
Over $3,500,000 51,5'55.36006351:;3 60% of the excess over
$3,500,000.

“(D) For 1984.—In the case of decedents dying, anl:ljlifts
made, in 1984, the substitution under this paragraph shall be

as follows:
“Over $2,500,000 but not over $3,000,000 . $1,$0222b080006€1us 53% of the excess over
Over $3,000,000 51,2'.:}0,8636&;1% 55% of the excess over
salouoi ".

(c) ApsustTMENT IN CoMPUTATION OF TAX ror GiFrs MADE AFTER
DecEMsER 31, 1976.—Paragraph (2) of section 2001(b) is amended to
read as follows:

“(2) the aggregate amount of tax which would have been
payable under chapter 12 with restgect to gifts made by the
decedent after December 31, 1976, if the rate schedule set forth in
subsection (¢) (as in effect at the decedent’s death) had been
applicable at the time of such gifts.”
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(d) ErrecTive DATE.—The amendments made by this section shall 26 USC 2001
apply to estates of decedents dying after, and gifts made after, "ote
December 31, 1981.

SEC. 403. UNLIMITED MARITAL DEDUCTION.

(a) EstaTE TAx DEDUCTION.—
(1) IN GENERAL.—Section 2056 (relating to bequests, etc., to 26 USC 2056.
surviving spouses) is amended—
(A) by striking out subsection (c) and redesignating subsec-
tion (d) as subsection (c); and
(B) by striking out “subsections (b) and (¢)” in subsection
(a) and inserting in lieu thereof “‘subsection (b)”.
(2) CONFORMING AMENDMENTS.—
(A) Paragraph (2) of section 2012(b) (relating to credit for 26 USC 2012.
gift tax) is amended to read as follows:
“(2) if a deduction with respect to such gift is allowed under
section 2056(a) (relating to marital deduction), then by the
am(;g}mt of such value, reduced as provided in paragraph (1);
an

(B) Paragraph (5) of section 2602(c) (relating to coordina- 26 USC 2602.
tion with estate tax) is amended by striking out sub: -
graph (A) and redesignating subparagraphs (B) and ([CN) as
subparagraphs (A) and (B), respectively.
(C) Subparagraph (A) of section 691(c)(3) (relating to spe- 26 USC 691.
cial rules for generation-skipping transfers) is amended by
striking out “section 2602(c)5)C)" and inserting in lieu
thereof “section 2602(cX5)B)".
(b) Girr TaXx DEDUCTION.—
(1) IN GENERAL.—Subsection (a) of section 25623 (relating to gift 26 USC 2523.
to spouse) is amended to read as follows:
“(a) ALLowaNCE oF DEpuctioN.—Where a donor who is a citizen or
resident transfers during the calendar year by gift an interest in
property to a donee who at the time of the gift is the donor’s spouse,
there shall be allowed as a deduction in computing taxable gifts for
tl;tla ca}f.-ndar year an amount with respect to such interest equal to its
value.
(2) TecHNICAL AMENDMENT.—Section 2523 is amended by strik-
ing out subsection (f).
(3) CONFORMING AMENDMENTS.—
(A) So much of section 6019 (relating to gift tax returns) as 26 USC 6019.
follows the heading and precedes subsection (b) is amended
to read as follows:
“Any individual who in any calendar year makes any transfer by
gift other than—
“(1) a transfer which under subsection (b) or (e) of section 2503
is not to be included in the total amount of gifts for such year, or
“(2) a transfer of an interest with respect to which a deduction
is allowed under section 2523,
shall make a return for such year with respect to the gift tax imposed
by subtitle B.”
(B) Paragraph (2) of section 2035(b) is amended by insert- 26 USC 2035.
ing “(other than by reason of section 6019(a)2))” after
“section 6019”.
(c) Estate Tax oN ProreERTY HELD JoinTLY BY HUSBAND AND WIFE.
(1) IN GENERAL.—Paragraph (2) of section 2040(b) (defining 26 USC 2040,
qualified joint interest) is amended to read as follows:
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26 USC 2040.

26 USC 2515,
2515A, 6019,

26 USC 2056.
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“(2) QUALIFIED JOINT INTEREST DEFINED.—For purposes of para-
graph (1), the term ‘qualified joint interest’ means any interest in
property held by the decedent and the decedent’s spouse as—

“(A) tenants by the entirety, or

“(B) joint tenants with right of survivorship, but only if the
decedent and the spouse of the decedent are the only joint
tenants.”

(2) TECHNICAL AMENDMENT.—Subsection (a) of section 2040 is
amended by striking out “joint tenants each place it apgears
and msertmg in lieu thereof “joint tenants with right of
survivorship”.

(3) CONFORMING AMENDMENTS.—

(A) Subsections (c), (d), and (e) of section 2040 are hereby
repealed.

(B) Section 2515 (relating to tenancies by the entirety in
real property), section 2515A (relating to tenancies by the
entirety in personal property), and subsection (c) of section
6019 (relating to gift tax return) are hereby repealed.

(C) The table of sections for subchapter B of chapter 12
(relating to transfers) is amended by striking out the items
relating to sections 2515 and 2515A.

(d) ELEctioN To HAVE CERTAIN LIFE INTERESTS QUALIFY FOR MARI-
TAL DEDUCTION.—

(1) EsTaTE TAX.—Subsection (b) of section 2056 is amended by
adding at the end thereof the following new paragraphs:
“(T) ELECTION WITH RESPECT TO LIFE ESTATE FOR SURVIVING
SPOUSE.—
“(A) IN GENERAL.—In the case of qualified terminable
interest property—
“(i) for purposes of subsection (a), such property shall
be treated as passing to the surviving spouse, and
“(ii) for gﬂuposes of paragraph (1XA), no part of such
property s be treated as passing to any person other
than the surviving spouse.
“(B) QUALIFIED TERMINABLE INTEREST PROPERTY DEFINED.—
For purposes of this paragraph—
“(1) In GENERAL.—The term ‘qualified terminable
interest property’ means property—
“(I) which passes from the decedent,
“YII) in which the surviving spouse has a qualify-
ing income interest for life, and
“(III) to which an election under this paragraph
applies.
“(ii) QUALIFYING INCOME INTEREST FOR LIFE.—The sur-
Eiving spouse has a qualifying income interest for life

“(I) the surviving spouse is entitled to all the
income from the property, payable annually or at
more frequent intervals, and

“(II) no person has a power to appoint any part of
the property to any person other t the surviving
spouse.

Subclause (IT) shall not apply to a power exercisable only
at or after the death of the surviving spouse.

“(iii) PROPERTY INCLUDES INTEREST THEREIN.—The
term ‘property’ includes an interest in property.
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“(iv) SPECIFIC PORTION TREATED AS SEPARATE PROP-
ERTY.—A specific portion of property shall be treated as
separate property.

.‘t:](lv) Emcm:on.—An electli_g;l %wmthh gar’ajgra h
with res any pro| 8 made by the
executor%exftthe reh{m oipt;eax im by section 2001.
Such an election, once made, be irrevocable.

“(8) SPECIAL RULE FOR CHARITABLE REMAINDER TRUSTS.—

“(A) IN GeNERAL.—If the surviving spouse of the decedent
is the only noncharitable beneficiary of a qualified charita-
ble remainder trust, paragraph (1) shall not apgl to any
interest in such trust which passes or has p m the
decedent to such surviving spouse.

“(B) DerFiniTiONS.—For purposes of subparagraph (A)—

“(i) NONCHARITABLE BENEFICIARY.—The term ‘non-
charitable beneficiary’ means any beneficiary of the
qualified charitable remainder trust other than an orga-
nization described in section 170(c).

“(ii) QUALIFIED CHARITABLE REMAINDER TRUST.—The
term ‘cLualiﬁed charitable remainder trust’ means a
charitable remainder annuity trust or charitable

remainder unitrust (described in section 664).”

(2) Grrr Tax.—Section 2523 is amended by adding at the end 26 USC 2523.
thereof the following new subsections:

“(f) ELecTioNn WitH RESPEcT T0o LiFE ESTATE FOR DONEE SPOUSE. —

“gle)n IN GENERAL.—In the case of qualified terminable interest
Pro —

“(A) for purposes of subsection (a), such property shall be
treated as transferred to the donee spouse, and

“(B) for purposes of subsection (b)1), no part of such
property shall considered as retained in the donor or
transferred to any person other than the donee spouse.

“(2) QUALIFIED TERMINABLE INTEREST PROPERTY.—For purposes
of this ’subaection, the grm ‘qualified terminable interest
property’ means any property—

“(A) which is transferred by the donor spouse,

“(B) in which the donee spouse has a qualifying income
interest for life, and

“(C) to which an election under this subsection applies.

“(3) CERTAIN RULES MADE APPLICABLE.—For purposes of this
subsection, the rules of clauses (ii), (iii), and (iv) of section
2056(b)7)(B) shall apply.

“(4) ELecTiON.—An election under this subsection with respect
to any property shall be made on the return of the tax imposed by
section 2501 for the calendar year in which the interest was
transferred. Such an election, once made, shall be irrevocable.

“(g) SPECIAL RULE FOR CHARITABLE REMAINDER TRUSTS.—

“(1) In GeNErAL.—If, after the transfer, the donee spouse is the

only noncharitable beneficiary (other than the donor) of a quali-
remainder trust, subsection (b) shall not apply to the interest
in such trust which is transferred to the donee spouse.

“(2) DeFiNITIONs.—For purposes of argg;;ph (1), the term
‘noncharitable beneficiary’ and ‘qualified table remainder
trust’ have the meanings given to such terms by section
2056(b)8)(B).”

(3) TREATMENT OF SPOUSE.—

(A) INCLUSION IN GROSS ESTATE.—
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(i) In GENERAL.—Part III of subchapter A of cha;ter 11

is amended by redesignating sections 2044 and 2045 as
26 USC 2045, sections 2045 and 2046, respectively, and by inserting
2046. after section 2043 the following new section:
26 USC 2044. “SEC. 2044. CERTAIN PROPERTY FOR WHICH MARITAL DEDUCTION WAS
PREVIOUSLY ALLOWED.

“(a) GENERAL RULE.—The value of the gross estate shall include the
value of ang property to which this section applies in which the
decedent had a qualifying income interest for life.

“(11:;) It’g.omn Tc;ty V\l}'fmcm Tmis SectioN Appries.—This section
applies to any property if—

“(1) a deduction was allowed with respect to the transfer of
such property to the decedent—

Ante, p. 302. th“( fumler section 2056 by reason of subsection (b)7)
ereof, or
Ante, p. 303. “(B) under section 2523 by reason of subsection (f) thereof,

and
“(2) section 2519 (relating to dispositions of certain life estates)
did not apply with respect toa disposition by the decedent of part

or all of such Propertg
(i) The table of sections for part Il of subchapter A of
chapter 11 is amended by redesignating the items relat-
ing to sections 2044 and 2045 as sections 2045 and 2046,
respectiva]g, and by inserting after the item relating to
section 2043 the following new item:
“Sec. 2044. W for which marital deduction was previously

(B) GIFT TAX.—
(i) In GENERAL.—Subchapter B of chapter 11 (relating
to transfers) is amended by adding at the end thereof the
following new section:

26 USC 2519. “SEC. 2519. DISPOSITIONS OF CERTAIN LIFE ESTATES.

“(a) GENERAL RULE.—Any disposition of all or part of a qualifyin
income interest for life in a{ly proEerty to which this section app]ieg
shall be treated as a transfer of such property.

e e e
applies to any property if a deduction was allowed with re e
.transfer of sucﬁ property to the donor—

“(1) under section 2056 by reason of subsection (bX7) thereof, or
“(2) under section 2523 by reason of subsection (f) thereof.”
(ii) The table of sections for subchapter B of chapter 11
is amended by adding at the end thereof the following
new item:
“Sec. 2519. Dispositions of certain life estates.”
(4)(A) Subchapter C of chapter 11 is amended by inserting after
section 2207 the following new section:

26 USC 2207A.  “SEC. 2207A. RIGHT OF RECOVERY IN THE CASE OF CERTAIN MARITAL
DEDUCTION PROPERTY.

“(a) Recovery WiTH REspEcT TO EsTATE TAX.—

“(1) In GENERAL.—If any part of the gross estate consists of
property the value of which is includible in the gross estate b
reason of section 2044 (relating to certain tﬁmlfert for whi
marital deduction was previously allowed), the ecmfent’s estate
shall be entitled to recover from the person receiving the
property the amount by which—
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“(A) the total tax under this chapter which has been paid,

ex
‘B) the total tax under this chapter which would have
been le if the value of such property had not been
included in the gross estate.
“(2) DECEDENT MAY OTHERWISE DIRECT BY WILL.—Paragraph (1)
shall not apply if the decedent otherwise directs by will.

“(b) REcovery WitH REspect TO GiFr 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 2519,
such person shall be entitled to recover from the person receiving the
property the amount by which—

“(1) the total tax for such year under chapter 12, exceeds

“(2) the total tax which would have been payable under such
chapter for such year if the value of such Troperty had not been
taken into account for purposes of chapter 12.

“(c) More THAN ONE RECIPIENT OF PROPERTY.—For purposes of this
section, if there is more than one person receiving the property, the
right of recovery shall be against each such person.

“(d) Taxes AnD INTEREST.—In the case of penalties and interest
attributable to additional taxes described in subsections (a) and (b),
rules similar to subsections (a), (b), and (c) shall apply.”

(B) The table of sections for subchapter C of chapter 11 is
amended by inserting after the item relating to section 2207 the
following new item:

“Sec. 220TA. Right of recovery in the case of certain marital deduction
property.’

(e) EFFeCTIVE DATES.—

(1) Except as otherwise provided in this subsection, the amend-
ments made by this section shall apply to the estates of decedents
dying after December 31, 1981.

(2) The amendments made by paragraphs (1), (2), and (3XA) of
Saveeraohs (1 and (35 of subssetion. (@) shall apply 4o gifts
paragrap an of s ion a
made after December 31, 1981. i

(3) If—

CHb Ay assin o6 e doati b e Gkt v

Y reason o eal e nt property passes
from the decedent or is acquired from the nt under a
will executed before the date which is 30 days after the date
of the enactment of this Act, or a trust created before such
date, which contains a formula expressly providing that the
spouse is to receive the maximum amount of property
lqauali.fying for the marital deduction allowable by Federal

W,

(C) the formula referred to in subparagraph (B) was not
amended to refer specifically to an unlimited marital deduc-
tion at any time after the date which is 30 days after the date
of enactment of this Act, and before the death of the
decedent, and

(D) the State does not enact a statute applicable to such
estate which construes this type of formula as referring to
the marital deduction allowable by Federal law as amended
by subsection (a),

then the amendment made by subsection (a) shall not apply to
the estate of such decedent.

95 STAT. 305

Ante, p. 304,

26 USC 2056
note.
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Subtitle B—Other Estate Tax Provisions

SEC. 421. VALUATION OF CERTAIN FARM, ETC., REAL PROPERTY.

26 USC 2032A. (a) INCREASE IN LiMiraTioN.—Paragraph (2) of section 2032A(a)
(relating to limitation) is amended to read as follows:

“(2) LIMIT ON AGGREGATE REDUCTION IN FAIR MARKET VALUE.—

The aggregate decrease in the value of qualified real property

taken into account for purposes of this chapter which results

from the application of paragraph (1) with respect to any dece-

dent shall not exceed the applicable limit set forth in the

following table:
“In the case of decedents
dying in: The applicable limit is:
1981 $600,
1982 700,000
19883 or thereafter 750,000."

(b) DEFINITION OF QUALIFIED REAL PROPERTY.—

(1) REQUIRED USE CAN BE BY MEMBER OF FAMILY.—Paragraph (1)
of section 2032A(b) (defining qualified real property) is amended
by inserting “by the decedent or a member of the decedent’s
family” after “qualified use” each place it appears.

(2) SPECIAL RULES FOR DECEDENTS WHO ARE RETIRED OR DISABLED
AND FOR SURVIVING SPOUSES.—Subsection (b) of section 2032A is
amendadhgy adding at the end thereof the following new
P phs:

*(4) DECEDENTS WHO ARE RETIRED OR DISABLED.—

th“(A) IN GENERALtB .f—If, on thtil dﬁtfcci*(f iit)he _t'i;hecedent's &zoeattillz.

e requirements of paragrap with res e

decedent for any property are not met, and the mdent—

“(i) was receiving old-age benefits under title II of the

42 USC 401. Social Security Act for a continuous period ending on

such date, or
“(ii) was disabled for a continuous period ending on
th sparaﬁmuCh e (1XCX (i) shall be applied with respect to such
en p ii) 8 applied with res suc

property by substituting ‘the date on which the longer of

such continuous periods ’ for ‘the date of the dece-
de‘r‘lt’s death’ in paragraph (1)(C).

(B) DisABLED DEFINED.—For p of sub aph
(A), an individual shall be disabled E such indivigflralaﬁ:as a
mental or physical impairment which renders him unable to
tr::aigerially participate in the operation of the farm or other

usiness.

“(C) COORDINATION WITH RECAPTURE.—For fp\:Lrpcmeﬁ; of
subsection (c)6)B)i), if the requirements of paragraph
(1XCXii) are met with respect to any decedent by reason of
subparagraph (A), the period ending on the date on which
the continuous period taken into account under subpara-
‘g;;%ph (A) began shall be treated as the period immediately

ore the decedent’s death.

“(5) SPECIAL RULES FOR SURVIVING SPOUSES.—

“(A) IN GENERAL—If property is qualified real property
with respect to a decedent (hereinafter in this paragraph
referred to as the ‘first decedent’) and such property was
acquired from orf];hassgd;s tfx;iom c’{.het f}l‘ﬂt decedentft,o tlhe
surviving spouse of the ecedent, for purposes of apply-
ing this subsection and subsection (c) in the case of the estate
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of such surviving spouse, active management of the farm or
other business by the surviving spouse shall be treated as
material participation by such surviving spouse in the oper-
ati(i% )og such farm or hlll?mn:gs 3k S
i PECIAL RULE.—For the purposes of subparagrap A
the determination of whether protfert. is qualified real
property with respect to the first ewjent be made
wil;ggut regard to subﬂa.ragra (D) of ph (1) and
wiatggut regard to whether an
m .)i
(c) DisposiTions AND FaiLures To Use ror QuariFiep Usg.—
(1) 10-YEAR RECAPTURE PERIOD.—
(A) INn GENERAL.—Paragraph (1) of section 2032A(c) (relat- 26 USC 2032A.
ing to tax treatment of dispositions and failures to use for
qualified use) is amended by striking out “15 years” and
inserting in lieu thereof “10 years”.
(B) CONFORMING AMENDMENTS.—
t(i) _Subsecg;ion (¢) of hseg;)ion 121031-%3 is amﬁe;lngded by
striking out paragra an esigna ara-
graphs (4) through as paragraphs (3) through (6),
re?ﬁ:ﬁly' h (A) of h (2) of
ii paragrap paragrap of section
2032A(h) (relating to treatment of replacement prop-
erty) is amended by striking out all that follows “invol-
untarily converted” and inserting in lieu thereof the
following: *; except that with respect to such qualified
replacement property the 10-year period under para-
graph (1) of subsection (¢) shall be extended by any
period, beyond the 2-year period referred to in section
1033(a)(2)(g](i), during which the qualified heir was
allowed to replace the qualified real property,”.
(iii) Subparagraph (C) of such paragraph (2) is
amended by striking out “(7)” and inserting in lieu
thereof “(6)”.
(2) CESSATION OF QUALIFIED USE.—
(A) IN cENERAL—Subsection (¢) of section 2032A is
amended by adding at the end thereof the following new
paragraph:
“(7) SPECIAL RULES.—
“(A) NO TAX IF USE BEGINS WITHIN 2 YEARS.—If the date on
which the qualified heir begins to use the qualified real
property (hereinafter in this subpamﬁph referred to as the
commencement date) is before the date 2 years after the
e shall bo posed unde h (1) b
“(i) no tax s im under paragraph (1)
reason of the failure by the qualified heir to so use suc
property before the commencement date, and
“(ii) the 10-year period under paragraph (1) shall be
extended by the period after the decedent’s death and
before the commencement date.
“(B) ACTIVE MANAGEMENT BY ELIGIBLE QUALIFIED HEIR
TREATED AS MATERIAL PARTICIPATION.—For pulipoeee of para-
graph (6)BXii), the active management of a farm or other
business by—
‘(i) an eligible qualified heir, or
“(ii) a fiduciary of an eligible qualified heir described
in clause (ii) or (i11) of subparagraph (C),

election under this section was
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shall be treated as material participation by such eligible
ualified heir in the operation of such farm or business. In
the case of an eligible qualified heir described in clause (ii),
(iii), or (iv) of subparagraph (C), the ing sentence shall
apply only during periods during which such heir meets the
req?é)reithn:nts of such clause. - R
i GIBLE QUALIFIED HEIR.—For purposes i -
ﬁraph, the term ‘eligible qualified he?r' means a quaﬁ?';.d
eir who—
“(i) is the surviving spouse of the decedent,
“(ii) has not attained the age of 21,
“(iii) is disabled (within the meaning of subsection
(b)(4)B)), or
“(iv) is a student.

“(D) StupenT.—For p s of subparagraph (C), an
individual shall be trea as a student with respect to
periods during any calendar year if (and only if) such
individual is a student (within the meaning of section
151(e)X4)) for such calendar year.”

(B) CONFORMING AMENDMENTS.—

26 USC 2032A. (i) Subsection (e) of section 2032A (relating to defini-
tions and special rules) is amended by adding at the end
thereof the following new paragraph:

“(12) AcTive MANAGEMENT.—The term ‘active management’
means the making of the management decisions of a business
(other than the daily operating decisions).”

(ii) Paragraph (6) of section 2032A(c) (as redesignated

Ante, p. 307. by paragraph (1)) is amended by striking out “3 years or
more” and inserting in lieu thereof “more than 3 years”.

(d) EXCHANGE OF QUALIFIED REAL PROPERTY.—

(1) In cENERAL.—Section 2032A (relating to valuation of cer-
tain farm, etc., real property) is amended by adding at the end
thereof the following new subsection:

“(i) EXCHANGES OF QUALIFIED REAL PROPERTY.—

“(1) TREATMENT OF PROPERTY EXCHANGED.—

“(A) EXCHANGES SOLELY FOR QUALIFIED EXCHANGE PROP-
ERTY.—If an interest in qualified real property is exchanged
solely for an interest in qualified exchange lprnperty in a
transaction which qualifies under section 1031, no tax shall
be imposed by subsection (c) by reason of such exchange.

“(B) EXCHANGES WHERE OTHER PROPERTY RECEIVED.—If an
interest in qualified real property is exchanged for an
interest in qualified exchange property and other property
in a transaction which ualii!:)es under section 1031, the
amount of the tax im qby subsection (c) by reason of such
exchange shall be the amount of tax which (but for this
sub aph) would have been imposed on such exchange
under subsection (c)(1), reduced by an amount which—

“(i) bears the same ratio to such tax, as
“(ii) the fair market value of the othe;-dproperty bears
to the fair market value of the qualified real property
ex
For purposes of clause (ii) of the preceding sentence, fair
market value shall be determined as of the time of the
exchange.

“(2) TREATMENT OF QUALIFIED EXCHANGE PROPERTY.—For pur-

poses of subsection (¢)—
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“(A) any interest in qualified exchange property shall be
treated in the sam:imr:;:]ner as;tf it vﬁleg a portion of the
interest in qualifi y W was exchanged,

“(B) any tax mpoaed wg%on (c) by reason of the
g}x:hange as a tax imposed on a partial

tio d
) paragraph (6) of subsection (c) shall be apphed by
treating material partlclpatmn with respect the

property as material participation with respect to

exchange pro

"B Qmum:n EXCHANGE mvm —For p of this
subsection, the term ‘qualified exchange ? means real
propertywhlchlat.obeuaedfortheq usesetforthm
sub ph (A), (B), or (C) of subsection (b)2) under which the

real property exchanged therefor originally qualified under

AMENDMENTS
(A) Paragraph (1) of section 2032A(ﬂ (relating to statute of 26 USC 2032A.
limitations) is amended—
(i) by inserting “or exchange” after “conversion”,
(i1) by inserting ‘or ()" after “(h)”’, and
(l.u) y inserting “or of the exchange of property” after

(B) Paragraph (2] of section 6324B(c) (relati to ml 26 USC 6324B.

henge)art!; (within the s;&?g 032A(i )(8)) bef
Pro meamng 0 n E iX3))" ore Ante, p. 808,
the period at the end thereof.

(e) ELEcTioN REQUIREMENT OF SPECIAL RULES FOR INVOLUNTARY
CONVERSIONS REPEALED.—

(1) IN GENERAL.—Section 2032A(h) (relatmgto ial rules for 26 USC 2032A.
involun convermonsof ua.hé,e is amended—
striking out 'and the g ir makes an
electlon under this subsection” in paragraph (1)(A); and
(B) by striking out paragraph (5).
(2) CONFORMING AMENDMENT.— araﬁa h (1) of section
2032A(f) is amended by striking out an election under

(sllll}mecl:wn (h)” and inserting in lieu thereof “to which subsection

(f) METHOD OF VALUING FARMS.—

(1) Paragrag:h (7) of section 2032A(e) (relating to method of
valuing fa is amended by redesignating subparagraph (B) as
auhparagraph (C) and by inserting after subparagraph (A) the
follo new subparagraph:

) VALUE BASED ON NET SHARE RENTAL IN CERTAIN
CASES.—

“(i) IN GENERAL.—If there is no com ble land from
which the average annual gross rental may be
determined but there is comparable land from which the
average net share rental be determined, subpara-

graph (A)i) shall be a by sub@tltutmg ‘average
anntgzla,l net share ren for average annual gross cash
rental’.

‘(i) NET SHARE RENTAL.—For purposes of this para-
graph, the term ‘net share rental’ means the excess of—
‘(1) the value of the produce received by the lessor
of'!:(lﬁe) lt.ind on which t;;xch produce }3 grown, oveﬁ
e cash opera of growing suc
roduce which, under &: ] , are paid by the
essor.’
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Ante, p. 309. (2) S"bﬂ ph (C) of section 2032A(e)(7) (as redesignated by
ga.mgr 1)% is amended by inserting after “determined” the
ollowing: "and that there is no comparable land from which the

average net share rental may be determined”.
(g) Basis INCREASE WHERE RECAPTURE.—Subsection (c) of section
26 USC 1016. 1016 (relating to adjustments to basis) is amended to read as follows:
“(c) INCREASE IN BAsis oF PROPERTY ON WHICH ADDITIONAL ESTATE
Tax Is ImposED.—

“(1) TAX IMPOSED WITH RESPECT TO ENTIRE INTEREST.—If an
additional estate tax is imposed under section 2032A(cX1) with
respect to any interest in property and the qualified heir makes
an election under this subsection with respect to the imposition
of such tax, the adjusted basis of such interest shall be increased
by an amount ual to the excess of —

“(A) the fair market value of such interest on the date of
the deoedent s death (or the alternate valuation date under
section 2032, if the executor of the decedent’s estate elected
the a pllcatnon of such section), over

‘“(B) the value of such interest determined under section
2032A(a).

“(2) PARTIAL DISPOSITIONS.—

“(A) In GeNERAL.—In the case of any partial disposition for
which an election under this subsection is made, the increase
in basis under paragraph (1) shall be an amount—

“(i) which bears the same ratio to the increase which

would be determined under aph (1) (without
regard to this paragraph) with respect to the entire
interest, as

“(ii) the amount of the tax imposed under section
2032A(c)(1) with respect to such disposition bears to the
adjusted tax difference attributable to the entire inter-
est (as determined under section 2032A{c)(2)(3))

“(B) PARTIAL DIsPOsITION.—For purposes of subparagraph

(A), the term ‘partial disposition’ means disposition or
cessation to which subsection (c)2XD), (hX1)B), or (L)(I)(B) of
section 2032A applies.

“(3) TIME ADJUSTMENT MADE.—Any increase in basis under this

subsection shall be deemed to have occurred immediately before
the disposition or cessation resulting in the imposition o the tax
under section 2032A(cX1).

“(4) SPECIAL RULE IN THE CASE OF SUBSTITUTED PROPERTY.—If
the tax under section 2082A(c)1) is imposed with respect to
30 laoement property (as defined in section

32A(11)(3)(B§ exchange property (as defined in

Ante, p. 308. section 2032A(1)(3)), the mcrease in basis under Farﬂgraph 1)
shall be made by reference to the %r:perty involuntarily con-
verted or exchanged (as the case may be).

*“(5) ELECTION.—

“(A) IN GENERAL.—An election under this subsection shall
be made at such time and in such manner as the Secretary
shall b regulanons prescribe. Such an election, once made,
shall be irrevocable.

“(B) INTEREST ON RECAPTURED AMOUNT.—If an election is
made under this subsection with respect to any additional
estate tax im under section 2032A(cX1), for purposes of
section 6601 (relating to interest on underpayments), the last
date prescribed for ent of such tax shall be deemed to
be t.he last date prescribed for payment of the tax imposed by
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section 2001 with respect to the estate of the decedent (as
determined for purposes of section 6601).”
(h) SpeciAL RULES FOR WOODLANDS.—
(1) VALUE OF TIMBER INCLUDED IN VALUATION; ACTIVE MANAGE-
MENT TREATED AS MATERIAL PARTICIPATION.—Subsection (e) of
section 2032A is amended by adding at the end thereof the Ante, p.308.

foll new paragraph:
"?vg)%m RULES FOR WOODLANDS.—

In GENERAL.—In the case of any qualified woodland
with respect to which the executor elects to have this
sub ph apply, trees growing on such woodland shall
not be treated as a crop.

“(B) QUALIFIED WOODLAND.—The term ‘qualified wood-
land’ means any real property which—

‘(i) is used in timber operations, and

“(ii) is an identifiable area of land such as an acre or

other area for which records are normally maintained
in conducting timber operations.
“(C) TiMBER OPERATIONS.—The term ‘timber operations’

eans—
“(i) the planting, cultivating, caring for, or cutting of

trees, or > o
“(ll?e t_1.'..he preparation (other than milling) of trees for
mar
‘(D) ELecTION.—An election under subparagraph (A) shall
be made on the return of the tax imposed by section 2001.
Such glyectmn si;]all be made i g Séxci:h manner as the Secreta:lry
regulations prescribe. Such an election, once made,
shall be irrevocable.’
(2) RECAPTURE UPON DISPOSITION OF TIMBER.—Paragraph (2) of
sectlon 2032A(c) (relating to amount of additional tax) is 26 USC 2032A.
amelll'n ed by adding at the end thereof the following new subpara-

“(E) SPECIAL RULE FOR DISPOSITION OF TIMBER.—In the case
tiuahﬁed woodland to which an election under subsection
(eX13XA) applies, if the qualified heir disposes of (or severs) Supra.
any standing timber on such q woodland—
“(i) such ition (or severance) shall be treated as
a disposition of a portion of the interest of the qualified
heir in such property, and
“(ii) the amount of the additional tax imposed by
paragraph (1) with reqihect to such disposition shall be
an amount equal to the lesser of—

“( the amount realized on such disposition (or, in
any case other than a sale or exchange at arm’s
length, the fair market value of the portion of the
interest disposed or severed), or

“(I) the amount of additional tax determined
under this paragraph (without regard to this sub-
E:?F h) if the entire interest of the qualified

in the qualified woodland had been disposed of,
less the sum of the amount of the additional tax
imposed with respect to all Elnor transactions
involving such woodland to which this subpara-

F gmph?p hedrecedmg tence, the dis f
Oor purposes o sentence, the ition of a
right to sever shallpbe treated as the dmposlpﬁgln of the
standing timber. The amount of additional tax imposed

89-194 O—82—22:QL3
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under parﬂaph (1) in any case in which a qualified heir
o entire interest in the qualified woodland shall
be reduced by any amount determmed under this subpara-
graph with respect to such woodland.”
() DeFINITION OF FAMIiLY MEMBER.—Paragraph (2) of section
26 USC 2032A.  2032A(e) (defining member of family) is amended to read as follows:
“(2) MEMBER OF FAMILY.—The term ‘member of the family’
means, with respect to any individual, only—
“(A) an ancestor of such mdlwdual,
“(B) the spouse of such individual,
“(C) a lineal descendant of such individual, of such individ-
ual’s spouse, or of a parent of such individual, or
“D) the s l;;ouse of any lineal descendant. described in

F i ffh receding sente legally adopted child of
or purposes of the sentence, a v adopted ¢ 0
g{l o(;lﬁq’ividual shall ge treated as the child of such mdmdual by
(j) MISCELLANEOUS AMENDMENTS.—
(1) PROPERTY TRANSFERRED TO CERTAIN DISCRETIONARY
TRUSTS.—Subsection (g) of section 2032A (relating to application
of section 2032A and section 6324B to interests in partnerships,
corporations, and trusts) is a.mended by adding at the end thereof
the following new sentence: “For purposes of the p
sentence, an interest in a discretionary trust all the beneficiaries
°fte‘f-eh§f}”' are qualified heirs shall be treated as a present
mn
(2) PROPERTY PURCHASED FROM DECEDENT'S ESTATE ELIGIBLE FOR
SPECIAL VALUATION.—

(A) IN GENERAL.— aragragh (9) of section 2032A(e) is
amended by striking out subparagraphs (B) and (C) and
inserting in lieu thereof the following:

“(B) such property is acquired by any person from the
estate, or

"(C) such property is acquired lz{r any person from a trust
(to the extent such property is includible in the gross estate
of the decedent).”

(B) NONRECOGNITION OF GAIN.—The section heading and

94 Stat. 300. ?ulml ions (a) and (b) of section 1040 are amended to read as
ollows:

“SEC. 1040. TRANSFER OF CERTAIN FARM, ETC., REAL PROPERTY.

“(a) GENERAL RULE.—If the executor of the estate of any decedent
transfers to a qualified heir (within the meaning of section
2032A(eX1)) any lrEuropex‘l;y with respect to which an election was made
under section 2032A, then gain on such transfer shall be recognized to
the estate only to the extent that, on the date of such exchange, the
fair market value of such groperty exceeds the value of such property

ggqUSC 2001 et g%ml)rmws of chapter 11 (determined without regard to section

“(b) StMILAR RULE FOR CERTAIN TrUSTS.—To the extent provided in
regulations prescribed by the Secretary, a rule similar to the rule
provided in subsection (a) shall apply where the trustee of a trust (any
portion of which is included in the gross estate of the decedent)
transfers property with respect to which an election was made under
section 2032A."

(C) CLericAL AMENDMENT.—The table of sections for part
III of subchapter O of chapter 1 is amended by striking out
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the item relating to section 1040 and inserting in lieu thereof

the following:
“Sec. 1040. Transfer of certain farm, etc., real property.”

(8) ELECTION MAY BE MADE ON LATE RETURNS.—Paragraph (1) of
fsef:i:lu ion 2032A(d) (relating to election) is amended to read as

ollows:

“(1) ELectioN.—The election under this section shall be made
on the return of the tax imposed by section 2001. Such election
shall be made in such manner as the Secretary shall by regu-
lations prescribe. Such an election, once made, shall be
irrevocable.”

(4) TREATMENT OF REPLACEMENT PROPERTY.—Subsection (e) of
section 2032A is amended by adding at the end thereof the
following new paragraph:

“(14) TREATMENT OF REPLACEMENT PROPERTY ACQUIRED IN
SECTION 1031 OR 1033 TRANSACTIONS.—

‘“(A) IN GENERAL.—In the case of anivl alualiﬁed replace-
ment pro , any period during which there was owner-
ship, q use, or material participation with respect to
the replaced property by the decedent or any member of his
family shall be treated as a period during which there was
such ownership, use, or mateux;idallﬁpm'tici tion (as the case
may be) with respect to the qualified replacement property.

‘4B) LimrTaTioN.—Sub ph(A)s not agfly to the
extent that the fair market value of the qualified replace-
ment property (as of the date of its acquisition) ex the
féasir markgt v?lue of the replaced property (as of the date of
its disposition).

“(C) DerFintTIONS.—For purposes of this paragraph—

“(i) QUALIFIED REPLACEMENT PROPERTY.—The term
‘qualified replacement property’ means any real prop-
erty whichis—

“I) acquired in an exchange which qualifies
under section 1031, or
“(II) the acquisition of which results in the non-
recognition of gain under section 1033.
Such term shall only include property which is used for
the same qualified use as the replaced property was
being used before the exchange.
“(i1) RepLaceD PROPERTY.—The term ‘replaced prop-

erty’ means—
“I) the property transferred in the exchange
whi(crlll} q111m es un ersectigtlzs(llgﬁ;, or i .
“I1) ti 10 comp ily or involuntari
converted (?m‘.ﬁty the meaning of section 1033);

ATES.

_(1) In ceENErAL.—Except as otherwise provided in this subsec-
tion, the amendments made by this section shall apply with
resgect to the estates of decedents dying after December 31, 1981,
s ( )(gcamsn IN mn;rﬁmou.—'l'tl;ih amendmenii:‘ % by subsec-

ion (a) shall a with respect e estates o ents dying
after December ?:1980.

(8) SussecTioN (d).—The amendments made by subsection (d)
shall apply with respect to exchanges after December 31, 1981.
(4) SussectioN (¢).—The amendments made by subsection (e)
Bemé la]iglgr with respect to involuntary conversions after Decem-
r3l, )

95 STAT. 313

26 USC 2032A.

Ante, p. 311.

26 USC 2032A
note.
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26 USC 2032A (5) CERTAIN AMENDMENTS MADE RETROACTIVE TO 1976.—

note, (A) IN GENERAL.—The amendments made by subsections
(bX1), (€)2), (X1), and (X2) shall apply with res; to the
estates of decedents dying after December 31, 1976.

(B) TIMELY ELECTION REQUIRED.—Subparagraph (A) shall
only apply in the case of an estate if a timely election under
section 2032A was made with respect to such estate. If the
time for making an election under section 2032A with
respect to any estate would have otherwise expired after
July 28, 1980, the time for making such election shall not
expire before the date 6 months after the date of the
enactment of this Act.

(C) REINSTATEMENT OF ELECTIONS.—If any election under
section 2032A was revoked before the date of the enactment
of this Act, such election may be reinstated within 6 months
after the date of the enactment of this Act.

(D) StaTUTE OF LIMITATIONS.—If on the date of the enact-
ment of this Act (or at any time within 6 months after such
date of enactment) the making of a credit or refund of any
overpayment of tax resulting from the amendments
described in subparagraph (A) is by any law or rule of
law, such credit or d shall nevertheless be made if
claim therefor is made before the date 6 months after such
date of enactment.

SEC. 422. COORDINATION OF EXTENSIONS OF TIME FOR PAYMENT OF
ESTATE TAX WHERE ESTATE CONSISTS LARGELY OF INTER-
EST IN CLOSELY HELD BUSINESS.

(a) EL1GIBILITY REQUIREMENTS.—

26 USC 6166. (1) IN GENERAL.—Paragraph (1) of section 6166(a) (relating to
alternate extension of time for payment of estate tax where
estate consists largely of interest in closely held business) is
amended by striking out “65 percent” and inserting in lieu
thereof “35 percent”.

(2) INTERESTS IN 2 OR MORE CLOSELY HELD BUSINESSES.—Subsec-
tion (c) of section 6166 (relating to interests in 2 or more closely
held businesses) is amended by stri.ki.ng out “more than 20
percent” and inserting in lieu thereof “20 percent or more”.

26 USC 303. (b) CoorpinATION WiTH SECTION 303.—

(1) In GeNERAL.—Subparagraph (A) of section 303(b)X2) (relat-
ing to relationship of stock to decedent’s estate) is amended b;
striking;’ out “50 percent” and inserting in lieu thereof “3

rcent .

l'-,8(2) CONFORMING AMENDMENT.—Subparagraph (B) of section
303(b)(2) is amended to read as follows:
- “(B) SPECIAL ;zml.:: FOR mclf(lg)z’ c:z{cnl:or;né CORPORATIONS.—
'or purposes of su a , 8 of 2 or more corpora-
tiong, with respectpgag;cg of which there is included in
determining the value of the decedent’s gross estate 20
percent or more in value of the outstanding stock, shall be
treated as the stock of a single corporation. For purposes of
the 20-percent requirement of the preceding sentence, stock
which, at the decedent’s death, represents the surviving
spouse’s interest in property held by the decedent and the
surviving spouse as community property or as joint tenants,
tenants by the entirety, or tenants in common shall be
treated as having been included in determining the value of
the decedent’s gross estate.”
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(c) ACCELERATION OF PAYMENT.—

(1) AMOUNT OF msposxﬂoN.—SubFaragTaph (A) of section
6166(g)(1) (relating to acceleration o ipayment in the case of 26 USC 6166.

disposition of interest or withdrawal of funds from business) is

amended to read as follows:
u( A) If'—

“(iXI) an rtion of an interest in a closely held

business wﬁiclino qualifies under subsection (a)(1) is dis-

tributed, sold, exchanged, or otherwise disposed of, or

“(II) money and other property attributable to such an

interest is withdrawn from such trade or business, and
“(ii) the ate of such distributions, sales,
exchanges, or other dispositions and withdrawals equals

or exceeds 50 percent of the value of such interest,
then .the extension of time for ent of tax provided in
subsection (a) shall cease to apply, and the unpaid portion of
the tax dpayahle in installments s be paid upon notice and
demand from the Secretary.”

(2) FAILURE TO MAKE PAYMENTS.—Paragraph (3) of section
6166(g) (relating to failure to pay installments) is amended to
read as follows:

“(3) FAILURE TO MAKE PAYMENT OF PRINCIPAL OR INTEREST.—

“(A) In GENERAL.—Except as provided in subparagraph
(B), if any payment of principal or interest under this section
is not paid on or before the (&te fixed for its payment by this
section (including any extension of time), the unpaid portion
of the tax pa, in installments shall be paid upon notice
and demand from the Secretary.

“B) PAYMENT WITHIN 6 MONTHS.—If any payment of

rincipal or interest under this section is not paid on or
gefore the date determined under subparagraph (A) but is
paid within 6 months of such date—

‘(i) the provisions of subparagraph (A) shall not apply
with respect to such payment,

“(ii) the provisions of section 6601(j) shall not appl
with respect to the determination of interest on suc
payt_nent, and

‘(iii) there is imposed a penalty in an amount equal to
the pmd&:)cl:5 of— e : -

“ percent of the amount of suc ent,
multiplied by 4 ik
“(II) the number of months (or fractions thereof)
after such date and before t is made.
The penalty imposed under clause (ﬁg shall be treated in the
same manner as a penalty imposed under subchapter B of
chapter 68.” 26 USC 6671.

(3) No DISQUALIFICATION IN CASE OF SUBSEQUENT DEATHS.—
Subparagraph (D) of section 6166(g)1) is amended by ing at
the end thereof the following new sentence: “A similar rule shall
apply in the case of a series of subsequent transfers of the

y by reason of death so long as each transfer is to a
member of the family (within the meaning of section 267(c)4)) of
the transferor in such transfer.”

(d) RerEAL OF SEcTION 6166A.—Section 6166A (relating to exten- Repeal.
sion of time for payment of estate tax where estate consists largely of 26 USC 6166A.
interest in a closely held business) is hereby repealed.

(e) TECHNICAL AMENDMENTS.—
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26 USC 303,
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26 USC 6166
note.
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(1) Sections 303(b)1)C), 2204(c), and 6161(a)2)B) are each
amended by striking out “or 6166A” each place it .appears.
(2) Paragraph (2) of section 2011(c) is amended by striking out
;(1:‘%21 6166 or 6166A” and inserting in lieu thereof “6161 or
(3) Subsections (a) and (b) of section 2204 are each amended by
stnkmg out “6166 or 6166A" and inserting in lieu thereof “or

(4) Subsection (b) of section 2621 is amended—

(A) by out “sections 6166 and 6166A (relating to
extensions” an in lieu thereof “section 6166
(relating to extension”, an

(B) by striking out “SecTioNs 6166 AND 6166A” in the
subsection heading and inserting in lieu thereof “SecTiON

(5)A) Subsection (a) of section 6166 is amended by striking out
paragraph (4).

(B) The section heading for section 6166 is amended by striking
out “ALTERNATE".

(C) The table of sections for subchapter B of chapter 62 is
amended by striking out the items relating to sections 6166 and
6166A and inserting in lieu thereof the following:

“Sec. 6166. Extansmnofﬁmeéor:sfwmentofﬂtate taxwhmestatecon
sists largely of in in closely held business.”

(meuémechons (a), (?(2). aréti 6(3) gf secﬁon 12309241% are each
amen y striking out “or each p! it appears.

(B) Paragraphs (3) and (5) of section 6324A(d) are each amended
by striking out “or 6166A(h)”.

(C) The section heading for section 6324A is amended by
striking out “OR 6166A".

(D) The table of sections for subchapter C of chapter 64 is
amended %st:ukmg out “or 6166A” in the item relating to
section 63

(7) Subsection (d) of section 6503 is amended by striking out
;;?{15(65’3 6166, or 6166A"” and inserting in lieu thereof “6163 or
61%83 S(tll_lt)!sectmn (a) of section 7403 is amended by striking out “or

(f) EFFECTIVE DATE.—

(1) In GeNErAL—Except as provided in agraph (2), the
amendments made by this section shall appgrarto the estates of
decedents dying after mber 31, 1981,

(2) ACCELERATION BY REASON OF SUBSEQUENT DEATH.—The
amendment made by subsection (c)X3) shall apply to transfers
after December 31, 1981.

SEC. 423. TREATMENT OF CERTAIN CONTRIBUTIONS OF WORKS OF ART,

ETC.

(a) EstaTe TAx.—Subsection (e) of section 2055 (relating to disallow-
ance of deduction in certain cases) is amended by adding at the end
thereof the following new paragraph:

“(4) WORKS OF ART AND THEIR COPYRIGHTS TREATED AS SEPARATE
PROPERTIES IN CERTAIN CASES.—

“(A) In GENERAL.—In the case of a qualified contribution

of a work of art, the work of art and copyright on such

work of art shall be treated as separate properties for

purposes of paragraph (2).
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“(B) WoRrk oF ART DEFINED.—For purposes of this para-
graph, the term ‘work of art’ means any tangible personal
property with respect to which there is a copyright under
Federal law.

“(C) QUALIFIED CONTRIBUTION DEFINED.—For purposes of
this paragraph, the term ‘qualified contribution’ means any
transfer of property to a qualified organization if the use of
the property by the organization is related to the purpose or
function constituting the basis for its exemption under
section 501.

“(D) QUALIFIED ORGANIZATION DEFINED.—For purposes of
this paragraph, the term ‘qualified organization’ means any
organization described in section 501(c)3) other than a
private foundation (as defined in section 509). For purposes
of the preceding sentence, a private operating foundation (as
defined in section 4942(j)(3)) shall not be treated as a private
foundation.”

(b) Girr TAx.—Subsection (c¢) of section 2522 is amended by adding
at the end thereof the following new paragraph:
“(3) Rules similar to the rules of section 2065(e)4) shall apply
for purposes of paragraph (2).”
(c) EFFECTIVE DATES.—
(1) SussecTiON (@.—The amendment made by subsection (a)
slagglll apply to the estates of decedents dying after December 31,
(2) SussecTiON (b).—The amendment made by subsection (b)
shall apply to transfers after December 31, 1981.

SEC. 424. GIFTS MADE WITHIN 3 YEARS OF DECEDENT'S DEATH NOT
INCLUDED IN GROSS ESTATE.

(a) GENERAL RuLE.—Section 2035 (relating to adjustments for gifts
made within 3 years of decedent’s death) is amended by adding at the
end thereof the following new subsection:

“(d) DEcEDENTS DYING AFTER 1981.—

“(1) In ceNeraL.—Except as otherwise provided in this subsec-
tion, subsection (a) shall not apply to the estate of a decedent
dying after December 31, 1981.

“(2) EXCEPTIONS FOR CERTAIN TRANSFERS.—Paragraph (1) shall
not apply to a transfer of an interest in property which is
included in the value of the gross estate under section 2036, 2037,
2038, 2041, or 2042 or would have been included under any of
such sections if such interest had been retained by the decedent.

“(3) 3-YEAR RULE RETAINED FOR CERTAIN PURPOSES.—Paragraph
(1) shall not apply for purposes of—

“(A) section 303(b) (relating to distributions in redemption
of stock to pay death taxes),

“(B) section 2032A (relating to special valuation of certain
farm, etc., real property),

“(C) section 6166 (relating to extension of time for payment
of estate tax where estate consists largely of interest in
closely held business), and
ta;{D)) ”subchapter C of chapter 64 (relating to lien for

es

(b) ErreEcTIVE DATE.—The amendment made by subsection (a) shall
apply to the estates of decedents dying after December 381, 1981,

95 STAT. 317

Post, p. 351.
26 USC 2522,

Ante, p. 316.

26 USC 20565
note.

26 USC 2522

note.

26 USC 2035,

26 USC 6321.

26 USC 2035
note.
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SEC. 425. BASIS OF CERTAIN APPRECIATED PROPERTY TRANSFERRED TO
DECEDENT BY GIFT WITHIN 1 YEAR OF DEATH.

26 USC 1014. (a) GENERAL RuLE.—Section 1014 (relating to basis of property
acquired from a decedent) is amended by adding at the end thereof
the following new subsection:
“e) APPRECIATED PROPERTY ACQUIRED BY DECEDENT BY GIFT
WrrHIN 1 YEAR OF DEATH.—
“(1) IN GeNERAL.—In the case of a decedent dying after Decem-
ber 31, 1981, if—

“(A) apprecmt.ed property was by the decedent by
during the l-year period mlgmgonthedateofthe
ecedent’s death, and
“(B) such property is acquired from the decedent by (or
passes from the dmdent to) the donor of such property (or
the spouse of such donor),

the basis of such ptlgrerty in the hands of such donor (or spouse)
shall be the adjusted basis of such property in the hands of the

deo(ezd)ent immediately before the de%th of the dle;o(elzd)int

“(2) DeFinrTIONS.—FoOr purposes o ap!

“(A) APPRECIATED PROPERTY. —’gﬁ term ‘appreciated prop-
erty’ means any property if the fair market value of such
property on the day it was transferred to the decedent by gift
exceeds its adjusted basis.

“(B) TREATMENT OF CERTAIN PROPERTY SOLD BY ESTATE. —In

the case of any appreciated property described in subpar:
|}.:-h (A) of paragraph (1) sold by the estate of the decedent
which the decedent was the grantor, rules
to the ru]as of pa.mgraph (1) shall apply to the extent
the donor of such property (or the spouse of such donor) is

entitled to the proceeds from such sale.”
26 USC 1014 (b) ErFecTIVE DATE.—The amendment made by subsection (a) shall
note. apply to property acquired after the date of the enactment of this Act
ecedents dying after December 31, 1981.

SEC. 426. DISCLAIMERS.

26 USC 2518, (@) IN GENERAL.—Subsection (c) of section 2518 (relating to dis-
claimers) i }:s amended by adding at the end thereof the following new
8
) CERTAIN TRANSFERS TREATED AS DISCLAIMERS.—For pur-
poses of subsection (a), a written transfer of the transferor’s
entire interest in the property—
“(A) which meets requirements similar to the require-
ments of E;aragraphs (2) and (3) of subsection (b), and
“(B) which is to a ﬁd n or persons who would have
received the property the transferor made a qualified
disclaimer (within the meaning of Buhsectmn (b)),
shall be treated as a qualified disclaimer.”
r21(:‘)':.;1840 2518 (bl} EgnfnvstATn tm% amendgenttmadfhby subsectz‘i)llg (a) shall
: apply ransfers crea an interest in the person disclaiming
made after December 31, 1981.

SEC. 427. REPEAL OF DEDUCTION FOR BEQUESTS, ETC., TO CERTAIN
MINOR CHILDREN.

Repeal. (a) IN GENERAL.—Section 2057 (relating to bequests, etc., to certain
26 {?gjc 2057 minor children) is hereby repealed.
(b) CLEricAL AMENDMENT.—The table of sections for part IV of
subchapter A of chagter 11 is amended by striking out the item
relating to section 205
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(c) EFFecTivE DATE.—The amendments made by this section shall
apply to estates of decedents dying after December 31, 1981.

SEC. 428. POSTPONEMENT OF GENERATION-SKIPPING TAX EFFECTIVE

DATE.
Section 2006(c) of the Tax Reform Act of 1976 (relating to the
effective dates of generation-skipping isions), as amended by

section T02(n)1) of the Revenue of 1978 is amended by strikin
out “January 1, 1982” in paragraph (2)(B) of such section an
inserting in lieu thereof “January 1, 1983".

SEC. 429. CREDIT AGAINST ESTATE TAX FOR TRANSFER TO SMITHSONIAN.

Upon transfer to the Smithsonian Institution, within thirty days
following the date of the enactment of this Act, of all right, title, and
interests held by the Dorothy Meserve Kunhardt trust and the estate
of Dorothy Meserve Kunhardt in the collection of approximately
seven thousand two hundred and fifty Mathew Brady glass plate
negatives and the Alexander Gardner imperial portrait print of
Abraham Lincoln, there shall be allowed as a credit, effective as of
the date upon which the return was due to be filed, against the tax
imposed by section 2001 (relating to the imposition of estate tax) on
such estate an amount equal to the lesser of—

(1) such tax,
(2) the fair market value of such negatives and such print, or
(3) $700,000.

Subtitle C—Other Gift Tax Provisions

SEC. 441. INCREASE IN ANNUAL GIFT TAX EXCLUSION; UNLIMITED
EXCLUSION FOR CERTAIN TRANSFERS.

(a) INCREASE IN ANNUAL ExcrusioN.—Subsection (b) of section 2503
(relating to annual gift tax exclusion) is amended by striking out
“$3,000” and inserting in lieu thereof “$10,000”.

(b) UNuiMiTED ExXcLUSION FOR CERTAIN TRANSFERS.—Section 2503
(defining taxable gifts) is amended by adding at the end thereof the
following new subsection:

“le) ExcrusioN FOR CERTAIN TRANSFERS FOR EDUCATIONAL
ExpENSES OR MEDICAL EXPENSES.—

“(1) In GENERAL.—Any qualified transfer shall not be treated
as a transfer of property by gift for purposes of this chapter.

“(2) QUALIFIED TRANSFER.—For purposes of this subsection, the
term ‘qualified transfer’ means any amount paid on behalf of an
individual—

“(A) as tuition to an educational organization described in
section 170(b)(1)A)(i) for the education or training of such
individual, or

“(B) to any })erson who provides medical care (as defined in
section 213(e)) with respect to such individual as payment for
such medical care.”

(c) EFFECTIVE DATES. —

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to transfers after
December 31, 1981.

(2) TRANSITIONAL RULE.—If—

(A) an instrument executed before the date which is 30
days after the date of the enactment of this Act provides for a

95 STAT. 319

26 USC 2057
note.

26 USC 2601
note.

26 USC 2503.

26 USC 2503
note.
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er of appointment which may be exercised durin
ggﬁod ai‘tml-J mber 81, 1981, 4 b d

(B) such power of appointment is expressly defined in
terms of, or by reference to, the amount of the gift tax
exclusion under section 2503(b) of the Internal Revenue Code
of 1954 (or the corresponding provision of prior law),

(C) the instrument deacll'liﬁed in subparagraph (A) has not
been amended on or after the date which is 30 days after the
date of the enactment of this Act, and

(D) the State has not enacted a statute applicable to such
gift under which such power of appointment is to be con-
strued as being defined in terms of, or by reference to, the
amount of the exclusion under such section 2503(b) after its
amendment by subsection (a),

theg ;]l}.tg amendment made by subsection (a) shall not apply to
suc ]

SEC. 442. TIME FOR PAYMENT OF GIFT TAXES.

(a) AMENDMENTS TO SUBCHAPTER A OF CHAPTER 12.—

(1) SecrioN 2501.—Subsection (a) of section 2501 (relating to
imposition of gift tax) is amended by striking out “calendar
quarter" each place it appears and inserting in lieu thereof
“calendar year”.

(2) Section 2502.—Section 2502 (relating to rate of tax) is
amended to read as follows:

“SEC. 2502. RATE OF TAX.

“(a) CompuTATION OF TAX.—The tax imposed by section 2501 for
each calendar year shall be an amount equal to the excess of—
“(1) a tentative tax, computed in accordance with the rate
schedule set forth in section 2001(c), on the aggregate sum of the
taxable gifts for such calendar year and for each of the preceding
calendar periods, over
“(2) a tentative tax, computed in accordance with such rate
schedule, on the aggregate sum of the taxable gifts for each of the
preceding calendar periods.

“(b) PRECEDING CALENDAR PERIOD.—Whenever used in this title in
connection with the gift tax imposed by this chapter, the term
‘preceding calendar period’ means—

“(1) calendar years 1932 and 1970 and all calendar years
intervening between calendar year 1932 and calendar gryea.r 1970,
“(2) the first calendar quarter of calendar year 1971 and all
calendar quarters intervening between such calendar quarter
and the first calendar quarter of calendar year 1982, and
“(8) all calendar years after 1981 and before the calendar year
for which the tax is being computed.
For purposes of paragraph (1), the term ‘calendar year 1932’ includes
onl.y that portion of such year after June 6, 1932.
“e) Tax To Be Paip By DoNor.—The tax imposed by section 2501
shall be paid by the donor.”
(8) SECTION 2503.—
. 1(IA) Subsection (a) of section 2503 is amended to read as
ollows:

“(a) GENERAL DEFINITION.—The term ‘taxable gifts’ means the
total amount of gifts made during the calendar year, less the
deductions provided in subchapter C (section 2522 and followi.ng).”

(E) The first sentence of subsection (b) of section 2503 is
amended to read as follows: “In the case of gifts (other than
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of future interests in W Eﬁ
e donor during the cal ‘year the first $10 of su

to such person shall not, of subsection (a)
mcluded in the total amount of gifts made during such

(4) Smcmon 2504.—

. I(IA) Subsection (a) of section 2504 is amended to read as

ollows:

“(a) In GENERAL.—In computing taxable gifts for preceding calen-
dar periods for p of computing the tax for any calendar year—

“(1) there be treated as gifts such transfers as were
considered to be gifts under the gift tax laws applicable to the
calendar period in which the transfers were made,

“(2) there shall be allowed such deductions as were provided for
under such laws, and

“(3) the specific exemption in the amount (if any) allowable
under section 2521 (as in effect before its repeal by the Tax
Reform Act of 1976) shall be applied in all computations in
rg%gect of preceding calendar periods ending before January 1;
1 for purposes of computing the tax for a;:fegalendar year.

B :tl:-l(gng onpm&s;;n gal dar d

out “ en years an
calendz.r quarters” and inserting in lieu thereof “pre-
ceding calendar periods”,

(ii) by striking out “the years and calendar quarters”
and inserting in lieu thereof “the periods”,

(iii) by striking out “such years and calendar quar-
ters” and inserting in lieu thereof “such preceding
calendar periods”, and

(::‘l?ebys ogg:dmg mg::rertmgmhqmlti reo,f"
in subsection and in lieu the:
“PRECEDING CALENDAR PERIODS”.

(8) Subsecmn (c) of section 2504 is amended—

dar moatter” og e ey R g
r” each place it appears and inserting in lieu
the calendar period”,

(ii) by striking out “under this chapter for any calen-
dar quarter” and inserting in lieu thereof “under this
Ch(auI;]te; fmeid‘?:ectle?ru’ﬁm% )" and inserting i

y ou on ¢)” an in
lieu thereof “section 2502(b)”’, and

(iv) by striking out “PRECEDING CALENDAR YEARS AND

ARTERS” in the subsection heading and inaerting in
lieu thereof ‘“PRECEDING CALENDAR PERIODS”.

(D) The section heading for section 2504 is amended by
striking out “PRECEDING YEARS AND QUARTERS” and
inserting in lieu thereof “PRECEDING CALENDAR PERIODS” .

(E) The table of sections for subchapter A of chapter 12 is

amended bﬂlstnlu.ng out “p g years and quarters” in
the item relating to section 2504 and inserting in lieu thereof
“grecedmg' calendar periods”.

(5) SECTION 2505.—

(A) Subsection (a) of section 2505 is amended—
(i) by striking out “each calendar quarter’ ’ and insert-

ing in lieu thereof “‘each calendar year”, and
(ii) by striking out “preceding calendar quarters” and
inserting in lieu thereof “preceding calendar periods”.

95 STAT. 321

26 USC 2504.

26 USC 2505.
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(B) Subsection (d) of section 2505 is amended by striking
out “calendar quarter” each ’Place it appears and inserting
in lieu thereof “calendar year”.
(b) AMENDMENTS TO SUBCHAPTER B OF CHAPTER 12.—

26 USC 2512. (1) SectioN 2512 —Subsection (b) of section 2512 is amended by
stnkmg out “ca]endar quarter” and inserting in lieu thereof
“calendar year”.

26 USC 2513. (2) SECTION 2513.—

(A) S?’ctmélh 25118‘30(:)1;15 amended (tlw striking Ol.l{il “calenda.!i'_
quarter” ea it appears and inserting in lieu thereo!
“calendar yezztrP

(B) Paragraph (2) of secttun 2513(b) is amended by striking
out “calendar quarter” in the matter precedmﬁ;ﬂbpara-
graph (A) and inserting in lieu thereof “calen y

(C) Subparagraph (A) of subsection (b)(2) of section 2513 is
amended to read as follows:

“(A) The consent may not be signified after the 15th day of
A ril following the close of such year, unless before such

15th day no return has been filed for such year by either
spouse, in which case the consent may not be s aftera
return for such year is filed by either spouse.”

(D) Subparagraph (B) of subsection (b)(2) of section 2513 is
amende;ib— 5 . 11

(i) by stnkmg out “the consent” and inserting in lieu
thereof “The consent”, and
(u] ])Jr striking out “such calendar quarter’’ and insert-
eu thereof “such year”.

(E) Subsection (c) of section 2513 is amended—

(i) by striking out “calendar quarter” and inserting in
lieu thereof “calendar year”, and

(ii) by striking out “15th day of the second month
following the close of such quarter” and inserting in lieu
“15th day of April following the close of such year”.

(F) Subsection (d) of section 2513 is amended—

(D) bjlrl striking out “any calendar quarter” and insert-
eu thereof “any calendar year”, an
(u) by striking out “‘such calendar quarter" and insert-
ing in lieu thereof “such year”.
26 USC 2522. (c) AMENDMENT TO SUBCHAPTER C OF CHAPTER 12.—Section 2522 is
amended by stnlﬂng out “quarter” each place it appears and insert-
ing in lieu thereof “year

(d) MISCELLANEOUS AMENDMENTS.—
26 USC 1015. (1) Par ph (2) of subsection (d) of section 1015 (relating to
for gift tax paid) is amended—

(A} by striking out “calendar quarter (or calendar year if
the gift was made before January 1, 1971)” and inserting in
heg thereof “calendar year (or preoedmg calendar period)”,
an

(B) by striking out “calendar quarter or year” each place it
app?ar% and inserting in heuquthereof ‘calendar y;:aar or

perl
26 USC 6019. (2) Section 6019 (relating to gift tax returns) is amended by
striking out subsection (b).
26 USC 6075. (3) Subsection (b) of section 6075 (relating to time for filing gift

tax returns) is amended to read as follows:
“(b) Girr TAX RETURNS.—



PUBLIC LAW 97-34—AUG. 13, 1981

“(1) GENERAL RULE.—Returns made under section 6019 (relat-
i.uﬁ to gift taxes) shall be filed on or before the 15th day of April
following the close of the calendar year.

“(2) EXTENSION WHERE TAXPAYER GRANTED EXTENSION FOR
FILING INCOME TAX RETURN.—Any extension of time ted the
taxpayer for filing the return of income taxes im by subtitle
A for any taxable year which is a calendar year shall be deemed
to be also an extension of time granted the taxpayer for filing the
return under section 6019 for such calendar year.

Note thatanding paragraphs (1) and G, the tme for fling the

paragrap and (2), me for filing the

return made under section 6019 for the calendar year which

includes the date of death of the donor shall not be later than the

time (including extensions) for filing the return made under

tslet:lsin:m 6018 (relating to estate tax returns) with respect to such
onor.”

(4) Paragraph (1) of section 6212(c) (relating to notice of
deficiency) is amended by striking out “calendar quarter” and
inserting in lieu thereof “calendar year”.

(e) EFFecTivE DATE.—The amendments made by this section shall
apply with respect to gifts made after December 31, 1981.

TITLE V—-TAX STRADDLES

SEC. 501. POSTPONEMENT OF RECOGNITION OF LOSSES, ETC.

(a) GENERAL RuLE.—Part VII of subchapter O of chapter 1 (relati
to wash sales of stock or securities) is amended by adding at the en
thereof the following new section:

“SEC. 1092. STRADDLES.

“(a) REcogNITION OF LOSS IN CASE OF STRADDLES, ETC.—
(1) LIMITATION ON RECOGNITION OF LOSS.—

‘“A) In GENERAL.—Any loss with respect to 1 or more
positions shall be taken into account for any taxable year
only to the extent that the amount of such loss exceeds the
unhiecf‘hzed gain (if any) with respect to 1 or more positions
w —

“(i) were acquired by the taxpayer before the disposi-
tion g)lvmg rise to such loss, th .

(i) were offsetting positions with respect to the 1 or
more positions from wl;’ioéil the loss aruse,lg.:d

““(iii) were not of an identified straddle as of the
close of the taxable year.

“(B) CARRYOVER OF LOSS.—Any loss which may not be
taken into account under subparagraph (A) for any taxable
year shall, subject to the limitations under subparagraph
(A), be treated as sustained in the succeeding taxable year.,

“(2) SPECIAL RULE FOR IDENTIFIED STRADDLES. —

“(A) IN GENERAL.—In the case of any straddle which is an

identified straddle as of the close of any taxable year—
“(i) paragraph (1) shall not apply for such taxable

year, an

“(ii) any loss with respect to such straddle shall be
treated as sustained not earlier than the day on which
a%_l of the positions making up the straddle are disposed
of.

95 STAT. 323

26 USC 6212.

26 USC 2501

note.

26 USC 1092,
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“4B) IpENTIFIED STRADDLE.—The term ‘identified straddle’
means any straddle— -

“(i) which is clearly identified on the taxpayer’s
records, before the close of the day on which the straddle
is acquired, as an identified straddle,

“(i1) all of the original positions of which (as identified
by the taxpayer) are acquired on the same day and with
respect to which—

“(I) all of such positions are disposed of on the
same day during the taxable year, or

“(IT) none of such positions has been disposed of as
of the close of the taxable year, and

““(iii) which is not of a larger straddle.

“(8) UNREALIZED GAIN.—For purposes of this subsection—
“(A) In GeNERAL—The term ‘unrealized gain’ means the
amount of gain which would be taken into account with
respect to any position held by the taxpayer as of the close of
the taxable year if such ition were sold on the last
business day of such taxable year at its fair market value.
“(B) REPORTING OF GAIN.—

“(i) In GeNERAL.—Each taxpayer shall disclose to the
Secretary, at such time and in such manner and form as
the Secretary may prescribe b&reg‘u]ations—

“(I) each position (whether or not part of a strad-
dle) which is held by such taxpayer as of the close of
the taxable year and with respect to which there is

unrealized gain, and
*(IT) the amount of such unrealized gain.
“(ii) REPORTS NOT REQUIRED IN CERTAIN CASES.—Clause
(i) shall not apply— 9 sl
“() to any position which is part of an identified
straddle,
“(II) to any position which, with respect to the
taxpayer, is property described in paragraph (1) or
(2) of section 1221 or to any position which is of
Post, p. 321. a hedging transaction (as defined in section 1256(e)),

or
“(I1I) with respect to any taxable year if no loss on
a position (including a regulated futures contract)
has been sustained during such taxable year or if
the only loss sustained on such position is a loss
described in subclause (II).

“(b) CHARACTER OF GAIN oR Loss; WAsH SALES.—Under regulations
prescribed by the Secretary, in the case of gain or loss with respect to
Mn of a straddle, rules which are similar to the rules of
8 ions (a) and (d) of section 1091 and of subsections (b) and (d) of
section 1233 and which are consistent with the purposes of this
section shall apply.

“{c) STRADDLE NED.—For purposes of this section—

“(1) In GENERAL.—The term ‘straddle’ means offsetting posi-
tions with respect to personal property.

“(2) OFFSETTING POSITIONS.—

“(A) IN GENERAL.—A taxpayer holds offsetting positions
with respect to personal property if there is a su tial
diminution of the taxpayer’s risk of loss from holding any

ition with respect to personal property by reason of his
olding 1 or more other positions with respect to personal
property (whether or not of the same kind).
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“%) ONEﬂ_srim nljanom rgsmofo'flma smn.—ﬂllfe 1or zpore

itions offset only a portion or more other positions,

ﬁ Secretary aha]lyby regulationgtﬁrescribe the method for
determining the portion of such other positions which is to
be taken into account for purposes of this section.

“(C) SPECIAL RULE FOR IDENTIFIED STRADDLES.—In the case
of any position which is not part of an identified straddle
(vl:latllljm t.lgg m of subsection th(ﬂ)(il)(B)), t:uch positti‘on
s not as offsetting with respect to any position
which is part of an identified straddle.

“3) PRES(A) UMFI‘IIN ON.— - -
= GENERAL.—For purposes
more positions shall be presumed to be

“(i) the positions are in the same personal property
(whﬁther e:tta}l):hahed in such property or a contract for
such prope

“(ii) the positions are in the same personal propm

even though such property may be in a substanti
altered form,

“(iii) the positions are in debt instruments of a similar
maturity or other debt instruments described in regula-
tions prescribed by the Secretary,

“(iv) the positions are sold or marketed as offsetting
positions (whether or not such positions are called a
straddle, spread, butterfly, or any similar name),

“(v) the aggregate margin rﬁu.irement for such posi-
tions is lower than the sum of the margin requirements
for each such position (if held separately), or

“(vi) there are such other factors (or satisfaction of
subjective or objective tests) as the Secretary may by
regulg'tioqs prescribe as indicating that such positions
are o .

For purposes of the preceding sentence, 2 or more positions
shall be treated as described in clause (i), (ii), (iii), or (vi) only
if the value of 1 or more of such positions ordinarily varies
inversely with the value of 1 or more other such positions.

“(B) UMPTION MAY BE REBUTTED.—Any umption

established pursuant to sub ph (A) may be rebutted.
“(d) DeFiNtTIONS AND SPECIAL RuLes.—For purposes of this

ph (2), 2 or
e

section—

“(1) PErsoNAL PROPERTY.—The term ‘personal property’ means
any personal property (other than stock) of a type which is
actively traded.

“(2) PostTiON.—

“(A) IN GENERAL.—The term ‘position’ means an interest
(including a futures or forward contract or option) in
pe‘l:aonal property. .

(B) SPECIAL RULE FOR STOCK OPTIONS.—The term ‘position’
includes any stock option which is a part of a straddle and
which is an option to buy or sell stock which is actively
traded, but does not include a stock option which—

. ‘A is t.radedh on a domgctllﬁ exﬁehanSecge orona gi.milar
oreign exc angedemﬁ:m t retary, an
“(ﬁi& ofa wi respec);; to whichtgl{g maximum
period during which such option may be exercised is less
the minimum period for which a capital asset must
be held for gain to be treated as long-term capital gain
under section 1222(3).
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“(3) PoSITIONS HELD BY RELATED PERSONS, ETC.—

“(A) IN GENERAL—In determining whether 2 or more
ositions are offsetting, the taxpayer shall be treated as
olding any position held by a related person.

“(B) TED PERSON.—For purposes of subparagraph (A),

a person is a related person to the taxpayer if with respect to
any period during which a position is held by such person,
such person—

*(i) is the spouse of the taxpayer, or .

“(i1) files a consolidated return (within the meaning of
section 1501) with the taxpayer for any taxable year
which includes a portion of such period.

*(C) CERTAIN FLOWTHROUGH ENTITIES.—If part or all of the
gain or loss with respect to a position held by a partnership,
trust, or other entity would %roperly be taken into account
for purposes of this chapter by a taxpayer, then, except to
the extent otherwise Srowded in regulations, such position
shall be treated as held by the taxpayer.

“(4) SPECIAL RULE FOR REGULATED FUTURES CONTRACTS.—In the
case of a straddle—

““(A) at least 1 (but not all) of the positions of which are
regulated futures con and

‘(B) with respect to which the r has elected not to

have the provisions of section 1256 apply,
the provisions of this section shall apply to an{lregulated futures
contract and any other position making up such straddle.

“(5) REGULATED FUTURES CONTRACT.—The term ‘regulated
futures contract’ has the same meaning given such term by
section 1266(b). . p

“(e) ExceprioN ForR HEDGING TRANSAcTIONS.—This section shall
111% g.(pgly in the case of any hedging transaction (as defined in section
e)).

“(f) Cross REFERENCE.—

“For provision requiring talization of certain interest and carrying
charges where méﬂ. a see section 263(g).”

(b) PENALTY FOR FAILURE To DiscLose.—Section 6653 (relating to
failure to pay tax) is amended by adding at the end thereof the
following new subsection:

“(g) SpeciaL RULE IN Cases oF FAILURE To REPORT UNREALIZED
GAIN ON PosITION IN PERSONAL PROPERTY.—If—

“(1) a taxpayer fails to make the report required under section
1092(a)(3)(1?§in the manner prescribed by such section and such
failure is not due to reasonable cause, an

“(2) such taxpayer has an underpayment of any tax attributa-
ble ;gglct wtlgole or m{mrt)( to :lllli?:l %nial ofa dedtfg:tio:_: of ?&gog(sd%gl)l
res, an ion (wi e of section 5

then such undelitg:ent shall, for pmmmgurpose:s of subsection (a), be
treated as an unde ent due to negligence or intentional disre-
gard of rules and tions (but without intent to defraud).”

(c) AppLicaTioN WiTH SECTION 1238.—Paragraph (2) of section
1233(e) (defining property to which section applies) is amended by
inserting “, but does not include any position to which section 1092(b)
applies” after “taxpayer” in subparagraph (A).

(l()l) CLERICAL AMENDMENTS.—

(1) The table of sections for such part VII is amended by adding
at the end thereof the following new item:

“Sec. 1092. Straddles.”
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(2) The heading for such part VII is amended to read as follows:
“PART VII—WASH SALES; STRADDLES”.

(3) The table of parts for subchapter O of chapter 1 is amended
by striking out the item relating to part VII and inserting in lieu
tﬁereof the following:

“Part VII. Wash sales; straddles.”

SEC. 502. CAPITALIZATION OF CERTAIN INTEREST AND CARRYING
CHARGES IN THE CASE OF STRADDLES.

Section 263 (relating to capital expenditures) is amended by adding 26 USC 263.
at the end thereof the following new subsection:
“(g) CERTAIN INTEREST AND CARRYING Co0STS IN THE CASE OF STRAD-
DLES.—
im‘(‘i(l) GENERAL ll:aull:;és_No dedluct;fln shlz;lll btc(e)allowed ;‘{)r interre:t
carrying c properly allocable to personal property
which is part of a straddle (as defined in section 1092(c)). Any Ante, p. 323.
amount not allowed as a deduction by reason of the preceding
sentence shall be chargeable to the capital account with respect
to the personal property to which such amount relates.
“(2) INTEREST AND CARRYING CHARGES DEFINED.—For purposes
of paragraph (1), the term ‘interest and carrying charges’ means
the excess of—
“(A) the sum of—
“(i) interest on indebtedness incurred or continued to
purchase or carry the personal property, and
“(ii) amounts paid or incurred to insure, store, or
transport the personal property, over
“(B) the sum of—
“(i) the amount of interest (including original issue
discount) includible in gross income for the taxable year
&i;:h r?ispect to the property described in subparagraph
, an
“(ii) any amount treated as ordinary income under
section 1232(a)4)XA) with respect to such property for Post, p. 331.
the taxable year.
“(3) EXCEPTION FOR HEDGING TRANSACTIONS.—This subsection
shall not af ly in the case of any hedging transaction (as defined
in section (e).”

SEC. 503. REGULATED FUTURES CONTRACTS MARKED TO MARKET.

(a) GENERAL RuLE.—Part IV of subchapter P of chapter 1 (relating
to special rules for determining capital gains and losses) is amende
by adding at the end thereof the following new section:

“SEC. 1256. REGULATED FUTURES CONTRACTS MARKED TO MARKET. 26 USC 1256,

“(a) GENERAL RULE.—For purposes of this subtitle—

“(1) each regulated futures contract held by the taxpayer at the
close of the taxable year shall be treated as sold for its fair
market value on the last business day of such taxable ﬂie.‘alr (and
any gain or loss shall be taken into account for the taxable year),

“(2) proper adjustment shall be made in the amount of any
gain or loss subsequently realized for gain or loss taken into
account by reason of paragraph (1),

“(3) any gain or loss with respect to a regulated futures
contract shall be treated as—

89-194 0—82—23: QL3
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‘“(A) short-term capital gain or loss, to the extent of 40
percent of such gain or loss, and

“(B) long-term capital gain or loss, to the extent of 60
perlgeffl"fﬁmhﬁgin oam aking ddl

“(4) i the offsetting positions making up any straddle
consist of regulated futures contracts to which this section
applies (and such straddle is not part of a larger straddle),

Ante, pp. 323, sections 1092 and 263(g) shall not apply with respect to such
327. straddle.

‘“(b) RecuraTeEDp FuTUrREs ConTrACTS DEFINED.—For purposes of
this section, the term regulated futures contract’ means a contract—

“(1) which re?um delivery of personal property (as defined in
section 1092(d)X1)) or an interest in such property;

“(2) with respect to which the amount required to be deposited
and the amount which may be withdrawn depends on a system of
marking to market; and

“(3) which is traded on or subject to the rules of a domestic
board of trade designated as a contract market by the Commodity
Futures Trading Commission or of any board of trade or
exchange which the Secretary determines has rules adequate to
carry out the purposes of this section.

“(c) TeErMINATIONS.—The rules of paragraphs (1), (2), and (3) of
subsection (a) shall also apply to the termination during the taxable
year of the taxpayer’s obligation with respect to a regulated futures
contract by offsetting, by or making delivery, or otherwise. For
purposes of the preceding sentence, fair market value at the time of
the termination shall be taken into account.

“(d) ELecTions WrTH RESPECT TO MIXED STRADDLES.—

“(1) ErecTioN.—The tt:gayer may elect to have this section

not to apply to all regulated futures contracts which are part of a
mixed straddle.

“(2) TiME AND MANNER.—An election under ph (1) shall
be made at such time and in such manner as the Secretary may
by regulations prescribe.

é3) ELMONh?ﬁvW ?NLY ﬂv;nm GONsm.—flk;lu electifon
under par. ) a to the er’s taxable year for
which p;:‘gméand to all ssgsgquent taxable years, the

Secretary consents to a revocation of such election.

“(4) Mixep sTRADDLE.—For purposes of this subsection, the
term ‘mixed straddle’ means any straddle (as defined in section
1092(c))—

“(A) at least 1 (but not all) of the positions of which are
regulated futures contracts, and
“(B) with respect to which each position forming art of
such straddle is clearly identified, before the close of i‘-’n
on which such position is acquu-ed as being part of suc
straddle.
“(e) MARk To MARKET Not To AppLY TO HEDGING TRANSACTIONS.—

“(1) SeEctioN Not To APPLY.—Subsection (a) shall not apply in
the case of a hedging transaction.

“(2) DEFINITION OF HEDGING TRANSACTION.—For purposes of
this su%sectlon, the term ‘hedging transaction’ means any trans-
action if—

“(A) such transaction is entered into by the yer in
the normal course of the taxpayer’s trade or business
primarily—
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“() to reduce risk of price ¢ or currency fluctu-
ations with respect to property which is held or to be
held by the taxpayer, or

“(ii) to reduce risk of interest rate or price changes or
currency fluctuations with respect to borrowings made
or to be made, or obligations incurred or to be incurred,
by the taxpayer,

“(B) the gain or loss on such transactions is treated as
ordi income or loss, and

“(C) before the close of the day on which such transaction
was entered into, the taxpayer clearly identifies such trans-
action as being a hedging transaction.

“(3) SPECIAL RULE FOR SYNDICATES.—

“(A) In cENERAL.—Notwithstanding paragraph (2), the

term ‘hedging transaction’ shall not include any transaction

entt(aBr?% intoby or fora syndwg'te. gl 4
g YNDICATE DEFINED.—For purposes of subparagrap
(A), the term ‘syndicate’ means p ip or other

entity (other than a corporation which is not an electing
small business corporation within the meani:}g of section
1871(b)) if more than 35 percent of the losses of such entity
during the taxable year are allocable to limited partners or
limited entrepreneurs (within the meaning of section

464(e)(2)).
‘(C) HOLDINGS ATTRIBUTABLE TO ACTIVE MANAGEMENT.—
For purposes of sub I?h (B), an interest in an entity
not be treated as held by a limited partner or a limited

entrepreneur (within the meaning of section 464(e)2))—

*(i) for any period if during such period such interest

is held by an individual who acti participates at all

tint‘iies during such period in the management of such
entity,

“(i1) for any period if during such period such interest
is held the spouse, children, grandchildren, and
parents of an individual who actively participates at all
tinglps during such period in the management of such
entity,

"(ilt’:i) if such interest is held by an individual who
actively icipated in the management of such entity
for a period of not less than 5

“(iv) if such interest is held by the estate of an
individual who mm icipated in the ment
of such entity or is the estate of an individual if
with respect to such individual such interest was at any
time described in clause (ii), or

“(v) if the Secretary determines that such interest
ghould be treated as held by an individual who actively
participates in the management of such entity, and that
such entity and such interest are not used (or to be used)

o for tax-av:%dtﬁee %urposes o - s
'or purposes su ph,a y adopted child
an individual shall be treaﬁ asa chilggof such individual by

blood.
b e AL PR B (Iﬁytho'}mparagm"fa oy Shenned
in on , subparagra
aj ]iedwithoutregardtoclm?se 1) or(ji]thereof.p
“(f) gECIALRULEB.—
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“(1) DENIAL OF CAPITAL GAINS TREATMENT FOR PROPERTY IDENTI-
FIED AS PART OF A HEDGING TRANSACTION.—For purposes of this
title, gain from any property shall in no event be considered as
gain from the sale or exchange of a capital asset if such property
was at any time personal property (as defined in section
1092(d)X(1)) identified under subsection (e)X2)(C) by the taxpayer as
being part of a hedging transaction.

“(2) SUBSECTION (a)3) NOT TO APPLY TO ORDINARY INCOME PROP-
ERTY.—Paragraph (3) of subsection (a) shall not apply to any gain
or Ilos.s which, but for such paragraph, would be ordinary income
or loss.

(b) CLericAL AMENDMENT.—The table of sections for part IV of
subchapter P of chapter 1 is amended by adding at the end thereof the
following new item:

“Sec. 1256. Regulated futures contracts marked to market.”.

SEC. 504. CARRYBACK OF LOSSES FROM REGULATED FUTURES CON-
TRACTS TO OFFSET PRIOR GAINS FROM SUCH CONTRACTS.

Section 1212 (relating to capital loss car?ibacks and carryovers) is
amended by adding at the end thereof the following new subsection:

“(c) CarryBACK OF Losses From ReEcurATED FuTURES CONTRACTS
To Orrser Prior GAIns FroM SucH CONTRACTS.—

“(1) In GeNERAL.—If a2 taxpa}yer (other than a corporation) has
a net commodity futures loss for the taxable year and elects to
have this subsection apply to such taxable year, the amount of
such net commodity futures loss—

“(A) shall be a carryback to each of the 3 taxable years
preceding the loss year, and

“(B) to the extent that, after the application of paragraphs
(2) and (3), such loss is allowed as a carryback to any such
preceding taxable year—

“(1) 40 percent of the amount so allowed shall be
treated as a short-term capital loss from regulated
futures contracts, and

“(ii) 60 percent of the amount so allowed shall be
treated as a long-term capital loss from regulated
futures contracts.

“(2) AMOUNT CARRIED TO EACH TAXABLE YEAR.—The entire
amount of the net commodity futures loss for any taxable year
shall be carried to the earliest of the taxable years to which such
loss may be carried back under paragraph (1). The portion of such
loss which shall be carried to each of the 2 other taxable years to
which such loss may be carried back shall be the excess (if any) of
such loss over the portion of such loss which, after the applica-
t%t.;n l())lf paragraph (3), was allowed as a carryback for any prior

able ;

“3) OUNT WHICH MAY BE USED IN ANY PRIOR TAXABLE
YEAR.—An amount shall be allowed as a carryback under para-
graph (1) to any prior taxable year only to the extent—

“(A) such amount does not exceed the net commodity
futureiﬁain for such year, and

“(B) the allowance of such carryback does not increase or
prguce a net operating loss (as defined in section 172(c)) for
such year.

“(4) NET COMMODITY FUTURES L0SS.—For purposes of ﬁagra h
(1), the term ‘net commodity futures loss’ means the er of—

“(A) the net capital loss for the taxable year determined by
taking into account only gains and losses from regulated
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futures contracts and positions to which section 1256 applies, Ante, p. 327.

or

“(B) the sum of the amounts which, but for paragraph
(6)A), would be treated as capital losses in the succeeding
taxiable year under subparagraphs (A) and (B) of subsection

X1).

“(5) NET cOMMODITY FUTURES GAIN.—For purposes of para-
graph (1)—

“(A) In GeNERAL.—The term ‘net commodity futures gain’
means the lesser of—

“(i) the cagital gain net income for the taxable year
determined by taking into account only gains and losses
from ated futures contracts, or

“(ii) the capital gain net income for the taxable year.

“(B) SpECIAL RULE.—The net commoditﬁaf}-lltures gain for
any taxable year before the loss year s be computed
without regard to the net commodity futures loss for the loss

ear or for any taxable year thereafter.
“(6) COORDINATION WITH CARRYFORWARD PROVISIONS OF SUBSEC-
TION (b)(1).—

“(A) CARRYFORWARD AMOUNT REDUCED BY AMOUNT USED AS
CARRYBACK.—For purposes of applying subsection (b)1), if
any portion of the net commodity futures loss for any taxable
year is allowed as a carryback under paragraph (1) to any
preceding taxable year—

“(1) 40 percent of the amount allowed as a carryback
shall be éreated as a short-term capital gain for the loss
year, an

“(i1) 60 percent of the amount allowed as a carryback

shall be treated as a long-term capital gain for the loss

“(B) CARRYOVER LOSS RETAINS CHARACTER AS ATTRIBUTABLE
TO REGULATED FUTURES CONTRACT.—Any amount carried
forward as a short-term or long-term capital loss to any
taxable year under subsection (b)(1) (after the application of
subparagraph (A)) shall, to the extent attributable to losses
from regulated futures contracts, be treated as loss from
regulated futures contracts for such taxable ¥gar.

“7) amm DEFINITIONS AND SPECIAL RULES.—For purposes of
this subsection—

“(A) REGULATED FUTURES CONTRACT.—The term ‘regulated
futures contract’ means any regulated futures contract (as
defined in section 1256(b)) to which section 1256 applies.

“(B) EXCLUSION FOR ESTATES AND TRUSTS.—This subsection
shall not apply to any estate or trust.”

SEC. 505. CERTAIN GOVERNMENTAL OBLIGATIONS ISSUED AT DISCOUNT
TREATED AS CAPITAL ASSETS.

(@) GEnNERAL RurLE—Section 1221 (defining capital asset) is 26 USC 1221.
amended by striking out paragraph (5) and by redesignating para-
graph (6) as paragraph (5).

(b) TREATMENT OF AMOUNTS RECEIVED ON SALE or OTHER Disposi-
TION.—Subsection (a) of section 1232 (relating to bonds and other 26 USC 1232.
evidences of indebtedness) is amended by adding at the end thereof
the following new paragraph:

“(4) CERTAIN SHORT-TERM GOVERNMENT OBLIGATIONS,—
“(A) IN GENERAL.—On the sale or exchange of any short-
term Government obligation, any gain realized which does
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not exceed an amount equal to the ratable share of the
acquisition discount shall be treated as ordinary income.
Gain in excess of such amount shall be considered gain from
the sale or exchange of a capital asset held less than 1 year.

“(B) SHORT-TERM GOVERNMENT OBLIGATION.—For p
of this paragraph, the term ‘short-term Government obliga-
tion’ means any obligation of the United States or any of its
possessions, or of a State or any political subdivision thereof,
or of the District of Columbia which is issued on a discount
basis and payable without interest at a fixed maturity date
not exceed};gg 1 year from the date of issue. Such term does
not include any obligation the interest on which is not
includible in gross income under section 103 (relating to
certain governmental obligations).

“(C) AcquisiTioN pISCOUNT.—For purposes of this para-
graph, the term ‘acquisition discount’ means the excess of
the stated redemption price at maturity over the taxpayer’s
basis for the obligation.

“(D) RataBLE SHARE.—For purposes of this paragraph, the
ratable share of the acquisition discount is an amount which
bears the same ratio to such discount as—

“(i) the number of days which the taxpayer held the
obligation, bears to

“(ii) the number of days after the date the taxpayer
acquired the obligation and up to (and including) the
date of its maturity.”

(c) TECHNICAL AMENDMENTS.—

(1) Subparagraph (D) of section 1281(b)1) is amended by strik-
£5) _out “paragraph (6)” and inserting in lieu thereof “paragraph
(2) Subparagraph (B) of section 341(c)2) is amended by striking
t{lzlgug)()qu g%?e;;nmental obligations described in section

SEC. 506. PROMPT IDENTIFICATION OF SECURITIES BY DEALERS IN SE-

CURITIES.

(a) In GENERAL.—Subsection (a) of section 1236 (relating to dealers
in securities) is amend

(1) by striking out “before the expiration of the 30th day after
the date of its acquisition” and inserting in lieu thereof “before
the close of the day on which it was acquired (before the close of
ii}éng)q,lluwmg"i day in the case of an acquisition before January 1,

, an

(2) by stri king out “expiration of such 30th day” and inserting

in lieu thereof ‘‘close of such day”.

(b) SpECIAL RULE FOR FLOOR SPECIALISTS.—Section 1236 (relating to
dealers in securities) is amended by adding at the end thereof the
following new subsection:

“(d) SpecIAL RULE FOR FLOOR SPECIALISTS.—

“(1) In geNERAL.—In the case of a floor specialist (but only with
resm to acquisitions, in connection with his duties on an
exchange, of stock in which the specialist is registered with the
exchange), subsection (a) shall be applied—

“(A) by inserting ‘the Tth business day followin%’ before
‘the day’ the first place it appears in paragraph (1) and by
inserting ‘Tth business' before ‘day’ in paragraph (2), and

“(B) by striking the parenthetical phrase in paragraph (1).
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“(2) Froor spPeCIALIST.—The term ‘floor specialist’ means a
person who is—
“(A) a member of a national securities exchange,
“(B) is registered as a specialist with the exchange, and
“C) meets the requirements for specialists established by
the Securities and Exchange Commission.”

SEC. 507. TREATMENT OF GAIN OR LOSS FROM CERTAIN TERMINATIONS.

(a) GENERAL RuLE.—Part IV of subchapter P of chapter 1 (relatin
to special rules for determininricafpital gains and losses) is amende
by inserting after section 1234 the following new section:

“SEC. 1234A. GAINS OR LOSSES FROM CERTAIN TERMINATIONS.

“Gain or loss attributable to the cancellation, lapse, expiration, or
other termination of a right or obligation with respect to personal
property (as defined in section 1092(d)(1)) which is (or on acquisition
would be) a capital asset in the hands of the taxpayer shall be treated
as gain or loss from the sale of a capital asset.”

(b) CLEricAL AMENDMENT.—The table of sections for part IV of
subchapter P of cha&ter 1 is amended by inserting after the item
relating to section 1234 the following new item:

“Sec. 1234A. Gains or losses from certain terminations.”
SEC. 508, EFFECTIVE DATES.

(a) IN GENERAL.—Except as otherwise ]irovided in this section, the
amendments made by this title shall t:;gey to prc%ar% acquired and
positions established by the taxpayer June 23, 1981, in taxable
years ending after such date.

(b) IDENTIFICATION REQUIREMENTS.—

meckion S0 Sl sonle G ecent et e tha e P ST

on app property y the yer after
the date of the enacfment of this Act in taxable years ending
after such date.

(2) UNDER SECTION 1256(€)(2)(C) OF CODE.—Section 1256(e)(2XC) of
the Internal Revenue Code of 1954 (as added by this title) shall
apply to property acquired and positions established by the

tl; after December 31, 1981, in taxable years ending after
suc ;

(c) ELecTioN WrTH REspecT T0 PrROPERTY HELD ON JUNE 283, 1981.—
If the taxpayer so elects (at such time and in such manner as the
Secretary of the Treasury or his delegate shall prescribe) with respect
to all regulated futures contracts oz;sgaitions held by the taxpayer on
June 23, 1981, the amendments made by this title shall apply to all
such contracts and positions, effective for periods after date in
taxable years ending after such date. For purposes of the preceding
sentence, the term “regulated futures contract” has the meaning

ven to such term by section 1256(b) of the Internal Revenue Code of

954, and the term tion” has the meaning given to such term by
section 1092(d)(2) of such Code.

SEC. 509. ELECTION FOR EXTENSION OF TIME FOR PAYMENT AND APPLI-
CATION OF SECTION 1256 FOR THE TAXABLE YEAR INCLUD-
ING JUNE 23, 1981.

(a) ELECTION.—
(1) In GENERAL.—In the case of taxable year be%mmng i
before June 23, 1981, and endingangﬁer June 22, 1981, the
taxpayer may elect, in lieu of any election under section 508(c), to

95 STAT. 333

26 USC 1234A.

Ante, p. 323.

26 USC 1092
note.

Ante, p. 327.

26 USC 1256
note.
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have this section apply to all regulated futures contracts held
during such taxable year.

(2) APPLICATION OF SECTION 1256.—If a taxpayer elects to have
the provisions of this section apply to the taxable year described

in para%irag}'l 1— . ‘
) the provisions of section 1256 of the Internal Revenue
Code of 1954 (other than section 1256(e)(2)(C)) shall apply to
regulated futures contracts held by the taxpayer at any time
during such taxable year, and

(B) for pu.rﬁ)oses of determining the rate of tax applicable
to gains and losses from regulated futures contracts held at
any time during such year, such gains and losses shall be
treated as gain or loss from a sale or exchange occurring in a
taxable year beginning in 1982.

(3) DETERMINATION OF DEFERRED TAX LIABILITY.—If the tax-
payer makes an election under this subsection.—

(A) the taxpayer may pay part or all of the tax for such
year t;n two or more (but not exceeding five) equal install-
ments;

(B) the maximum amount of tax which may be paid in
installments under this section shall be the excess of—

(1) the tax for such year, determined by taking into
account paragraph (2), over

(i) the tax for such year, determined by taking into
account paragraph (2) and by treating all regulated
futures contracts which were held by the taxpayer on
the first day of the taxable year described in aph
(1), and which were acquired before the first day of such
taxable year, as having been acquired for a purchase
price equal to their fair market value on the last
business day of the preceding taxable year.

(4) DATE FOR PAYMENT OF INSTALLMENT, —

(A) If an election is made under this subsection, the first
installment under subsection (a)3)A) shall be paid on or
before the due date for filing the return for the taxable year
described in paragraph (1), and each succeeding installment
shall be paid on or before the date which is one year after the
date prescribed for payment of the preceding installment.

(B) If a bankruptcy case or insolvency proceeding involv-
ing the taxpayer is commenced before the final installment
is paid, the total amount of any unpaid installments shall be
treated as due and payable on the day preceding the day on
which such case or proceeding is commenced.

(5) INTEREST IMPOSED.—For purposes of section 6601 of the
Internal Revenue Code of 1954, the time for payment of any tax
with respect to which an election is made under this subsection
shall be determined without regard to this subsection.

(b) Form oF ELECcTION.—An election under this section shall be
made not later than the time for filing the return for the taxable year
described in subsection (a)(1) and shall be made in the manner and
form required by regulations prescribed by the Secretary. The elec-
tions set forth—

(1) the amount determined under subsection (a)3)B) and the
number of installments elected by the taxpayer,

(2) each regulated futures contract held by the taxpayer on the
first day of the taxable year described in subsection (a)1), and
the date such contract was acquired,

(3) the fair market value on the last business day of such
taxable year for each regulated futures contract described in
subparagraph (B), and



PUBLIC LAW 97-34—AUG. 13, 1981

(4) such other information for purposes of carrying out the
provisions of this section as may be required by such regulations.

TITLE VI—-ENERGY PROVISIONS
Subtitle A—Changes in Windfall Profit Tax

SEC. 601. $2,500 ROYALTY CREDIT FOR 1981; EXEMPTION FOR 1982 AND
THEREAFTER.

(a) $2,600 RoyarTy CrREDIT FOR 1981.—

(1) In GENERAL.—Subsection (a) of section 6429 (relating to
treatment as overpayment) is amended to read as follows:

‘(a) TREATMENT AS OVERPAYMENT.—In the case of a qualified
royalty owner, that portion of the tax imposed by section 4986 which
is paid in connection with qualified royalty production removed from
the premises during calendar year 1981 shall be treated as an
overpayment of the tax imposed by section 4986.”

(2) INCREASE IN AMOUNT OF CREDIT.—Paragraph (1) of section
6429(c) (relating to $1,000 limitation on credit or refund) is
amended to read as follows:

“(1) In GeENErRAL—The aggregate amount which may be
treated as an overpayment under subsection (a) with respect to
any qualified royalty owner for Broduct.ion removed from the
premises during calendar year 1981 shall not exceed $2,500.”

(3) CONFORMING AMENDMENTS.—Subsection (c) of section 6429
isamengec}a— king $1,000 h pl d

(A) by striking out “$1,000” each place it appears an
inserting in lieu thereof “$2,500", and

(B) by striking out “qualified period” each place it appears
and inserting in lieu thereof “calendar year”.

(4) DEFINITION OF QUALIFIED ROYALTY PRODUCTION.—Subsection
(d) of section 6429 is amended by e‘tn.kn]xf out paragraphs (2) and
(3) and inserting in lieu thereof the following new paragraphs:

“(2) QUALIFIED ROYALTY PRODUCTION.—The term ‘qualified roy-
alty production’ means, with respect to qualified royalty
owner, taxable crude oil which is attributable to an economic
interest of such royalty owner other than an operating mineral
interest (within the meaning of section 614(d)). Such term does
not include taxable crude oil attributable to any overriding
royalty interest, production ent, net profits interest, or
similar interest of the qualified royalty owner which—

“(A) is created after June 9, 1981, out of an f;ferating
mineral interest in property which is proven oil or gas
roperty (within the meaning of section 613A(c)(9)(A)) on the
te such interest is created, and
“(B) is not created pursuant to a binding contract entered
into prior to June 10, 1981.

“(3) PRODUCTION FROM TRANSFERRED PROPERTY.—

“(A) In GENERAL.—In the case of a transfer of an interest
i property, the ciuahﬁed royalty production of the
transferee shali not include any production attributable to

95 STAT. 335

26 USC 6429.
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26 USC 6429.

Ante, p. 312.

26 USC 6654.

26 USC 66565.

26 USC 31.

94 Stat. 235.
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an interest that has been transferred after June 9, 1981, in a
transfer which—

“(i) is described in section 613A(c)9XA), and

“(ii) is not described in section 613A(c)X9XB).

“(B) ExcepTioNs.—Subparagraph (A) shall not apply in the
case of any transfer so long as the transferor and the
transferee are required by paragraph (3) or (4) of subsection
(c) to share the $2,500 amount in subsection (c)1). The
p ing sentence shall apply to the case of any pur:Yerty
only if the production from the property was qualified
royalty production of the transferor.

“(C) TRANSFERS INCLUDE SUBLEASES.—For glllsl?oseﬂ of this
par%}ra&, a sublel?se shall be tre?beu;lm asatr t;f.

i ATES.—For purposes of this paragraph, prope
held by any estate shall be treated as owned both surgl":
estate and proportionately by the beneficiaries of such
estate.”

(5) QUALIFIED FAMILY FARM CORPORATION DEFINED.—Paragraph
(4) of section 6429(d) is amended to read as follows:

“(4) QUALIFIED FAMILY FARM CORPORATION.—The term ‘quali-
fied family farm corporation’ means a co;goration—

“(A) all the outstanding shares of stock of which at all
times during the calendar year are held by members of the
same family (within the meaning of section 2032A(e)(2)), and

‘(B) 80 percent in value of the assets of which (other than
royalty interests described in paragraph (2)A)) are held by
the corporation at all times during such calendar year for
use for farming purposes (within the meaning of section
2032A(e)5)).”

(6) CONFORMING AMENDMENTS.—

(A) Paragraph (3) of section 6654(f) (relating to failure by
individuals to pay estimated income tax) is amended to read
as follows:

“(3) the sum of—

“(A) the credits against tax allowed by part IV of sub-
chapter A of chapter 1, other than the credit against tax
provided by section 31 (relating to tax withheld on wages),

plus
“(B) to the extent allowed under regulations prescribed by
the Secretary, any amount which is treated under section
6429 as an overpayment of the tax imposed by section 4986.”
(B) Paragraph (2) of section 6655(e) (relating to failure by
corporation to pay estimated income tax) is amended to read
as follows:
R i ded by part IV of sub-
“ e credits against tax provi y of su
chapter A of chapter 1, plus
“(B) to the extent allowed under regulations prescribed by
the Secretary, any amount which is treated under section
6429 as an overpayment of the tax imposed by section 4986.”
(b) EXEMPTION FOR 1982 AND THEREAFTER.—

(1) IN GENERAL.—Subsection (b) of section 4991 is amended by
striking out “and” at the end of Evaragraph (3), by striking out the
period at the end of paragraph (4), and inserting in lieu thereof “,
and”, and by adding at the end thereof the following new
paragraph:

“(5) exempt royalty oil.”
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(2) EXEMPT ROYALTY OIL.—Section 4994 is amended by adding 94 Stat. 241.

at the end thereof the following new subsection:
“(f) Exempr RovarLTy O1L.—

“(1) INn GeNeErRAL—For purposes of this chapter, the term
‘exempt royalty oil’ means that portion of the qualified royalty
owner's qualified royalty production for the quarter which does
not exceed the royalty hmf‘ t for such quarter.

“(2) RoyALry LiMIT.—F' Kurposes of this subsection—

“(A) In GENERAL.—A qualified royalty owner’s royalty
limit for any quarter is the product of—

“(i) the number of days in such quarter, multiplied by

“(ii) the limitation in barrels determined under the

following table:
“In the case of qualified The limitation in
ggl:éyall,y production during: barrels 152:
1983 2
1984 2
1985 and thereafter 3.

“(B) PRODUCTION EXCEEDS LIMITATION.—If a qualified roy-
alty owner’s qualified royalty production for any quarter
exceeds the royalty limitation for such quarter, such royalty
owner may allocate such limit to any qualified royalty
roduction which he selects.
“(g) DEFINITIONS.—
“(A) INn GENERAL—The terms ‘qualified royalty owner’
and ‘qualified royalty production’ have the meanings given
to such terms by section 6429; except that the reference to
qualified taxable crude oil in section 6429(d) shall be treated
as a reference to oil which would have been taxable crude oil
but for this section.
“(B) ALrocaTioN.—Rules similar to the rules of para-
ﬂz.?hs (2), (3), and (4) of section 6429(c) shall apply to the
imitation determined under subsection (b)1).”
(3) ADJUSTMENTS TO WITHHOLDING.—Subsection (a) of section
4995 is alilllended by adding at the end thereof the following new 94 Stat. 244.
aph:
“o #hmus'rm'rs TO TAKE INTO AOCLOUNT l:omm-y Em{bPé
TIoN.—The Secretary shall prescribe such regulations as may
necessary so that the withholding required under this subsection
shall be rediiced to take into account the exemption provided by
section 4991(b)(5) (rel:gﬁg to exempt royalty oil), and he may Ante, p. 336.
prescribe such other ations as may be necessary to adminis-
ter such exemption.”
N o oiided v paiusist ), watssiod ) bl
cept as provi in , Su ion (a) s 26 USC 6429
take effect on January 1, 1981. P note.
(2) The amendments made bg Ba:agraph (6) of subsection (a)
shall take effect on January 1, 1980.
(3) The amendments made by subsection (b) shall apply to oil 26 USC 4991
removed after December 31, 1981. note.

SEC. 602. REDUCTION IN TAX IMPOSED ON NEWLY DISCOVERED OIL.

(a) In GENErAL.—Paragraph (3) of section 4987(b) (relating to 94 Stat. 230.
applicable E)rcentage) is amended to read as follows:

“(3) TIER 3 OIL.—
“(A) IN GENERAL.—The s;gglicable percentage for tier 3 oil
which is not newly discovered oil is 30 percent.
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“(B) NEwrLy p1scoveErep oiL.—The applicable percentage
for newly discovered oil shall be determined in accordance

with the following table:
The applicable
“For taxable periods beginning in: percentage is:
1982 27%
1983 25
1984 22vs
1985 20
1986 and thereafter 15™.

(b) ErrecTivE DATE.—The amendment made by this section shall
apply to taxable periods beginning after December 31, 1981.

SEC. 603. EXEMPT INDEPENDENT PRODUCER STRIPPER WELL OIL.

(a) IN GENERAL.—Subsection (b) of section 4991 (as amended by
section Gﬁl(%))bis g_lrgui;eigged tbgh striki 21;1};1 “an::il" fat; the enlil( 5o)f
paragraph (4), by s out the period at the end of paragra A
and inserting in lieu thereof “, a.ndE?and by adding at the end thereof
the following new paragraph:

*(6) exempt stripper well oil.”

(b) EXempr ER WELL OrL.—Section 4994 (as amended by
section 601(b)) is amended by adding at the end thereof the following
new subsection:

“(g) Exempt STRIPPER WELL OIL.—

“(1) IN GENERAL.—For purposes of this chapter, the term
‘exempt stripper well oil’ means any oil—

‘(A) the producer of which is an independent producer
(within the meaning of section 4992(b)(1)),

“(B) which is from a stripper well property within the
meaning of the June 1979 energy regulations, and

“(C) which is attributable to the independent producer’s
working interest in the stripper well property.

“(2) LIMITATION FOR CERTAIN TRANSFERRED PROPERTIES.—
Exempt stripper well oil does not include production attributable
to an interest in any property which at any time after .lgldv 22,
1981, was owned by a person other than an independent producer
(within the meaning of section 4992(b)(1)).”

(¢) CONFORMING AMENDMENT.—Paragraph (2) of section 4992(c)
(defining independent producer amount) is amended by adding at the
end thereof the following new sentence:

“For purposes of the preceding sentence, tier 1 oil and tier 2 oil
shall be treated as not including exempt sntll-;]:iper well oil.”

(d) ErFecTIVE DATE—The amendments e by this section shall
apply to oil removed from the premises after mber 31, 1982.

SEC. 604. EXEMPTION FROM WINDFALL PROFIT TAX OF OIL PRODUCED
FROM INTERESTS HELD BY OR FOR THE BENEFIT OF RESI-
DENTIAL CHILD CARE AGENCIES.

(a) ExempTION OF CHILD CARE AGENCIES FROM TAX.—Subparagraph
(A) of section 4994(b)(1) (relating to charitable interests exempt from
windfall profit tax) is amended &redeaignating clause (ii) as clause
(iii) and by adding after clause (i) the following new clause:

“(i1) held by an organization described in section
170(cX2) which is organized and operated primarily for
the residential placement, care, or treatment of delin-
%’fm' dependent, orphaned, neglected, or handicapped
children, or”.

(b) PEr1oD INTEREST REQUIRED T0 BE HELD.—
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(1) IN GENERAL.—Subparagraph (B) of section 4994(b)X1) is 94 Stat. 241.
amended to read as follows:

“(B) such interest was held on January 21, 1980, and at all
times thereafter before the last day of the taxable period, by
the organization described in clause (i) or (ii) of subpara-
graph (A), or subclause (I) of subparagraph (A)(ii).”

(2) INTERESTS HELD FOR THE BENEFIT OF CHILD CARE AGENCIES.—
Paragraph (2) of section 4994(b) is amended—

(A) by striking out “paragraph (1X(A)ii)” and inserting in
lieu thereof “clause (ii) or (iii) of paragraph (1XA)”, and

(B) by striking out “paragraph (1)(AXi)” each place it
appears and inserting in lieu thereof “clause (i) or (ii) of
paragraph (1XA)”.

(1) Clause (i) of section 4994(b)(1}(A) is amended by striking out
r” at the end thereof.
(2) Subclause (II) of section 4994(bX1)A)ii) is amended by
inserting “or (ii)” after “clause (i)"".
(d) EFrecTiVE DATE.—The amendments made by this section shall 26 USC 4994
apply to taxable periods beginning after December 31, 1980. note.

Subtitle B—Miscellaneous Provision

SEC. 611. APPLICATION OF CREDIT FOR PRODUCING NATURAL GAS FROM
A NONCONVENTIONAL SOURCE WITH THE NATURAL GAS
POLICY ACT OF 1978.

(a) IN GENErRAL.—Subsection (e) of section 44D (relating to the 94 Stat. 268.
credit for producing fuel from a nonconventional source) is amended
to read as follows:
“(e) AppricaTiON WrTH THE NATURAL GAS PoLicy Acr oF 1978.—
“(1) No CREDIT IF SECTION 107 OF THE NATURAL GAS POLICY ACT
OF 1978 IS UTILIZED.—Subsection (a) shall apply with respect to 15 USC 3317.
any natural gas described in subsection (c)1)BXi) which is sold
during the taxable year only if such natural gas is sold at a lawful
price which is determined without regard to the provisions of
section 107 of the Natural Gas Policy Act of 1978 and subtitle B of
title I of such Act. 15 USC 3331.
‘“(2) TREATMENT OF THIS SECTION.—For purposes of section
107(d) of the Natural Gas Policy Act of 1978, this section shall not
be treated as allowing any credit, exemption, deduction, or
comparable adjustment applicable to the computation of any
Federal tax.”
(b) EFrecTIivE DATE.—The amendment made by this section shall 26 USC 44D
apply to taxable years ending after December 31, 1979. note.
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TITLE VII-ADMINISTRATIVE
PROVISIONS

Subtitle A—Prohibition of Disclosure of Audit
Methods

SEC. 701. PROHIBITION OF DISCLOSURE OF METHODS FOR SELECTION
OF TAX RETURNS FOR AUDITS.

(a) GENERAL RuLe.—Paragraph (2) of section 6103(b) (defining
return information) is amended by adding at the end thereof the
following new sentence: “Nothing in the preceding sentence, or in
any other provision of law, shall be construed to require the disclo-
sure of standards used or to be used for the selection of returns for
examination, or data used or to be used for determining such
standards, if the Secretary determines that such disclosure will
seriously impair assessment, collection, or enforcement under the
intemai revenue laws.”

(b) ErrecTive DATE.—The amendment made by subsection (a) shall
apply to disclosures after July 19, 1981.

Subtitle B—Changes in Interest Rate for
Overpayments and Underpayments

SEC. 711. CHANGES IN RATE OF INTEREST FOR OVERPAYMENTS AND UN-
DERPAYMENTS,

(a) ANNUAL ApJUuSTMENT TO RATE OF INTEREST.—Subsection (b) of
section 6621 (relating to adjustment of interest rate) is amended by
striking out the last sentence thereof.

(b) Rate oF INTEREST To BE Basep oN 100 PErRCENT OF PRIME
RaTe.—Subsection (c) of section 6621 is amended by striking out “90
percent of”’.

(¢c) NEw RATE To TAKE EFFECT ON JANUARY 1 OF EACH YEAR AFTER
1982.—Subsection (b) of section 6621 is amended bly striking out
“February 1” and inserting in lieu thereof “January 1”.

(d) EFFeCTIVE DATES.—

(1) For suBsecTIONS @ AND (b).—The amendments made by
subsections (a) and (b) shall axply to adjustments made after the
date of the enactment of this Act.

(2) For suBsecTION (0).—The amendment made by subsection
(¢) shall apply to adjustments made for periods after 1982.

Subtitle C—Changes in Certain Penalties and
in Requirements Relating to Returns

SEC. 721. CHANGES IN PENALTIES FOR FALSE INFORMATION WITH RE-
SPECT TO WITHHOLDING.

(a) Civi PeEnaLTy.—Section 6682 (relating to false information
with respect to withholding allowances based on itemized deductions)
is amended to read as follows:
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“SEC. 6682. FALSE INFORMATION WITH RESPECT TO WITHHOLDING.

. “l(::) Cxtyll. Penavty.—In addition to any criminal penalty provided
y law, if—

“(1) any individual makes a statement under section 3402
which results in a decrease in the amounts deducted and with-
held under chapter 24, and

“(2) as of the time such statement was made, there was no
reasonable basis for such statement,

such individual shall pay a penalty of $500 for such statement.

“(b) ExcepTiON.—The Secretary may waive (in whole or in part) the
penalty im under subsection (a) if the taxes im with
respect to the individual under subtitle A for the taxable year are
equal to or less than the sum of—

“(1) the credits against such taxes allowed by part IV of
subchapber A of chapter 1, and

“(2) the payments of estimated tax which are considered
ga ents on account of such taxes.
“c cy Procepures Not To Arm.v .—Subchapter B of
cha ter 63 (ralatmg to deficiency procedures for income, estate, gift,
certain excise taxes) shall not agply in respect to the assessment
or oollectlon of any penalty imposed by subsection a) s
(b) CriMiNAL PENALTY.—Section 7205 (relating to fraudulent with-
holding exemption certificate or failure to supply information) is
aﬁemed by striking out “$500” and inserting in lieu thereof
(c) CLericAL AMENDMENT.—The table of sections for subchapter B
of chapter 68 is amended by striking out the item relating to section
6682 and inserting in lieu thereof the following:

“Sec. 6682. False information with respect to withholding.”

(d) ErrecTIVE DATE.—The amendments made by this section shall
apply to acts and failures to act after December 31, 1981

SEC. 722. ADDITIONS TO TAX IN THE CASE OF VALUATION OVERSTATE-
MENTS, INCREASE IN NEGLIGENCE PENALTY.

(a) VALUATION OVERSTATEMENTS.—

(1) In GENERAL—Subchapter A of chapter 68 (relati
additions to tax) is amended by redesignating section 665 as
section 6660 and by inserting after section 6658 the following new
section:

“SEC. 6659. ADDITION TO TAX IN THE CASE OF VALUATION OVERSTATE-
MENTS FOR PURPOSES OF THE INCOME TAX.

“(a) ApprrioN 10 THE TAx.—If—
“(1) an individual, or
“2) a closely held corporation or a personal service
corporation,

has an underpayment of the tax imposed by chapter 1 for the taxable
year which is attributable to a valuation overstatement, then there
shall be added to the tax an amount equal to the apphcable percent-
age of the underpa%mo attributable.

“(b) APPLICABLE ‘AGE DEFINED.—For p of subsection
(a), the applicable percentage shall be determined under the follow-
ing table:

“If the valuation claimed is the

following percent of the correct The applicable
valuation— percentage is:
150 percent or more but not more than 200 groent 10
More than 200 percent but not more than 250 percent 20

More than 250 percent 30

95 STAT. 341

26 USC 3401 et
seq.

26 USC 31.

26 USC 6211.

26 USC 7206.

26 USC 6682
note.

26 USC 6660.

26 USC 6659.
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“(c) VALUATION OVERSTATEMENT DEFINED.—

“(1) IN ceNEraL.—For purposes of this section, there is a
valuation overstatement if the value of any property, or the
adjusted basis of any property, claimed on any return exceeds
150 percent of the amount determined to be the correct amount
of such valuation or adjusted basis (as the case may be).

“(2) PROPERTY MUST HAVE BEEN ACQUIRED WITHIN LAST 5
veARS.—This section shall not apply to any property which, as of
the close of the taxable year for which there is a valuation
overstatement, has been held by the taxpayer for more than 5

ears.

“(d) UNpERPAYMENT MusT BE AT LEAsST $1,000.—This section shall
not apply if the underpayment for the taxable year attributable to
the valuation overstatement is less than $1,000.

“(e) AutHority To WaIve.—The Secretary may waive all or any

art of the addition to the tax provided b{r this section on a showing
Ey the taxpayer that there was a reasonable basis for the valuation or
adjt:isfted}?asis claimed on the return and that such claim was made in
good faith.

“(f) OrHER DEFINITIONS.—For purposes of this section—

“(1) UnpeErPAYMENT.—The term ‘underpayment’ has the
meaning given to such term by section 6653(c)(1).

“(2) CLOSELY HELD CORPORATION.—The term ‘closely held corpo-
ration’ means any corporation described in section 465(a)(1)C).

“(3) PERSONAL BSERVICE CORPORATION.—The term ‘personal
service corporation’ means any corporation which is a service
organization (within the meanin%;)f section 414(m)3)).”

(2) CrEricaL AMENDMENT.—The table of sections for sub-
chapter A of chapter 68 is amended by striking out the last item
and inserting in lieu thereof the following:

“Sec. 6659. Addition to tax in the case of valuation overstatements for pur-

poses of the income tax.

“Sec. 6660. Applicable rules.”

(3) TECHNICAL AMENDMENT.—Subsection (c) of section 5684
(relating to penalties for the payment and collection of liquor
taxes) and subsection (d) of section 5761 (relatin%lto civil penal-
ties) are each amended by striking out “6659" in the heading and
text thereof and inserting in lieu thereof “5660”.

(4) EFFEcTIVE DATE.—The amendments made by this subsection
shall apply to returns filed after December 31, 1981.

(b) INCREASE IN NEGLIGENCE PENALTY.—

(1) In cENERAL.—Subsection (a) of section 6653 (relating to
failure to pay tax) is amended to read as follows:

“(a) NEGLIGENCE OR INTENTIONAL DISREGARD OF RULES AND REGU-
,li.‘ATIONS Wirh Respect 10 INcOME, Girr, oR WINDFALL PROFIT

AXES.— .

“(1) IN gENERAL.—If any part of any nnde;ﬂayment (as defined
in subsection (¢)(1)) of any tax imposed by subtitle A, by chapter
12 of subtitle B, or by chapter 45 (relating to windfall profit tax) is
due to negligence or intentional disregard of rules or re tions
(but without intent to defraud), there shall be added to the tax an
amount equal to 5 percent of the underpayment.

“(2) ADDITIONAL AMOUNT FOR PORTION ATTRIBUTABLE TO NEGLI-
GENCE, ETc.—There shall be added to the tax (in addition to the
amount determined under paragraph (1)) an amount equal to 50
percent of the interest payagle under section 6601—

“(A) with respect to the portion of the underpayment
described in paragraph (1) which is attributable to the
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a?g]iggnce or intentional disregard referred to in paragraph
, an
*“(B) for the period beginning on the last date prescribed by
law for payment of such underpayment (determined without
ard to extension) and ending on the date of the
assessment of the tax.”
(2) ErFecTIVE DATE.—The amendment made by paragraph (1) 26 USC 6653
shall apply to taxes the last date prescribed for payment of which note-
is after December 31, 1981.

SEC. 723. CHANGES IN REQUIREMENTS RELATING TO INFORMATION
RETURNS.

(a) INCREASES IN PENALTIES FOR FAILURE To FiLE CERTAIN RETURNS
OR FURNISH CERTAIN STATEMENTS.—

(1) CerTaIiN RETURNS.—Paragraph (1) of section 6652(a) (relat- 26 USC 6652.
ing to failure to file certain information returns, registration
statements, etc.) is amended to read as follows:

“(1) to file a statement of the aggregate amount of payments to
another person required by—

“(A) section 6041 (a) or (b) (relating to certain information
at source),

“(B) section 6042(a)(1) (relating to payments of dividends
aggregating $10 or more),

“(C) section 6044(a)(1) (relating to payments of patronage
dividends a; ating $10 or more),

“(D) section 2049(3)(1) (relating to payments of interest

gregating $10 or more),

“(E) section 6050A(a) (relating to reporting requirements
of certain fishing boat operators), or

“(F") section 6051(d) (relating to information returns with
respect to income tax withheld), or”.

(2) CERTAIN STATEMENTS.—Section 6678 (relating to failure to 26 USC 6678.
furnish certain statements) is amended by striking out “or” at
the end of paragraph (1), by inserting “or” at the end of
paragraph (2), and by inserting after paragraph (2) the following
new paragraph:

“(3) to furnish a statement under—

“(A) section 6050A(b) (relating to statements furnished by
certain fishing boat operators),

“(B) section 6050C (relating to information regarding
windfall profit tax on crude oil),

“(C) section 6051 (relating to information returns with
respect to income tax withheld) if the statement is required
to be furnished to the employee, or

“(D) section 6053(b) (relating to statements furnished by
employers with respect to tips),

on the date prescribed therefor to a person with respect to whom
such a statement is required,”.

(3) RETENTION OF EXISTING PENALTIES FOR FAILURE TO FILE
CERTAIN STATEMENTS.—Subsection (b) of section 6652 is amended 26 USC 6652.
to read as follows:

“(b) OTHER RETURNS.—In the case of each failure to file a statement
of a payment to another person required under the authority of—

“(1) section 6042(a)(2) (relating to payments of dividends aggre-
gat%%)g Iﬁf thaélow )’)(2) (relating to ts of d

“/2) section a relating to payments of patronage divi-
dends aggregating less than $10), - -

89-194 O—82——24: QL3
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“(3) section 6049(a)(2) (relating to payments of interest aggre-
gating less than $10), or

“(4) section 6049(a)(8) (relating to other payments of interest by
corporations),

on the date prescribed therefor (determined with regard to any
extension of time for filing), unless it is shown that such failure is due
to reasonable cause and not to willful neglect, there shall be paid
(upon notice and demand by the Secretary and in the same manner as
tax) by the person failing to so file the statement, $1 for each such
statement not so filed, but the total amount imposed on the delin-
quent person for all such failures during the calendar year shall not
exceedpsel.OOO."

(4) CLEricAL AMENDMENT.—The subsection heading of subsec-
tion (a) of section 6652 is amended by inserting “INFORMATION AT
Source,” before “PAYMENTS OF D1vIDENDS".

(b) REQUIREMENT OF STATEMENTS To BE FURNISHED TO PERSONS
Wit Respect To WHOM INFORMATION I8 FURNISHED ON PAYMENTS OF
$600 orR MORE.—

(1) In ceNERAL—Section 6041 (relating to information at
source) is amended by redesignating subsection (d) as subsection
(e) and by inserting after subsection (c¢) the following new
subsection:

“(d) StateMENTS To BE FUrRNISHED TO PERSONS WITH RESPECT TO
Waom INFORMATION Is FURNISHED.—Every person making a return
under subsection (a) shall furnish to each person whose name is set
forth in such return a written statement showing—

(1) the name, address, and identification number of the person
making such return, and’

“(2) the aggregate amount of payments to the person shown on
the return.

The written statement required under the preceding sentence shall
be furnished to the person on or before January 31 of the year
following the calendar year for which the return under subsection (a)
was e. To the extent provided in regulations prescribed by the
Secretary, this subsection shall also apply to persons making returns
under subsection (b).”

(2) PENALTY FOR FAILURE TO FURNISH STATEMENT.—Paragraph
(1) of section 6678 (relating to failure to furnish certain state-
ments) is amended—

(A) by inserting “6041(d),” before “6042(c)”, and
(B) by inserting “6041(a),” before “6042(a)1)”.

(c) ErrecTivE DaTE.—The amendments made by this section shall

apply lt:: Iéelml?ssl and statements required to be furnished after
ember 31, 5

SEC. 724. PENALTY FOR OVERSTATED DEPOSIT CLAIMS.

(a) GENERAL RuLE.—Subsection (b) of section 6656 (relating to
failure to make deposit of taxes) is amended to read as follows:
“(b) OverstaTep DePosIT CLAIMS.—

“(1) ImPOSITION OF PENALTY.—Any person who makes an over-
stated deposit claim shall be subject to a penalty equal to 25
percent of such claim.

“(2) OVERSTATED DEPOSIT CLAIM DEFINED.—For purposes of this
s?bsect.inn, the term ‘overstated deposit claim’ means the excess
0 —

“(A) the amount of tax under this title which any person
claims, in a return filed with the Secretary, that such person
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has deposited in a government depositary under section
6302(c) for any period, over

“(B) the aggregate amount such person has deposited in a
government depositary under section 6302(c), for such
period, on or before the date such return is filed.

“(3) PENALTY NOT IMPOSED IN CERTAIN CASES.—The penalty
under paragraph (1) shall not apply if it is shown that the excess
described in ph (2) is due to reasonable cause and not due
to willful negq;ctma

“(4) PENALTY IN ADDITION TO OTHER PENALTIES.—The penalty
under pﬂ.ra%mph (1) shall be in addition to any other penalty
provided by law.”

(b) CLERICAL AMENDMENTS.—
(1) The heading of section 6656 is amended by inserting “OR
OVERSTATEMENT OF DEPOSITS” after “TAXES”.
(2) The table of sections for subchapter A of chapter 68 is
amended by striking out the item relating to section 6656 and
inserting in lieu thereof the following:

“Sec. 6656. Failure to make deposit of taxes or overstatement of deposits.”

(3) The heading of subsection (a) of section 6656 is amended by

striking out “PENALTY” and inserting in lieu thereof “UNDERPAY-
4(A) Secti m5'f’s334 rela penalties rela h

( ion (relating to ties ting to the pay-
ment and collection of liquor taxes) is amended by striking out
subsection (b) and by redesignating subsections (c) and (d) as
subsections (b) and (c), respectively.

(B) Subsection (c) of section 5684, as redesignated by subpara-
graph (A), is amended by redesignating paragraphs (4) and ?5) as
paragraphs (5) and (6), respectively, and by inserting after
paragraph (3) the following new paragraph:

“(4) For penalty for failure to make deposits or for overstatement of de-
posits, see section 6656."

(5) Section 5761 (relating to civil genaltiea) is amended by
:lt;ri}f;illllg out subsections (c) and (d) and inserting in lieu thereof
e following:

“(c) AppLICABILITY OF SECTION 6659.—The perrx}al;.l? im by
subsection (b) shall be assessed, collected, and paid in the same
manner as taxes, as provided in section 6659(a).

“(d) Cross REFERENCES.—

“For penalty for failure to make deposits or for overstatement of depos-
its, see section 6656.”

(c) ErrecTivE DATE.—The amendments made by this section shall
apply to returns filed after the date of the enactment of this Act.

SEC. 725. DECLARATION OF ESTIMATED TAX NOT REQUIRED IN CERTAIN
CASES.

(a) GENERAL RuLE.—Section 6015 (relating to declaration of esti-
mated tax by individuals) is amended by redesignating subsections (b)
through (i) as subsections (c) through (j), respectively, and by insert-
ing after subsection (a) the following new subsection:

“(b) DEcLARATION Not REQUIRED IN CERTAIN CAsEs.—No declara-
tion shall be required under subsection (a) if the estimated tax (as
defined in subsection (d)) is less than the amount determined in
accordance with the following table:

95 STAT. 345
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“In the case of taxable

years beginning in: The amount is:
1981 . $100
1982 200
1983 300
1984 400
1985 and thereafter 500.”

(b) No PeNaLTY FOR FAILURE To PAy ESTIMATED TAX IN CERTAIN
26 USC 6654. Cases.—Section 6654 (relating to failure by individual to pay esti-
mated tax) is amended by redesignating subsections (f) and (g) as
subsections (g) and (h), respectively, and by inserting after subsection
(e) the following new sul ion:
“(f) ExcEpTioN WHERE TAX Is SMALL AMOUNT.—

“(1) In ceNERAL.—No addition to tax shall be imposed under
subsection (a) for any taxable year if the tax shown on the return
for such taxable year (or, if no return is filed, the tax) is less than
the amount determined under the following table:

“In the case of taxable

years beginning in: The amount is:
1981 $100
1982 200
1983 300
1984 400
1985 and thereafter 500.

“(2) SpeciAL RULE.—For purposes of subsection (b), the amount
of any installment required to be paid shall be determined
without regard to subsection (b) of section 6015.”

26 USC 871 e Tf’f)ﬂgmagm“ h (6) of section 871(g) i ded by striking out
; ar on is amen ou
“60153)” and P11:|aerl;ing in lieu thereof “6015()”. i
26 USC 6015. Iaz(:? Su?:ect.iun (a) of section 6015 is amended by striking out the
sentence.
26 USC 6153. (8) Subsection (a) of section 6153 is amended by striking out
1 “6015(c)” and inserting in lieu thereof “‘6015(d)”.

26 USC 7701. 4) Subparagra%? (A) of section 7701(a)X34) is amended by

striking out “6015(c)’ and inserting in lieu thereof “6015(d)”.
Supra. (5) Subsection (g) of such section 6654 (as redesignated by

subsection (b)) is amended by striking out “subsections (b) and
(d)” and inserting in lieu thereof “subsections (b), (d), and (f)”.

26 USC 6015 (d) EFFecTivE DATE.—The amendments made by this section shall
note. ?géa(l}y to estimated tax for taxable years beginning after December 31,

Subtitle D—Cash Management

SEC. 731. CASH MANAGEMENT.

26 USC 6655. (a) IN GENERAL.—Paragraph (1) of section 6655(h) (relating to large
corporations rer;amred to pay at least 60 percent of current year tax) is
amended to as follows:

(1) MINIMUM PERCENTAGE.—

“(A) In GENERAL.—Except as provided in subparagraph
(B), in the case of a large cor;laoration, paragraphs (1) and ?2)
of subsection (d) shall not app Py

“(B) TransiTioN RULE.—For taxable years beginning
before 1984, in the case of a large corporation, the amount
treated as the estimated tax for the taxable year under
l)araﬁghs (1) and (2) of subsection (d) shall in no event be

ess than the applicable percentage of—
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“(i) the tax shown on the return for the taxable year,
or
“(ii) if no return was filed, the tax for such year.
“(C) APPLICABLE PERCENTAGE.—For purposes of subpara-
graph (B), the applicable percen shall be determined in
accordance with the following table:

“If the taxable year The applicable

begins in: percentage is:
1982 65

1983 75.”

(b) CLerIcAL AMENDMENT.—The heading of subsection (h) of section
6655 (relating to failure by corporations to pay estimated income tax) 26 USC 6655.
is amended by striking out “at Least 60 PERCENT” and inserting in
lieu thereof “MiNIMUM PERCENTAGE".

(¢) ErrecTive DaTE—The amendments made by this section shall 26 USC 6655
apply to taxable years beginning after December 31, 1981. .

Subtitle E—Financing of Railroad Retirement
System

SEC. 741. INCREASES IN EMPLOYER AND EMPLOYEE TAXES.

(a) Tax on EmpLoYEES.—Section 3201 (relating to rate of tax on 26 USC 3201.
employees) is amended by striking out all that precedes “the rate of
the tax” and inserting in lieu thereof the following:
“(a) In addition to other taxes, there is hereby imposed on the
income of each employee a tax equal to 2.0 percent of so much of the
compensation paid in any calendar month to such employee for
services rendered by him as is not in excess of an amount equal to
one-twelfth of the current maximum annual taxable ‘wages’ as
defined in section 3121 for any month.
by:"(b) The rate of tax imposed by subsection (a) shall be increased
(b) Tax on EmPLOYEE REPRESENTATIVES.—Subsection (a) of section
8211 (relating to tax on employee representatives) is amended by 26 USC 3211.
striking out “9.5” and inserting in lieu thereof “11.75”.
(c) Tax on EmprovErs.—The first sentence of section 8221(a) 26 USC 3221
(relating to tax on employers) is amended by striking out “9.5” and
inserting in lieu thereof “11.75".
(d) CONFORMING AMENDMENTS.—
(1) The last sentence of section 230(c) of the Social Security Act 42 USC 430.
is amended—
(A) by inserting “employee and” before “employer”,
(B) by striking out “section 3221(a)” and inserting in lieu
thereof “‘sections 3201(a) and 3221(a)”’, and
“1(3;51357 striking out “9.5” and inserting in lieu thereof
(2) Paragraph (1) of section 3231(e) (defining compensation) is 26 USC 3231.
amended by striking out “(iii)” and all that follows through “(iv)”
and inserting in lieu thereof “or (iii)"”.
(e) EFrecrive DaTE.—The amendments made by this section shall 26 USC 3201
ggg{y to compensation paid for services rendered after September 30, “°te:
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SEC. 742. ADVANCE TRANSFER OF AMOUNTS PAYABLE UNDER SOCIAL
SECURITY FINANCIAL INTERCHANGE.

Section 15(b) of the Railroad Retirement Act of 1974 is amended by
inserting “(1)” after “(b)” and by inserting at the end thereof the
following new subdivision:

“(2) In any month when the Board finds that the balance in the
Railroad Retirement Account is insufficient to pay annuity amounts

due to be paid during the following month, the shall report to
the Secretary of the Treasury the additional amount of money
n in order to make such annuity payments, and the Secre-

ta.zyh transfer to the credit of the Railroad Retirement Account
such additional amount upon receiving such report from the Board.
The total amount of money outstanding to the Railroad Retirement
Account from the general fund at any time during any fiscal year
shall not exceed the total amount of money the Board and the
Trustees of the Social Security Trust Funds estimate will be trans-
ferred to the Railroad Retirement Account pursuant to section T(cX2)
of this Act with respect to such fiscal year. Whenever the Board
determines that the sums in the Railroad Retirement Account are
sufficient to annuity amounts, the Board shall request the
Secretary of the r[‘reasuty to retransfer to the general fund from the
Railroad Retirement Account all or any am of the amount outstand-
ing, and the Secre of the Treasury make such retransfer of
the amount requested. Not later than 10 days after a transfer to the
Railroad Retirement Account under section 7(cX2) of this Act, any
amount of money ou to the Railroad Retirement Account
from the general fund under this subdivision shall be retransferred in
accordance with this subdivision. Any amount retransferred shall
include an amount of interest computed at a rate determined in
accordance with the following two sentences: The rate of interest
Bgyable with respect to an amount outstanding for any month shall

equal to the ave: investment yield for the most recent auction
(before such month) of United States Treasury bills with maturities of
52 weeks, deeming any amount outstanding at the beginning of a
month to have been borrowed at the beginning of such month. For
this purpose the amount of interest computed in ac¢ordance with the
preceding sentence but not repaid by the end of such month shall be
added to the amount outstanding at the beginning of the next
month.

SEC. 743. AMENDMENTS TO SECTION 3231 CLARIFYING DEFINITION OF
COMPENSATION.

@ Paragr:trh (1) of section 3231(e) (defining comtpensation) is
amended by adding after the third sentence thereof the following new
sentence: “Compensation which is paid in one calendar month but
which would be payable in a prior or subsequent taxable month but
for the fact that prescribed date of payment would fall on a Saturday,
Sunday or legal holiday shall be deemed to have been paid in such
prior or subsequent taxable month.”

(b) Paragraph (2) of section 3231(e) is amended by adding at the
beginning thereof the fo]lowimew sentence: “A payment made by
an employer to an individual ugh the employer’s payroll shall be

resumed, in the absence of evidence to the contrary, to be compensa-
ion for service rendered by such individual as an employee of the
employer in the period with respect to which the payment is made.”

(c) Paragraph (2) of section 3231(e), as amended by subsection (b), is
amended by striking from the second sentence thereof the words “An
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employee’’ and inserting instead the words: “An employee receiving
retroactive wage payments”. :

(d) The amendments made by this section shall apply for taxable
years beginning after December 81, 1981.

Subtitle F—=Filing Fees

SEC. 751. FEES FOR FILING PETITIONS.

(a) IN GENERAL.—Section 7451 is amended by striking out “$10”
and inserting in lieu thereof “$60”. . {

(b) ErrecTive DATE.—The amendment made by this section shall
apply to petitions filed after December 31, 1981,

TITLE VIII-MISCELLANEOUS
PROVISIONS

Subtitle A—Extensions

SEC. 801. FRINGE BENEFITS.

Section 1 of the Act entitled “An Act to prohibit the issuance of
regulations on the taxation of fri benefits, and for other pur-
poses”’, approved October 7, 1978 (Public Law 95-427), is amended by
striking out “May 31, 1981” each place it appears and inserting in
lieu thereof “December 31, 1983".

SEC. 802. EXCLUSION FOR PREPAID LEGAL SERVICES EXTENDED FOR 3
YEARS.

(a) ExTEnsioN.—Section 120 (relating to amounts received under
a]ualiﬁed g‘rmﬁa legal services plans) is amended by adding at the end

ereof the following new subsection:

“(e) TErMINATION.—This section shall not apply to taxable years
ending after December 31, 1984.”

(b) ConFoRMING AMENDMENT.—Paragraph (1) of section 2134(e) of
the Tax Reform Act of 1976 (relating to effective date) is amended by
striking out “, and ending before January 1, 1982”.

Subtitle B—Tax-Exempt Obligations

SEC. 811. TAX-EXEMPT FINANCING FOR VEHICLES USED FOR MASS
COMMUTING.

. (@) GENErAL RuLe.—Paragraph (4) of section 103(b) (relating to

industrial development bonds) is amended b&striking out “or’”” at the

end of aubpara&rl‘_)aph (@), by striking out the period at the end of

subparagraph and inserting in lieu thereof “, or”, and by

inserting r subparagraph (H) the following new subparagraph:
“(I) qualified mass commuting vehicles.”

. (b) DEFINITION OF QUALIFIED MAss CoMMUTING VEHICLES.—Subsec-
tion (b) of section 103 is amended by redesignating tﬁ:raﬁ:;aph 9) as
pamgrapl}: (10) and by inserting after paragraph (8) the following new
paragraph:
“(%]9&1 IN For pis f paragraph (4YD), th

GENERAL—For purposes of paragrap , the
term ‘qualified mass commuting vehicle’ means any bus,
subway car, rail car, or similar equipment—
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“(i) which is leased to a mass transit system wholly
owned by 1 or more governmental units (or agencies or
instrumentalities thereof), and

“(ii) which is used by such system in providing mass
commuting services.

“(B) TERMINATION.—Paragraph (4XI) shall not apply to

any obligation issued after December 31, 1984.”
(c) ErrecTIVE DATE.—The amendments made by this section shall
apply to obligations issued after the date of the enactment of this Act.

SEC. 812. OBLIGATIONS OF CERTAIN VOLUNTEER FIRE DEPARTMENTS.

(a) IN GENERAL.—Section 103 (relating to interest on certain
governmental obligations) is amended by redesignating subsection (i)
as subsection (j) and by inserting after subsection (h) the following
new subsection:

‘1) OBLIGATIONS OF CERTAIN VOLUNTEER FIRE DEPARTMENTS.—

“(1) In GENERAL.—An obligation of a volunteer fire department
%ht:& })fe treated as an obligation of a political subdivision of a

“(A) such department is a qualified volunteer fire depart-
ment with respect to an area within the jurisdiction of such
political subdivision, and

“(B) such obligation is issued as part of an issue substan-
tially all of the proceeds of which are to be used for the
acquisition, construction, reconstruction, or improvement
of a firehouse or firetruck used or to be used by such
department.

“(2) QUALIFIED VOLUNTEER FIRE Dmpmmm.—Foz;lpurposes of
this subsection, the term ‘qualified volunteer fire de nt’
means, with respect to a political subdivision of a State, any
organization—

. “(A) which is organized and operated to provide firefight-
ing or emergency medical services for persons in an area
(within the jurisdiction of such political subdivision) which is
not provided with any other firefighting services,

“(B) which is required (by written agreement) by the
politisal subdivision to fu.rmﬁn firefighting services in such
area

(b) EFrecTIVE DATE.—
(1) In GeENERAL.—The amendment made by subsection (a) shall
apply to obligations issued after December 31, 1980.
(2) SPECIAL RULE FOR CERTAIN OBLIGATIONS ISSUED BEFORE
EFFECTIVE DATE.—
(A) IN GENERAL.—Interest on any obligation described in
subparagraph (B) shall be excluded from gross income.
(B) OBLIGATION TO WHICH PARAGRAPH APPLIES.—For pur-
poses of subparagaph (A), an obligation is described in this
subparagraph if the obligation—
(i) was issued after December 31, 1969, and before
January 1, Iﬁgl, to the First Bank and Trust Company

of Indianapolis, Indiana,
(ii) was issued by a qualified volunteer fire de
ment (within the m of section 103(i)2) of the

Internal Revenue Code of 1954), and
(iii) was issued for the acquisition, construction, recon-
struction, or improvement of fireﬁgllting property.
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An obligation shall be treated as described in this séll})ﬁara-
ﬁgh only for the Perwd which is held by the First Bank and
t Company of Indianapolis, Indiana.

(C) FIREFIGHTING PROPERTY.—For purposes of subpara-
graphrty(B), the term “firefighting property” means
property—

(i) which is of a character subject to the allowance for
depreciation,and o

ii)(I) which is used in the training for the performance

of, or in the performance of, firefighting or ambulance

services, or
(II) which is exclusively used to house the property
described in subclause (I).

Subtitle C—Excise Taxes

SEC. 821. EXTENSION OF TELEPHONE EXCISE TAX.

(a) IN GENERAL.—The table contained in paragraph (2) of section
4251(a) (relating to im;i'ositi(m of tax on communications) is amended
by striking out the last line and inserting in lieu thereof the
following:

“During 1982, 1983, or 1984 {

(b) ConForMING AMENDMENT.—Subsection (b) of section 4251 is
amended by striking out “1983" and inserting in lieu thereof “1985".

SEC. 822. EXCLUSION OF CERTAIN SERVICES FROM FEDERAL UNEM-
PLOYMENT TAX ACT.

(a) IN GENERAL—Section 3306(c) (relating to the definition
of em lc{i:yment under the Federal Unemployment Tax Act) is
amended—

(1) by striking out “or” at the end of paragraph (17);
(2) by redesngnatinaieparagraph (18) as paragraph (19); and
(3) by inserting r paragraph (17) the following new

paral%mph:. R )
“(18) service described in section 3121(b)(20); or”’.

(b) ErFecTivE DATE—The amendments made by subsection (a)
shall be effective with respect to remuneration paid during 1981.

SEC. 823. PRIVATE FOUNDATION DISTRIBUTIONS,

(a) GENERAL RULE.—

(1) Paragraph (1) of section 4942(d) (defining distributable
amount) is amended by striking “or the adjusted net income
) Paregraphe (30A) of section 4942() (defini fing f

aragrap o ion efining operating foun-

dation) is amended to read as follows:

“(A) which makes qualifying distributions (within the
meaning of paragraph ?1) or (2) of subsection (g)) directly for
the active conduct of the activities constituting the purpose
or function for which it is organized and operated equal to
substantially all of the lesser of—

(m“(i) lctl;s adjusted net income (as defined in subsection
, an
“(ii) its minimum investment return; and”.

3) Paragraﬂh (3) of section 4942(j) is amended by adding at the
end thereof the following new sentence: “Notwithstanding the
provisons of subparagraph (A), if the qualifying distributions
(within the meaning of paragraph (1) or (2) of subsection (g)) of an
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organization for the taxable year exceed the minimum invest-
ment return for the taxable year, clause (ii) of subparagraph (A)
shall not apply unless substantially all of such qualifying distri-
butions are made directly for the active conduct of the activities
constit}lteéi’?g the purpose or function for which it is organized and
operated.

(b) EFFecTivE DATE.—The amendments made by this section shall

apply to taxable years beginning after December 31, 1981.

Subtitle D—Other Provisions

SEC. 831. TECHNICAL AMENDMENTS RELATING TO DISPOSITIONS OF
INVESTMENT IN UNITED STATES REAL PROPERTY.

(a) GENERAL RULE.—

(1) Paragraph (1)(A)i) of section 897(c) (defining United States
real property interests) is amended by striking out “United
Isstlatefl:’ ’and inserting in lieu thereof “United States or the Virgin

ands”.

(2) Section 862(a) (relating to income from sources without the
United States) is amended—

(A) by striking out “and” at the end of paragraph (5),

(B) by striking out the period at the end ofp paragraph (6)
and inserting in lieu thereof a semicolon,

(C) by striking out “Underwriting” in paragraph (7) and
inserting in lieu thereof “underwriting”,

(D) by striking out the period at the end of paragraph (7)
and insertinf in lieu thereof “; and”, and

(E) by adding at the end thereof the following new

é)aragraph:

“(8) gains, profits, and income from the disposition of a United
States real property interest (as defined in section 897(c)) when
the real property is located in the Virgin Islands.”

(3) Section 6039C (relating to returns with respect to United
States real property interests) is amended by adding at the end
thereof the following new subsection:

“(f) SpEciAL RULE FOR UNITED STATES INTEREST AND VIRGIN ISLANDS
INTEREST.—A nonresident alien individual or foreign corporation
subject to tax under section 897(a) shall pay any tax and file any
return required by this title—

“(1) to the United States, in the case of any interest in real
property located in the United States and an interest (other than
an interest solely as a creditor) in a domestic corporation (with
respect to the United States) described in section 897(c)(1)(A)(ii),

and
“(2) to the Virgin Islands, in the case of an interest in real
property located in the V:ﬁin Islands and an interest (other than
an interest solely as a creditor) in a domestic corporation (with
respect to the Virgin Islands) described in section 897(c)(1)(A)({i).”
(b) PArTNERSHIP AsseTs.—Paragraph (4)(B) of section 897(c) is
amended to read as follows:

“(B) ASSETS HELD BY PARTNERSHIPS, ETC.—Under regula-
tions prescribed by the Secretary, assets held by a partner-
ship, trust, or estate shall be treated as held proportionately
by its partners or beneficiaries. Any asset treated as held b
a partner or beneficiary by reason of this subparagrap
which is used or held for use by the partnership, trust, or
estate in a trade or business shall be treated as so used or
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held by the partner or beneficiary. Any asset treated as held
sm partner or beneficiary by reason of this subparagraph
1 be so treated for purposes of applying this subpara-
graph successively to partnerships, trusts, or estates which
:hre above the first partnership, trust, or estate in a chain
ereof.

(c) NoNRECOGNITION RULES OVERRIDDEN IN CERTAIN CAsES.—Sub-
pamgraph (B) of section 897(d)1) is amended to read as follows: 26 USC 897.
“(B) ExcepTiONs.—Gain shall not be recognized under

subpar lfph (A)—

“(I) at the time of the rece uft of the distributed
property, the distributee would be subject to tax-
ation under this ctlél;lpfer on a subsequent disposi-

tion of the distribu rtg
‘(II) the basis of the distributed property in the
hands of the distributee is no greater the

adjusted basis of such property before the distribu-
tion, increased (ﬂst e amount of gain (if any)
recognized by the distributing corgﬁatlon, or
“(ii) if such nonrecognition is provi ations
prescribed by the Secre under subsection (e)(2).”
(d) FOREIGN CorroraTION PERMITTED TO ELECT To BE TREATED AS
A Domestic CorPORATION.—Subsection (i) of section 897 is amended
to read as follows:
“(i) ELEcTioN BY FOREIGN CORPORATION To BE TREATED As DOMEs-
TIC CORPORATION.—
“(1) IN GENERAL.—If—
“(A) a foreign corporation holds a United States real
pro rty interest, an
) under any treaty obligation of the United States the
foreign corporation is entitled to nondiscriminatory treat-
ment with respect to that interest,
then such foreign corporation may make an election to be treated
gﬂ 9?. 9;(l:m:l:leen:u: corporation for purposes of this section and section
“(2) REVOCATION ONLY WITH CONSENT.—Any election under
paragraph (1), once made, may be revoked only with the consent
of the Secretary.
“(3) MARING OF ELECTION.—An election under paragraph (1)
may be made only—
“(A) if all of the owners of all classes of interests (other
than interests solely as a creditor) in the foreign corporation
a{. tge tu:nm;:l of thetﬁiletctmn consent fil;_g mthmgll?ng tt:f i:hef
election and agree gain, if any, from the disposition o
such interest after June 18, 1980, which would be taken into
account under subsection (a) shall be taxable notwithstand-
provision to the contrary in a treaty to which the
States is a party, and
“(B) subject to such other conditions as the Secretary may
prescribe by regulations with respect to the corporation or
its shareholders.
In the case of a class of interest (other than an interest solely as a
creditor) which is regularl geiéraded on an established securities
market, the consent described in subparagraph (A) need only be
made by any person if such person held more than 5 percent of
such class of interest at some time during the shorter of the
periods described in subsection (c)1XA)il). The constructive
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ownership rules of subsection (c)(6)(C) shall apply in determining
whether a person held more than 5 percent of a class of interest.

“(4) EXCLUSIVE METHOD OF CLAIMING NONDISCRIMINATION.—
The election provided by paragraph (1) shall be the exclusive
remedy for any person claiming discriminatory treatment with
respect to this section and section 6039C.”

(e) RErorRTING REQUIRED FOR CERTAIN INDIRECT HOLDINGS.—Para-
graph (4)C) of section 6039C(b) is amended to read as follows:

“(C) InDIRECT HOLDINGS.—For purposes of determining
whether an entity to which this subsection applies has a
substantial investor in United States real property, the
assets of any person shall include the person’s pro rata
of the United States real property interest held by any
corporation (whether domestic or foreign) if the person’s pro
rata share of the United States real property interests
exceeded $50,000.”

(f) CerTAIN CONTRIBUTIONS TO CAPITAL.—Section 897 is amended by
adding at the end thereof the following new subsection:

“3) CErTAIN CoNTRIBUTIONS TO CAPITAL.—Except to the extent
otherwise provided in regulations, gain shall be recognized by a
nonresident alien individual or foreign corporation on the transfer of
a United States real property interest to a foreign corporation if the
transfer is made as paid in surplus or as a contribution to capital, in
the amount of the excess of—

“(1) the fair market value of such property transferred, over
“(2) the sum of—

“(A) the adjusted basis of such property in the hands of the
transferor, plus

“(B) the amount of gain, if any, recognized to the trans-
feror under any other provision at the time of the transfer.”

(ﬁ) PRE-ENACTMENT AcQuisiTioNs.—Section 897 is amended by
adding at the end thereof the following new subsections:

“(k) ForeicN CORPORATIONS ACQUIRED BEFORE ENACTMENT.—If—

“(1) a foreign corporation adopts, or has adopted, a plan of
liquidation described in section 334(b)(2)(A), and
“(2) the 12-month period described in section 334(b)X2)B) for
the acquisition by purchase of the stock of the foreign corpora-
iiggi, began after mber 31, 1979, and before November 26,
then such foreign corsoration maay make an election to be treated, for
the period following June 18, 1980, as a domestic corporation pursu-
ant to section 897(i)X1). Notwithstanding an election under the preced-
ing sentence, any selling shareholder of such corporation be
considered to have sold the stock of a foreign corporation.

“() SpeciAL RULE FOR CERTAIN UNITED STATES SHAREHOLDERS OF
LiqumATiING ForeicN CorPorATIONS.—If a corporation adopts a 9;;lzm
of complete liquidation and if, solely by reason of section 897(d),
section 337(a) does not apply to sales or exchanges, or section 336 does
not apply to distributions, of United States propertg interests by
such corporation, then, in the case of any shareholder who is a United
States citizen or resident and who has held stock in such corporation
continuously since June 18, 1980, for the first taxable year of such
shareholder in which he receives a distribution in complete liquida-
tion with respect to such stock—

“(1) the amount realized by such shareholder on the distribu-
tion shall be increased by his proportionate share of the amount
by which the tax imposed by this subtitle on such corporation
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would have been reduced if section 897(d) had not been applica-

e, an
“(2) for purposes of this title, such shareholder shall be deemed
to have paid, on the last day prescribed by law for the payment of
the tax imposed by this subtitle on such shareholder for such
taxable year, an amount of tax equal to the amount of the
increase described in paragraph (1).”
(h) TrEaTY.—Paragraph (2)(B) of section 1125 of the Foreign Invest-
ment Real Property Tax Act of 1980 is amended to read as follows:
“(B) the new treaty is signed on or after January 1, 1981,
and before January 1, 1985,
then paragraph (1) shall be applied with respect to obligations
under the old treaty by substituting for ‘December 31, 1984’ the
date (not later than 2 years after the new treaty was signed)
spﬁi)ﬁgd in the new treaty (or accompanying exchange of
notes).
(i) EFFecTIVE DATES.—The amendments made by this section shall
alfllg]}lydbo tgiapositions after June 18, 1980, in taxable years ending after
8 ate.

SEC. 832. MODIFICATION OF FOREIGN INVESTMENT COMPANY
PROVISIONS.

(a) In GENERAL.—Paragraph (2) of section 1246(a) (defining ratable
share) is amended by striking out subparagraph (B) and inserting in
lieu thereof the following:

“(B) excluding such earnings and profits attributable to—
“(i) any amount previously included in the gross
income of such taxpayer under section 951 (but only to
the extent the inclusion of such amount did not result
in an exclusion of any other amount from gross income
under section 959), or
‘(ii) any taxable year during which such corporation
was not a foreign investment company but only if—
“(I) such corporation was not a foreign invest-
ment company at any time before such taxable
year, and
“(II) such corporation was treated as a foreign
i(ﬂ)t(rg)sgnent company solely by reason of subsection
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26 USC 1246 (b) ErrecTive DATE.—The amendment made by subsection (a) shall
T apply to sales or exchanges after the date of the enactment of this Act
in taxable years ending after such date.

Approved August 13, 1981.
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